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TO PROVIDE REVENUE FOR WAR PURPOSES.

FRIDAY, SEPTEMBER 6, 1918.

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Waskingeon, D. C.
The committee met, pursuant to call, at 10 o'clock a. m. in the

committee room, Senate Office Building, Senator F. M. Simmons
presiding.

Present: Senators Simmons (chairman), Williams, Smith, Thomas,
Gore, Jones, Nugent, Penrose, Lodge, McCumber, Smoot, Townsend,
and Dillingham.

The committee proceeded to the consideration of the bill (H. R.
11283) "to provide revenue and for other purposes."

The CHAIRMAN. Gentlemen of the committee, we have a majority
here, and the committee is ready to proceed with hearings. It is
proper that I should state that, of course, it is understood that the
bill has not yet been acted upon by the House, and we have not
jurisdiction of the bill. But in order to facilitate its consideration
we have decided to have hearings while the House is considering the
bill, so that as soon as it comes over and is reported to the Senate
and referred to the committee we may proceed with the consideration
of the bill.

Senator SMOOT. As the bill may be reported.
The CHAIRMAN. As the bill may be reported. Wq are simply

assuming for the present that the House will pass the bill as it has
been reported to it by the Ways and Means Committee.

Senator LODGE. Substantially.
The CHAIRMAN. Substantially; yes. It is also proper that I should

state that the committee decided, in ordering these hearings, that we
would give at least a week's hearing-not more than 10 days-and in
order that the hearings may be concluded within that limited period
of time the committee decided to ask the several industries which
may wish to make statements to the committee to select some repre-
sentative of the industry to present their case orally, with the under-
standing that any briefs that the representatives of the industry may
wi§h to file can be filed and printed along with the oral hearing.

MAIL-ORDER HOUSES.

Senator SMOOT. I will say to the chairman that I asked the gentle
man representing the mail-order houses if he would not be here this
morning to begin at once, and he said that he desired to leave as
quickly as possible, so I told him he would be heard the first thing
this morning, so I ask that Mr. Eiswald be heard first.

The CHAIRMAN. You may proceed, Mr. Eiswald.
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STATEMENT OF MR. G. H. EISWALD, PRESIDENT OF THE
CHARLES WILLIAM STORES (INC.), NEW YORK.

Mr. EISWALD. The statement I will make to the committee is sub-
mitted by the following:

J. I. Zook, treasurer, Montgomery Ward & Co., Chicago.
S. G. Rosenbaum, president, the National Cloak & Suit Co.. New

York.
W. R. Heath, vice president, the Larkin Co., of Buffalo.
G. H. Eiswald. president, the Charles William Stores, New York.
Milton Cone, president. the Spotless Co., Richmond, Va.
These gentlemen represent their respective corporations, and in

addition the majority of the so-called mail-order houses of the United
States.

Our subject is a tax of 1 per cent on sales by mail, proposed in the
revenue bill now iinder consideration by the Senate Finance Com-
mittee, to wit [reading] :

SEc. 1005. That on and after January first, nineteen hundred and nineteen,
every person, any part of whose business consists of the retailing of mer-
chanllse through or upon orders received by mail, shall pay annually a special
excise tax equivalent to one per centumi of the gross amount in excess of
$100,000 received by such person from such retail sales during the preceding
.ear ending June thirtieth.

The necessity for revenue by the Government is recognized, and
every just and fair method of producing it will meet with our hearty
approval and assistance.

We offer no objection to a tax of 1 per cent on sales as a tax, pro-
vided it is levied on all sales, irrespective of the way in which they
are made. Such a tax is just, moerate, easy of determination and
collection, and, if applied to all. sales, would yield enormous revenue.
If applied to sales by mail only it would yield at the most a
relatively small amount.

In passing, we wish to direct your attention without further com-
ment to the ambiguity of the section under consideration.

Senator PENROSE. Did you present these views to the Ways and
Means Committee?

Mr. EISWALD. Substantially, Senator.
Senator PENROSE. And they overruled your objections?
Mr. EISWALD. The Ways and Means Committee appointed a sub-

committee to hear our case, and the subcommittee, consisting of five
members, reported unanimously in favor of reconsideration of this
clause. But the Ways and Means Committee as a whole. I am told,
overruled the recommendation of their subcommittee.

The language of this bill is open to various interpretations, en-
tirely irreconcilable with justice and inviting controversy and litiga-
tion, and possibly leading to great difficulty of administration.

It is apparent that the great bulk of the revenue received by the
Government from this source will be from so-called mail-order houses
and those large retail establishments who invite orders by mail.

We list herewith all of the retail mail-order houses in the United
States of which we have any knowledge, and have placed opposite
their names the amount of business which they did for the calendar
year ending December 31, 1917.
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In the case of those houses marked (a) the figures are taken from
official reports which are a matter of public record.

In the case of those houses marked (b) the figures are from infor-
mation given us by the respective chief executives of the houses in
question.

In the case of those markd (3) the figures are generously estimated.
Sears, Roebuck & Co., Chicago, Ill
Montgomery Ward & Co., Chicago, Ill
National Cloak & Suit Co., New York ----------------------
Larkin Co., Buffalo, N. Y__-
Charles William Stores, New York.
Bellas Hess & Co., New York.
Hartman Furniture & Carpet Co., Chicago_.
Spiegel-May-Stern Co., Chicago, Ill
The Catalogue House (Phillipsborn), Chicago, Ill
M. W. Savage Factories, Minneapolis-
The Wm. Galloway Co., Waterloo, Iowa
Standard Mail Order Co., New York-
Straus & Schram; Chicago, Ill-
Pacific Coast Mail Order Co., Los Angeles, Cal
Chicago Mail Order Co., Chicago, Ill
Perry Dame & Co., New York ....
Cussins & Fearn, Columbus, Ohio --------------------------
Spotless Co., Richmond, Va
Harris Bros., Chicago, Ill.
Crofts & Reid, Chicago, Ill
Hamilton Garment Co., New York ..........
Knickerbocker Mall Order Co., New York .......

$165, 807, 608
73, 512, 645
27, 649, 537
20,000,000
19, 533. 000
12,000,000
8,000, 000
6,000,000
5,500,000
5,000,000
4,000,000
4,000,000
3,000,000
3,000,000
1, 750, 000
1. 514, 000

750. 000
600,000
500, 000
500, 000
250, 000
250, 000

Total ----------------------------------------------- 363,117,276
In addition to these houses there are a number of department and

specialty stores who do more than $100,000 of business by mail.
These concerns, such as--
Marshall Field & Co., Chicago, 11. R. Altman & Co.. New York.
The Fair, Chicago, Ill. Best & Co., New York.
The Boston Store, Chicago, Ill. Stern Bros., New York.
Carson, Pire & Scott, Chicago, Ill. Bedell & Co.. New York.
John Wanamaker, Philadelphin and Jordan Marsh & Co.. Boston. Mass.

New York. Weinstock, Lubin & Co.. Sacramento,
Franklin Simon & Co., New York. Cal.
and others, are not generally known as mail-order houses and only
a small percentage of their business is done by mail.

Also there are some houses, such as seed distributors, nurserymen,
and manufacturers of wire fences, stock foods, bicycles, windmills,
household ranges, kitchen utensils, agricultural implements, etc., who
sell their specialties at retail by mail. It is estimated that the total
mail order sales of all the classes of business mentioned in this and
the preceding paragraph are not in excess of $50,000,000 or
$60,000,000.

It will be seen from the foregoing figures that the total mail-order
business of the United States is very likely not in excess of $425,-
000,000. Therefore, a tax of 1 per cent on sales would not yield
more than $4,250,000 of annual revenue. This sum we consider a
generous maximum, and furthermore, this tax would so reduce the
profits of business houses that the excess-profits tax which many of
them pay would also be reduced.

In some of the larger houses it is figured that their net payment
on tax would be reduced by 20 per cent as a result of the
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imposition of this 1 per cent sales tax. Instead of yielding the
Government an increased revenue of $4,250,000, it is dou tful
whether the net revenue to the Government on account of this tax
would be in excess of $3,500,000.

The business popularly called the mail-order business is a retail
business. It consists of marketing merchandise Of various kinds
directly from factory to consumer, eliminating the jobber and mid-
dleman. It sells groceries and provisions, clothing, dry goods, agri-
cultural implements, occupational tools,' household articles, and
other goods for the farm and home. Its customers are principally
farmers, mechanics, laborers, and people living in the villages and
small towns where shopping facilities are limited. Mail-order
houses do very little business in the larger towns and cities where
shopping facilities are good, but do provide the people living in
the country districts and small towns with the ample assortments
and lower prices that can usually be obtained only in the large
cities.

Its method of sale involves the use of the United States mail
instead of the use of sales people or stores.

The mail-order business does not enjoy any special or unusual
postal privilege or franchise of any sort. On the contrary, most
mail-order houses, in order to facilitate the handling of their letters,
catalogues and parcels, do at their own expense a great deal of sort-
ing, routing, bagging, and carting, thus relieving the Post Office
Department of much work which it is required to perform for the
smaller users of the mails.

The Post Office Department generally, from expressions which we
have heard, regard the mail-order business as profitable to them, a
business easy to handle on account of its large volume and unity.

The mail-order business, generally speaking, is done on a high
plane. All mail-order houses of which we have any knowledge do
business upon the basis of refunding the money to the customer, to-
gether with all transportation charges, for any goods which are
not satisfactory. The mail-order concerns are nationally famous for
their efficient methods of administration. The whole business has
been developed by supplying its customers with reliable merchandise
at substantial savings.

The mail-order business performs a great economic function by
keeping prices down to a lower margin of profit and stimulating
competition-

Senator THOMAS. Are they doing any business in the District of
Columbia?

Mr. EISWALD. Very little, I am sorry to say.
The mail-order business performs a great economic function by

keeping prices down to a lower margin of profit and stimulating
competition, thus directly benefiting the people living ii the country
and small towns. The country merchant regards the mail-order
catalogue as the great price maker.

We wish to quote from a letter written to Congressman H. B.
Flood, on Aupust 30, 1918, by Mr. A. B. Thornhill, president of a
large farmers grange, with 20,000 members in the State of Virginia
alone (reading) :

I am writing to call your attention to the fact that the mail-order houses sell
nearly all of their goods to the farmers In the rural districts, and very little
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or any ges to the city consumers. The organized farmers of our State have a
contract with the Spotless Co., in Richmond, a mall-order house, and we have
found It the only lever we had to keep down the retail prices under the existing
circumstances.

The retail merchants' association is so well organized that It Is hard to tell
just what the country people would pay for their goods except for this com-
petition.

If this 'tax could be extended to all business alike, then it would not be a
hardship on any one class.

We contend that the savings made by our customers through their
dealings with us enables them to accumulate property and, therefore,
we are a substantial factor in aiding to buildup the communities in
which they live.

We offer no objection to any tax that is not discriminatory, but we
wish to point out that this proposed tax, if constitutional, will be
class legislation, punitive in its effect and meager in its results. It
proposes to tax a very small group of business concerns, apparently,

ecause they secure their orders through one of the great govern-
mental agencies-the United States mail. It does not tax an article
sold to a customer who makes use of the railroads or trolleys for the
purpose of calling at a store in person to make his purchases; it does
not tax the purchase made by telegraph or telephone; it does tax the
purchase that is made through the mail. It means that a bill of
groceries sold over the telephone or by means of the telegraph goes

ee, while the same order sent in by mail is taxed. It means that a
shirt orplow sold by mail must bear a tax of 1 per cent, while a shirt
or plow sold over the counter or by a salesman goes free.

Senator THoas. Is that entirely true? We have a tax on tele-
phone messages, except local messages, and we also have a tax on all
telegraph messages.

Mr. EISWALD. The sale goes free.
Senator LODGE. And there is also an added tax on letters.
Senator THOMAS. And also, as the Senator from Massachusetts

suggests, an added tax on letters.
Senator MCCUMBER. That is not a tax on the sale.
Senator THOMAS. No; it is not a tax on sales, but it is a tax upon

the transaction.
Mr. EISWALD. We believe this is just as consistent as proposing

to tax the manufacturer who uses water power in his business, and
not one who uses steam. It is similar to a proposition to tax a
self-service restaurant, the automatic style, and not a restaurant
which employs waiters.

Our Government seeks to bring the producer and the consumer
closer together for the purpose of preventing profiteering and re-
ducing the high cost of living. By what theory, therefore, are sales
by mail 'to be taxed and other sales not? One merchant makes a
sale over the counter or through a traveling representative and his
sale is approved. Another man makes a sale by means oi a letter
or a catalogue, and his sale is taxed.

A tax on the sales of mail-order business would not be a tax on
property, or on profits, or on a commodity, but would be a tax on a
method-in this case a method of selling merchandise-and there-
fore, would be a discrimination.

We wish to point out that this tax will, in many cases, be confis-
catory, because there are a number of mail-order houses who have
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made no profit during the year 1918. A tax on their gross sales,
therefore, would be confiscation of part of their capital.

This tax is retroactive for 18 months; it proposes a tax on all mail
sales made since July 1, 1917. The retroactive feature levies tribute
on a few business houses and must be paid out of their capital.
Although the Government must have immediate revenue, it can not,
in fairness, and with proper regard for the conservation of business,
resort to such punitive and throttling measures. A universal tax
collected by revenue stamps on all sales would bring immediate and
thereafter daily revenue.

There is perhaps no one agency which is so productive of profitable
revenue to the Post Office Department as the inail-order business.
through the payment of postage on its letters and its catalogues and
other printed matter, the shipment of merchandise by parcel post,
and through the creation of first-class mail, registered mail, and
money-order business from its customers as a result of the distribu-
tion of its printed matter.

It is conservatively estimated that the amount of postal revenue
produced by the mail-order houses within the scope of the proposed
tax amounts to $24,000,000 per annum. To discourage the business
can not help but appreciably curtail this revenue of the Post Office
Department.

It is claimed by a few that mail-order houses pay no local taxes
at the points at which they deliver their goods. We submit to your
committee that it is contrary to custom and to the spirit of our insti-
tutions to call upon a concern to pay taxes both at the point at which
it carries its merchandise and at which it delivers it.

The farmer raises his wheat in Iowa and ships it to Chicago or
Minneapolis to be sold. He pays taxes in Iowa and not in Illinois or
Minnesota.

The cotton goods manufacturer weaves his cloth in North Carolina
and sell it in Boston or Philadelphia. He pays taxes in North Caro-
lina and not in Massachusetts or Pennsylvania.

The stockman raises horses in Ohio and sells them in New York
State. He pays taxes in Ohio and not in New York.

The miner produces coal in Pennsylvinia. Indiana. or West Vir-
ginia and ships it to every part of the United States. He pays taxes
only at the point at which he produces his coal.

We state, furthermore, that mail-order houses not only pay taxes
at the points at which they carry their various stocks, but also pay to
the United States Government every tax so far assessed against every
other retailer.

The selling of commodities by mail direct to the consumer gives
to millions of our rural population the facilities of the cheap markets
of the large cities; it provides them with the opportunity for selec-
tion from stocks infinitely larger than are carried by retailers in rural
districts; it keeps prices down by maintaining a lower margin of
profit; and it stimulates competition, thus insuring to consumers
the lowest possible prices.

The mail-order business is one of the main agencies in aiding the
farmer and the wage earner in the rural districts and small towns
to keep down the ever-rising cost of living, and we submit to your
committee that it would be an injustice both to the consumer and to
business to place a discriminatory tax on this important factor in
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the eonmercial organization of the United States. It is the pros-
perity of the whole community that is the guarantee of democracy.

The CHAIRMAN. In your argument you have made a statement
that if this tax were generally imposed it would yield a great deal
of revenue. Have you made any estimate? •

Mr. EISWALD. I have striven,*with other people, to estimate what
it would bring, tried to make deductions from the clearing houses,
but I am unable to make any suggestion at all. The retail sales of
this country, speaking commercially, are about 20 billion dollars.
I have never found any way of estimating those sales that are not
strictly commercial.

The CHAIRMAN. You also said that practically all of these sales
were made in the rural districts.

Mr. EISWALD. Yes, sir.
The CHAIRMAN. Have you any information which you can give

the committee as to what proportion of the sales are made in the
rural districts?

Mr. EISWALD. Between 85 and 90 per cent.
The CHAIRMAN. How did you arrive tat that estimate?
Mr. EISWALD. It is customary with the mail-order houses to try

to confine their circulation as much as possible to the rural districts,
because we are better fitted to serve the rural population than the
city population. Therefore we scan our customer lists very care-
fully, and we always receive reports from our customer-list depart-
ments as to the proportion of rural population represented on our
books. By rural population we consider those customers who are
in towns of under 2;500.

The CHAIRMAN. You also stated that the imposition of this tax
upon the mail-order houses would diminish the tax to be paid in
other ways.

Mr. EISWALD. Yes, sir.
The CH.AIRMAN. Would there be any difficulty in the way of these

mail-order houses adding to the price of their good - this 1 per cent,
or what is the equivalent to 1 per cent?

Mr. EISWALu. No objection. According to the theory of all taxa-
tion it would be passed on to the consumer. We could not, however.
pass on to the consumer the retroactive feature, which proposes tc
tax us for the past 18 months.

Senator THOMAS. If it would be passed on to the consumer. I am
against it.

The CHAIRMAN. There would be no difficulty in their passing this
tax on to the consumer-that is, as to the future tax?

Mr. EISWALD. No difficulty, except a trading difficulty, in this way:
We would be obliged to add 1 per cent to our price, whereas our com-
petitors, the retail dealers, would not be obliged to. But they would
add 1 per cent, and take it as additional profit, not having to pay
this tax.

The CHAIRMAN. The difficulty would only grow out of compe-
titionli

Mr. ESWALD. Yes, sir.
The CHAIRMAN. Do not these mail-order houses usually somewhat

undersell?
Mr. ESWALD. As a general thing they do.
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Senator THoMAs. Is it not your experience that when a tax we
levy is passed on to the consumer something is always added to it, or
most always ?

Mr. ExswALD. That is my personal experience.
Senator THOMAS. And if you can pass this tax on to the consumer,

it would probably be 2 cents to him eventually, instead of the 1 percent to youIMr. EISWALD. Outside of the ethics of it, I do not think that com-

petitive reasons would permit us to do that.
Senator THOMAS. I do not confine my question to your business.
Mr. EIswALD. I understand. -

Senator THOMAS. But generally. Your business is like any other.
It will pass all expenses to the consumer that it can, which is per-
fectly legitimate. But I think in the operation of the existing law
a great many of these taxes are passed on to the consumer, but they
are doubled at the same time, if not more than that, and if this is a
tax that can be passed to the consumer-and you say it can-I con-
fess I do not feel very friendly to it.

The CHAIRMAN. Have you any further statements to make to the
committee?

Mr. EISWALD. That is all, Mr. Chairman.
The CHAIRMAN. We are much obliged to you.
Senator THOMAS. Before we hear from another witness, if it be

the intention of the committee to limit this hearing to 10 days, we
ought to place a limit on the amount of time which each speaker ap-
pearing before us may occupy. Personally, I am not in favor of a
limitation. I think it is a vastly important matter.

The CHAIRMAN. I thought we might proced in this way to-day,
and then we could determine a little bit later whether it will be neces-
sary to do that in order to finish in the time we have allowed our-
selves.

Is there any other gentleman who desires to be heard on this par-
ticular subject? We will hear from Mr. Heath, representing the
Larkin Co.

Is the Larkin Co. a mail-order house, Mr. Heath?

STATEMENT OF MR. WILLIAM R. HEATH, REPRESENTING THE
LARKIN 00., OF BUFFALO.

Mr. HEATH. A so-called mail-order house. I speak simply to call
the attention of the committee to a different method which seems to
be covered by this provision, retailing of merchandise.

Our orders are received by mail. A large portion of our business,
however, is received from what have been popularly called clubs
of 10 women going out and soliciting orders, securing the orders, and
sending them to us. We pay for those orders; therefore we are
paying a commission for business, although the business is received
by mail.

The CHAIRMAN. Is it not merely a system of advertising? If you
did not adopt that method you would have to advertise.

Mr. HEATH. Not at all. We advertise as other mail-order
houses do.

The CHAIRMAN. This is merely supplementary to your advertising
system, is it not?
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Mr. HEATH. It costs us more than the advertising. It costs us as
much as is ordinarily paid, I presume, by other houses who secure
business that way. This would seem, therefore, to. tax our com-
pany double even what it does ordinary mail-order houses.

I do not understand what is meant by "retailing of merchandise
through or upon orders received by mail." We receive our orders
by mail. Are they to be taxed, no matter how the order is secured?

The CHAIRMAN. You will have to make your own interpretation
of it, and proceed with the argument. We are not going, at this
stage, to,ttempt to interpret it.

Mr. HEATH. I did not intend that as a question I wanted you to
answer. I only wanted to state the question that is in our minds.
The mail-order business is presumed to be a profitable business.
Between June 20, 1917, and June 30, 1918 our latest figures, our
company suffered a merchandising loss. If, therefore, we pay a 1
per cent tax upon our sales for that year, it will be taken out of
capital, besides suffering a loss that was quite severe. I think that
is all I care to say.

The CHAIRMAN. That has reference to the retroactive feature?
Mr. HEATH. Yes, sir.
The CHAIRMAN. And your point is that if that provision should

remain in the bill, you would have no opportunity to pass this tax
on to the purchaser, as you will have with future sales?

Mr. HEATH. No; and unless conditions improve, Mr. Chairman,
we will have no opportunity to pass it on any way. We can not
pass it on and be assured of getting orders. It is orders out of which
we pay our taxes. We must compete.

The CHIRMAN. You say unless conditions improve. Is the mail-
order business not prosperous at this time?

Mr. HEATH. We had large contracts for goods that were curtailed
by virtue of the war.

Senator SMrrH. It is a question of obtaining goods rather than
of selling them ? °

Mr. HEATH. We can not obtain the goods at all, and then there
are delays incident to railroad service, and the difficulty of securing
goods that we could sell, or selling goods that we could secure, which
has very, much crippled our business. And it seems to us that the
discrimination is entirely unjustifiable.

The CHAIRMAN. If there is no one else who wishes to make a
statement to the committee with reference to this particular subject,
we will hear any other gentleman who may desire to present any
matter to the committee.

I understand Senator Smith of Maryland has asked for some time.

BROKERS.

STATEMENT OF SENATOR JOHN W. SMITH, OF MARYLAND.

Senator SMrrH. Mr. Chairman and gentlemen of the committee,
the gentlemen who are here with me to-day, and to whom you kindly
agreed to give a hearing, represent a class of brokers and ankers in
most of the cities of the United States. They feel that the tax that
has been levied upon them is unjust, and they want to make a state-
ment of their case to you this morning. I bespeak for them your
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favorable consideration. I will first present to you Mr. John
Hinkley.

STATEMENT OF MR. JOHN HINKLEY, OF BALTIMORE, MD.

Mr. HINKLEY. Mr. Chairman and gentlemen of the committee, I
propose to be very brief. The particular matters we wish to bring
to the attention of the committee are the two sections of the bill
bearing upon a special tax upon members of stock exchanges. They
will be found in two sections, one on page 125, which is the section
with regard to a 20 per cent tax on dues, which places members of
the stock exchange in the same category as members of clubs and im.
poses a 20 per cent tax.

Senator THOMAS. Section 801.
Mr. HINKLEY. Section 801. That applies to clubs of all kinds

where the dues are over $10 a year; and also produce exchanges,
boards of trade, or similar organizations "maintaining a place where
produce or merchandise is sold, or to any stock exchange." That
means a tax of 20 per cent on dues of members of a stock exchange,
and also any produce exchange. It means if a man is a member of
more than one exchange he has to pay that on the dues of each ex-
change.

The other section we are interested in is section 1001, on page 139,
which provides for a flat tax of $100 on brokers, and which also
provides, in the last part, which is the part we think is most open
to protest, a tax based on the market value of a seat on the exchange
on a sliding scale. The provision to which I refer begins on the
bottom of page 139 and provides for a tax on a seat the value of
which is not more than $2,000 of $50* where the value is more than
$2,000 and not more than $5,000, of 100; and if the value is more
than $5,000, of $150.

Senator THOMAS. Those are additional payments?
Mr. HINKLEY. Those are additional taxes; yes, sir.
Senator THOMAS. In addition to the $100 mentioned?
Mr. HINKLEY. In addition to the $100 flat tax. Take, for in-

stance, the Baltimore Stock Exchange. They have dues of $200.
That imposes a tax of $40 for the dues to the exchange. It imposes
a flat tax for being a broker of $100, and it imposes a special tax,
based on the value of the seat in the exchange, which, in the case
of the Baltimore Exchange would be $100 more. So that is $240
coming under these three heads that a member of the Baltimore
Stock Exchange would have to pay for carrying on his ordinary
legitimate business.

I have a little brief here which I will hand to the gentlemen of
the committee.

The CHAIRMAN. Do you mean that $240 is taxes or part of it is fees
he has to pay to the exchange?

Mr. HINKLEY. A tax on dues is proposed to be considered as a tax.
The CHAIRMAN. What I was asking you is, if in this $240you are

including anything except the tax he has to pay to the (Govern-
ment? I asked that because you said something about a member
having to pay a fee to the club of $100.

- Mr. HINKLEY. No; $240 is what a member of the Baltimore Stock
Exchange has to pay to the Government for the privilege of doing
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business. The dues to the exchange are $200, per annum, and that
forms the basis for the 20 pbr cent tax, which makes $40, and then
there is a flat tax of $100, and then there is the excise tax of $100
based upon the value of the seat upon the exchange.

The point I have made is thrt there are three different taxes laid
upon stock brokers in the worst possible times. They have suffered
more from the war than any other class of people, and they have
done more to aid the Government in floating the loans than any
other class, and made more sacrifice and effort. The points I have
made in my brief are six:

First. That the business of a stock broker is riot of such a char-
acter as to justify being singled out for special taxation as a busi-
ness.

The business of a stock broker 'is to bring together the buyer and
the seller, and he trades under the rules of the exchange. Every-
thing is public-ol record. And he gets only a fixed commission for
bringing the buyer and seller together.

A point that was suggested to me by the argument just made
before the committee is that there is no possible way of passing this
tax on to anybody. In other words, it is a tax taken right out of
the pocket of the broker.

Senator THOMAS. That is one argument in favor of it.
Mr. HINKLEY. Yes, sir; you can not pass it on, and you can not

pass it on double. You can not pass it on at all. The tax has to
bep aid out of the earnings.

enator JONFS. Could you not increase your commissions?
Mr. HINKLEY. Not very well.
Senator JONES. Why?
Mr. HINKLEY. Because they are standard commissions, one-fourth

of 1 per cent on the Baltimore Stock Exchange, oie-eiahth of 1
per cent on the New York Stock Exchange.

Senator JONES. Prices are all rising. Why should not coimis-
sions rise?

Mr. HINKLEY. That is a question I can not very well answer. I
do not think it could very well be done. Commissions have been
fixed for a long time.

Senator TOWNSEND. Do you mean to say commissions have not
increased since the war began?

Mr. HINKLEY. No.-
Senator SMITH. Percentages of commissions have not increased,

but the quantity of business might have increased.
Mr. HINKLEY. No: business has decreased very considerably.
Senator SMrTH. I said it might have increased.
Mr. HINKLEY. That is the second point I will come to, and I will

ring it up right now; that is, the enormous decrease in the volume
of business on the stock exchange. That is attributable to three
causes, all of which work together, the decrease of surplus capital
available for investment; second the almost complete absorption of
available capital by the United States liberty loans; and third, the
greatly restricted output of new issues.

There are very few new securities being floated. Of course, the
issue of new securities gives more business to the members of the
stock exchange and brokers. So that those two elements together
have very materially reduced the volume of the stock brokers' busi-
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ness until a great many of them are barely making their ,office ex-
penses They are keeping up the organization because they expect
the war to be over some day, and, like a great many other lines of
business, they keep their offices open in the hope that in the future
they will make a profit. But just now a great many of them are
doing business at a loss.

Senator JONEs. To what extent has the tax which has been placed
upon transfers of stock on these exchanges reduced the volume of
short sales and speculative sales?

Mr. HINnLnY. I can not answer you that. We have very little of
that in Baltimore. Our market is an investment market. There are
some people, of course, some brokers, who trade for their own ac-
count, and some customers who trade in that way, but our sales are
all bona fide sales, whether speculative or not, and are actually paid
for in cash and the stock is actually delivered. We have what, you
might call an investment market in Baltimore, and I think the
same applies to other cities which are represented here besides Bal-
timore.

The Government, as the Senator has suggested, has already im-
posed that tax on stock transactions, so that we have four taxes now.
In addition to the three I have mentioned, we have the tax on the
transfer of stock. So that there are four taxes that are imposed
on stock exchange transactions, although that particular tax is passed
on to the consumer.

Senator THOMAS. You pay State and city taxes also!
Mr. HINKTLY. In New York they have a city tax. '
Senator THOMAS. I am speaking about the general State tax.
Mr. HINKLY. State taxes on transfers?
Senator THOMAS. No; but brokers have some taxable property ?
Mr. IIxnnY. Yes.
Senator THOMAS. In addition to these national taxes you depend

upon your business for revenue to pay your State taxes d
Mr. HINKLEY. Yes. I will have to ask one of the other gentlemen

of the Baltimore Stock Exchange whether there is a license tax in
Maryland?

Mr. H. A. OnmCK. Yes. Of course, we pay a tax on capital, too.
Mr. HINKLEY. There is a license tax in Maryland besides this

Government tax. I have emphasized the character of the business
of stock brokers, the decline in their business, and, third, the decline
in the value of seats on the exchange. The seats on the Baltimore
exchange used to be worth about $6,000. The last salb was for
$4,300, and that sale was not consummated because the purchaser did
not qualify. There are three or four seats now offered for sale for
$3,000, with no takers. So the stock brokers are in the position of
having seats on the exchange, which, of course, are assets, being cut
in half. They are now worth $3,000 instead of $6,000. That is
another situation that confronts them. They have had that value
cut in half.

In addition to that, there is the loss of dues of members in the
service. The Baltimore Stock Exchange has only 87 members. In
fact, this whole thing involves only a small amount in dollars and
cents. I doubt if the whole thing would come to a million dollars,
even including the New York Stock Exchange, because I do not
suppose there are more than about 2,000 stock brokers, and at $40 a
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pie, that would only be $400,000, and it might run up a little short
of a millioif dollars. The whole question of this special tax on the
business of stock brokers would be a very small amount. Out of 87
members we have six or seven in the service, and we have suspended
all their dues. Some members are in the draft, some have died, and
it all means a loss of revenue, and their revenues are scarcely suffi-
cient to maintain the business organization.

The CHAIRMAN. Did I understand you to say that out of the 87
members of the Baltimore exchange-

Mr. HINKLEY. Six or seven members are in the service now.
The CHAIMAN. Military service of the Government?
Mr. HINL EY. Yes.
Senator SMITH. That is, between 21 and 31. When we go higher

up it will get more.
Mr. HINKLEY. Mr. Orrick, can you state how many members of the

Baltimore Stock Exchange are now in the service of the Government ?
Mr. Om K. Seven now in the service.
Mr. HINKLEY. And more that are subject?
Mr. ORRIcK. Twenty-eight, I believe.
Mr. HLnEy. Twenty-eight subject to the draft. The fifth point I

make in my brief is that the proposed tax is especially burdensome
on members of the smaller exchanges. The value of a seat in New
York is $53,000 and the value of a seat in Baltimore is $3,000, with no
takers, and I have figured in the brief that the cost of doing business
in the New York Stock Exchange would come to eight-tenths of 1
per cent of the value of the seat and in Baltimore it is 15 per cent of
the value of the seat. That is a little calculation which includes the
annual dues of the exchange.

Senator JoNEs. In other words, you think as to this matter the
effect of the tax would be the same as if we applied an equal tax 6n
all automobiles regardless of the size or value?

Mr. HIwixr Y. There is a slight rising scale, but it is very slight.
Between $2,000 and $5,000 it is $100, and everything above $5,000
is $150.

Senator WILLIAMS. The value of a seat on the New York Stock
Exchange, is $53,000?

Mr. HINKLEY. About that, I am informed.
Senator S.-mooi. Then upon the basis of the cost of the seats in

Baltimore and New York, the tax imposed is about in the same pro-
portion as the amounts of money invested. In other words, a man in
New Yorkhas to invest $53,000 and a man in Baltimore $3,000?

Mr. HINKLEY. Yes.
Senator SMOOT. The New York man has 17 times as much invest-

ment as the Baltimore man, and therefore the tax should not be the
same?

Mr. HINaETY. But it bears disproportionately on the smaller stock
exchange.

Senator SMOOT. I have not figured out exactly what it is. It may
be a little different.

Mr. HiNKLEY. That calculation shows the cost of doing business on
the New York Exchange is eight-tenths of 1 per cent of the value of
the seat, and the cost of doing business on the Baltimore Stock Ex-
change is 15 per cent of the value of the seat.
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Senator SMOOT. It is about equal. Eight-tenths of 17 would be
nearly 14 cents. So there is only 1 cent difference, based upon the
amount of money that you have invested.

Senator GORE. But in Baltimore it is $100 and in New York it
is $150.

Senator SMOOT. I am speaking of the amount of money it would
cost to obtain a seat in New York and the amount in Baltimore.

Senator GdE. The investment.
Senator SMOOT. The investment. It is 15 per cent in Baltimore

and eight-tenths of 1 per cent in New York. But in New York it
requires 17 times the amount of money to secure the seat, which
brings them almost equal.

Mr. HINKLEY. The Senator is entirely correct. The cost of doinir
business in Baltimore and New York is practically the same, al-
though the value of the seat and the volume of business is very
much out of proportion.

Senator THOMAS. This tax is not imposed on the basis of the
amount of business you do, but upon the occupation.

Mr. HINKLEY. There are three taxes, one the tax for doing busi-
ness. which is uniform everywhere. But the other, taxes are based
on the value of the seats. But it is not on a percentage. but on a
sliding scale, which bears disproportionately on the smaller ex-
changes.

The other point, Mr. Chairman and gentlemen, and one which I
can not.emphasize too strongly, is the gratuitious service the brokers
have given the Government in selling the Liberty Bonds. With the
banks and trust companies, they have practically devoted all their
time and all the facilities of their offices to floating these loans.
making them the tremendous success that they have been.

The CHAIRMAN. In view of the fact that we are all supposed to be
doing that-and I hope we all are-if we omit taxes on such grounds
we could not get any.

Mr. HINKLEY. We do not ask the committee to omit taxes, but we
ask them not to single out stock brokers for a special tax, under the
circumstances of the demoralization of their business, and the serious
inroads which the war has made on this business. We think under
those circumstances this tax, which is trifling in amount, and trifling
in the total revenue to the GoVernment, bears very hardly on these
gentlemen, with the declining business, and the value of their seats
on the exchange cut in half. They are simply living from hand to
mouth, almost, until the war is over, when no doubt there will be a
revival of stock exchange business, as well as the business in other
lines.

Senator JONES. Have you any information as to the profits of a
broker on the Baltimore Exchange and the profits of a broker on
the New York Exchange?

Mr. HINKLEY. I have not that information. It will be very diffi-
cult to arrive at, because you would have to take the average of the
profits of a large number of members, and those members on the
New York Stock Exchange who speculate of course make losses as
well as profits, and some of them at the end of the year will show a
loss. But I am speaking of the investment business of the Baltimore
Stock Exchange.
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Senator THOMAS. I notice on page 140 of this bill there is a tax
of $100 on pawnbrokers. Do you not think that if this bill passes
thb pawnbrokers are the class of brokers who are going to do the
rushing business, in which event we ought to increase that particular
item?

Mr. HINKLEY. That is a little outside of the scope of my argu-
ment. I do not know whether everybody will be so prosperous, but
with the high wages perhaps the pawnbrokers will not have as many
calls upon them.

Senator THOMAS. They are doing a pretty good business here.
Mr. HINKLTEY. Senator, I thank you very much for your attention,

and I will file this brief.
The CHAnRMAN. Please file it with the stenographer.
Mr. HiNKLEY. There are three members of the Baltimore Stock

Exchange here and two members of the Chicago Stock Exchange,
thesresident and counsel, and perhaps the counsel would like to
speat.

The CHAIRMAN. We made this rule when we passed the last reve-
nue bill, and the committee agreed the other day, when we decided on
this hearing, to adopt the same rule, to ask the industries appearing
to select some one to present their case. We think that two would
be quite enough to present the case of any industry. We would not
care to hear half a dozen gentlemen, because, necessarily, there would
be a great deal of repetition, and the two representatives might state
it as well as a half a dozen; in fact, in many instances one might
state it just as well. We are proceeding with a little latitude to-day,
because we have not quite formulated the line of procedure in all of
its details. We are sort of feeling our way. We will hear at least
two this morning.

Mr. HINKLEY. There are representatives of the Washington Stock
Exchange, the Boston Exchange, and also of the New York Consoli-
dated Exchange present. The New York Consolidated Exchange
has a little different matter to present, and that is the payment of the
2 per cent tax on borrowed stock, which bears very heavily, also, on
stock brokers on the New York Stock Exchange.

(The following brief was subsequently presented by Mr. Hinkley,
and is here printed in full, as follows:)
BRIEF ON BEHALF OF THE BALTIMORE STOCK iEXCHA.',GE IN THE MATTER OF THE

PROPOSED T \X lTPox STOCwBROKRs.

The Baltimore Stock Exchange most earnestly protests against the proposed
tax upon stockbrokers based upon the value of seats ou the respective stock
exchanges and a percentage of the annual dues paid by members of the ex-
change. and asks the consideration of the Finance Committee of the United
States Senate of the following argument:

1. THE BUSINESS OF A STOCKBROKER IS NOT OF SUCH A CHARACTER AS TO JUSTIFY
BEING SINGLED OTTT FOR SPECIAL TAXATION A$ A BUSINESS.

Stockbrokers carry on a business essential to the economic system, of a
character quite analogous to that of the broker who brings together the buyer
and seller of produce or other merchandise. These legitimate functions of the
broker are governed by rule of the exchange requiring the highest standard of
honorable dealing and financial responsibility. The business of the exchange
is public, its transactions tire recorded, and the strictest rules prohibit fictitious
transaction or profiting by the agent at the expense of the principal.

81608-18- 2
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The Baltimore Stock Exchange Is particularly an investment market in
which the owner of securities which he desires, to sell employs the services of a
broker at a trifling fixed commission to offer such securities for sale, and par-
ties desiring to purchase securities employ the services of their brokers for a
similar commission to effect their purchases.

We can not emphasize too strongly the fact that the business of the Baltimore
Exchange is not to any great extent speculative either on the part of the mem-
bers of the exchange or on the part of their customers. In any case the trans-
actions which take place are small in number and limited in amount, and repre-
sent actual cash transactions it which the securities are actually transferred
and delivered and the purchase money paid by the broker of the purchaser to
the broker of the seller in cash.

I. DECLINE OF VOLUME OF BUSINESS.

The business of the Baltimore Stock Exchange in common with that of all of
the smaller exchanges has declined very considerably during the period of the
present war. Time has not permitted the compilation of any figures showing
the extent of the decline, but it is quite apparent from the most cursory exami-
nation of the record of daily sales and is a well-known and self-evident fact.
This decline :i volume of business may be accounted for by all three of the
following factors working together:

1. The decrease of surplus capital available for investment.
2. The almost complete absorption of available capital by United States

liberty loan issues.
3. The greatly restricted output of new issues.
We do not hesitate to say that the comnissions of the entire membership of

the Baltimore Stock Exchange in the past year have diminished as compared
with preceding years to a degree that In many cases barely leaves sufficient
compensation to pay office expenses.

1I. DECLINE OF VALUE OF SEATS ON THE EXCHANGE.

A seat on the stock exchange is an asset of the holder which can he sold
in case of his withdrawal from business or in case of his death. Seats on the
Baltimore Stock Exchange prior to the entrance of the United States Into
the war sold for $6,000. The last sale at the Baltimore Stock Exchange about
six months ago was agreed upon at $4,300, but was canceled because the
purchaser did not qualify for membership in the exchange. Several seats on
the Baltimore Stock Exchange are now for sole at a price of $3,000, without
finding a purchaser. No seat has been sold for over six months.

In addition therefore to the decline of earnings, each member of the
Baltimore Stock Exchange has suffered a loss in his capital account by reduc-
tion of the value of his seat from $6,000 to $3,00 or less.

IV. LOSS OF DUES OF MEMBERS IN THE SERVICE.

The membership of the Baltimore Stock Exchange is 87. The annual dues
paid to the exchange are $200 from each member. Six or seven members of
the exchange are In the service of the United States and their dues have been
suspended during the period of the war. and successive Army drafts will un-
doubtedly takeaway further members. Several members of the exchange have
died during the past year and their senits are for sale. This has caused a very
marked decrease ,of the revenue of the exchange from dues of members and
renders difficult the maintenance of the expenses of the exchange from current
revenue.

V. THE PROPOSED TAX IS ESPECIALLY BURDENSOME ON MEMBERS OF THE SMALLER
EXCHANGES.

The following figures showing the cost of doing business on the New York
Stock Exchange and on the Baltimore Stock Exchange are given for comparison:

New York Stock Exchange.
Annual dues -------------------------------------------------------- $150
Proposed 20 per cent Government tax on dues ------------------------- 80
Proposed tax based on value of seat -------------------------------- 20

Total yearly charge ---------------------------------------- 430
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Estimated value of seat on New York Exchange, $53,000. Rate of annual
charge In proportion to value of seat, eight-tenths of 1 per cent.

BALTIMORE STOCK EXCHANGE.

Annual dues -------------------------------------------------- $200
Proposed 20 per cent Government tax on dues ------------------------- 40
Proposed tax based on value of seat -------------------------------- 200

Total yearly charge --------------------------------------- 440
Estimated value of sent on Baltimore Exchange, $3,000. Rate of annual

charge In proportion to value of seat, 15 per cent.

Vr. GRATUITOUS SERVICES OF BROKXIjS TO THE GOVERNMENT IN SELLING LIBERTY
BONDS.

It is well known that the success of the flotation of the three liberty loans
which have been issued has been due in very large measure not only to the
active work of the banks and trust companies, but also of the stockbrokers
throughout the country. These brokers for a month at a time devoted them-
selves almost exclusively to the flotation of the loan. Many of them served
upon liberty-loan committees, devoting all their time to soliciting subscrip-
tions and speaking at meetings throughout their respective States, furnished
the services of their clerical assistants, and undertook the financial obligations
incident to the handling of enormous numbers of small subscriptions. Prob-
ably no class of professional men have made any greater contribution or
greater sacrifice in assisting the Government In the essential work of pro-
viding means for carrying on the war. Few classes of the community have
exhibited greater patriotism or greater willingness to respond to the call of
the Government by not only paying their own taxes and itsisting and ad-
vising others in the preparation of tax returns, but also in the specific con-
tributions they have so freely made to the common welfare by doing their
part in bringing out the universal response to the Government's appeal for
funds.

Respectfully subrutted.
Counsel for Baltimore Stock Exchange.

The CHAIRMAN. Mr. N. B. Lowes will now be heard.
STATEMENT OF MR. GEORGE N. B. LOWES, REPRESENTING THE

CHICAGO STOCK EXCHANGE.
Mr. LowEs. Mr. Chairman, our situation is slightly different from

the situation presented by Mr. Hinkley. Our members are members
of six or seven other exchanges, or many of them are, and the tax
based upon memberships will be a very high tax upon them, and it
would seem to us that the tax should be a flat tax based upon the busi-
ness of the brokers, and not based upon the values of the member-
ships, because it is necessary, quite often, for brokers to be members
of other exchanges in other cities. I would, therefore, suggest that
the situation be considered with reference to a tax upon brokers, a
flat tax upon brokers, not with reference to the value of their mem-
berships. I believe that is all I care to say.

Senator JONES. What advantages do you get by being a member
of several exchanges?

Mr. LowEs. Various connections with firms in other cities that
probably would send business and such things as that. And it is
possible there would be some other advantage. I will ask Mr. Thomas,
treasurer of the exchange, to answer your question.

Mr. THOMAS. Division of commissions.
Mr. LowEs. Upon business sent from other brokers. I thank you.
The CHAIRMAN. Mr. James Maloney desires now to be heard.

Proceed, Mr. Maloney.
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STATEMENT OF MR. JAMES B. MALONEY, REPRESENTING THE
CONSOLIDATED STOCK EXCHANGE OF NEW YORK.

Mr. MALONEY. Mr. Chairman, yesterday morning we received a
telegram that this hearing was to be helyhere this morning, from
the Baltimore Exchange, and I 'was sent down hurriedly to consult
with you this morning to find out what the idea was with reference
to a hearing, and we find that the proposition they have presented
here we were not considering at all. But we have had under consid-
eration other matters in connection with the brokerage tax which
we are going to ask Senator Calder to arrange for a hearing on if
it is possible, representing most likely the New York Stock Ex-
change, the Boston Stock Exchange, and the Consolidated Stock
Exchange, although I myself can only speak for the Consolidated.
That was our idea in reference to the tax on loans, return loans, and
those things which developed long after the bill went into effect last
year. It was not discovered until March that this tax applied on
return loans, but that was the interpretation of the Attorney Gen-
eral, and our opinion has always been that the committee never
intended, when they enacted the law, to have that tax applied to the
return, loans. I do not want to take up your time now; but if you
can arrange to give us 15 minutes some day and let its file a brief,
that will satisfy us.

Senator SMOOT. Do it this afternoon.
Mr. MALONEY. I just came down from Boston.
The CHAIRMAN. You simply want to file a brief?
Mr. MALONEY. And perhaps have some one come and explain it

few points.
The CHAIRMAN. How much time wotlld you want?
Mr. MALONEY. Not over 15 minutes.
The CHAIRMAN. We will give you 15 minutes Monday or Tuesday

morning.
Mr. MALONEY. It is rather a quick notice, which we received only

last night.
The CHAIRMAN. You had better advise the clerk which day you

will come.
Mr. MALONEY. I thank you very much. We will do that.
The CHAIRMAN. The next gentleman desiring to present his views

is Mr. Cunningham. of New Orleans.

STATEMENT OF MR. THOMAS F. CUNNINGHAM, REPRESENTING
THE NEW ORLEANS BOARD OF TRADE.

I

Mr. CUNNINGHAM. Mr. Chairman and gentlemen of the committee,
I just desire briefly to address you covering the brokerage matter.
Our situation in Sew Orleans is somewhat similar to that of the
stock-exchange gentlemen who have just addressed you, except that
in our case we sell on the floor of our exchange only one class of
merchandise; that is, rough rice.

The bill, as we read it, will affect a large number of our members,
who do not deal in the particular commodity sold upon the floor but
are brokers of other merchandise, and this tax would apply to them.
I allude more particularly to merchandise brokers and manufac-



TO PROVIDE REVENUE FOR WAR PURPOSES.

turers' agents, of which we have a large number, who are members
of our exchange. As the tax now stands, what will happen will be
that the board of trade will lose a large number of its members, and
the revenue will not be forthcoming, but it is not necessary for those
brokers to be members of our exchange in order to do business. They
are members merely in the voluntary way.

Senator SMO'. How would they do their business if they were
not members of the board?

Mr. CUNNINGHAIr. Their business is not transacted upon the board
floor. It is transacted from office to office, from store to store, from
buyer to buyer. The board furnishes them with quotations and with
traffic information, with a number of other things that go to make
up the general commerce of the State.

Senator SMOoT. If they were not members of the board, how would
they get that information?

Mr. CUNNINGHAM. They would get it from railroad offices, and
from various acquaintances, as nany brokers do now who are not
members.

Senator SMooT. But not all the information from one source?
Mr. CUNNINGHAM. Not as much; no. But if they have to pay

the extra tax, the result is inevitable, those little brokers are small-
fry people, and they are going to resign. That leaves our board
without its membership, and of course the Government does not
get the revenue.

Senator SMooT. What are the annual dues?
Mr. CUNNINGHAM. The annual dues are $50. There are a num-

ber of similar organizations throughout the South that are some-
what on the same plane. I am not authorized to speak for them,
but it just occurred to me that that phase of the situation is being
overlooked. It will decimate the membership of a large number of
small concerns without bringing in the revenue.

Senator SMrrH. This tax would only be a hundred dollars apiece.
Mr. CUNNINGHAM. No: there is an additional tax of $50.
Senator SMITH. That is on the value of their membership.
Mr. CUNNINGITAM. That is on the value of the seat.
Senator SnIT. You described them as not having seats, and that

tax would hardly fall on them.
Mr. Cr-'NNINOHAM. I think their membership would be called a

seat.
Senator TOWNSEND. Do you think any tax ought to be imposed on

the broker?
Mr. CUNNINGHAIM. I do not think any tax ought to be imposed on

the broker unless he deals in merchandise as dealt in on the floor of
the exchange itself, and then only on the amount of the business he
does. We have in our membership at least 75 merchandise brokers.
It is not essential, it is not necessary, that they be members of our
organization. With the raising of the tax to a hundred dollars,
which, of course, they will pay, then comes the additional tax of
$50 to the membership, then come the dues of the organization, and
you see it is a pretty stiff tax on the small-fry broker, and the con-
sequence will be that lie will resign his membership.

Senator WulAms. And could still carry on his business?
Mr. CUNNINGHAM. Yes, sir.
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Senator WILLIAMS. With a little less facility?
Mr. CUNNINGHAM. With a little less facility.
Senator LODGE. You spoke of rice as the principal thing dealt in?
Mr. CUNNINGHAM. Yes; Senator.
Senator LODGE. Do you not also deal in cotton and sugar ?
Mr. CUNNINGHAM. Not on this particular board. We have a cotton

exchange there. This is a produce exchange, as a matter of fact,
although we sell no futures, and the only thing we trade in actively
on the floor, where thd samples are brought in and put upon the
tables, is rough rice. It is sold to the millers, and the millers then
complete the finished article and sell it to the jobber and the con-
sumer.

Senator LODGE. Butyou have cotton and sugar exchanges?
Mr. CUNNINGHAM. Yes; we have two other exchanges, one which

sells sugar and the other which sells cotton. We have likewise a
stock exchange and a contractors and dealers exchange.

The CHAIRMAN. Did I understand you to say you did not think
brokers ought to be taxed at all ?

Mr. CUNNINGHAM. No, Senator. I said I did not think they ought
to be taxed except upon such articles as were traded in upon the
floor of the exchange. In other words, a broker who sells canned
goods, under the present bill would be taxed $50. That is not traded
in upon the floor of our exchange. It is not necessary for him to be a
member of our exchange at all nor a member of any exchange to
sell his canned goods. But if he is member of our exchange he is
taxes $50. If he is not, there is no tax except $100.

Senator SMOOT. What is the value of your seats?
Mr. CUNNINGHAM. $50 or $60, varying with the demand for the

stock. It is not a large matter, and yet it is an important matter to
the exchanges themselves. They lose heavily in their memberships.

The CHAIRMAN. Have you any further matter?
Mr. CUNNINGHAM. Nothing further, Senator.
The CHAIRMAN. We are much obliged to you. If there is no one

else representing any other exchange who wishes to address the com-
mittee, we will hear anybody who may desire to be heard upon any
other subject. (After a pause.) I assume there is no one here who
desires to be heard, and that will end the hearings for to-day.

(Thereupon, at 11.10 o'clock a. in., the committee adjourned until
tomorrow, Saturday, September 7, 1918, at 10 o'clock a. in.)

(The following brief and telegram were subsequently submitted
by Mr. J. Ralph Pickell, and by order of the chairman' are here
printed in full, as follows:)
BRIEF SUBMITTED TO THE FINANCE COMMITTEE OF THE UNITED STATES SENATE BY

THE COUNCIL OF GRAIN EXCHANGES, RELATIVE TO THE PROVISION IN THE PENDING
REVENUE BILL (H. R. 12868) WHICH PROVIDES FOR A TAX ON BROKERS.

The Council of Grain Exchanges is an association composed of the leading
commodity exchanges of the United States, and in behalf of the brokers who
are members of the exchanges, whom this council represents, we respectfully
desire to submit the following facts and suggestions:

Under the provisions of the pending revenue bill brokers are to be taxed
$100, but If they are members of an exchange, such as the Chicago Board of
Trade, the leading grain exchange of the world, they are penalized for member-
ship In an organized institution from $50 up. In the case of the Minneapolis
Chamber of Commerce, under the provisions of this bill, a broker would have to
pay about $250. Under the ruless promulgated by the Food Administration, any-
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one not a member of an organized exchange may bid for wheat, controlled in
price and distribution by the United States Government and deliver said wheat
to the United States Food Administration, receiving therefor the same cum-
pensation that, the broker of an organized exchange may receive under the
rules of the Food Administration, and yet under the provisions of the revenue
bill such a broker, uncontrolled by the rules of any organized exchange, would
not be required to pay any tax. Obviously this is a discrimination and It is
the purpose of this brief merely to point out the discrimination and then to
rely upon the wisdom and statesmanship of the Members of Congress to remove
said discrimination, which is unfair and which will tend to discourage organized
and properly controlled business.

The brokers, members of grain exchanges, are desirous of doing their full
share to win the war. If it be necessary that they should be taxed $100 and
then more In order that the war may be successfully financed they will not com-
plain, but they do believe it just that if their memberships in organized ex-
chhnges are to be taxed that those who accept opportunities to transact the
same kind of business outside of exchanges should be taxed a like sum or else
the tax on the brokers' memberships in exchanges should be abolished. Brokers
conduct their business under the very careful scrutiny of the officers and di-
rectors of the exchanges with which they are affiliated. The rules governing
them in the handling and distribution of the cereal crops are solely for the pro-
tection of the public and carry severe penalties for any violation thereof.

The following rules are taken from those of the Board of Trade of the city
of Chicago and are self-explanatory:

" SEC. 11. No member of this association is allowed under any circumstances
to be both principal and agent in any transaction in any of the commodities
dealt in under the rules of this board. Furthermore, no member of this asso-
ciation in any transaction in any of the commodities dealt in under the rules of
this board shall allow himself, directly or indirectly, either by his own act or
by the act of an employee or of a broker or other member of the association, to
be placed in the position of agent for both seller and buyer.

" SE c. 31. When any member of this association, knowing himself, or the firm
in which he is a partner, or the corporation of which he is an executive officer,
to be in an insolvent condition, shall make any contract on his own account,
or on account of such firm or corporation, under the rules of this association,
whereby pecuniary loss shall result to any other member, or to any firm or cor-
poration entitled to transact business on this exchange, he shall be suspended
or expelled at the discretion of the board of directors; or, when any member of
this association, knowing himself, or the firm in which he is a partner, or the
corporation of which he is an executive officer, to be in an insolvent condition,
shall accept on his own account, or on account of any such firm or corporation,
any money or security or securities as margins from any customer on any trade
or trades made under the rules of this board, whereby pecuniary loss shall re-
sult to the person, firm, or corporation depositing such margins, such member
shall be suspended or expelled at the discretion of the board of directors."

These rules insure fair treatment of the producers and consumers that could
not prevail except through a duly organized exchange. The exchanges also
insure the handling of the 'cereal crops economically and efficiently, and that
this is recognized by the Government is evidenced by correspondence with the
United States Food Administration.

One letter to which we refer, under date of September 3, says, "We appre-
ciate fully the importance of the grain trade, and know of no Industry more
essential."

A statistical division of the United States Food Administration also recog-
nizes the value of organized exchanges, and says, under date of August 29,
"I wish to thank you very much for your trouble in supplying us with this
information and assure you that it will be of much use to us."

Also, a letter from the United States Civil Service Commission of August 22,
expressing its appreciation of our interest and offer of cooperation.

Also, under date of August 30, from the National War Service Committee,
saying that "It Is such patriotic cooperation that you gave us that made our
drive the success it was."

Also, from the Bureau of Markets, Mr. Chas. J. Brand, Chief, under date of
July 17, "The bureau greatly appreciates the manner in which the officers and
members of the Board of Trade have cooperated In this Investigation and the
readiness with which they have opened their books and offered assistance."
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These are only a few of the many letters that we desire to call to your atten-
tion to emphasize the fact that the organized exchanges are of great value to
the Government and to the producers and consumers; whereas, the class of
brokers not controlled by rules or regulations of an exchange and under no
restrictions in their relation to the public would be more susceptible to per-
sonal gain, and could be of practically no help to) the Government. Therefore,
to discriminate in favor of such brokers to the extent of from $50 to $250 per
annum puts a penalty where it does not belong, and this could not have been
the intention of the framers of the law, except through a lack of Information
relative to the business of the grain exchanges conducted, as they are now, in
strict cooperation with the United States Food Administration.

A recent member of a boartl of investigators, appointed by the Bureau of
Markets to examine Into our affairs, reported, In substance, as follows:

"That the board of trade is an efficient market organization, operated at
low marginal cost under democratic form of self-government by the board of
directors in the public interest."

Shall the members of such organizations be penalized in favor of competitors
who are under no exchange control?

J. RALPH PCICKELL.
Secretary. 417 1'omntvl Telegraph Building. CIhicago, Ill.

ST. Lovis, Mo., Septembi-r 18, 1918.
Mr. J. RALPH PICKELL,

Congress Hall Hotel, Washington, D. C.:
In behalf of the members of the St. Louis Merchants' Exchange I would

appreciate your making a vigorous protest against that feature of the revenue
measure which contemplates an arbitrary tax on brokers doing business on
grain exchanges. It savors of class legislation, and is manifestly discrimina-
tory and unjust. Most of the brokers are performing a patriotic work in
materially aiding In the distribution of the cereal crops of the country; others
represent only flour and feed mills and can only conduct their business to
advantage on exchanges.

JOHN 0. BALLARD.

DULUTH, MINN., September 18, 1918.
J. RALPH PIcKcxL..

Congress Hall, Washington, D. C.:
Members of the I)uluth Board of Trade wish to file a protest against broker-

age tax, feeling same to be unjust and uncalled for. We appreciate your kind-
ness in presenting protest In our behalf.

DULUTH BOARD OF TRADI,
By M. L. JENiS.

OU.AH.. NEaR., September 18, 1918.
J. RALPH tICKFLL,

Congress Hall I otcl, Washington, D. C.:
You are hereby authorized to represent the Omahn Grain Exchmnge and tile

protest on our behalf against brokers' tax provided for in revenue bill.
F, 1'. MANCHESTER, S (Tcrtiry.

BUFFALO, N. Y., September 18. 1918.
J. RALPH PI't'KELL.

Secretary, Congress Hall Hotel, Washingtfn, 1). C.:
Thanks for your telegram. The interests of Al grali exchanges are identical

as regards brokers' tax. lind this is your authority to enter protest for corn
exchange along the some lines as Chicago Board of Trade protest.

D. M. IIIWIN,
Presidentt Corn Exchange of Aniffalo.
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KANXS\S CITY, 11o.. ScptembeT 19, 1918.
J. RALPH PICKELL,

Seeretar'y Council of GrainL Exehanges,
Conglress Hotel, Washin ton, D. C.

Please file following protest with Senate Finance Committee:
On page 139, new revenue bill, there is a provision requiring all brokers to

pay an annual tax of $100. This includes every person whose business it is to
negotiate purchases or sales of produce. but where these brokers tire members
of an exchange there it an additional penalty of $50 to $150, depending on the
value of the exchange mnemnherships. This is at serious discrimination against
members of an exchange, due probably to lack of information regarding differ-
ence In standing between produce brokers who are members of legitimate ex-
changes and those who have no tonneetioli with tiny business organization. Mem-
bers of all exchanges are. in conductli g their business, subject to careful scrutiny
by officers and directors and there are very strict rules covering all such trans-
actions designed to protect both buyer ahnd seller in making trades through
any broker who is a member of such exchange, and there are very heavy
penalties imposed for violations of any of these rules. Our rules governing
exchange transactions insure proper treatment of all parties interested, which
would not be possible except for our organization. We desire to impress upon
you the fact that, aside from the protection offered people buying and selling
in our exchange, the complete organization of the grain business insures the
handling of the crops on the most efficient and economical basis, all of which
has been fully recognized by the Government through the United States Food
Administration, and It does not seem just that- members of an organization
should be penalized while other dealers acting entirely Independently without
the supervision of an efficient body should be favored by a much lower tax.

0. A. SEVERANCE,
President Kansas City Board of Tradc.
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SATURDAY, SEPTEMBER 7, 1918.

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

'Wa8kingt on, D.C0.

The committee met, pursuant to adjournment, at 10 o'clock a. m..
in the committee room, Senate Office Building, Senator F. M. Sim-
mons presiding.

Present: Senators Simmons (chairman), Smith, Thomas, Jones,
Gerry, Nugent, Lodge, McCumber, Smoot, Townsend, and Dilling-
ham.

The committee resumed the consideration of the bill (H. R. 12863)
"to provide revenue, and for other purposes."

The CHAIRMAN. .Gentlemen, we will proceed now. Mr. Marsh, we
will hear you first this morning. Before you begin I want to make
this statement: Yesterday a question was asked here as to the con-
struction placed by the committee on the House bill. I stated then
that the persons appearing to discuss the bill would have to make
their own construction. I want to say now that the committee is
considering this bill extrajurisdictionally, so to speak; that is, we
are discussing it extrajuridictionally while the House is considering
it. Under those circumstances the members of the committee sitting
as a committee feel a delicacy in expressing any opinion about the
bill or its meaning, because we do not wish to do anything that
might have the appearance of attempting to influence the action of
the House while it is considering the bill. I want to make that state-
ment, not especially for your benefit, Mr. Marsh, but as a general
statement. You may proceed now.

STATEMENT OF MR. BENJIAMIN C. MARSH, EXECUTIVE SECRE-
TARY, FARMERS' NATIONAL COMMITTEE ON WAR FINANCE.

Mr. MARSH. Mr. Chairman and gentlemen, I am the executive sec-
retary of and appear on behalf of the Farmers' National Committee
on War Finance. I may state, by way of introduction, that this
committee was organized some time ago by representatives of large
farming organizations, State granges, farmers' unions, the Gleaners,
the American National Live-Stock Association, and the American
Society of Equity. It was organized about a year and a half ago,
and. reorganized some months ago, to meet the present situation.

The CHAIRMAN. You are representing the Farmers' National Com-
mittee on War Finance?

Mr. MARSH. Yes, sir.
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The CHAIRIAN. Are you the only gentleman who wishes to speak?
'Mr. MARSH. There will be other men here later, I hope. The date

of the hearing has been changed a little and I am not sure whether
the other gentlemen will be here or not.

The CHAIRMAN. As Senator Lodge suggests, we can not hear the
statements of several representatives of the same industry: it would
take too long. Do you expect others to appear later?

Mr. MARSH. There will be probably only one other.
The CHAIRfAlN. Then we can give you 20 minutes. Will that be

sufficient for your purpose?
Mr. MARSH. Of course, I can tell better whether it will be sufficient

after I have seen the result of my remarks on the committee. If that
is what you assign, I will take it with pleasure.

The CHAIRMAN. Well. take 25 minutes, ahd we will hear one other
representative.

Mr. MAnSH. I thank you very much. We willitry to make arrange-
ments with the clerk for the appearance of the other gentleman later.

.May I call your attention to the copies of the Farmers' Open
Forum which have been distributed here and which contain an
article entitled "Credit monopoly and the revenue bill," by Gov.
Arthur Capper, who is chairman of the Farmers' National Com-
mittee on War Finance.

Now, the farmers of the country stand foursquare back of Presi-
dent Wilson's statements: "Every power and resource we possess,
whether of men. of money, or of materials," is to be devoted to
winning the war. "It is our duty, I most respectfully urge, to
protect our people, so far as we may, against the very serious hard-
ships and evils which would be likely to arise out of the inflation
which would be produced by vast loans." "We shall naturally turn,
therefore, to war profits and incomes and luxuries for the addi-
tional taxes."

Now, of course, the farmers of the country do not feel under the
same restraint in criticizing the pending revenue bill introduced
by the Ways and Means Committee as the chairman has indicated
that this committee does at this time. The farmers are keenly dis-
appointed in that revenue bill. It should raise at least four billion
dollars more than it does raise. I quote from a resolution of the
American Federation of Labor, although I am not speaking offi-
cially for them in any way, but it is striking that the farmers and
labor forces of the country are a unit in holding that the major
part-many of them think all-the costs of the war should be raise
ly current taxation. The resolution of the American Federation of
Labor, which was passed at its annual meeting in St. Paul, reads as
follows:

Resolred, That the American Federation of Labor urges Congress to levy
taxes on war profits, swollen incomes, and on land values, to nn extent that
during the period of the war will provide by taxation at lost 50 per cent of
the expenditures of the Government In any one year.

The CHAIRMAN. Pardon me; when you say the expenditures of
the Government do you mean 50 per cent of the amount this Govern-
ment expends, or 50 per cent of'the amount it spends and in addition
thereto 50 per cent of the amount it loans to the allies?

Mr. MARSH. I can not speak officially for them on that point. I
think they mean 50 per cent of the whole cost of the war.
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Senator SMOOT. That is not the cost of the war.
Mr. MARSH. Well, now you raise a point which I did not want to

go into, but I shall be glad to do so, and here I can not speak offi-
cially for the farmers. Many of them express the belief that some
of the allies may not be able to pay their loans, and at the conclu-
sion of the war we may want to pay them ourselves as a gift to the
allies. I think it is safe to write down the loans as a cost of the war.
None of us would want to fight the allies to compel them to pay the
loans we have advanced.

Senator SMITH. The bulk of the loans will certainly come back
without any war.

Mr. M SIH. Yes, but we may want to give it to them.
Senator SMITH. That is absurd. I think the idea of our giving

Great Britain the money we loan to her is a proposition that the
British Government would really consider an insult.

Mr. MARSH. flow about Belgium and Russia?
Senator SMITH. That is very much similar.
Mr. MARSH. How about France?
Senator SrrH. Well, France can take care of herself. The

French are the most resourceful people in the world.
Mr. MARSH. All right; I do not enter into a discussion of that;

but I suggest this, then, as the farmers* position: We ought to pay
all we can of the cost of the war as we go along, at least 50 per cent
or 60 per cent or 80 per cent. We ought not to pile up enormous
debts. I am sure you gentlemen will all take time to read this ar-
ticle by Gov. Capper, but may I just quote a little section which
bears directly on our position?

Senator JoNEs. I would like to interpolate that a resolution was
introduced in the Senate some time ago by the Senator from Iowa.
Mr. Kenyon, donating to France all the money which we have ad-
vanced to that country.

Senator SMOOT. Congress will have something to say about that
and France will also.

Senator SMrrH. It has not passed?
Senator JONES. No; it h4s not passed.
Mr. MARSH. Let me interpolate this question: Would it not be a

tremendous encouragement to the French soldiers and the people
who have made these great sacrifices if there were an indication that
America would not mind doing it? Here is what Gov. Capper says:

Selfish financial interests ignore the fact that the settlement of national
debt. after this war presents a problem more difficult than beating the Kaiser.
This latter is assured. We are going to do it. And the national debt Is a (lead
weight on a nation's progress and will rest in chief measure upon the farmers
of the country who must pay the larger part of It. This is clearly the inten-
tion of the undemocratic selfish financial group of this country which seek to-day
as ever to dominate not only the domestic but the foreign policy of the United
States.

The farmers hold that no patriot will ask for an income of over
$100,000 during the year and that no one but a patriot should be
considered during the war. A very important member of the Ways
and Means Committee said to me, "You can not leave any man
with an income of over $100,000 during this war. You have to take
it either in taxes or in loans." Therefore it resolves itself into this
question-and this is where the battle of democracy is being fought
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out in America, by reasoning and by argument, as it has to be fought
out by physical force in France and elsewhere-Are you going to
leave John D. Rockefeller and the other people with big incomes a
lot of their income and borrow it from them at 4 or 4j per cent or
are you going to take everything over $100,000 in taxes?

I have been advised that what I might say might be construed as
a criticism of the impending fourth liberty loan. It is not a criticism
in the slightest degree. We are now discussing the ratio between
bonds and loans. The farmers will not, I think I can say, readily
forgive Congress if they do not pass this revenue bill before they call
for another liberty loan, for we want to see what sincerity there is
in the statement that we are going to devote all our resources to the
winning of the war. There is not a farmer or laboring man earning
fair wages who ought not to contribute heavily toward the liberty
loan. I want to see the working people loan to the Government and
men of enormous wealth taxed. I want to see the rich people put
their money into the war, not as a loan but through taxation. The
question is not, however, how much you or I give: it is how much we
have left. Now, I take these rates of income taxes. From an income
on $5,000,000 it is proposed to take $3,527,000, leaving that indi-
vidual very nearly a million and a half income during the war.

Senator SmooT. If we take 80 per cent by our war profits, there will
not be very much left.

Mr. MARSH. This has nothing to do with the war-profits tax.
Senator SmooT. That is why I speak of it.
Senator LODGEc. That is where the income comes from.
Mr. MARsH. After a man has paid his war-profits tax, whether it

is 80 per cent or 90 per cent, he is then taxed on his net income. We
want 90 per cent of the war profits. We do not want to penalize
anybody, but we let slip about a couple of billion dollars in war
profits last year. It has somewhere gone into recouping the people
who built the plants. When a man constructs a plant the productive-
ness of which ceases after the termination of the war there is no
intention of asking that he be taxed so that he will lose after the
war, but we have had two or three years to get in shape and want to
point out how you can raise easily $12,000,000,000 or $12,500,000,000
by taxation for the present fiscal year, and we urge very strongly
that you will do it.

The war profits subject to taxation during this year are estimated
to be approximately $4,305,000,000. May I add that we would be
glad to submit to the committee later a copy of a long report sub-
mitted to the Ways and Means Committee on this point of war
finance, which you may like to look over. Some officials in the Treas-
ury Department were good enough to give me some estimates. The
war profits subject to taxation during the present year are $4,-
305,000,000. A tax of 90 per cent on these profits will yield
$3,875,000,000, or $675,000,000 more than the House bill estimates.
At least $6,000,000,000 can be raised by the direct income tax, or
$4,582,000,000 more than the House bill estimates.

In 1918 it is estimated that approximately $14,000,000,000 will be
received by people making income-tax returns, from which $8,500,-
000,000 should be deducted as dividends. This averages about $4,600
per family.



TO PROVIDE REVENUE FOR WAR PURPOSES.

We propose taking all incomes over $50,000. They have figured it
out that most folks can get along on $50,000 a year during the war.
They can cut down all around. No one has a right to start any indus-
try during the war that is not approved by the Government. We
ought to stop a lot of these nonessential industries. We ought not to
let people consume luxuries.

Senator SMITH. What do you mean by their not having the right
to do it? They can do so if they want to.

Mr. MARSH. I mean to say that the sanctions of patriotism ought
to prevent their doing so and if the sanctions of patriotism do not
prevent them they should be treated just exactly as the I. W. W.
were treated.

Senator SMITH. You metn that it would not be right for them to
do so.

Mr. MARSH. It would not be right for them to do so, and I think
the Government should say they can not.

The CHAIRMAN. You mean that the Rules Committee would not
give its approval?

Mr. MARSH. Certainly, and they ought not to be allowed to go out
in the market and compete for capital. We are out to win this war
and not to enable a few people to get rich during the war. It is per-
fectly legitimate to take in taxes at least al4 of a man's income over
$100,000.

Senator LoDGE. How much would it yield if that were done?
Mr. MARSH. Just taking that would not yield very much.
Senator LODGE. How much would it yield in taxes if you did it?
Mr. MARSH. I can not give you the exact figures.
Senator LODGE. That is rather important in making up a tax bill.
Mr. MARSH. I have the figures in my brief in black and white.
Senator LODGE. Are they Treasury Department figures?
Mr. MARSH. They are Treasury Department figures so far as the

amounts are concerned, taking, of course, the average, because, un-
fortunately, they do not have publicity as to incomes over $25,000
or $50,000. I think you also ought to go further down. I am going
to say to you gentlemen exactly what r said to the Ways and Means
Committee, and I am speaking for the farmers. My wife and I both
work and work very hard. There is no eight-hour day for us. We
will have a joint income this year of about $4,300. I said to the com-
mittee: "I want to pay $300 or $400 in taxes this year. I can not
look the soldier boys in the face if I do not." I have been talking to
the soldiers at Camp Meade on the economic issues we have here, and
I am going to talk to others. I can not look those men in the eyes--
I have a lot of dependents, too-if we stay over here and object to
paying $300, or $400, or $500 tax, my wife and I together, out of
our income. I put it up to a lot of farmers from as far west as the
Pacific coast recently in half a dozen big farming States. I said,
"What do you men think about this?" They said, "If Congress
should take all incomes over $100,000 we would not object." Simply
taking all over $100,000 would not raise over a few hundred millions
extra.

I have suggested here rates on incomes down to $3,000 or $4,000:
10 per cent on the net income of those receiving from $3,000 to $4000;
20 per cent on the net incomes of those receiving from $5,000 to
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$10,000; 35 per cent on the net incomes of those receiving from
$10.000 to $20,000, and sd forth. I do not try to exclude anybody.
We have to admit the fact that there is a tendency during this period
of large wages on the part of some working people to spend luxuri-
ously, and furiously, I was going to say; and the knowledge that they
will have to pay heavy taxes would be a great help to economy. As
Gov. Capper points out, if we know we have to pay a tax, we are
going to save money. Now, we have to save money, but it is per-
fectly ridiculous, gentlemen, to say, is it not, that with a national
income estimated very conservatively during this year at $72,000,000,-
000-and I take the figures of men like Prof. B. M. Anderson, Jr.-

The CHAIRMAN. Do you mean the net income?
Mr. MARSH. No; a gross national income received of $72,000,000,-

000.
The CHAIRMA.N. That does not help us much. What we want to

know is the net income. Gross income might not take two-thirds of
it, and there would have to be deductions before you would get tu
the net.

Mr. MARSH. I think not in the way I use the word "gross." I
mean to say, with the income receive from dividends, from wages,
the income which we have to live upon; not gross. I mean, to sa)
the total. Your point was quite correct, and I thank you. I should
have said the total. The toal national income is estimated at about
$72,000,000,000. We can surely raise one-sixth of that by taxation,
and I hope we will not rely to any such extent as Mr. Kitchin sug-
gested yesterday on a $16,000,000,000 bond issue. Gentlemen, we
have no right to saddle a profiteer upon the neck of every soldier who
comes back from the war, and that is what is contemplated by the
pending revenue bill. You know and I know that if this war lasts
three years-two years more-

The CHAIRMAN. You say. you know and we know. We do not
know that.

Mr. MARSH. I say, if it lasts two or three years more it is going
to cost us $75,000,000,000 to $100,000,000,000. Then, demobilizatio,
may cost $10,000,000,000 or $15,000,000,000. We are up against ant
enormous expenditure. It is true that we have the lowest national
debt in proportion to national wealth of any of the countries at war.
The figures Gov. Capper quotes here, but they have been rising very
rapidly ever since he wrote this article two or three weeks ago. Our
ratio is changing very remarkably. And the farmers know that a
big national debt is an awful burden on the industry of the country.
- We do not object to taxes on luxuries, but we suggest that you
have overlooked one thing, one class of property almost absolutely
exempt, and that is the value of lands held idle, or practically idle.
for speculative purposes. A large number of farmers will pay an
income tax with a $2,000 exemption. They will pay an income tax,
and they are glad to do it; but they think that you should raise at
least $500,000,000-half a billion-by taxing the value of unused and
inadequately used land held for speculation, together with these
other taxes.

Senator SMrrH. You would treat it all as held for speculation,
would you, if it were unused and unprofitable?
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Mr. MARSH. I think so because it is increasing in value very
rapidly. For instance, the land in New York City is worth as much
as land in 20 agricultural States of the Union; and rents are going
up tremendously in New York City. That is my voting residence.
-I have been there for 11 years and I know the situation pretty well.
You gentlemen may know that the land in every American city and
farm land every where is largely monopolized in a few hands. We
should take 80 to 90 percent of war profits and all incomes from
over $50,000 to $100,000. But, as I am informed by officials here,
many people to escape taxation for this war are putting their money
in vacant land and being advised to do so by lawyers. There is no
income from vacant land. It lies still and increases in value.

Now, you will notice, gentlemen, that our proposal will make it
unnecessary for you -to adopt the position of those who hold that
booze will win the war. There are such people. There are people
who hold that booze will win the war by creating a billion dollars
in revenue and increasing the efficiency and happiness of workers.
Of course, there is that point of view, but you will notice that the
British labor party are unequivocally out for war-time prohibition.
I am not arguing that, but we do point out to you. the fact that if
you will adopt the system of taxation which we suggest, it will not
be necessary to have recourse to that position, and add booze to the
factors which are going to win the war. You will not have to rely
upon that "for revenue and efficiency, certainly not for revenue.

We ask that you take into consideration the position and attitude
of the men who are actually doing the fighting. Gentlemen, the
Ways and Means Committee has been several months figuring out
how to be tender with the dollars of America, and in less than two
weeks you enacted the necessary and commendable bill to provide the
adequate man power. What impression does that produce upon the
average soldier or sailor? With the President coming up and asking
Congress to pass this revenue bill promptly you leave, under the terms
of this bill some men in America incomes of $3,000,000 or $4,000,000
from utterly unearned sources, and one $20,000,000 from the monop-
oly of oil-pipe lines, and so forth.

Senator JONES. If it will not interrupt you, let me ask you a
question to get your idea as to how we would tax this unused land.
How would you do that?

Mr. MARSH. I will answer briefly, if I may, and then submit a
bill later that has been prepared covering this matter. In most
States there is now a classification of assessed property. This bill
provides that the value of all lands shall be obtained, the existing
records being used where necessary.

Senator JONES. If I understand you, your argument is based on
this idea that there is an unearned increment there, that the lands
are increasing in value, and that that increased value is actually
income, and it is that which you seek to reach. Am I correct?

Mr. MARSH. The increase in value, of land is not in t~e hands of
the individual, necessarily, unless he attempts to sell it or rent, and
then if you have ever bought land you know that it is a very actual
fact, that increase in the value of land. It is not debatable, is it?
The value of land is increasing constantly.

Senator LoDoE. All land?
Mr. MARSH. No; but land in the aggregate.

81608-18_8
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Senator SMOOT. Lots of it is decreasing.
Senator MCCUMBER. Two-thirds of the land in the city of Wash-

ington has not increased in value in 15 years. *
Mr. MARSH. Then, why did you not pass the antirent profiteering

bill? Do you mean to tell me that rents here have not increased?
Senator McCUMBnE. We have passed one.
Senator SMITH. We have passed two. Are you living here?
Mr. MARSH. Yes; I had to come down and bring my family here.

I am working at the Washington headquarters of the Farmers'
Nationil Committee on War Finance. I would like to refer you to
the report made by the late Congressman Henry George on land
values in Washington. I would be glad to get it and send it to you.
Land values are increasing.

Senator MCCUMBER. Increasing in some sections and decreasing
in others.

Mr. MARSH. Granted; but whether it increases or decreases is not
due to the ingenuity or work of the individual who chances to hold
title thereto, but exclusively to the industry and presence of popu-
lation.

Senator SMITH. The world's population is increasing and the land.
is not. Therefore the land must increase in value.

Mr. MARSH. That is inevitable. I do not need to debate an axiom.
I did not mean to get off on the land question because, frankly, that
is not the only important item in the program of the farmer. It is
only one of the items by which this revenue could be raised. Some
of the farmers from out West told me-and I have talked with
many of their representatives within the last 10 days-" Here is the
situation we are up against. The boys have been taken from the
farms. They have volunteered and went gladly. They sold their
equipment at a loss. Unfortunately, some folks would not pay them
full value. They went into the Army, and they are coming back by
the millions in a few years. They have not saved much of their $30
a month, we will concede. What are we going to do with them? "

I talked last night with a man just over from England, a very
well-known business man. He told me what the British boys in
the trenches were saying there. And, by the way, may I interject
the statement that our boys who are coming back own no land
here. The English boys call England "Blighty." This man told
me that the boys in the British Army were saying, "We are fight-
ing for Old Blighty. We do not own a square inch of Old Blighty,
but you can be jolly sure that when we get back we are going to
have a bit of Old Blighty that we are fighting to save." And they
are going to get it and our boys are going to get it.

Land values are going to be tremendously inflated in some sec-
tions; not in all sections. When these boys come back by the mil-
lions, some of them cripples, some of them armless, some of them
legless-we hope not ver many-what are we going to do with
them, gentlemen V The after-the-war problem is more serious than
the present war problem, since we have unity of command. If you
tax land values, you are going to make it easier for those boys to
be settled on the land. I have talked with some of the gentlemen
of the Senate about these after-the-war problems, and they are
very serious. If I should tell you some of the things the boys in
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khaki have told me you would think I am pretty radical. I am
not. I have talked straight to them and they have talked straight
to me, and while I have addressed audiences in Carnegie Hall and
Madison Square Garden, I have never had such frank and sincere
approval of just the point I am presenting to you here on behalf
of the farmers as I have received from the big crowds of boys in
khaki, most of whom have now gone to France.

Now, I have taken the time you have assigned me. Those are
our suggestions. We do not see any need for all these detailed
taxes on consumption and things of that sort. I hope you will not
proceed to rob the workingman by consumption taxes, because
that is all consumption taxes are. indirect robbery of the workers.
I think it would be better for the average workingman and farmer
if you would reduce the exemption a little, if necessary, rather
than impose any consumption tax. It would be easier for the farmer
in the long run. Those four taxes I mentioned will raise all the
revenue you need 'to finance the war, and a direct income tax is an
honest tax, because you know what it is.

Now, I criticise, on behalf of the farmers, the. suggestion of the
Ways and Means Committee and the Treasury Department about
these consumption taxes on luxuries.

Senator SMooT. What is your business?
Mr. MARSH. I am now secretary and director of publicity of the

Farmers' National Headquarters. I am executive secretary of the
Farmers' National Committee on War Finance. I am secretary of
the Farmers' National Committee on Packing Plants and Allied
Industries, a committee organized to carry into effect the essential
recommendations of the Federal Trade Commission. I am assistant
secretary of the Farmers' National Wheat Growers' Association.

Senator SMOOT. You are not a farmer, then?
Mr. MARSH. No; I am not a farmer.
Senator SMOOT. Do you live in New York?
Mr. MARsH. I have lived in New York, but I have worked on a

farm. I worked a good bit of my way through college, getting up
at half past 4 in the morning and working until late at night.

The CHAIRMAN. Mr. Marsh, you have been interrupted a good
deal. Would you like to have more time?

Mr. MARSH. I would like to have two or three minutes more in
which to finish. Occasionally, of course, you gentlemen have asked
me questions, and in answering them I could not speak officially for
the farmers.

Senator JONES. Let me see if I do not get your point of view.
You consider that all taxes, however levied, must come out of
incomes?

Mr. MARSh. Out of production.
Senator JoNEs. It is a question of whether you should get that

income directly through an income tax or indirectly through a con-
sumption tax, and you favor getting it all by direct taxation?

Mr. MARSH. I always favor direct taxation, because then you know
just what is happening. When you have indirect taxes the nan who
advances the tax will add his profit and his commission on that tax,
and the purchaser of the product pays more.

Senator SMoor. But you are always perfectly willing to have
exemption on the direct taxation?
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Mr. MARSH. The poorest man in America pays to-day infinitely
more taxes proportionately than the richest man. Will you tell me
what I can eat or wear that I do not pay a tax on?

Senator SMOOT. I have not the time to tell you, but I could give
you a list as long as your arm.

Mr. MARSH. I can prove every statement that I make, Senator, to
the satisfaction of every workingman and every farmer in' America.

Senator SMOOT. Of course I know you can.
Mr. MARSH. I think they have given the verdict in the last two

Presidential elections on that point. I do not mean to discuss poli-
tics but economics, and they ought to be the same thing. The farm-
ers ask that you save us, so far as possible, from a big war debt. The
farmers have been accused of disloyalty. I know practically no
cases where the court has sustained the charges. And the farmers
have been the leaders in the liberty loan campaigns.

The CHAIRMAN. They have not as a class been accused of disloyalty.
Senator SMOOT. That is the first I have heard of it.
Mr. MARSH. I will send you some documents in which that state-

ment is made.
Senator SMOOT. By some wild-brained fellow that is speaking for

himself and nobody else, but the American people do not believe it.
Mr. MARSH. May I send you some copies of the Congressional

Record of the Senate?
Senator TOWNSEND. You can prove anything by that.
The CHAIRMAN. I think, Mr. Marsh, it would hardly be fair to let

it go out that farmers as a class are regarded by any 'responsible
persons as being disloyal. Certainly there is no more loyal or patri-
otic class of our citizenship than the farmers, and I will add the
laboring man, too.

Mr. MARSH. Yes; I think their interests are identical, thank God.
They are learning that fact, which means the end of privilege and
monopoly.

The CHAIRMAN. If you will permit me to say so, I think all our
people are patriotic. There may be some that are not, but con-
sidered in the agregate our people are intensely patriotic.

Mr. MARSH. I agree with you, and it is only very small; but, my
conscience, what a splendidly vocal crowd the unpatriotic one is, and
it is efficient. But the farmers are not justly accused of being un-
patriotic, nor will they be accused of being unpatriotic in telling-you
that they want this distinction between the treatment of boys' and
property stopped, and that the present- proposed revenue bill is un-
ust in not providing that $12,000,000,000 to $13,000,000,000 should

be raised by taxation.
We can win this war in a way which means peace and prosperity

for this country, or we can win this war against kaiserism in Ger-
many in a way which means a revolution in this country after the
war. We have to face that fact. And the farmers maintain that we
have to put the interest of the property .and the men of this country
on an absolute parity. To do that you can not permit any such
revenue bill to be enacted as has been sent over by Mr. Kitchin and
his conferees, who have done good work, but I have talked to them
just exactly as I have to you, both publicly and privately. You can
not do it, gentlemen.
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I would like to make some statements here that were made to me
recently, but I am afraid it would be indecorous, as to why the
income-tax rates are not higher. But I would submit to you that
any man in the United States who intimates that he is not going to
support the war, or will interfere with it, if the Government takes
all his income over $50,000 or $100,000 while protecting him in his
business through the War Finance Corporation-any man who inti-
mates that-and some of them have--should be given the same treat-
ment as the I. W. W. in Chicago were given a few days ago. There
is lots of room yet in the Federal penitentiaries for rich men who do
not want to make the same proportionate financial sacrifices as the
poorest people of the country.

This is really a test, gentlemen, this revenue bill, and it is so
regarded. I happen to know most of the farm leaders and labor
leaders of the United States. I have talked with them and I know
how they feel about this proposition. I will get out and work for
the liberty loan, tooth and nail, but I prefer, gentlemen, to pay my
share in taxes. And most of them do, too, and apply the same prin-
ciple, because, just think, here is what you do: Iere is a man with
an income of $5,000. What does he pay? One hundred and eighty
dollars. That is all proposed under this bill. Gentlemen, we sub-
mit that $300 or $400 or $500 is the very least that a man with an
income of $5,000 should want to pay and ought to pay.

The size of this next liberty loan will be vitally and directly
affected by this revenue bill. Let me repeat that the farmers see no
reason why you should not pass this revenue bill within two weeks,
the same time in which you passed that necessary man-power regis-
tration act. In other words, we have got to realize that the American
people are following the President in the purposes for which he de-
clares we entered the war, which mean an entire change in our
economic and industrial system, and they want to see that change
started during the war in order that they may be completely assured.
incontrovertably assured. that we are really going to win the war in
America that we win in Europe. You know there is such a thing
as the possibility that we could lose in America the war that we win
in Europe. But this revenue bill is a test of the sincerity of both the
Republican and Democratic Parties.

senator JONES. Why do you propose to raise only 50 per cent by
taxation? Why not raise it all by taxation?

Mr. MARSH. I think I corrected the impression which I seem to
have given. I did not stipulate what percentage. I said at least
50 per cent. Personally, as I said to the Ways and Means Commit-
tee, there is no more reason why you should say "We should raise
50 or 40 or 33. per cent or 90 per cent" than why you should say
"We will send 1,000,000 men to France and no more." I do not
think you ought to put a limit on it.

Senator JONEs. Then, why let one man have $50,000 income and
another man only $2,000 or $3,000 or $5,000?

Mr. MARSH. Simply for the reason that you have to temper the
wind to the shorn lambs of privilege in this country. That is the
only logical reason.

senator SMooT. And, of course, to do justice, we ought to take it
all away from them and make them all equal. That is the idea?
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Mr. MARSH. Since we. have been doing that a little bit with the
fellow with an income of $2,000, I do not think it would be bad to
do it with the fellows with over $50,000, and while you have to be
practical to do otherwise than I suggest, you have to say that the
organized farmers and laborers are a bunch of idiots. They know
the fight that is on in this country and throughout the world. They
understand what this is all about, and they propose to see that
the thing is put through in this country and that nobody makes a
dollar unjustly out of the war.

Now, we are a rich country. We have got to get revenue out of
incomes: out of production primarily; production, and more pro-
duction. I think we all agree to that. Mr. William Kent brought
that out very clearly in his address to the Ways and Means Com-
mittee. We have to increase production. Now, a tax on unused
land values will help that. But, gentlemen, a debt of seventy-five
or even fifty billion dollars on the industry of this country after the
war is going to be a very serious thing. According to the press-I
have not seen the Congressional Record yet of this morning-Mr.
Kitchin said yesterday that we could never look forward to a
smaller national budget than $4,000,000,000. That is one-third more
than the total expense for all governmental expenses, National,
State, and local in 1915, before we entered the war.

Now. forty or fifty billion will be the lowest debt at the rate we
are going now, if the war goes on for two years longer. It will be
easier and better for every legitimate business interest, we submit,
farming included, and workingmen included-they are all in in-
dustry-if we pay two-thirds or 60 per cent of the cost of the war
by current taxes. It will come pretty hard, but I have read a good
deal about these patched breeches and shirts, etc. I have worn them
myself in the last few weeks. I have not observed them on any of
the gentlemen who advocated them publicly, and I will say I think
it would be a good thing to get right down to that proposition.

I started to raise the farmers' objection to luxury taxes, and it
is a fundamental one. If we do not buy the luxury you do not have
the tax and you have a deficit. If you do buy the luxury you are
wasting man power. That is a most radically- illogical suggestion
on the part of the Treasury, and I do not speak personally about
Mr. McAdoo, but may I say that we should not waste the power of a
single man or woman during this war? We have been looking over
the fashion plates of the New York papers containing pages of
advertising, asking people to spend their money for luxuries and
things that are utterly unnecessary. I was'talking to a farmer the
other day about it. He said, "My wife spends $24 a year for clothes."
I said, "Did you see the story of the New York woman who asked
to be allowed $20,000 a year for clothes ?" It is not only the folly
of spending that money for clothes, but it is the folly of employing
anybody to make those clothes.

We have a serious proposition to win this war. After, they et
beyond the Rhine, we will have a big job. We have to conserve te
man power of the country.

Senator SMIW. Are you a native of New York?
Mr. MARSH. No; I was not born in New York. I have lived there

about 11 years.
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Senator SMITH. Are you a native of the United States? -
Mr. MARSH. My father and mother were native born. I hap-

pened to have been born in Bulgaria. My father and mother were
Congregational missionaries.

Senator SMITH. What is your business?
Mr. MARSH. It has been stated in the record.
Senator TOWNSEND. What salary do you receive?
Mr. MARSH. I receive the munificient salary of $3,600 a year.
Senator SMITH. From all the organizations?
Mr. MARSH. From all the organizations combined.
Senator THOMAS. Is that exclusive of your expenses?
Mr. MARSH. Well, my expenses for car fare, etc., amount to a few

dollars a month.
Senator THOMAS. Well, I do not care whether they are large or

small. Do you get your salary exclusive of your expenses?
Mr. MARSH. Yes.
Senator SMITH. They do not pay your hotel bills in Washington,

do they?
Mr. MARSH. No, sir.
Senator SMITH. Do you live here?
Mr. MARSH. I live here with my family and pay my rent. Would

it be in order for me to reciprocate and ask the Senators what their
income is and where they get it ?

Senator THOMIAS. I will answer that question if you want me to.
The CHAIRMAN. Well, I do not think it is quite necessary. I do not

think it is fair to either side.
Mr. MARSH. Why is it fair to ask me that? I am perfectly willing

to tell. I have been offered two or three times that salary, and could
have had several times that salary, to shut up and do nothing.

Are there any further questions?
Senator SMITH. My reasons for asking you where you were born

was because I wanted to identify your connection with American
life. It was not meant in any way except for that purpose, to show
that you were really a citizen of New York and actually identified
with American life.

Mr. MARSH. Yes, sir; I went through college at Grinnell, Iowa,
and worked at farming. I have had three years in Chicago and
Pennsylvania universities, and thank God I have been able to outlive
it and really understand something about economics.

The CHAIRMAN. You are here properly representing what you re-
gard as the interest of the farmers?

Mr. MARSH. I am here speaking officially for the organized
farmers.

The CHAIRMAN. You are representing a very important interest of
the country.

Mr. MARSH. I am representing an industry of the country which
is on the "1 blink," let me add, Senator, and the farmers have got to
be roognized as an essential industry, but the Congress of the United
States will have to take some action pretty soon to change and im-
prove conditions or the farmers can not do their share toward win-
ning the war.

Senator JONES. Who is at the head of your organization?
Mr. MARSH. Hon. Arthur Capper, governor o- Kansas, who, it is

said, is going to join you shortly in the United States Senate. I
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thank. you, gentlemen; I did not mean to be personal, but when the
personal question was put to me, recognizing the right of the Ameri-
can people, I thought we ought to have a fair show all around.

Senator THOMAS. I did not intend to be personal, in so far as that
particular phase of it was concerned. I am perfectly willing to
answer your qusetion.

Mr. MARSH. May I ask the privilege of submitting this typewrit-
ten brief with the detailed figures in a day or two?

The CHAIRMAN. YOU may do that.
(The brief referred to above is here printed in full, as follows:)

B=F SUBMITTED TO THE SENATE FINANCE COMMITTEE RExARDING THE PENDING
RJEVUE BILL BY THE FARMERS' NATIONAL COMrMITTEE ON WAR FINANCE.

[Gov. Arthur Capper, chairman; Hon. Herbert F. Baker vice chairman* Benjamin C.
Marsh, executive secretary. Bliss Building, Washington, D. e.]

COST OF THE WAR.

If the war continues through or even well into 1920 the total money cost to
this country will be probably about $100,000.000,000. This includes loans to
our allies, which they may not be able to repay and which we may not want
them to repay, interest on the debt, and a very small amount for pensions.
It Is of the utmost importance, therefore, that we should adopt sound prin-
ciples of securing revenue which will enable us not only to finance the war ade-
quately but which will leave the country in the best condition after the war,
and in a position to recover Its economic and industrial status as soon as
possible.

THE PRINCIPLES OF THE REVENUE BILL.

The following principles should control in the drafting of the revenue bill:
1. To secure adequate revenue equitably.
2. To Increase production.
3. To prevent waste.
It is our Judgment that this involves a complete readjustment and that the

only way In which these three essentials to a just revenue bill can be carried
into effect Is through the principle of equality of financial sacrifice.

The national income for 1914 from wages, salaries, rent, dividends, interest.
profits, etc., was conservatively estimated at $33,000,000,000, for 1916 at
$50,000,000,000, for 1917 at sixty-three to sixty-four billions, and the income for
this year (1918) is estimated approximately $72,000,000,000. The national in-
come this year will therefore he about $39,000,000,000 larger than the national
Income in 1914. The cost of the war In dollars and cents will be. during the
coming year, about twenty-four to twenty-five billion dollars, according to the
present estimates, exclusive of contract authorizations.

The problem of production is fully as important as the question of rqlsilng
revenue, but it is obvious that since wholesale prices are (June, 1918) approxi-
mately 90 per cent higher than in 1914, a marked reduction in domestic con-
sumption is essential to enable us to secure the needed war Tevenne. whether
by taxation or by loans. Probably three to three and a half million people,
who in 1914 were supported out of the individual earnings or income which
totaled the national aggregate income of thirty-three billions, will be main-
tained out of the appropriations for the war this year. Therefore the total
population to be supported out of the national income of about seventy.two bil-
lions, exclusive of the cost of the war, will be somewhat less than the number
that was so supported in 1914, with a national income of about $33,000,000,000.
If properly distributed, the national income in 1914 would have been fairly
adequate for the national needs, and during that year large sums were laid
aside for Investment. The savings to conduct the war must amount, therefore,
to approximately five-eighths of the Increase In the national Income in 1918
over that of 1914, whether these savings be taken in taxes or as loans. In
1917, with an estimated income of sixty-three to sixty-four billion dollars, it
was estimated that between eighteen and nineteen billion dollars were saved
for Investment, Federal taxes, etc. This sum must he increased this year, to
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enable us tq finance the war, by at least between five and six billion dollars.
It is therefore imperative that additional saving should be effected through
reducing consumption and refraining from increasing capital investment in
houses, machinery, etc., and through saving In personal expenditure.

THE NATIONAL INCOME IN 1916.

The Bureau of Internal Revenue reports the following facts:
(a) Pcrsonal income.-The total net income of the 437,036 persons making

returns (including 7,635 married women making separate returns) as having
incomes of $3,000 and over was $5,298,577,620.

Of this amount only $2,572,027,890 was subject to the normal income tax
and $1.643,310,000 was exempted, as ai specific exemption, and $2,136,468,625 as
dividends.

The gross income of the 437,036 persons making returns was $8349,901,983
and the general deductions amounted to $2,051,324,363.

The gross income from personal service and business amounted to $4,488,-
751.296 (p. 53), 76 per cent of the total gross income.

The total income from -property was $3,861,150,687, divided as follows:
Rents ------------------------------------------------- $601,919, 604
Interest on notes, bonds, and mortagages --------------------- 667, 566, 376
Fiduciaries --------------------------------------------- 379,795,249
Royalties . -------------------------------------------- 41,883,053
Incomes from foreign sources -------------------------------- 33,517, 780
Dividendes -------------------------------------------- 2,051,324, 363

Total earned and unearned income ------------------- 3,861,150,687
There were 157,149 returns of Incomes of $3,000 to $5,000-35.95 per cent of the

total number of returns. The gross income of this group was $956,229,497, di-
vided as follows:
Income from personal service and business ----------------------- $703,516,995
Income from property ------------------------------------- 252,712,502
the percentages being, respectively, 73.57 per cent and 26.43 per cent.

There were 249,556 returns of income from $5,000 to $40,000, or 57.10 per cent
of the total number of returns. The gross income of this group was $3,980,-
547,895, divided as follows:
Income from personal service ---------------------------- $2, 396,417, 826
Income from property ----------------------------------- 1, 584,130,069
the percentages being, respectively, 60.20 per cent and 39.79 per cent..

There were 22,696 returns of incomes of $40,000 up, includlhg the incomes of
millionaires, or 5.19 per cent of the total number of returns. The gross income
of this group was $3,413,124,591, divided as follows:
Income from personal service ---------------------------- $1, 388,816,475
Income from property ----------------------------------- 2,024,308, 116
the percentages being, respectively, 40.69 per cent anti 59.31 per cent.

It will be noted that only 26.43 per cent of the gross income of those receiving
incOmes of $3,000 to $5,000 was from property, while this income was 39.79 per
cent of the incomes of $5,000 to $40,000 and 59.31 per cent of Incomes over
$40,000.

It Is a well-recognized principle that unearned income should be taxed higher
than earned income, and since incomes of over $40,000 are chiefly unearned or
due to some conspicuous ability which will not be exterminated by heavy taxa-
tion for a few years, obviously the rate of taxation upon incomes of over $40,000
should be very heavy, at least 60 per cent to 70 per cent of the total income.

The class having the largest aggregate income In 1916 were capitalists, in-
vestors, and speculators, of whom there were 85,465 making returns. Their
total income was $1,679,228,016 and their average income $19,645.79.

The largest average Income was secured by mine owners and mine operators,
of whom 2,544 made returis--that Is, 17.88 per cent of the total number of
owners and mine operators In the country. Their average income was
$45.317.92. Of this group, 413 received incomes of $50,000 to $500,000, 8 re-
ceived incomes of $500,000 to one million, and 11 received incomes of over
one million.

The 2,839 stock and bond brokers-20.68 per cent of the total number of such
brokers--received an average income of $41,009.27. and a total income of
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$116,425,299. Five hundred and twenty-three stock and bond brokers received
an income of $50,000 to $500,000, 16 an income of $500,000 to one million, and 9
an income of over one million.

AGRICULTURISTS.

The census of 1910 (used by the Bureau of Internal Revenue for occupational
distribution of population) reports that there were in that year 6,047,615 agri-
culturists-farmers, stock raisers, orchardists, etc.-in the country. In 1916.-
14,407 of these made returns under the income-tax law-that is, 0.24 per cent
(less than one-quarter of 1 per cent of the total number). Their total incomE
was $129.642.432; their average income $8,998.57. Of this number, 245 had an
income of $50,000 to $500,000, 9 of $500,000 to one million, but not one an Income
of over one million.

WHAT OCCUPATIONS ARE MOST PROFITABLE.

The commissioner r of Internal Revenue gives the following percentages In
various occupations, taking the number of persons as per census of 1910, who
filed returns in 1916:

Per cent filing
returns.

Architects 8.4----------------------------------------------------
Authors, editors, reporters, etc ------------------------------------ 6. 53
Clergymen ---------------------------------------------------- 1.42
Engineers4-civil. mining. etc ---------- -------------------------- 11.24
Lawyers and judges ------------------------------------------- 18.97
Medical profession: Physicians, surgeons, oculists, dentists, nurses, and

other medical specialists -------------------------------------- 6.97
Public service---civil ---------------------------------------------. 78
Public service-military ----------------------------------------- 7. 08
Theatrical profession: Actors, singers, musicians, etc ---------------. 55
Teacher.s: From kindergarten to university, also school and college offi-

cials --------------------------------------------------------. 47
Agriculturists: FarmerA, stock raisers, orchardists, etc -----------------. 24
Real e4ate brokers: Agents and salesmen -------------------------- 4. 88
Stock anl bond brokers ---------------------------------------- 20. 68
Brokers: All other --------- ----------------------------------- 20. 77
Commercil travelers ------------------------------------------- 4. 57
Insurance agents and solicitors----------------------------------- 8. 19
Lumbermen -------------------------------------------------- 10. 76
Manufacturers ------------------------------------------------ 10.05
Merchants and dealers: Storekeepers, Jobbers, commission merchants, etc- 4. 36
Mine owners and mine operators --------------------------------- 17.88
Saloon keepers ------------------------------------------------ 1.92
Theatrical business: Owners, managers, etc ------------------------ 2. 58
All other business -------------------------------------------- 18.26

B. Corporate income.-The gross income of the 341.253 corporations reporting
for 1916 was $35,327,631,015, the net income $8,765,908;984. The main divisions
and net Income of each were:
Agriculture and animal husbandry
Extraction of minerals --------------------------------
Manufacturing and mechanical industries:

Food and kindred products----------------------------
Textiles and their products----------------------
Iron and steel products-------------------------------
Lumber and its manufactures ........
Leather and finished products-- - - -
Paper and printing --------------------------------
Liquors and beverages------------------------------
Chemicals and allied products .....
Stone, clay, and glass products-----------------------
Metals and metal products other than Iron and steel
Miscellaneous industries-

Public utilities ---------------------------------------------
Banks and insurance companies--------------------------
Merchandising companies ---------------------------------
Miscellaneous companies -------------------------------

$69, 862, 431
798,883,349

329, 622, 002
383, 111, 197

1, 129, 416, 965
114,683, 677
137, 134,999
212, 764, 655

83,159, 751
694, 351, 657

88,357,208
565, 362,713
419, 661, 076

1, 541, 076, 130
528, 505, 811
464, 875,807

1,205,079, 556

Total ------------------------------------------- , 765, 908, 984
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C. Personal income tax paid.-The total normal tax paid by those making

returns in 1916 was $51,440,558. The total additional tax (super tax, etc.)
amounted to $121,946,136. a total of $173,386,694.

The average rate of tax on incomes of under $5,000 was less on incomes of
$4,000 to $5,000 than on Incomes of $3,000 to $4,000, being, respectively, 0.204
per cent and 0.289 per cent. The rate on Incomes of $15,000 to $20,000 was
only 0.934 per cent, and the rate on incomes of $5,000,000 and over was only
12.908 per cent-the average rate on all incomes taxable being 2.753 per cent.

D. Taxes paid by corporations.-The total normal tax paid by corporations
showing a net income in 1916 was $171,805,150, divided as follows:
Agriculture and animal husbandry --------------------------- $1, 376,651
Extraction of minerals ------------------------------------- 15, 84, 557
Manufacturing and mechanical industries --------------------- 81,260, 749
Public utllitie ------------------------------------------- 30, 160,766
Banks'and insurance companies ----------------------------- 10, 505, 52t)
Merchandising companies ----------------------------------- 9, 037, 152
Miscellaneous companies ------------------------------------ 23,617, 746

Total ----------------------------------- 171, 805, 150
The total national income in 1917 was es timated at sixty-three to sixty-four

billions.
A. Personal incornc.-It is estimated that for 1917, there were about three

and a half million tax returns under the reduction of exemption from three
and four thousand dollars to one and two thousand, respectively, and that the
total income was approximately twelve billion dollars, of which four to five
billion was subject to the normal income tax and two and a half billion to three
billion was not subject to the normal Income tax because it was received from
dividends.

B. Corporate inco'me.-The total corporate income in 1917 is 'estimated at
approximately $10,450,000,000, divided roughly as follows, among the five large
classes of corporations or industries:
Financial ---------------------------------------------- $630, 000,000
Public service ----------------------------------------- 1, 500, 000,000
Industrial --------------------------------------------- 6,500,000,000
Mercantile ---------------------------------------------- 620,000, 000
Miscellaneous ------------------------------------------ 1,200,000,000

Total --- ------------------------------------------ 10,450,000,000
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The Treasury Department has prepared a statement comparing the net In-
come of 240 Industrial corporations in 1917 and in 1916. These are widely
distributed as follows:
Net fncomr, dividends, (nd surplus for 2of0 industrial corporations, vears 1917

and 1916.

(000 omitted.)

Num-
item. ber of

corpor-
ations. 19

Powder ............................
Arms .......................
Automobiles .......................
Gold mning ...................

r ......................Rubbr...o. ...................

House furnishings .................
Nondurable goods .................
Locomotives .......................
Ships . . . . . . . . . . . . . .
Machinery .................
Agricultural implements and mis-

coel neous .......................
TYP e...........................
Paper......... ... ...........
Iroand teel .....................

snuff .............................
L orie ...........................
Tobacco........................
Realty .............................
Department stores ..........
Mail order and miscellaneous ......
By-oad ucts .................
C alF ..............................
Fertilizers and chemicalsi.......
cottonseedoil ................
Pal in ......... ..................
Petroleum products and refining..'
Foors ............................
Building materials..........
Clothing ........................
Collars........ ....................
sh o s .............................

Zinc, silver, and nickel............
Malt and beer................
Liquors.....................

Total..................

4
13
8

31
7
1
5
7
3

16

7

19

8
1
3

10

6
4
2
1

23
23
7
6
1
2
3

10
3
2

Not income.

$49.113
13,082
75,381
2,327

122,030
41,548

509
17,060
3,509

66,567

24,327
790

16,579
707,296

918
218

36,468
493

30,387
14,795
3,460
24,068
22,603
3,682
4,897

210,641
178,828
16,005
16,660
2,630
2,737
22,221
27,540
1,860
17,606

1,818,844

1916

582,013
25,585
74,879
4,099164,806

24, 034
1, 802

12,499
25, 019
8, 146
54,687

16,718
9258,896

440,878
1,079

365
31,396

601
26,933
12, 192
4, 248
8,271

23,520
3,505
2,978

153,364
123,719
10,108
11,920
2,812
2, 372

10,148
44,249
1,991
7,873

1, 425, 531

Dividends.

1917

33,671
2,412

22,689
3,513

74,184
11,511

450
6, 324

12,351
2, 742

25,270

7, 788
539

2,965
168,303

840
180

25,445

11,9265, 600
1,460
8,376
7,116
1,924
2,738

54,467
45,594
4.738
7, 074
1,670
1,312
3, 681

22,083
1,256
5, 096

587,188

862, 502
9, 259

25,530
3, 425

70, 361
8, 700

5,1628,861
4,877

22,742

6,498
450

1, 839
94,647

840
190

24,982

10,508
3,114
2,360
4, 686
5,690
1, 491
2,532

40,00
37,054
4,687
6,7531,390

792
3 640
31, 174
1. 175
1,716

Surpi

1917

$15,442
10, 671
52,692

1,186
38,846
30, 037

59
10,736
23,558
3,767

41,297

16,539
251

12,614
538,994

78
38

11,023
493

18, 461
9,1'5
2,000

15, 62
15, 487
1,758
2,159

166, 174
133, 234
11,267
9,586
960

2,42518, 540
5, 4.S7
604

12,510

509,389 1,231,458

Of these groups of corporations only 12 of the 36 showed a smaller net in-
come in 1917 than in 1916, but the total net income of these 240 typical indus-
trial corporations was nearly $400,000,000 greater in 1917 than in 1916, the
figures being In 1917 $1,818,644,000, and in 1916 $1,425,531,000. The copper com-
panlies reported (31) showed a net reduction in 1917, the net income In 1917
being only $122,030,000, as against $164,806,000 In 1916. The price fixing of
copper seemed to have an effect. Nineteen Iron and steel corporations for
which returns were given showed a large Increase, the net income in 1916 being
only $440,878,000, and in 1917 $707,296,000, an Increase of about $367,000,00).

TAXES.

It is estimated that the total Income tax paid by all the corporations under
the excess-profits tax for 1917 was $1,691,000,000, while their war profits
amounted to $5,204,864,000. An 80 per cent tax on war profits would have
yielded about $4,163,000,000. The actual tax paid was equal to 32.5 per cent of
the war profits, as follows: Per cent.

Financial ------------------------------------------- 55. 5
Public service -------------------------------------- 14. 2
Industrial ------------------------------------------ 3.9
Mercantile ----------------------------------------- 0
Miscellaneous ------------------------------------------ 24. 5

us.

1916

$19,504
16,326
49,349

676
104, 441

16, 334
1,802
7, 337
16,358
3, 269

31,945

10,230
476

6,056
345,231

239
176

6,414
601

16,427
9,078
1,888
3,685

17,829
2,084

446
113, 234
Be,885
5, 421
5,167
1,422
1,580
6,508

13,078
816

6,175

916,136
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SUGGESTED TAXES ON CONSUMPTION.

In the memorandum of "Possible sources of revenue," suggested by the
Treasury Department and submitted to the Ways and Means Committee, the
following statement is made;

"The retail-sales tax, however, raises a different set of considerations. That
tax is recommended not only to raise additional revenue, but for the equally
Important purpose of discouraging wasteful consumption and unnecessary pro-
duction. It would be superfluous at this stage of the war to dwell upon the
fact that waste and extravagance are akin to treason. We pay lip homage to
this truth, but we neglect its practice. We are not yet cutting our personal
budgets sufficiently to make the excess of national production over national con-
sumption equal to the needs of the Government. The retail-sales tax distinctly
labels the taxed articles as luxurious and serves notice that the Government's
ban is upon It."

The consumption taxes on nonessentials, suggested by the Treasury Depart-
ment, would tend to defeat their own purpose. It is stated: "The retail-sales
tax distinctly labels the taxed articles as luxurious, and serves notice that the
Government's ban is upon it." In other words, the Government says that the
purchase of the articles upon which this 20 per cent or higher tax is levied is,
to quote the memorandum, "akin to treason." It would seem obvious that the
Government should not compound a felony or even a misdemeanor by the pay-
ment of a 20 per cent tax, whether this tax Is paid by the manufacturer or by
the purchaser. The suggestion Is an indirect and impracticable method of at-
tempting to reduce consumption and secure revenue at the same time. We
say " impracticable" on the basis of the experience of our allies, which have
tried the system of taxation as shown In the pamphlet prepared by the Ways
and Means Committee in the Legislative Reference Library of Congress en-
titled, "War Taxation of Incomes, Excess Proflits, and Ldxuries." Luxuries
are manufactured, and the Government derives some revenue therefrom, but
only a small proportion of the cost of the war, and our allies, mistakenly from
a fiscal point of view, have relied upon these taxes, " indirect income taxes,"
instead of upon a direct Income tax. They are raising only a very small pro-
portion of the total current cost of the war by taxation.

In view of the fact that the United States. is underwriting the entire
financing of the war. it would be an a,.iregIous blunder, inexcusable in the
light of our allies' experience, for us to :ttempt the -ame method of getting
revenue. We ought to face the fact that in order to finance the war we have
Rot to reduce consumption right down to the core; that men and women must
not buy clothing and furniture, nor a single one of the articles upon which
the nemoranduin of the Treasury Department suggests a retail tax or specific
tax, unless these articles are absolutely needed. The suggestion about "pad-
locking" revenue by requiring manufacturers or merchants td give bonds Is
not feasible. We must eliminate the manufacture of all nonessentials. The
Government has got to go through the factories of the country with a fine-
tooth comb, and take out the men who have had training on farms and place
them back on the farms, or else we shall be in imminent danger of losing the
war through starvation. Hundreds, if not thousands, of nonessential factories
must be shut down, Including unquestionably factories manufacturing goods
on the lists suggested by the Treasury Department, and this, at least, for the
period of the war, and possibly for a longer time.

If we reduce consumption sufficiently to raise twenty-four to twenty-eight
billion dollars for the cost of the war, whether by bonds or by taxes, very
few of the articles or commodities suggested for taxation in this memorandum
would be purchased, and the revenue therefrom would be negligible.

A detailed analysis of the list shows this fact plainly. Some watches have
got to be bought. A tax of 50 per cent thereon is exorbitant If- people need
watches. If not, a tax of 500 per cent would be Just as reasonable. There is
no excuse for manufacturing Jewelry during the war, and such manufacture
can not be made patriotic by a 50 per cent tax. No automobiles, motor cycles,
and bicycles, Including parts and accessories and tires, should be manufactured
during the war for pleasure purposes. The Treasury Department and the
Fuel Administration seem to be working at cross purposes, inasmuch as the
Fuel Administration has reduced the coal allotment for factories making
pleasure automobiles to 25 per cent of the normal quantity consumed. Musical
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instruments, while essential in peace times, are completely nonessential during
the war, except for military purposes. The nianufacture thereof should he
stopped, and those engaged in the manufacture thereof put to work to 'help
win the war. Obviously, no liveries should be manufactured during the war.
Congress should not only tax the butler out of the pantry, but the coachman
off the box.

The proposed tax upon house% furnishings must he criticized similarly.
People do not need to buy ornamental lamps and fixtures, fancy articles, and
knick knacks during the war. We have a large supply on hand. If they do
need curtains or carpets or rugs, as in the case of clothing, it is better economy
to purchase a substantial wearing one than poor ones which are more expensive
in the long run. It is difficult to comprehend the mental processes of those
who suggest a tax upon cutlery-the serviceable kind-and upon purses,
brushes, combs, and other toilet articles of reasonable necessity; also a tax
upon furniture costing more than $5 per piece. It is not considered a crime,
to marry and raise children, and those who marry will have to buy furniture.
Why they should be taxed thereon, if they buy only what they need, is-
inexplicable. Chinaware, or some sort of tableware is a necessity; cut glass
a luxury. Yet, these are put in the same class in the suggestion to the Ways
and Means Committee.

A study of the proposed taxes upon soft drinks, chewing gum, etc., raises
the question as to why the Food Administration and the Treasury Department
do not get together. The Food Administration has suggested the elimination
of soft drinks as far as possible, as consuming sugar, of which we are short.
The Treasury Department would seem to throw the mantle of patriotism over
the unpatriotic consumption of sugar by taxing its use in these beverages.
We can probably survive the period of the war without great indulgence in
perfumes and cosmetics.

The United States will probably take a lesson from the British Labor Party
and realize the necessity of complete prohibition during the war. A tax upon
denatured and wood alcohol would be a most vicious burden upon the fariner-
of the country. The suggested tax upon tobacco in its various forms is the most
nearly excusable tax suggested, but the situation could be better met by elim-
inating the tobacco industry for the period of the war, except in so far as the
Government needs it for men In the service. The suggested tax of 10 cents per
gallon on gasoline, levied on the wholesale dealer, is an admission either that
the wholesale dealer is profiteering unconsciously, in which case lie can be
reached by a war-profits tax, or that some further discouragement on produc-
tion is due the farmers and other producers. A tax upon automobiles, if appli-
cable, as is not clear from the context, to trucks, is an inexcusable burden upone
production. The license tax on a Ford car of $15 will. of Course, affect very
largely the farmers of the country who use these cars for business and to save
horses; that is, to save feed. They do very little pleasure riding.

The doubling of the tax on admission to amusements seems unjust, because
there Is no exception. The Treasury Department evidently has overlooked the
fact that the majority of the families of the country have an income of less
than $1,500, and that their recreations are cheap because they have to be.

The tax on yachts, pleasure boats, power and motor boats seems to compro-
mise the Government, since those propelled by gasoline and by coal use essen-
tials which the working people and the poorer classes are asked to conserve.
and which all should conserve. The payment of even a large tax should not
grant license to those who can Indulge in conspicuous consumption to waste
material needed for the winning of the war. The suggested tax upon servants
will produce little revenue hut many liars, since It can be evaded. The only
effective way to prevent extravagance and the consumption of nonessentials
vnd luxuries Is not through the system su'zgested by the Treasury Department
but through the absolute prohibition of the manufacture and production of non-
essentials and the transformation of factories producing such nonessentials and
luxuries Into war service and those employed therein into similar help In winning
the war. Sufficient revenue can be secured by heavy taxes on Incomes, on war
and excess profits, and on the value of unused and inadequately used land. The
collection of taxes suggested by the Treasury Department would involve the
services of two or three Army divisions which might better be employed in
production necessary for the winning of the war.
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How $12500,000,000 can be raised for the fiscal year ending June 30, 1919,
twelve billions for the war and half a billion for ordinary Federal expendi-
tures, exclusive of Army and Navy, in 1919:

War-profits tax --------------------------------------- $, 875,000,000
Income tax -------------------------------------------- 6,000,000,000
Corporation tax ------------------------------------------ 55,000, 000
Customs ------------------------------------------------ 230, 000, 000
Tax on the value of unused and inadequately used land ------- 500, 000,000
Miscellaneous ------------------------------------------ 1.321, 215,000

Total --------------------------------.---------- 12,481, 215.000
Twenty-four to twenty-eight billion dollars must be raised during the current

fiscal year for the cost of the war, by loans or taxes. Since this has got to be
done, half of this sum can be raised by taxation if Congress determines to do
so. It resolves itself into a question of whether the Government shall borrow
from those of small means and tax those of comfortable and enormous incomes,
or borrow chiefly from the well-to-do, and tax the workers.

1. The war-profits tax: The war profits-that is, the profits over the three-
year prewar period-were, last year, approximately $5,295,000,000, as shown
above. Had we levied a war tax of 80 per cent, we would have secured approxi-
mately $4,163,000,000, instead of the proceeds of the excess-profits tax-about
$1,691,000,000. In other words, we would have secured about $2,472,000,000
additional.

The estimated net income of corporations for the present year is $9,600,000,-
000, divided as follows:
Financial ---------------------------------------------- $600, 000,000
Public service ------------------------------------------ 1 400, 000, 000
Industrial ---------------------------------------- 5, 900,000,000
Mercantile ---------------------------------------------- 600,000,000
Miscellaneous ------------------------------------------ 1. 100,000,000

The income subject to a war-profits tax is approximately $4,305,000,000, divided
roughly as follows:
Financial ----------------------------------------------- $60, 846,000
Public service ------------------------------------------- 286, 701,000
Industrial --------------------------------------------- 3,230,980,000
Mercantile ----------------------------------------------- 90,160,000
Miscellaneous ------------------------------------------- 636, 169,000

Ample deduction having been made, it would seem perfectly reasonable to
le a tax of 90 per cent upon these war profits, which would yield $3,875,000.000.

2. Personal income: The personal income last year was estimated at $12,000,-
000,000, of which four to five was subject to the normal Income tax, and two
and a half to three billions was not subject because dividends. The personal
income for 1918, with the exemption, as in 1917, of only one and two thousand
dollars, respectively, will be approximately $14,000,000,000, from which three
and a half billions should be deducted as dividends. This income of about
eleven and a half billions received by approximately two and a half mil-
lion families and Individuals averages $4,600 per family. In 1916, approxi-
mately 5,530 families or individuals received each a net taxable income of
over $100,000 Had the Government taken in 1917 all net incomes in excess
of $50,000, the Government would have secured from this group, in round
figures, a total of $1,519.535,000; a moderate tax rate on the net incomes of
$3,000 to $100,000 would have yielded $1,520,430,000, a total of $3,639,965,000:
All incomes in excess of $50,000 -------------------------- $1, 519,535,000
Moderate tax on incomes from $3,000 to $100,000 ------------- 1, 520,430,000

Total ------------------------------------------- 3,039,965,000
The rates would have beenan average of-

10 per cent on the net income of those receiving from ------ $3, 000 to $4. 000
12 per cent on the net income of those receiving from ------ 4. 000 to 5.000
20 per cent on the net Income of those receiving from ------ 5,000 to 10,000
25 per cent on the net income of those receiving from ------ 10,000 to 20,000
40 per cent on the net income of those receiving from ------ 20, 000 to 40, 000
30 per cent on the net income of those receiving from ------ 40, 000 to 60, 000
70 per cent on the net income of those receiving from ------ 60, 000 to 80, 000
75 per cent on the net income of those receiving from ------. 0.000 to 100. 00&
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These figures are, of course. average, and could be adjusted to ranges of In-
come within the ranges noted.'

In 1916 the total net income of those liable to the income tax was, in round
figures, $6,300,000,000, an increase of $1,700,000,000 over the net income in
1915. Assuming, as it Is conservative to do, a similar increase for the two
years 1917 and 1918, the total net income of those receiving $3,000 and over is
about $3,500,000,000 greater In 1918 than in 1916, so that the rate of taxes
suggested would have yielded nearly three-fifths more than in 1916, or approxi-
mately $1,800,000,000, a total of about $4,840,000 000.

There were about three and a quarter million individual Income-tax returns
for 1917. Of this number probably at least 175,000 received net incomes of two
or three thousand dollars, or approximately a total net income of about $5,000,-
000. A tax of 8 per cent on this net income would yield roughly $40,000 000,
a total from these groups of $4,880,000,000. Obviously, the 19,000,000 families
and individuals of the United States who did not make tax returns could pay
an income tax of $1,120.000.000, or an average of about $58 per family. This
totals $6,000,000,000 from the income tax.

It must be remembered that the exemption in all of our allies is very much
lower than in this country, and that the rates in Great Britain on incomes of
$100,000 or less are much higher than in the proposed revenue bill. Full data
on this point is given by the Ways and Means Committee in their report on
the revenue bill of 1918 (No. 767, 65th Cong., 2d sess.).

These figures are admittedly approximate, and necessarily so, because full
data is not yet available in the Bureau of Internal Revenue. That six billion

-dollars can be raised by direct income taxes is, however, self-evident. The base
and range of Incomes can be determined approximately from the information
in possession of the Commissioner of Internal Revenue, and the rates adjusted
accordingly.

While it seems drastic to take all incomes in excess of $50,000 from those
who have incomes of $100,000 or over, and to tax incomes in excess of $40,000
as heavily as suggested, this is entirely justifiable since, as the figures quoted
from the Commissioner of Internal Revenue above show, nearly three-fifths
of incomes of over $40,000 come from property; that is, are unearned incomes
and therefQre may properly be subjected to a very much heavier tax rate
than Incomes from personal exertion. The huge income from war industries,
not all of which can be reached by the war-profits tax, should equally be sub-
jected to such a heax y tax. The rates suggested for the personal income tax
will in large measure prevent foolish expenditure. It is true that since earn-
ings are received during the present year and the tax paid next year, people
do not have the same incentive to save to pay their income tax, but this objec-
tion would lie as well against the taxes on consumption which have been sug-
gested.

The administration might well conduct a nation-wide campaign immediately
to make people know that they have got to pay a large proportion of their in-
comes of over $10,000 as taxes, and with the imposition of the tax rate sug-
gested there will be no difficulty in getting people to subscribe all they can to
the liberty loan. To win the war the whole national income has got to be
socialized. To the objection raised against such drastic taxation, which is mis-
called "confiscation," that it will prevent expansion of industry, and deter men
of conspicuous ability from large production during the war, the answer is
clearly that there should not be any expansion of business, except that which
is necessary for the winning of the war, which will be financed by the War
Finance Corporation, and that the gentlemen of conspicuous executive and butl-
ness or financial ability who decline to cooperate with their Government through
rendering the service they are best fitted to render during this emergency put
themselves in the class of the unpatriotic.

Strictures on profiteering are not in order at present because those who
take the risks of production are entitled to a monetary return immediately
which will enable them to protect themselves from any possible loss, and these
profits can be adequately covered into the Public Treasury through war profits
and income taxes.

The failure to adopt this point of view, as far as the farmer is concerned,
has brought about the most serious menace in the whole war situation-the
supply of food.

The figures of the yield of the corporation tax, customs tax, and miscel-
laneous taxes are taken from the Secretary of the Treasury's estimate of the
receipts for the fiscal year 1919 under these headings.
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It is obviously constitutional for Congress to levy an excise tax upon the
privilege of holding land unused or Inadequately used. If there were any
question on this point it can he resolved in favor of the proposition by ref-
erence to the fact that the Congress can pass a law taxing the value of unused
and Inadequately used land, and provide therein that the Supreme Court slall
not have Jurisdiction with respect thereto, as provided in the Constitution of
the United States. The value of unused or inadequately used land in the
United States is conservatively estimated at $25000,000,000. The value
of unused and Inadequately used land is, in New York City alone, approxi-
mately two and a half billion dollars. A tax of 2 per cent on the value of such
land in the United States would yield about $500,000,000, of which New
York City would pay between forty-five and fifty million dollars.

By a remarkable oversight the revenue bill proposed by the Ways and
Means Committee entirely exempts owners of Idle lands held for speculation,
and essential to the early and most economic winning of the war, despite the
fact that the enormous war expenditures are materially increasing the value
of their holdings.

The above outline shows incontrovertibly how twelve and a half billion
dollars can be secured for the Federal Government during the present fiscal
year.

A tax on advertising under the same scheme is entirely unnecessary if the
suggestions above be adopted, and all publishers making money from their
advertisings or otherwise, will be compelled to pay their full share of the cost
of the war through the few obvious, direct, and honest taxes we recommend.
It will be noted that we have suggested an administrative matter of great
importance not only from economy of administration but from the point of view
of securlng revenue, to Wit, that there should be a flat tax levied on Incomes
Instead of a series of graded taxes.

We make in conclusion the following specific recommendations:
1. Make Jt a criminal offense not to give the real equitable ownership of

stocks in corporations and business concerns.
2. Compel all corporations and business concerns to declare dividends and

prohibit the issuance of stock to conceal earnings.
3. Provide for full publicity as to Incomes of over $25,000.
4. Levy flat instead of graded rates.
5. Tax unearned Incomes from secure investments more heavily than incomes

earned by labor.
6. Initiate a policy of greater reliance upon income taxes rather than upon

taxes on corporations, excess, and war profits.

IBy Goy. Arthur Capper, chairman Farmers' National Committee on War Finance. Pub-
lished in the Farmers' Open Forum I

The financial interests of the country are conducting a wide campaign to
defeat the desire of the President and of democratic people of the United
States, including farm and labor organizations, tb have at least half of the
cost of the war financed by current taxation. A press campaign is being con-
ducted to prevent the war from being financed democratically. Papers like the
New York Times are trying to make it appear that it would be difficult, if not
Impossible, to raise even $8,000,000,000 by taxation during the present fiscal
year ending June 30, 1919. It would be very much better to have Congress
enact the revenue bill before the new loan drive, which is to start, according
to the announcement by Secretary McAdoo, on September 28. It is expected
that the fourth liberty loan will be for $6,000,000,000. but in its issue of Au-
gust 1 the New York Times says:

" Whether amount (of loan) Is to exceed $6.000,000,000 depends on tax
bill being prepared. * w I The difficulties encountered In increasing the
volume of taxation afe recognized to be so great that Congress may decide
on an adjustment of the load so as to require a larger bond issue than would
otherwise be necessary."

THE FARMERS' NATIONAL COMMITTEE ON WAR FINANCE SHOWS THAT AT LEAST
TWELVE BILLIONS CAN BE RAISED BY TAXES.

The Farmers' National Committee on War Finance submitted an elaborate
brief to the Ways and Means Committee showing that nearly $12500,000 00

81608-18-4
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could be raised by current taxes during the present fiscal year without any in-
Justice to any producer or tiny business. The chief sources of revenue tre an
follows:
War-profits tax --------------------------------------- $3, 875, 000, 0ow
Income tax -------------------------------------------- 6, 000, 000, 000
Corporation tax_-_ 555,000,000
Customs --------------- --------------------------------- 230,000,000
Miscellaneous ---------------------------------- 1,321, 215, 000
Tax on the value of unused and inadequately used land -------- 500, 000,000

Total ------------------------------------------- 12,481,215,000
These estimates of revenue were based upon estimates of war profits and

Incomes, and were obtained in part from official sources nt yet atde public
and from official documents such as the Secretary of the Treasury's estimate.

WHERE FARMERS AND CITY LABOR STAND.

The National Grange, the Washington State Grange, and the American Fed-
eration of Labor in their last annual meetings adopted repolutious which speak
for themselves, as follows:

THE NATIONAL ORANGE.

*6 Therefore be it resolved that we call upon Congress, in the new revenue
bill, to increase the tax on war profits to at least 80 per cent of such excess
profits; to incense the surtaxes on all large incomes until all incomes over
$100,000 are taxed Into the Nation's war chest."

THE WASHINGTON STATE GRANGE.

"Therefore be it resolved that we demand that the Congress of the United
States insist that equality of financial sacrifice be enforced in paying for this
war; that at least two-thirds of the cost of the war be paid by heavy taxes
upon excess profits, upon unearned incomes, upon inheritances, and upon land
values, and that no additional taxes be laid upon the consumers of the country
to pay for this war, but that these taxes be continued until the entire cost of the
war has been met."

THE AMERICAN FEDERATION OF LABOR,

Resolrc'd, That the American Federation of Labor urges Cngress to levy
taxes on war profits, Swollen Incomes, and oi land values to an extent that dur-
ing the period of the war will provide by taxation at least 50 per cent of the
expenditures of the Government in any one year."

CREDIT MONOPOLY OR DEMOCRATIC TAXATION.

The-set which monopoly-has made to increase Its size and its grip during
the war is well Illustrated in this campaign,

Monopoly of credit and consolidation of banking facilities have been proceed-
Ing very rapidly during the war. not only in America but in England and
Germany. Mr. Richard Spillane, in a recent issue of Commerce and Finance,
states that while at the close of the year 1916 there were only two banks in the
world with deposits In excess of $1,000,000,000, now there are at least four and
possibly six, and London has three of them. He states that the London City
& Midland Bank has now deposits of $1,392,000,000; Lloyds, $1,200,000,000;
Imperial Bank of Germany (reported), $1,167,000,000; the National City Bank,
$681,000,000: and the Guaranty Trust Co., of New York. $560,000,000. Both
the National City Bank and the Guaranty Trust Co. have increased their de-
posits largely In the last 18 months.

CONTROL OF MONEY AND CREDIT.

The Pujo Investigating Committee on Control of Money and Credit in its
report made five years ago gives the opinion of some big bankers of the country
on the concentration of control of money, as then developed. Mr. George Mc-
Clelland Reynolds, president of the Continental & Commercial National Bank
of.Chicago, discussing the question, said:

"I am inclined to think that the concentration, having gone to the extent
it has, does constitute a menace. I wish again, however, to qualify that by
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saying that I d1o not mean to sit in judgment upon anybody who controls that,
because I do not pretend to know whether they have used it fairly or honestly
or otherwise."

Mr. Jacob H. Schiff, of Kuhn, Loeb & Co., made It clear that he was so near
the top of the elfdit pile that concentration of money control did not worry
him, as the following excerpts from his testimony show:

"Q. Now, confining yourself to the question of actual practical control of the
management of these great moneyed corlorationI, you have observed, have you
not, a growing concentration of control'?

"Mr. SCHIFF. I have.
"Q. And has it been a subject of concern to you?
"Mr. SCHIFF. No; It has not.
Mr. George Fisher Baker. president of the First National Bank of New York,

testified its follows:
" Q. I suppose you would see no harmi, would you, in having the control' of

credit its represented by the control of banks and trust companies still further
concentrated? Do you think that would be dangerous?

"Mr. BAKER. I think it has gone about far enough.
Q. You think it would be dangerous to go further?

"Mr. BAKER. It might not be dangerous, but still it has gone about far
enough. In good hands I do not see that it would do any harm. If It got into
bad hands It would be very bad.
"Q. rf it got Into bad hands. It would wreck the country?
"Mr. BAKER. Yes; but I (to not believe it could get into bad hands."
The Pujo Invegtigatlng Committee nude the following statement:
"The resources of Morgan & Co. are unknown. Its deposits are one hundred

and sixty-three million."
The committee showed, however, that "the resources of the banks directly

connected with Morgan & Co. are $l.600,000.000, " aside from the vast indi-
vidual resources of Messrs. Morgan, Biker, and Stillman," to which inu't be
added the resources of the Equitable Life Assurance Society, controlled through
stock ownership of J. P. Morgan & Co.. amounting to $.504,000,000. This makes
a grand total of $2,104.00.OOO, nearly $100,000.000 more than the actual money
in circulation in the United States three years ago, and close to one-thirtieth
of the total national income InIw. The e figures, it must be remembered, are
nearly six years old. No one knows what the financial resources and grip of
these big banking concerns is to-day. It is noteworthy, however, that the Na-
tional Vity Bank has just given ai good character to the packers!

SIALL TILE MONEY CONTROL, OIL THE PRESIDENT AND THE PEOPLE OF THIS UNITED
STATES DETERMINE OUR POLICY FOR FINANCING THE WAR?

The Issue has been so clearly joined that he who runs may read. The fol-
lowing table of the national debt and percentage of the national wealth of the
larger belligerents is very significant:

Present Per cent Present Per cent
national national national national

debt. wealth, debt. wealth.

Great Britain .......... $31,156.000,000 34.6 Japan ...... ....... $1,300,000,000 4.6
France ................ 23,000,000,000 35.4 Germany ............. 31,00001),00n 38.7
Rus.ia ............... 25,400,000,0o0 68 5 Austria-ungarv ...... 20,000,000,000 80.0
Italy ................... 7,00,000,000 28.0 UnitedStates......... 12,000,000,000 4.8

It will be noted that, excluding Japan. the national debt of the United States
is the smallest per cent of national wealth. It Is only about one-sixth as large
a proportion of the national wealth is that of Italy and less than one-eighth as
large a proportion as that of Great Britain. Selfish financial Interests ignore the
fact that the settlement of national debts after this war presens a problem more
difflcult than beating the Kaiser. This latter is assured. We are going to do It.
A big national debt Is a dead weight on a nation's progress and will rest in
chief measure upon the farmers of the country, who must pay the larger part
of It. This is clearly the Intention of the undemocratic selfish financial group
of this country which seek to-day, as ever, to dominate not only the domestic
but the foreign policy of the United States. What will be the answer of the
fermners of America? They must make It heard promptly and unmistakably.
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The CHAIRMAN. The committee will now hear from Mr. John H.
Dieckman.

BROKERS.

STATEMENT OF MR. JOHN H. DIECKMAN, PRESIDENT OF THE
ST. LOUIS STOCK EXCHANGE.

Mr. DIECKMAN. Mr. Chairman and gentlemen, my associates are
here from New Orleans and Cincinnati. The gentleman from Cin-
cinnati had to go back home last night, but asked me to introduce
his remarks. We want to thank you for giving us this hearing this
morning.

tou are familiar with this clause in the bill. You had some tes-
timony on that score, I believe, yesterday morning. We should have
been here, and we were here, but a little bit late. We were two or
three hours late coming in on the Pennsylvania. I do not knov,
whether that is due to the new railroad management or not, but we
were late just the same.

Speaking in behalf of the St. Louis Stock Exchange, I wish to
state that the clause in this bill that fixes a license on each broker
of $100 and an additional tax if he is a member of a stock exchange,
we feel. so far as the St. Louis Stock Exchange is concerned, that it
is scarcely just in comparison with the schedule in this clause affect-
ing other exchanges, such as New York, Boston, Chicago, and
Philadelphia.

The total number of shares handled in St. Louis last year was
one hundred and twenty-seven and odd thousand dollars-that is,
for the entire year-on the floor of the St. Louis Stock Exchange.
They handled more than that on the New York Stock Exchange in
10 minutes. The amount of bonds handled on our St. Louis Stock
Exchange last year was one million six hundred and odd thousand
dollars. You know what they handle in New York.

Senator SMmoT. How much in stock?
Mr. DECKMAN. 127,000 shares of stock, all told. I will leave

some figures with you. I have the printed pamphlet of our regular
records. Here is the record for last year gotten up by the exchange:
Total number of shares, 128,478, the market value of which was
$3,862,263.99. The total amount of bonds sold was 1,656,240, the
value of the same being $1,127,601.80; total bonds and stocks,
-$6,989,865.79.

Now, you can very easily see, gentlemen, that under those con-
ditions-under the limited number of transactions, both in number
of shares and bonds-our market value, traded in our floor, when
you tax us practically the same as they do the larger exchanges, it is
altogether out of line. In fact, it is so much out of line, so far as
it affects the St. Louis Stock Exchange and the New Orleans Stock
Exchange. that it is prohibitive, as we look at it. It will, without
any doubt, drive a number of the members of the St. Louis Stock
Exchange and the majority of the other exchanges I have men-
tioned-Cincinnati and New Orleans-out of business, and' may re-
sult absolutely in closing the exchanges.

Senator JONES. How many members have you ?
Mr. DTECKMAX. We have in St. Louis a limited membership of 50.
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Senator SMoOT. What business does a stock exchange do other
than sell these few shares of stock?

Mr. DIECK-MAN. The business of the stock exchange in St. Louis
is largely one of quotations.. We fix quotations there. We make a
few trades such as I have outlined here, but we make quotations
on a number of things that are hardly ever traded in, and they are
a sort of guide to banks and trust companies where the question of
loaning money on collateral is concerned.

Senator JONES. How can you make a quotation without a sale?
Mr. DIECKMAN. You can make a bid price, or there may be an

asking price and there is not a transaction. The one is too low and
the other is too high.

Senator JONES. But that is the way you fix prices?
Mr. DIECKMAN. Yes. One says we will give such a price, and the

other says we will sell at such a price.
Senator JONES. I wanted to make it clear that you did not'meet

there and arbitrarily fix prices.
Mr. DIECKMAN. No; we do not. I want to say, gentlemen, that we

do not do any business in the shape of future deliveries. What
business we do transact on the floor of the exchange is regular and
is for the next day's delivery; for cash, of course. We have no de-
livery 30 days or 60 days, like they have in New York or other places.

Senator SMOOT. Do you sell any grain upon your stock exchange?
Mr. DIECKMAN. No, sir; merely bonds and stocks. Our exchange

is so limited in number and in volume of business--and I can say
the same thing for New Orleans and Cincinnati-that the tax fixed
in this bill is almost prohibitive. Our boys can not afford to pay
it, that is all there is about it; that is, a good many of them can not
afford to pay it.

The CHAIRMAN. The brokers' tax is $100. Do you complain of
that ?

Mr. DIECKMAN. NO; not specially. We are now paying a flat
brokers' tax of $30. You have increased that from $30 to $100 in the
present bill.

The CHAIRMAN. It is not the $100 tax that you are complain-in ,Of .iV. DhCKMAN. Not specially; but we complain of any tax, so

far as the tax on membership is concerned, in our case. We are
paying the tax to do business, and yet we are taxed aain because
we do some of that business on the floor, which is merely a medium
through which we transact some of our trade.

The CHAIRMAN. I was trying to get at what part of this tax you
object to. There is another tax in addition to that $100. If the
membership charge is $2,000, you pay $50 additional. If the mem-
bership charge is $2,000 and not more than $5,000, you pay $100 ad-
ditional. If the membership charge is above $5,000, you pay an
additional tax of $150. Now, it is that tax particularly that you
are objecting to, is it not?

Mr. DIEZCMAN. We object to that. We object to the principle of
it, for one thing, and we object, of course, to the amount fixed in
the bill.

Senator SMOOT. Would you object to a tax based upon sales?
Mr. DiECKMAN. A tax on the sales on the floor?
Senator SMOOT. A tax based upon the sales made upon the floor.
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Mr. DIECKMAN. Of course, that goes to the consumers.
Senator SMOOT. But would you object to that kind of a tax?
Mr. DIECKMAN. I do not see that we could very well object to it

Senator, because we are paying a transfer tax, a stamp tax, and all o)
those things.

Senator SMOOT. What I was getting at was this: You complain
bitterly that the same rate of taxation should not apply to the St.
Louis Stock Exchange as applies to the New York Stock Exchange
on account of the volume of business done.

Mr. DIECKMAN. Yes.
Senator SmoO'r. What I want to know is, would you object at all

to a tax imposed upon the transactions made upon the exchange?
Mr. DIECKMAN. Personally, I would have no objection only so far

as it might affect the volume of business by reason of an increased
tax to the one who bus or sells.

Senator THOMAS. What are your seats worth?
Mr. DIECKMAN. Our last sale was $1,000 plus the transfer fee,

which goes to the exchange.
Senator THOMAS. And which is how much?
Mr. DIECKMAN. It is a mere nominal figure. They have sold

higher, but that was some years ago. The last sale, as I have just
stated, was at $1,000. On this basis of tax we would have to pay $50.
There is New York, with a market value for its membership of
$55,000 or $60,000, and they have to pay but $150. You can clearly
see the inconsistency there. Of course, the volume of business gives
the membership a value. That is why our memberships are low, and
our business is very limited.

Senator TOWNSEND. My question probably demonstrates the fact
that I know nothing about stocks; but I want to ask you if the
members of these stock exchanges get anything for making these
quotations that you speak of ?

Mr. DIECKXAN. On the floor; absolutely nothing.
Senator TOWNSEND. They make them for their own benefit?
Mr. DrECKMAN. Well, it sometimes happens, Senator, that a man

has 100 shares of some bank or trust company's stock that has been
dormant in the market. There has been no transactions in it, per-
haps, not even a quotation, and he goes on the floor and makes a bid
for it, or, if he has any to sell, he will fix a selling price in the hope
of drawing out a bidder or a seller. .

Senator TOWNSEND. That is, he goes in and does this in the hope
of creating a market?

Mr. DIs cKMAN. Yes.
Senator TOWNSEND. And it may be altogether a fictitious bid in the

first place ?
Mr. DIECKMAN. No; not fictitious.
Senator TOWNSEND. Well, you have a dormant stock and there has

been no market for it for some time. You go on the stock exchange
and offer that for sale at a certain price.

Mr. DIECKMAN. It very frequently happens that a broker gets an
order to sell something for which there is no market; there is no
bidder; or to buy something and there is no seller. You can put in
your bid price or asking price, but you get no response from the
other side, because there happens to be nothing going on-no One
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either to buy from you or to sell to you. But most of the things that
we trade in there are more or less active. It is only here and there
that we have quite an array of stocks that are listed, but compara-
tively few that are traded in.

Now, there is another thing in this bill, Mr. Chairman, and that is
this: It says here that a broker shall be taxed $100; and if he is a
member of a stock exchange, or if he is a member of any produce
exchange, board of trade, or a similar organization, he shall pay an
additional amount. We have brokers who are members o stock
exchange and they are members of a merchants' exchange or board
of trade or cotton exchange. Is that broker to be taxed for his mem-
bership in each one of these different exchanges? Or does it mean
that he is to be taxed as a broker; and if he happens to be a member
of the exchange, he is to be taxed so much, or does it mean that he
is to be taxed in every exchange of which he is a member? It is all
a p art of the brokerage business. Now, I have a case in my office.
We have a gentleman who has been in our office for '25 years, and he
is a member of a stock exchange which was organized 25 years ago.
There was an organization perfected, and the membership cost noth-

simply annual dues. Now, being an employee,, we told him to
out the membership also. Welhave been paying the dues onthat membership ever since he has had it.

He is the one that goes on the' floor and does what business we
have, and we pay all the dues on the exchange. No member of the
firm ever goes on the floor of the exchange to trade. Now, how does
that apply ? I am a broker, and I have to pay this tax, and I am
a member, and, of course, have to pay this tax if this bill holds the
way it reads now. My employee is also a broker, but we pay his
dues. He does not trade for himself; he trades for us. Is he to pay
this tax also and also a tax because he is a member of an exchange,
and yet he is trading for us and we are paying his dues?

The CHAIRMAN. Is he a member of your firm of brokers?
Mr. DIECKMAN. No; but he is employed under a salary.
Senator SMOOT. He would not be taxed under this bill. It says

brokers shall pay $100, and that goes to every person whose business
it is to negotiate sales of stock.

Mr. DIECKMAN. He does it for our account.
Senator SMOOT. But you are the broker.
Mr. DIECKMAN. Your view is that he would not be taxed?
Senator SMooT. Not under this bill. He is not the broker; you

are the broker.
Senator NUGENT. He is simply your agent.
The CHAIRMAN. There is another tax. You have spoken of your

membership dues. Do you object to that tax?
Mr. DIECKMAN. No; we are paying it in club dues now. I do not

know that we will object to that so very much. Of course it is very
excessive.

The CAmMAN. Now, I understand you are not specially object-
ingto the $100 flat tax.

Mr. DiECKMAN. No but we do object to the tax on memberships
in the exchange in addition to being taxed as brokers.

The CHAIRMAN. Do you insist that that tax be stricken aut alto-
gether or do you suggest some substitute for it ?
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Mr. DIECKMAN. I think it should be stricken out absolutely so far
as the smaller exchanges are concerned. Of c6urse it does not apply
to the New York Exchange. I suppose that 99 per cent of the
business that is done in New York, whether in bonds or stocks, is done
on the New York Stock Exchange, and nowhere else, except perhaps
in some outside unlisted securities. They control all that business,
and the volume is very large, as, of course, you gentlemen all know,
and a $150 tax in their case is absolutely nothing. They could afford
to pay $15,000, as compared with our little bagatelle amount figured
in this schedule on our exchange membership.

The CHAMMAN. I thought your original suggestion was that that
rate of taxation should be re-formed so as to conform the tax to the
amount of business done on the exchange.

Mr. DIEcxAN. Do you mean equally all around ?
The CHAIMAN. Yes; a graduating scale, starting at a very low

tax where the amount of business is very small and going up to a
very large tax where the amount of business is very large, as in the
city of New York. But I understand you to say now that you think
we ought to wipe it out everywhere except in New York.

Mr. DICKMAN. That would be the easiest way for. us to get out
of the dilemma here. It is a tax on the business of the exchange.
I do not know how that would figure out, but it would be a very
small amount that we would have to pay as compared with what
other exchanges would have to pay and would bring the whole thing
in line where it is so totally out of line now as between New York,
Boston, and Philadelphia and Cincinnati, St. Louis, and other places.

The CHAIRMAN. Your suggestion is that that tax should be placed
upon a graduated scale; that the House scale is not equitable and
just?

Mr. DICKMxAN. Yes; that is the way I feel about it. There is
one more question. Your ruling as to whether a broker who pays a
broker's tax under this bill and is a member of three or four ex-
changes like the stock exchange, cotton exchange, and so forth-

The CHAIMAN. As I stated in the beginning here, we can not at
this stage undertake to interpret the House bill or express any opin-
ion about it. The House bill is not before us.

Mr. DIECKMAN. I do this merely to call your attention to it.
I thank you, gentlemen, for your attention.

The CHAIRMAN. We are very much obliged to you. .
(Mr. Dieckman subsequently submitted the following letter, which

is here printed in full, as follows:)
ST. Louis STOcK EXCHANGE,

St. Louis, Mo., September 7, 1918.
Senator SIMMONS,

Chairman Senate Finance Committee.
DEAR Sm: We take the liberty of addressing you concerning a clause in the

revenue bill which fixes a special license tax of $100 upon brokers, and an
additional $150 if the broker is a member of a stock exchange.

We earnestly protest against the enactment of that clause in the bill and
respectfully ask-your aid to defeat same or secure a very material modification
of Itt terms.

'We protest against it because the bill is absolutely unjust to the smaller
stock exchanges and their members in contradistinction with the larger ex-
changes, such as New York, Boston, and Philadelphia.

The proposed special license tax of $100 upon brokers negotiating purchases or
sales of stocks, bonds, and other securities and an additional tax of $150 upon
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such brokers who are members of an exchange would work a peculiar hardship
upon brokers who are members of an exchange like the St. Louis Stock Ex-
change. This Is a small exchange. At no time are there extensive transac-
tions on the exchange as. for instance, on the New York or Boston Stock
Exchanges and at this time practically no transactions are being made on the
St. Louis Stock Exchange. For instance, at a session of the St. Louis Stock
Exchange on August 26, 1918, the total transactions were the sale of 9 shares
of stock. On August 27 the sales were 20 shares. Occasionally there will not
be a single transaction at a session of the exchange.

The commissions derived by a number of brokers who are members of the
exchange will not warrant their retaining membership therein if, in addition
to the payment of dues, they are compelled to pay a license of $150 to the
Government on account of their membership in the exchange.

The value of a membership In a stock exchange, or for that matter in any
exchange, depends upon the amount of commissions that a broker can make
through his membership. That Is why a membership In the New York Ex-
change now sells at about $60,000, while a membership in the St. Louis Stock
Exchange could not be disposed of for $1 000. To tax a broker for the privilege
of doing business on the St. Louis Stock Exchange the same as a broker doing
business on the New York Exchange would work a great inequality and would
be closely akin to levying the same income tax upon an income of $1,000 and
$100,000.

The vast details of accounting imposed upon brokers by the revenue act
and regulations of the Internal-Revenue Department place additional expense
and burdens on brokers, an4 such expense weighs most heavily upon brokers
who are members of a small exchange like the St. Louis Stock Exchange, many
of whom, by reason of small number of transactions made on the exchange,
have a limited income from their membership.

Why brokers should be subject to a special tax for the privilege of doing
business on an exchange is hard to comprehend. They are subject to all the
taxes that corporations and individuals are subject to. They are subject to
income tax and to excess-profits tax and during the periods of the sale of
liberty bonds they gladly give not only themselves but all their employees and
facilities to the sale of these bonds without any compensation from the Govern-
ment.

The bill as it stands is prohibitive in its terms as applied to the smaller ex-
changes and their members, and we earnestly request your assistance with the
committee in charge of the bill. Thanking you in advance for any assistance
you may give us, we beg to remain,

Very respectfully,
ST. LOUIS STOCK EXCHANGE.

By J. H. DxEcxLAN, President.
Wm. L-,

Afember of the Governing Board.
The total number of shares traded In on the St. Louis Stock Exchange for

the entire year of 1917 was 128.478: market value, $5,862,263.99. Bonds sold
for the same period, $1,656,240; market value, $1,127,601.80; total value of
bonds and stocks, $6,989,865.79.

The CHAIRMAN. Mr. Fuller, I believe you said that you desired to
be heard.

TOBACCO.

STATEMENT OF MR. THOMAS S. FULLER, COUNSEL FOR THE
P. LORILLARD CO.

Mr. FtLWR. There is just one feature of the tobacco tax that I
wish to call your attention to, and that is the differential on the
cigarettes, based on the price of cigarettes [reading] :

On cigarettes, if manufactured or imported to retail at 2 cents or more each,
$5.10 per 1,000.

The CHAIRMAN. You have the report in your hand.
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Mr. FULLED. Yes; but it is the same print.
Senator THOMAS. Page 117 of the bill.
Senator SMOOT. Lines 15N and 16.
Mr. FULIzR.It begins at line 11 and ends at line 16 [reading]:

On cigarettes made of tobacco or any substitute therefor, and weighing not
more than 3 pounds per 1,000, if manufactured or Imported to retail at less than
2 cents each, $4.10 per 1,000-

Which is twice the present tax.
If manufactured or imported to retail a 2 eents or more each, $5.10 per

1,000.
I am not speaking of the amount of the tax now, but of that differ-

ential. That works a very great injustice to a large amount of the
cigarette industry in this way: There is already a differential on
cigarettes that is not disclosed, because the only cigarettes that will
sell for 2 cents or more apiece-if this tax goes in-will be cigarettes
manufactured of Turkish tobacco-that is, I mean what is 'lmown
as Turkish tobacco. Of course, no tobacco comes from Turkey now;
but it comes from Greece and the Near East, and that which was
already in this country before the war.

Those are the only cigarettes that will sell for such a high price,
and the cigarettes that are made out of home-grown tobacco and
home-grown tobacco that is blended with Turkish tobacco all sell for
a less price than that.

The pure Turkish cigarette is what I am speaking of. It pays
already more than $1 differential by reason of the import duty.
These cigarettes weigh 3 pounds to the thousand. The tax on im-
ported tobacco is 35 cents a pound. That is $1.05, making no allow-
ance whatever for the waste material, such as stems that are taken out.

So that the cigarettes are already on a $1.05 differential, and when
you take into consideration the enormous increase in the price of
tobacco that is imported from the Near East it is a very, very preca-
rious business at the present time. It is very difficult to get tobacco
here under any circumstances. The insurance rates are enormous.
The price of tobacco is itself almost prohibitive in the Near East.
We could not get very much of it if it were not for tobacco that we
had bought before the war.

That tobacco is shipped on small ships to ports in France, and
then is shipped as return cargo in vessels that are going back. We
try to ship on almost every ship that leaves Greecebut we have bad
luck in losing about one in five or six ships.

If this differential is put on, it will not return anything to the
Government of any consequence. The entire amount of Turkish
cigarettes is about 2,000,000,000. The consumption in this country
is about 2,000,000,000. So that that differential will amount in the
total to $2,000,00 a year if all of these cigarettes were consumed at
that higher price. But if we put the price on the cigarette$ so high,
it will drive the consumer of that cigarette into smoking a cheaper
cigarette, and they are fast going that way anyhow. I mean the
increase in consumption of cigarettes is vastly greater in domestic-
grown tobacco than it is in imported tobacco.

Senator SMOOT. Is not that a good thing?
Mr. FUuZR. I am not arguing that it is not a good thing for this

country. I do not think it makes much difference to the country so
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far as the American farmer is concerned, because the entire amount
of Turkish tobacco that goes into the pure Turkish cigarettes is but
6,000,000 pounds a year. When this country produces tobacco-
8,000,000,000 pounds of it a year-it is an infinitesimal thing.

So that if there is no decrease in consumption whatever the outside
amount that the Government could hope to raise would be $2,000,000,
with a real danger of destroying that business.

There are two concerns, particularly, in this country, subsidiaries
of the P. Lorillard Co., one of which is known as S. Anargyros, a
company in which we own all the stock.. It would mean the wiping
out of the business that has been built up and the enormous amount
of money that has been spent in that building up; and I honestly
believe that if it were put on the Government would lose money in
the end, by reason of the company's not being able to make the
money that it formerly did, and therefore not paying it in excess-
profits taxes.

Senator JONES. On account of the increased tax has not the price
of those Turkish cigarettes increased from 20 to 25 per cent?

Mr. FULLER. Oh, on account of the increase in taxation the price
of all cigarettes has increased.

Senator JONES. But to the customer the price has increased from
20 to 25 per cent?

Mr. FULLEn. I do not know the exact proportion of increase. The
price increased so as to take up the increased tax on cigarettes and
tobacco. That is a consumption tax.

Senator JONES. Has not the price increased sufficiently to absorb
the tax heretofore levied in the increased tax?

Mr. FuLL. Yes, sir.
Senator DILLINOHAM. And more, too.
Mr. FULLER. It-always does that.
Senator NUGENT. Has not the consumption of cigarettes increased

very enormously. also, even at the higher price?
-Mr. FuLLER. The consumption of cigarettes has been increasing

for a number of years, but the proportion of increase is less, con-
siderably less this year than it was the year before, for the first six
months. The proportionate increase in the consumption of cigarettes
the year before was considerably greater than it was this year.

Senator THOMAS. I suppose there will be a prohibition crusade
against tobacco pretty soon.

The CHAIRMAN. As I understand it, the general tax on cigarettes
is increased in this bill from $2.05 to $4.10?

Mr. FULLER. That is it, sir.
The CHAIRMAN. That means cigarettes that are sold for less than

2 cents each a thousand?
Mr. FtraR. Yes, sir.
The CHAIRMAN. Then, if they are sold for more than 2 cents

each, the tax, instead of being increased to $4.10,' is increased to$5.10?
Mr. FULLER. That is it, sir.
The CHAIRMAN. Making the differential against cigarettes sold

for more than 2 cents each $1 per thousand.
Mr. FULLER. Yes, sir.
The CHAIRMAN. I understand you are saying that that class of

cigarettes is made altogether out of Turkish tobacco?
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Mr. FULLER. Yes, sir; that is true.
The CHAIRMAN. And that tobacco is imported, and pays an import

duty of somewhere around $1 a thousand ?
Mr. FuLLER. It pays an import duty on 1,000 cigarettes of some-

thing over a dollar. It would figure $1.05, making no allowance for
waste, such as stems, etc.

Senator JONES. Mr. Fuller, we are causing the people of the United
States to reduce their consumption of sugar because we can not
furnish the ships to bring it to this country from Java. Would it
not be better to conserve the tonnage which is necessary to bring over
this Turkish tobacco than to conserve the tonnage which is necessary
to bring over the sugar?

Mr. FUtLLR. You could bring practically the entire amount of
Turkish tobacco on one ship.

Senator JONES. I understand that, but 6,000,000 pounds, you say,
of Turkish tobacco-

Mr. FULLER. No. We import altogether 20,000,000 pounds, and
6,000,000 pounds are used in this class of cigarettes.

Senator JoNzs. Would it not be better to bring in 20,000,000
pounds of sugar?

Mr. FuLL. This does not take any extra shipping. This tobacco
that comes into this country only comes on ships as practically return
cargo. The ship would have to come back in ballast if it did not
take this tobacco.

Senator DILINGHAM. It all comes from French ports?
Mr. FULLER. Practically so. There is some that comes in Greek

ships that come over. They bring tobacco and a few other articles
produced in Greece.

Senator JONES. We are considerably disturbed about obtaining
pyrites and manganese from Spain. Would not these ships that
bring tobacco from Greece be able to bring those metals from Spain?

Mr. FULLER. I have not the slightest knowledge of that. I am not
in that business and would not essay a guess.

The CHAIRMAn. I understand there are 20,000,000 pounds that
come over and but 6,000,000 pounds are used in these cigarettes that
sell for over 2 cents?

Mr. FULLER. I could not say that comes over now, Senator. That
would be incorrect. I mean that ordinarily, in normal times, there is
about 20,000,000 pounds of Turkish tobacco imported, and that of
that 20,000,000 pounds approximately 6,000,000 pounds go into the
pure Turkish cigarettes; that is, unblended with any other tobacco.

The CHAIRMAN. What becomes of the balance?
Mr. FuLzn. It is made up in blended cigarettes-cigarettes made

of the domestic tobacco and the Turkish tobacco with it.
The CHAIRMAN. Do not most of the cigarettes made have a little

Turkish tobacco in them?
Mr. FULLR. Yes, sir; most of them have a small amount of Turk-

ish tobacco. I should think the lowest grades have may be 20 per
cent.

The CHAIRMAN. That is for the purpose of flavor largely, is it not?
Mr. FULLER. Yes, sir.
The CHAIRMAN. They' use a little of that Turkish tobacco just for

the purpose of making the cigarettes more palatable, just as we use
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a little of this Egyptian cotton for the purpose of helping the textile
qualities?

Mr. FuLLi. Yes, sir; it adds a little flavor.
To guess at that mineral question, Senator Jones; to answer your

question, it has occurred to me that I know nothing about the condi-
tions existing between France and Spain-whether or not Spain
could get that ore into France to meet these boats, you see. We have
to deliver these tobaccos at ports.

Senator JONES. It is simply a question of tonnage.
Mr. FULLER. I know nothing about it, but I thought maybe that

had something to do with it. These tobaccos do not come from
Spanish ports.

Senator THOblAS. We have no convoy for ships between France
and Spain.

Mr. FUnxwi. I know nothing about that. I know that ships go to
Marseille and some other French ports.

Senator TOWNSEND. As a general proposition is that tax a liability
upon the producer or a source of revenue to him?

Mr. FULLER. This particular tax will be in almost every instance
no source of revenue to him, because it falls in a very awkward way.
I do not wish to say anything about the amount of the tax. I did
not come to speak on that.

Senator TOWNSEND. No; I imagined that.
Mr. FULLER. I do not wish to do that; that is all.
Senator TOWNSEND. I am interested, because I think you know

about some of those things. There is a thing that has puzzled me a
little bit.

Mr. FtULE. It is a consumer's tax and always has been.
Senator TOWNSEND. Quite so. We place a tax of 5 cents on

tobacco under the present law. Take Piper Heidsick chewing to-
bacco, which I think is similar to other tobaccos. I am told that
that is true. The retail price of a plug of Piper Heidsick before the
war was 5 cents. There were 12 of those, I am told, in a pound.
But immediately after the tax went into effect the price to the re-
tailer went to 6 cents a plug, and now it is 7 cents a plug; that is,
the consumer pays 24 cents additional for that tobacco, and the
manufacturer pays 5 cents to the Government. Who gets the balance?

Mr. FuiLER. I beg your pardon, sir. The manufacturer pays
13 cents a pound on that tobacco. Before the act of 1917 the manu-
facturer of that tobacco paid 8 cents a pound tax. Then the act of
1917 made that 13 cents a pound. Now this act makes that same
tax 26 cents a pound.

You were in error in saying 5 cents. It was 13 cents. It was'an
increase of 5 cents. Let me point this out" In raising the price to
the consumer the manufacturer, if there is any excess, has not taken
that in profits. You must take into consideration the ingredients
that go into tobacco. For instance, the cost of tobacco has increased
anywhere from 200 to 300 per cent. Take leaf tobacco. You take
tobacco that is being sold now on the opeaino markets in the South;
it has averaged around 40 cents a pound. There has never been such
a price for tobacco, certainly thatI have ever seen in my experience,
which has been something over 15 or 20 years.

Take all the other ingredients, like glycerine and licorice. Of
course, we get very little licorice in this country any more. The
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licorice root all comes from around the Persian Gulf, and it is tre-
mendoisly costly to get anything of that kind. There are pract4-
cally no importations any more, and that has put licorice up tre-
mendously. Glycerine is very high. Practically everything is high,
including labor, fuel---everything that goes into the manufacture of
tobacco has. increased perfectly enormously. Paper, for instance, that
you wrap cigarettes in, is anywhere from 500 to 1,000 per cent higher.

Senator TOWNSEND. You go into the retail store-by the way, this
increased price was put on the retail article before that act was signed
by the President-selling for 6 cents, I mean; and the only excuse
the retail merchant gave you was "the tax." There had been an ad-
ditional tax put upon it.

Mr. FrLL. If I recall correctly, the bill put a tax on the stuff
on hand. That bill of 1917 put a tax on the stock on hand, known as
a floor tax. So the goods that he sold after a certain date had to
pay a tax. That is the reason for that, I think. The retailer was
perfectly honest.

The CHAMMA.X'. And contemporaneously with that increase in the
tax occurred a very heavy increase in the price of leaf tobacco or raw
material?

Mr. FULLER. Yes, sir.
The CHAIRMAN. And the increase in the manufacturer's price

represents not only the increased tax but represents the increased
cost of the raw material?

Mr. FuLLR. Oh, yes, sir; if the tax remained the same as before
the war, there would have to be an increase in the price, because of
the cost of everything that goes into it-the cost of everything has
increased.

Senator THOMAS. All of these various taxes are accumulated in the
hands of the retailer and then passed on to the consumer?

Mr. FULLER. In all consumption taxes that is true, sir.
Senator THOMAS. This is a consumption tax.
Mr. FuLLR. This is a consumption tax, of course, and it is as-

sumed that the man who is going to consume the cigarettes and the
tobacco is going to pay for it. The Government and the tobacco
companies are in partnership in the tobacco business, and the Gov-
ernment is a preferred partner, because out of every pound sold the
Government collects '26 cents before the manufacturer gets back even
his capital investment. Out of every thousand cigarettes the Govern-
ment takes off $4.10 before the manufacturer even gets back the
amount of the investment. I am not speaking of the amount of the
tax. I am speaking simply of this differential, which I do not be-
lidve will return $1 to the Government.

The CHAIRMAN. You' are not objecting to the tax on cigarettes;
you are objecting to making a differential against a small lot of
cigarettes that are made out of Turkish tobacco?

Mr. FULLa. Yes, sir; it will practically wipe out that business
without any attendant benefit to the Government whatsoever.

I thank you very much, sir.
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The (AIRMAN. Mr. W. L. Dawson will be next heard. What
business do you represent, Mr. Dawson?

STATEMENT OF MR. W. L. DAWSON, CORPUS CHRISTI, TEX.

Mr. DAWSON. I am representing the farming and stock-raising
interests in the southwestern part of my State, Texas, and I desire
to address the committee-

The CHAIRMAN. How long will it take you ?
Mr. DAWSON. About 15 or 20 minutes, I think, will be sufficient.
The CHAIRMAN. Will you be satisfied with 20 minutes and not ask

for an extension?
Mr. DAWSON. I will do my best; and at the end of that time, if

the committee desires, I will suspend, regardless of whether I have
fnished or not.

Gentlemen, the feature of the bill which is applicable to the
issue that I wish to call the committee's attention to is peculiarly
applicable to my section of the State, which is a part of the drought-
stricken region of the United States, and the conditions that I
wish to call your attention to are those with which you gentlemen
can not possibly be familiar enough to be able to measure the effect
unless you are apprised of those peculiar conditions existing there.

These conditions apply equally to the farmer who is tilling the soil
and producing foodstuffs and cotton as it does to the man who is
utilizing his lands in the production of cattle, sheep, goats, and so
on; but, of course, the cattle is the principal industry.

In that section of the State we have our cycles of difficulties, and
unfortunately we have in my particular section just gone through a
cycle which has been the worst in the history of that country.

The farmers in that section of the State have made nothing for
three years. They have been carrying the burden of their losses
through those three years indirectly or directly, and most of them
have been carrying it indirectly, because it has been necessary that
they be financed by somebody because they were not financially able
to sustain the losses and carry the burdens and make any profit.

Therefore I want to give you some concrete illustrations that
I think by investigation will verify every bit of it.

In order that you may understand the peculiar condition of which
I speak, I wish to say that in my section of the State within the
last 6 or 8 years agriculture--that is, farmig-was practically
unknown. The land was all in vast ranches. Some 8 or 10 years
ago the ranchmen began to cut up their ranches and allow them
to be sold out to actual settlers, to farmers. Unlike a great many
sections of the country, those farms had not been settled up in 40
and 80 acre farms, but a very large percentage, amounting easily
to 75 or 80 per cent of the tillable land which is in actual cultiva-
tion to-day, is cultivated by men who have bought and are culti-
vating their one-half section or 360 acres up to, in many instances,
five and six thousand acre farms.

You can readily see that as to the burden of carrying a farm of
that kind the expense that that man has to incur in order to carry
out that development is very great.

Men have gone through a period, as I say, of three years now, and
they have received nothing in return except debts. They have enor-
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mous debts, comparatively speaking, piled upon their shoulders, and
in each instance almost the farmer has been financed for the last
two years, and in fact in a majority of instances, all the way through
these three years by some one. And I want to say this, that in very
few instances has it been the local bank, because the banks have not
beeen in condition for the last few years to finance the farmers. They
have placed chattel mortgages on their crops that they were going
to produce.

This year for the first time we are making some crops in that
section of the State, and I can safely say that that community as a
whole, while we have what they call a "bumper crop," in some sec-
tions this year will not pay off the debts that have been incurred in
the last three years.

Now, you take a farmer who produces this year $10,000. I can
assure you, gentlemen, that an investigation will verify the state-
ment that the $10,000 crops produced by the farmers in southwest
Texas--and I think that would apply in many other sections-will
not discharge their financial indebtedness, for it is safe to say that
this indebtedness will average $10,000.

The bill as introduced in the" House provides a $2,000 deduction for
him individually. Then the United States is calculating to collect
$965 due by him, and his expenses for this year will, conservatively
speaking, run him over $3,000. His overhead indebtedness will run
from $6,000 to $8,000, with his creditors holding a mortgage on his
crops. Those crops, in the majority of instances, are largely har-
vested to-day and most of them have been sold and delivered. The
farmer has done only what he could do under the law. He has
delivered his crop over to his creditors. The creditors, be they whom
they may, are receiving money that they have advanced this man.
At the end of the year he will not even have a dollar left. Yet he
owes the Government $965 in June. Where is the farmer going tofet the $965 to pay the Government? That is an overhead debt that

e has incurred in actual production. There is created an emergency
that leaves him in just that condition-

Senator SmooT. There is no provision in this bill that a farmer
whose gross return is $10,000 will be taxed $965. 1

Mr. DAWsoN. I beg your pardon. If I understand the bill cor-
rectly -

Senator SmooT. Then you do not understand the bill correctly,
and if you are arguing to that effect there is no such thing in this
bill.

Mr. DAWSON. Is there a distinction made between the farmer and
any other individual?

Senator SMOOT. None whatever. He has a perfect right to take
off whatever cost there has been in producing that $10,000 gross
return.

Mr. DAwSoN. All right, then; we will take off the $3,000 that he
is allowed there. You-have got, then. $7,000.

Senator SmooT. He has an exemption of $2,000.
The CHIAIRMAN. You do not mean to say that a farmer who makes

$10,000 made it at a cost of $3,000?
Mr. DAWSON. No, sir.. I set it at the minimum cost. I put it at

the minimum amount.
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Senator SMOOT. What would be the cost?
Mr. DAWSON. I think that from $3,000 to $3,500 will be the average

of a crop this year. You must understand, gentlemen, thatyou are
dealing with a condition which is different in every way. You take
the cotton farmer. This year he has spent three or four thousand
dollars. It is nothing for im to be receiving a $10,000 return for his
crenator SMOOT. That is true.

The CHAIRMAN. Mr. Dawson, I do not understand .that. The
farmer that is getting 30 cents for his cotton this year will make
some money, but if you consider the price that he has got to pay for
fertilizer and the price that he has got to pay for labor, he is not
going to have any such profits as you indicate. Not in my country.
I do not know how it is in your country.

Mr. DAWSON. I see the point, Mr. Chairman-
The CHAIRMAN. You have got to take out the expense of the

fertilizer and the expense of his labor and the expense of his farming
implements, or a reasonable allowance for his farming implements;
and you have got to take out various and sundry other expenses. The
interest he pays on his debt, and all those things, have got to be
deducted-

Mr. DAwsoN. If you will pardon me just a moment. Your sug-
gestion, Mr. Chairman, reiterates and emphasizes exactly what I con-
tend, that you are dealing with a condition now that you gentlemen
are not familiar with. I think you will admit that one of the prin-
cipal costs in your section of the country would be the fertilizer.

The CHAIRMAN. That is a large thing, of course.
Mr. DAWSON. We have no such cost in our part of the country.
Senator THOMAS. What difference does it make what the items are

which constitute the cost? Whatever they are, they are deducted,
under this bill, from the amounts received.

Mr. DAWSON. That is correct.
Senator SmooT. If you do not have to use fertilizer, you are that

much better off than the fellow that does.
Senator JONES. The point which Mr. Dawson is seeking to make,

as I gather it, is one of very great importance not only in that section
of the country but in other sections of the country as well. Stated
broadly, I take it to be this: Here is a farmer who for two or three
years has been losing money

Mr. DAWSON. Accumulating debts.
Senator JONES. He has been accumulating debts. He has gone to

the expense of trying to raise a crop which did not materialize. This
year he hopes to make a profit. That profit, under the existing law

imd the proposed bill, would be taxed as income of this year without
reference to his losses in previous years.

Mr. DAWSON. Yes, sir.
Senator JONES. The point which you make exists not only with

reference to the farmers in that section, but in other sections, partic-
ularly the live-stock men.

Mr. DAWSON. I was coming to that.
Senator JONES. Some years they make large profits. Other years

they make losses.
9r. DAWSON. Yes, sir.

81608-18----45
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Senator JONES. And under the English system of income taxes
there is a provision for equalizing the business over a period of about
three y ears.

Mr. DAWSON. That is what I was trying to come to, if the Senators
would kindly permit me.

Senator SMOOT. The same thing applies to fruit growers of my
own State. We have had frosts for three years there. They have
not had enough out of the fruit to pay for the boxes they need. I
will not interrupt you any further, but let me say this: This has
been threshed over, time and time again, with the committee. I do
not want to take any more of your time and I will be glad to hear
what you say about it.

Mr. DAWSON. If the committee will kindly pardon me, I am trying
to put before you a condition and show you what the result is going
to be under the proposed bill. Then I will leave it up to you
gentlemen.

I want to say this, that I am dealing with a question that affects
an enormous production territory from the standpoint of foodstuffs
and cotton. I will say that it affects fully between 20 and 25 per
cent of the feed-cattle production. It is a matter worthy of your
consideration, and if there is any opportunity to meet it I hope
it may be met so as not to absolutely destroy the productiveness of
that section.

The man is in debt. What he has got is security for that debt. I
started in with the little $10,000 farmer, because that is the simplest
problem. As I stated, when you get up to the $50,000 and $100,000
class, he is in every way in the same difficulty as the $10,000 farmer.
You will destroy that man. Why? Because his creditors are taking
his money. What is he going to do when the time comes to pay the
Government? He has not got a dollar with which to pay it.

Senator SmooT. The creditors are not going to take it away.
Mr. DAWSON. They have already taken it, if you please, in a
eat many instances. I am speaking of instances i.n which the crop

has already been delivered to the creditors; the debt is discharged-Senator SMaar. Then they can borrow money.
Mr. DAwsow. The bank is not. going to loan them money, for the

simple reason that the same condition will come on to them next year.
The bank is not going to loan money unless it has some chance of
getting it back-at least no bank that I know of or have ever had
any dealings with.

Let me make this application to the cattlemen-
The CHAIRMAN. Before you leave the farmer: I understand you

to say that he has accumulated certain debts due to these lean years.
Mr. DAWSON. Yes sir.
The CHAIRMAN. nd all those debts are consolidated and made

this year a mortgage upon his crop?
Mr. DAwsoN. Yes, sir, because it is a renewal debt each year. The

man who is trying to back him wants to get this year what he sunk
last year, and he had confidence enough In the country and in the
man he was dealing with to carry hin. That man has honestly
entered into the contract and is staying there and working it out
and doing his best to pay off the debt. You take the $50,00 and
$75,000 man who is farming on a larger scale. If he breaks even
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this year he is lucky. What is he going to do when it comes time to
pay the Government? Go to jail, or must he go into the courts of
the State and enjoin his creditors from collecting the debt, on the
Sound that the Government wants and must have a part of that

ebt? If he does not go into the courts, the creditor is clearly going
to take his property.

Senator THOMAS. Can he go into the courts and do that?
Mr. DAWSON. I do not think he can to be frank with you.
What will be the result in June when that man is called upon to

pay the federal officer his tax, and he has not got it? Is he going to
go to jail?

The CHAIHMAN. Were those past due debts secured only by mort-
gage on the crop or mortgage on the crop and the land ?

Mr. DAWSON. in a great many instances he is a tenant farmer and,
does not even own his-land. I happen to have in mind one particular-
man that I have been in touch with and in constant touch with
throughout the dry period, and I have talked with him a number
of times. When he started in this year his indebtedness was $16,000,
and he does not own a foot of land at all. He is a tenant farmer, but
he is a good farmer,. and his landlord assisted him in his farming
venture. That man is going to make between $20,000 and $25,000
this year. That will not cover his indebtedness this year, and he has
already mortgaged to secure-

Senator SMOOT. Why won't he cover it? I cannot see, for the life
of me, what there is to prevent him-

Mr. DAWSON. If the Senator had listened to what I said-I said
he started in this year with an indebtedness of $16,000 hanging over
him-

Senator SMOOT. The same thing happens in manufacturing institu-
tions. But what I want to know is what suggestion you make.

Mr. DAWSON. I simply wish to suggest conditions to you, gentle-
men. I am not legislating.

Senator SMOOT. You want them exempted?
Mr. DAWSON. I want some allowance made for the debts these men

have incurred in trying to produce for the United States, in order
that they may pay those debts before they have to pay- it to the
Government, and destroy the producing agency in that section of
the State.

Senator SMOOT. That happens all over the United States.
Senator THOMAS. What you want is some allowance for debts they

have incurred in previous years?
Mr. DAWSON. Y es, sir.
As to the cattlemen, I want you to bear with me just a moment for

this side of it: 'The cowman has been carrying his cattle in like man-
ner, and that is a big feature. The average cowman does not own
all of his cattle, does not have them paid for, ou understand. I
think you can get that from various sections o the country. But
the cowman who owns his land buys a bunch of cattle. He pays
$75,000 or $100,000, and he is paying interest on that money. The
growth of those cattle will make money for him on the range he has
rot. In the past few years he has not only lost money in deaths from

e drought, but has been paying expenses in shipping those cattle
and getting what he can for them. If he sells those cattle for enough
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to pay his debts, considering the growth and age of the cattle,
he is a lucky man. Yet, the debt was incurred three years ago that
he paid for those cattle. His operating expenses will not be more
than $15,000 or $20,000. Yet he owes for every dollar of those
cattle. It is a pre-existing debt. They are under mortgage.

I am speaking now of a condition that I am thoroughly familiar
with as to its existence. The Live Stock National Bank of Chicago
carries millions of dollars in just that kind of loans. Mr. Trailler,
the president of that institution, at a conference in Houston with
some cattlemen at which I happened to be present, took under con-
sideration the question of saving those cattle, and the question of
what they were going to do came up. Mr. Trailler said, "We will
never make a wet weather loan. We always make a loan that we
can carry through dry weather. If you know of any pastures, move
those cattle to them and draw on us for your money to move your
cattle and take care of them."

The cattle are under mortgage, you understand. They have got a
$100,000 increase this year for their cattle with only a $20,000 or
$25,000 expenses account that they will get credit for. Yet they
owe that whole amount.

What is the ranchman going to do? Is he going to pay the Gov-
ernment a tax on that $75,000 or $80,000 income for this year?

I am trying to present facts to you; I am trying to present con-
ditions to you, and they are worthy of your consideration, because
this is dealing with one of the biggest productive features of our
Government to-day.

So far as the farmer is concerned, I will say this. It has come
under my observation and I have had opportunity to see, that there
are in that section thousands of acres yet undeveloped that the
ranchman is willing to have put on the market. But when you get
to talking to a farmer about putting the land in cultivation, he
says, "I can pay yoU a cash payment." You put it to him on easy
terms. "I can clear my land and put it under cultivation, but I
have got to pay for my land out of the production from it. With
that tax on it I can not do it, and I will not sink what I have got. It
means that the original vendor or the Government gets my land and
I sink what I have in it."

The CHAIRMAN. You say the man owed $16,000 when he started in?
Mr. DAWSON. Yes, sir.
The CHAIRMAN. And this year, on account of the higher prices

that he has been able to receive, he has paid off that $16,000 in one
year ?

Mr. DAWSON. Yes. sir.
The CHAIRMAN. Now, you say if he p aid that off he owes, instead

of $16,000, $900 for taxes. Then he is $15,000 better off than he was
a year before.

Mr. DAWSON. I beg your pardon. I did not say he owed $900 on
a $25,000 income

The CHAIRMAN. If he had $16,000 worth of debts, he deducts the
interest on that $16,000. Then he has $8,000 worth of expenses to be
subtracted; so that you would have him down to a net income not of
$20,000, but not over $10,000.

Mr. DAWSON. But if that is all gone, how can he pay? Suppose
he only owes the Government $5001
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Senator SMOOT. He would not owe the Government $500 under
any bill that we have under consideration, if those are the facts as
stated by you.

Senator JONES. Oh, yes; I am sure he would.
The CHAIRMAN. If he had accumulated an indebtedness of $16,000

and now, by reason of the higher prices during this year he has paid
off the $16,000, he simply owes a tax account, and the tax account is
all he owes as against that $16,000. His condition has been greatly
improved.

Mr. DAWSON. His condition has been greatly improved, but he has
not paid his tax to the Government. And how he is going to pay it
is the question.

Senator SMOOT. If he can not borrow money to pay what little
taxes he owes, how on earth is he going to borrow money to go on
with the business? He has got to have a credit somewhere.

Mr. DAWSON. Pardon me for suggesting this, but I wish you
would please get away from the little $16,000 man. I started off
with the small one to try to illustrate.

The CHAIR-MAN. I want to make this suggestion to you: I do not
know how far the Government lien upon the property for taxes ex-
tends. I do not know whether it would extend to cover that crop
in the hands of his creditors or not. But if it did not cover that,
and he has disposed of all of his property, he has turned over all his
property and got nothing, how is the Government going to get the
money ?

Mr. DAWSON. The bill says that he will pay a fine of a thousand
dollars if he does not pay it.

Senator THOMAS. Suppose he does not pay it?
Mr. DAWSON. If he does not pay it, he goes to jail.
Senator THOMAS. That is an assumption.
Mr. DAWSON. Do you know of any law which provides that you

shall be turned loose'if you do not pay your fine?
Senator THOMAS. I know where a fine is placed-not in the shape

of a tax-
Mr. DAWSON. There is a penalty provided for failure to pay.

It is a criminal offense.
Senator THOMAS. Oh, no. It is a default.
Mr. DAWSON. A failure to pay a tax is a default, but the bill it-

self makes it a penal offense with a fine of $1,000 if he does not pay.
How can he pay the fine if he can not pay the tax? What is the
result if he is fined by the court and does not pay the fine?

Senator THOMAS. There is a penalty for the default. I do not
know that you can find any instance in the history of taxation
where a penalty for default has been followed by proceedings which
deprive the defaulter of his liberty. I do not think so. I may bemistaken. I do not pretend to .jnow it all.

Mr. DAWVSON. What about the man that has $100,000 of indebted-
ness, and we will say, for the sake of round numbers, that he pro-
duces $100,00? If you gentlemen will please get away from the
little man just for a moment- -

Senator THOMAS. Let me explain. I distinguish between the
man who defaults because he has not anything to meet his tax with,
and the defaulter who deliberately tries to defraud the Government
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by concealing or otherwise evading his tax. That is an offense, of
course, for which there ought to be appropriate punishment. My re-
marks have reference to the man who does not pay and who defaults
because he has nothing with which to pay.

Mr. DAWSON. The bill makes a distinction there, you say?
The CHAIRMAN. Certainly if a man's creditors take all his property

away from him and by reason of that fact he has nothing with which
to pay, has no income to pay with, then of course he can not be held
by any court as a criminal offender. He may default in the payment
of his taxes and a fine may be imposed upon him which would be
taxed against his property; but no court in this world would fine
a man for a thing of that sort.

Mr. DAWSON. Conceding that your judgment of what the courts
are going to do is correct, then-

Senator SMOOT. Getting back to the $100,000 man, the man owing
$100,00-

Mr. DAWSON. Yes, sir; and his income is $100,000.
Senator SMOOT. His income is $100,000?
Mr. DAWSON. Yes, sir. There are lots of them that will just about

break even this year.
Senator SMoOr. His investment was $100,000 and his income is

$100,000?
Mr. DAWSON. I am not talking about his investment. I am talk-

ing about his debts.
Senator SMooT. He invested his debts.
Mr. DAWSON. His debts were a part of his investment. Suppose

he owned the land and still owed $100,000 besides, and he produces
$100,000-

Senator SMooI. Then he would be ahead exactly the amount over
and above what is provided under this bill. He would be that much
better off than he was when he started.

Mr. DAWSON. That is true, certainly.
Senator SMooT. It seems to me he is a very fortunate man.
Mr. DAWSON. He is in that he is able to produce that-if he could

go on and produce it next year.
Senator SMOOT. I can not understand your theory at all. If a man

in the past has been able to secure credit, and his standing in the
community is such that he can go and borrow $100,000, I have not
any doubt but what the same man can borrow again.

Mr. DAWSON. The Senator is confusing the $100,000 man with the
little man again. The $100,000 man, I do not say borrowed it. It was
probably in all cases secured by liens on his land, the vendor's land.
Re did not borrow it. The open-handed Government can make it
out of him because he has got land to make it out of; but when they
sell his land to pay the Government $25,000 or $30,000 and his crops
have already been taken for his creditors, then he still is liable to the
Government, and the Government can make it out of him, but he will
not have his land to make it on next year.

The CHAIRMAN. Mr. Dawson, I think the committee generally
understand your position very clearly and is obliged to you for pre-
senting it, and the committee will give it consideration. Some of the
Senators say they desire to attend to some other matters, now. Your
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time has been exceeded. If there is any other phase of it you wish
to present-

Mr. DAWSON. There is another phase. I wish you would bear in
mind that, as Mr. Kitchin stated on the floor in his address to the
House yesterday afternoon, he said it was perfectly right that the
corporate interests of the country should be allowed to pay 10 per
cent profit on their investment for this year as against 6 per cent they
were allowed heretofore.

If corporations are allowed a profit, conceding that they are essen-
tials, such as the banks and other interests that handle this stuff, the
cattlemen, producers, then I want to know where the essentiality of
the cattleman, who is largely the corporation, is going to come in if
you cut off the producer ? If the producer that I spoke of, the $100,-
000 man, who owes the $100,000 and pays his debt, and then the
Government comes in for $25,000 or $30,000, he has got his land and
the Government can mike it out of that; but then you have ended
his production because of it.

You have got a condition there where he is not being allowed his
8 per cent because of the fact that he has gone over a period of six
years

Senator JONES. I would like to state for the record at this point,
Mr. Chairman, that the point raised by Mr. Dawson is a real prob-
lem and it is one which deserves the most earnest consideration of
this committee.

The English law meets the situation by imposing an income tax
with reference to a period of three years, as I understand it; and
where a man makes losses in one year the amount of the income tax
for the good year is taken into consideration with the losses of the
bad year, and equalized in a measure.

Mr. DAWSON. That would meet the emergency here.
Senator JON ES. This is a real problem. I sincerely trust that the

committee will give it very serious consideration before this bill is
framed.

Mr. DAWSON. I thank you, sir.
The CHAIRMAN. I wish to say that the committee will, of course,

give Mr. Dawson's suggestions serious consideration, as we propose
to give the suggestions of any gentleman that comes before us. We
are glad to hear Mr. Dawson. He presents a rather exceptional case.
We will consider it.

I want to announce now, however, so that there may be no mis-
understanding about it hereafter, that we will try at our next meet-
ings to fix a limit for all gentlemen who appear before the com-
mittee, and unless a gentleman is interrupted too much in his time
and unless the committee thinks it will be necessary for him to have
more time, we will not extend the time.

I am not speaking particularly of you or anybody else, Mr. Daw-
son, but I am simply saying that we will have to have such a rule.

To-day we have not had many gentlemen here who desired to be
heard, and therefore we could be a little liberal. Probably next
week we will have a great many people who are anxious to be heard,
and in order that all may be given an opportunity to be heard, we
will have to impose some limitation.
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You and Mr. Marsh were allowed a wide latitude because we did
not have many people who insisted on being heard, and we there-
fore had the time to give to you.

Mr. DAWSON. May I say this for the people of my section, that if
these debts can be allowed to be taken care of I doubt not that every
farmer in my section and every cattle raiser in my section will be
willing for the Government to fix a tax taking every dollar of profit
that they have until the termination of the war, and obligate them-
selves to cultivate every acre of their soil and utilize every acre of
their p asturage in the production of feed cattle and in the produc-
tion of cotton and foodstuffs-

The CHAIRMAN. No one will question the magnificent spirit of
the farmer, Mr. Dawson.

Unless there is objection to the change, we will adjourn at this
time to meet at 10.30 o'clock on Monday, instead of 10 o'clock.

(Whereupon, at 12.30 o'clock p. in., the committee adjourned to
meet at 10.30 o'clock a. m., on Monday, September 9, 1918.)
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MONDAY, SEPTEMBER 9, 1918.

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met, pursuant to adjournment, at 10.30 o'clock

a. in. in the committee room, Senate Office Building, Senator F. M.
Simmons presiding.

Present: Senators Simmons (chairman), Williams, Smith, Thomas,
Gore, Jones Nugent, Penrose, Lodge, McCuniber, Smoot, Townsend,
and Dillingiam.

The committee resumed the consideration of the bill (H. R. 12863)
"to provide revenue, and for other purposes."

The CHAIRMAN. Gentlemen of the committee, we have a majority
here, and the committee is ready to proceed with hearings.

CIGARETTES.

STATEMENT OF MR. WILLIAM M. MARTIN.

The CHAIRMAN. How much time will you need?
Mr. MARTIN. I think I ought to get through in 10 minutes.
The CHAIRMAN. We will give you 10 minutes, if that is enough.
Mr. MARTIN. Thank you, sir.
I am from Petersburg, Va. I am not a speaker, but the matter that

I want to refer to is a provision in this revenue bill on page 62.
I would say that in Petersburg we have a bonded manufacturing

warehouse, class 6, for the manufacture of cigarettes. It is the largest
industry we have there, employing probably about 3,000 to 4,000
in a town of about 30,000 people. I should say that certainly one-
tenth of our population was engaged actively in this business.

Senator NUGENT. What section of the bill are you discussing?
Mr. MARTIN. Section 1002.
Senator THOMAS. You said page 62.
Senator JONES. He is reading from another print.
Mr. MARTIN. It is section 1002.
The CHAIRMAN. You have the report, have you not?
Mr. MARTIN. Yes, sir.
Senator DILLINGHAM. It is page 144 of the bill.
Mr. MARTIN. The British-American Tobacco Co., as I say, manu-

factures cigarettes under a law that was passed under President
Cleveland's administration, establishing this class of warehouse.
Under a provision of that law all articles imported for use in the

73
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manufacture of cigarettes are shipped in in bond and are not subject
to any import tax. It comes in in-bond, is shipped from the port to
the factory in bond; the factory itself is in bond--everything that
goes in it is under the control of Government representatives.

Thete cigarettes are manufactured from Virginia and North Caro-
lina and South Carolina tobaccos mostly. They are manufactured in
bond. They are shipped in carload lots, most of it to China; some of
it to the British army; but while it is in the cars it is in bond, under
Government seal, and it stays in bond until it goes out of the country.

The object, as I understand it, of establishing these factories was
to exempt the manufacturer from the internal-revenue tax. This
matter was, of course, up before the Ways and Means Committee.
It was only called to my intention last week. The Ways and Means
Committee of the House in the consideration of this matter seem not
to have considered at all the export phase of the tax. So that the
point I want to make is with reference to this (reading):

That on and after January first, nineteen hundred and nineteen, there shall
be levied, collected, and paid annually, In lieu of the taxes Imposed by section
four hundred and eight of the revenue act of nineteen hundred and' sixteen, the
following special taxes, the amount of such taxes to be computed on the basis
of snles for the preceding year ending June thirtieth.

I have her, a letter from Mr. Thurman, the Acting secretary and
Solicitor of the Department of Commerce, and if you do not object
1 would beglad to read this-certainly a part of it.

Senator SOmOT. Why not insert it in the record as a part of your
remarks?

Mr. M %fTN. I shall just read one or two sentences. I think it will
probably save a little time (reading) :

I Midl tht In ('oitnertlhn with setion 600 of the revenue act of October 8,
1917, tl* AssmtalII eeretary of the Treasury has approved a ruling of the Com-
1nIdI ivM r of Internal Ikevenue which holds that the tax imposed by said sec-
tion upon the sile of automobiles and other enumerated articles Is not ap-
plleihtib to much articles whOui normally exported. It seems to me that the two
ti% tm, while of a ifnI'hllt different nature, are both In essence taxes on sales
of 4-vittilni products wd as such subJect to the same reasoning as respects the
(iiiti't1o4iln between export fied d, l4,slc sales. Unfortunately, however, the
C(miinkloner of Internal Itevenue has not yet ruled that the tax provided for
[it si .lim .10s (if ti act of 1016 should be computed on the basis of domestic
sales only. For this reusou I think It desirable to bring to the attention of
your c{,milttot, the effect of this tax provision as at present appllel, with
the tlxuhit that perhaiiN It will be found atlvlsalwe to Insert a clause In tle
present bill specifically exempting export Rales from the Imposition of the tax
In question.

That k the view of the Department of Commerce.
The CHA nMA. You mean if your tobacco is exported, then it

should not be subject to the internal-revenue tax imposed in the bill?
Mr. MARTIN. Certainly; that is exactly what I am getting at.
Senator SMOOT. That has been generally the case if the tobacco

had been imported into the country, but it has never been-
Mr. MARTIN. I beg your pardon, sir. If you will refer to the de-

cisions

Senator SMooT. I am speaking of the tobacco. I am not speaking
of the bill itself passed in 1917.

We have a general provision that wherever the articles are im-
ported they can be manufactured and exported without paying the
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duty; but I do not remember any such legislation as you are asking
for now in relation to the manufacture of domestic tobacco to be
ex orted being relieved from tax.

lr. MARTIN. I will go back a little. As you of course understand,
the internal-revenue tax was established practically during and fol-
lowing the Civil War. Among articles that were taxed was tobacco.
Of course, we have got a stilt internal-revenue tax on that, but the
tax we have had for tobacco exported was 25 cents on each package
of tobacco, which did not make any difference as to how many pounds
it was.

The United States Supreme Court, through Mr. Justice Bradley,
decided that that was not a tax; it was simply a means of identifying
the article so as to exempt it from the internal-revenue tax. Do you
see the point V

Senator SMOOT. We can look that lip without you taking your
tine.

The CHAIRMAN. My understanding is that no tax is imposed on
toba c or anything else that is exported.

Mr. MARTIN. If 1 may just call your attention to the former bill,
which was effective the 1st of January, 1917, it imposed a tax of 3
,.,nts. This tax doubles it. That is, per 10,000 cigarettt-s.

That tax has never been questioned. It was simply a small matter;
it did not amount to more than 25,000 to this company. Now it is
proposed to double it.

The point I am getting at is this: I was told by a director of the
American Tobacco Co. who talked to me about this the other day
that they will not do anything that will prevent the Government
from getting all the money it needs, lie spoke about tihe increased
tax that that company and its subsidiary companies will pay-a
million dollars at least-this next year. We are not speaking about
that. What we object to, and what I want to call your attention
to, is the precedent that is being established of taxing sales of ciga-
rettes for export. It is a reversal of the policy of the Government
as established during the Civil War and subsequent to the Civil War.
The tax last year amounted to about $25,000.

In talking with one of the diretors of the company he said they
never had tiny hearing before the Ways and Means ('onittee and
they were sure this thing was stuck in in both cases through inad-
vertence; that it was not the intention to tax sales of tobacco for
export. The bill clearly says so. It does not say " for export," but
it says "computed oi the basis of the sales for th preceding year
ending June 30." It does not say "domestic sales."

The CHAIRMAN. That is the point you are making
Mr. MARTIN. That is all.
The CHAIRMAN. You think it ought to be reduced to the extent

of the sales that go into export?
Mr. MARTIN. That is all. It is just simply a part of the business.
I would like to say one other thing so as to justify iiy appearing

here.
Some time ago the Railroad Administration fixed a rate on this

saie tobacco, most of which, as I say, goes to China--and incidentally
I might say that I have a report here showing that the, competition
that Japan is putting up against this company is simply enormous,
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and the increase in Japanese business in China is rapidly superseding
this company's business.- But what I wanted to say is this': It is not
the amount of monev involved that I am driving at; that is a small
part of it; but if this precedent is established it will mean the re-
versal of the Government's policy heretofore. - Another thing is
that possibly some question of constitutionality is involved in regard
to Congress having authority to impose a tax on articles exported
from a State. I am not emphasizing that, nor the money end of
it; but I will say that the last experience we had with the Railroad
Administration is nothing short of appalling. I will give you a
synoposis of it.

The rate on a carload of cigarettes from Petersburg to the Pacific
coast points was $400--a dollar a hundred-40,000 pounds to a car-
load. This company ships exclusively in carloads. Without any
hearing or without any investigation that we can find out, the Rail-
road Administration shoved the rate up to $1,200 a car. Mr. Duke
said he would move his business out of the country; he would not
stand for it.

I took the matter up with Judge Chambers and Judge Prouty.
They cut the rate from $1,200 to $600. That is the rate effective
since July 1.

So far as this taxation of sales of tobacco for export is concerned,
that has not been the policy heretofore of the Government. The
only case they did that is when they stuck this 25 cent tax on as a
means of identifying the tobacco. The constitutional view is to
exempt that.

I will say, further-and I do not want to be misunderstood-that
I am interested in it because my town is interested in it, and I
believe this thing is an inconsistent attitude, at least a reversal:
I will not say inconsistent. It is absolutely a reversal of the policy
heretofore established.

This company has a branch in Richmond, one in Petersburg. *and
one in Norfolk. They employ about seven or eight thousand people.
I am not asking relief because of that fact. I am not asking it on
the basis that the company will save a little money by it. I am
not asking it on the ground that we want to keep our people em-
ployed. Want it on bigger ground than that. I say if the policy
of this Government is announced in this bill and tie Government
persists in taxing exports, when the exclusive business of that com-
pany is export-this company does not sell a dollar's worth of
cigarettes in the United States---they can get cheaper labor in
China; their market is in China, and they can move to China. Mr.
Duke, president of the company, has advocated it. He has only
been held back by his directors, most of whom are Virgini ans and
North Carolinians, who want him to keep his business in this
country. This company would lose at least a million dollars in the
next 12 months.

Senator SMOOT. I want to say this, Mr. Martin, that this is not an
export tax. This is a tax upon sales made in the United States. I
think there is quite a difference when you come to a question of
law between the imposition of an export tax which is against the
Constitution and a tax upon sales, whether it be made to a local
concern or whether it be made to a foreign concern. It is a question
of a sale tax. It is worthy of consideration, though.
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The CHAIRMAN. Yes; I think the committee fully understands the
point.

Mr. MARTIN. If every dollar's worth of its business is done abroad,
they bring it 'back and spend it in this country, of course.

Senator SMOOT. I am aware of that.
Mr. MARTIN. Of course you admit that it is simply a matter of

the difference between six and half a dozen, if you put in there"'sales for domestic consumption." But the point is that it might
come up as to whether that sale was effected in this country-

The CHAIRMAN. I think the committee fully understands your
point and appreciates it. We will give it close consideration. But
I do want to say in connection with your suggestion that Mr. Duke
is threatening to move over to China-

Mr. MARTIN. They have a factory there now.
The CHAIRMAN. Some tobacco manufacturers of this country

moved over to Japan, and within a very short time after they got
over there and installed their plants. Japan commandered them.
MR. MARTIN. They practically forced them to sell, but they sold

at a good price. And, by the way, it is those factories there that
are producing. the competition that this country is up against now.

SENATOR THOMAS. Then Mr. Duke and his people are indirectly
responsible for it.

MR. MARTIN. No, sir; they are not indirectly responsible for it.
They had no choice.

SENATOR NUGENT. Did your company recently make an appeal to
the Government to protect them in some way in their tobacco trade
with China, which amounts to thirty millions a year?
MR. MARTIN. Several matters have come up in connection

with it-
SENATOR NUGENT. I saw a statement in the newspapers some time

since to the effect that your company had appealed to the Government
to protect them in the tobacco trade in China, which, according to
that newspaper statement, amounted to something like $30,000,000 a
year. Is that correct?

MR. MARTIn. I should think it would be around about that.
THE CHAIRM.AN. It was repored at that time, I think, that the

Japanese had gotten a foothold in China so far as the tobacco trade
was concerned, and they were agitating with a view to getting China
to adopt the same policy that Japan had adopted; that is, to take
over the tobacco trade and commandeer private factories located
there.

SENATOR NUGENT. I have read something about the matter, but
my recollection is indistinct.
MR. MARTIN. Could I just file this letter?
THE CHAIR-AN. Yes.
(The letter referred to is here printed in full, as follows:)

SEPTEMBER 9, 1918.
My DEAR SENATOR Section 408 of the revenue act of I916 provides for

special taxes to be paid by innufacturers of tobacco and certain tobacco
products, which taxes are to be computed on the basis of the amount of sales
of such products by the manufacturer during the preceding fiscal year. Article
I of the Constitution provides that "no tax or .duty shall be laid on articles
exported from any State." As you probably know, our exports of tobacco and
tobacco products are very substantial and it the taxes referred to are to be
computed on export sales as well as domestic, it may, if increased as proposed
in the present revenue hill, prove quite a deterring factor in our export trade.
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I find that in connection with section 600 of the revenue act of October 3, 1917,
the Assistant Secretary of the Treasury has approved a ruling of the Commis-
sioner of Internal Revenue (T. D. 2739) which holds that the tax Imposed by
said section upon the sale of automobiles and other enumerated articles Is not
applicable to such articles when normally exported. It seems to me that the
two taxes, while of a somewhat different nature, are both in essence taxns on
sales of certain products as such, subject to the same reasoning as respectb tbt
distinction between export and domestic sales. Unfortunately. however, ihe
Commissioner of Internal Revenue has not yet ruled that the tax provided for
in section 406 of the act of 1916 should be computed on the basis of domestic sales
only. For this reason, I think it desirable to bring to the attention of your com-
mittee the effect of this tax provision as at present applied, with the thought
that perhaps it will be found advisable to insert a clause In the present bill
specifically exempting export sales from the imposition of the tax in question.

As an instance of the possible working of such a provision, if thi; Is not
done, I may cite the case of a very large manufacturer of cigarettes in this
country, whose total output is exported, not a single cigarette being sold in
this country. The tobacco consumed and the labor and materials used in the
manufacture of the cagarettes are entirely domestic, and the industry is there-
fore one that might be considered a very desirable adjunct to this country.
The larger part of the company's output is sold in China, where it is meeting
very strong competition from Japan, one of the big disadvantages of the
domestic company being the increased cost of transportation. The price at
which the cigarettes may be sold to the average Chinese consumer is, as you
can readily imagine, one that allows of a very slight profit, and this small
profit is only overcome by the amount of sales.

If the present provision in the revenue bill under consideration by the
Finance Committee should go into effect, this company would have to pay at
the rate of 6 cents for every thousand cigarettes or fraction thereof exported,
or in the neighborhood of $100,000 per annum. This additional burden is so
great that it might be the cause of transplanting the industry from this
country to China or some other country where the taxation is not so heavy.
In the event that such should happen we should not only lose a very profitable
portion of our export'business and a market for a large part of home-grown
tobacco and six or seven thousand employees, but also the revenue resulting
from the operations of the company in the nature of stamp taxes, income
taxes, and other tax charges: I appreciate that this is an extreme instance,
but it seems to me that the effect of this tax on our total export business Is
likely to be quite considerable.

As of possible interest In this connection, I hand you herewith a copy of
Commerce Reports, issue of August 22, 1918, and call your attention to the
article on page 720 thereof, which indicates the competition from Japan that
our manufacturers of tobacco and tobacco products are already meeting in
China.

Very truly, yours, THURMAN,

Acting Secretary.
Hon. F. M. SIMMoNs,

Chairman, Finance Committee,
United States Senate, Washington, D. C.

Mr. MARTIN. There is one paragraph that I would like to read
from the Commerce Reports (reading) :

INCREASING TRADE IN JAPANESE TOBACCO.

(Excerpt from Japan Advertiser of July 18 transmitted by Consul General George
H. Scidmore, fokohama.)

The tobacco trade of Japan in China and some other Asiatic countries Is
believed to have a fair prospect In spite of formidable competition. The rate
of increase since the war began Is apparently a support of this belief.

The export of Japanese tobacco Is principally made through a company
organized for that purpose and the principal market Is in China fnd the South
Pacific. Leaf tobacco has been so far favored by foreign buyers, but the ship-
ment of cigarettes is increasing rapidly, and sometimes Chosen has to be drawn
on to make good the shortage In domestic goods.

As to the prospect it Is said by a tobacco man that In China the British-
American Tobacco Co. holds a controlling position with Its offer of better
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tobacco, and Japan seems to have no chance to improve its position, but the
prolongation of the war Is seen to be in favor of Japan. With the further
reduction in space for tobacco, foreign goods will come on the market less
actively and Japanese goods may wedge in. Japanese hope that in a year
or two Japanese tobacco will hold China's market equally with foreign goods;
that it may even outrival foreign goods.

The CHAIRMAN. Is there any other gentleman who desires to be
heard this morning?

Senator DrLLINGHAM. Mr. Chairman, I would like to submit this
letter from the Estey Organ Co., to be copied into the record.

The CHAIRMAN. Very well.
(The letter referred to is here printed in full, as follows:)

ESTEY ORGAN CO.,
Brattleboro, Vt., September 4, 1918.

Hon. W. P. DILLiNGHAM,
United States Senate,

Washington, D. C.
My DEAR SENATOR: Will you permit me to state a few facts and opinions in

reference to the proposed tax of 10 per cent on the selling price of pipe organs?
Pipe organs, as you know, are to a very large extent installed in churches

and are an essential part of the public worship.
The usual procedure in the purchase and installation of a pipe organ is a

long process, ordinarily beginning with agitation among the members of the
church for Improved musical worship, resulting in a subscription and campaign
among the members for the raising of funds. Sometime early in the process
the manufacturer of pipe organs is consulted and a fairly definite plan is
mapped out as to the requirements of the cbhirch and the fund to be raised
to meet that requirement.

I will not burden you with attempting to go Into the details of this, as un-
doubtedly you understand It, having had experience probably in this matter.
In short, a fund Is usually raised and an organ bought accordingly.

Pipe organs are manufactured and sold on a very small margin of profit. Our
experience, extending over many years, has shown us that there is considerably
less than 10 per cent profit over the net cost of production and at the present
time it Is a very difficult matter to make cost and price meet. In many in-
stances, owing to increased cost of material, our experience shows a decided loss
on individual sales.

It is evident that the manufacturer can not carry a 10 per cent tax on the
selling price of an organ and It will have to be ultimately passed on to the public,

"and In view of the way funds are raised for the purchase of organs, it seems
more than likely that a tax of 10 per cent will practically kill the organ business
in this country during the war, as it would be most difficult to go back to the
communities and get them to raise additional funds under present conditions.

A very large proportion of the skilled craftsmen employed in the production
of church organs are men advanced in years. The majority of our best me-
chanics are men of from 50 to 60 years and over. These men can not readily
adapt themselves to other work.

It does not seem to me that it is an exaggeration to assume that church
organs are to a certain extent essential to the national welfare and Interests of
the public, on account of the use to which they are put.

I would not think of making a protest against a tax of musical instruments in
general, but I believe church organs should not be placed in this class.

I do not know whether you would care for a schedule of figures, showing cost
of production and selling prices, but if it would be of any benefit, I shall be glad
to supply them.. Of course I would have to make the figures up from my own
experience, as those would be the only ones available to me.

I shall greatly appreciate your bringing this matter to the. attention of the
Committee on Finance when they are considering the new revenue bill.

I am, very respectfully,
J. E. ESTEY.

The CHAIRMAN. If there is no one else who desires to be heard, the
committee will stand adjourned until to-morrow at 10.30 o'clock a. ni.

(Whereupon, at 12 o'clock noon, the committee adjourned to meet
at 10.30 o'clock a. m. to-morrow, Tuesday, September 10, 1918.)
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TUESDAY, SEPTEMBER 10, 1918.

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met, pursuant to adjournment, at 10.30 o'clock

a. in., in the committee room, Senate Office Building, Senator F. M.
Simmons presiding.

Present: Senators Simmons (chairman), Smith, Thomas, Jones,
Gerry, Nugent, Penrose, Lodge, McCumber, Smoot, Dillingham,
Townsend.

The committee resumed consideration of the bill (H. R. 12863)
"to provide revenue, and for other purposes."

The CHAIRMAN. We will hear Mr. A. F. Thomas this morning.
Mr. Thomas, whom do you represent ?

INCOME TAX.

STATEMENT OF MR. A. F. THOMAS, OF LYNCHBURG, VA.

Mr. THOMAS. I represent no particular interest in this matter.
Senator PENROSE. To what phase of the bill do you address your-

selfI
Mr. THOMAS. The income tax.
Senator PENROSE. Are you an attorney?
Mr. THOMAS. No, sir.
Senator PENROSE. In what business are you?
Mr. THOMIAS. I am interested in manufacturing.
Senator PENROSE. What kind of manufacturing?
Mr. THOMAS. The manufacture of wagons. Mr. Chairman, in

looking over the list of distinguished Senators who compose this
committee, I feel particularly fortunate in having' such a forum in
which to present my cause. I can not undertake to impress you with
authority, but shall try to appeal to your reason,-to your sound judg-
ment, to your common sense, to your patriotism, to your democracy
and your republicanism, because those two terms in their general
sense are synonymous.

I shall crave the indulgence of this committee for permission to
present the matter I have in hand in an uninterrupted way.

Senator TuOMAS. How much time do you want?
Mr. TilOMAS. I think it will take about an hour and a half.
The CHAIRMN. We can not allow you that.
Mr. THOMAS. I am perfectly willing to begin the reading and

leave the committee to decide' as to the time.
81608__18----6
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The CHAIRMAN. We have not thought of giving any one person
any such time as that. We would not get through these hearings in
six weeks if we did.

Mr. THOMAS. I am perfectly willing to accept the judgment of
your committee in that matter. If your committee thinks proper to
stop me at any time, I am entirely willing to stop. -

The CHAIRMAN. I think, in view of what you have said, that it
would be better for you to fix a time, because we would not want to
interrupt you in the middle of your discussion. We want to give
you ample opportunity to present your views concisely, and you will
present them more concisely if you are limited than you would if
you thought you were going to have an hour and a half.

Mr. THOMAS. As I said before, I am here-
The CHAIRMAN. I do not think we can hear you more than half an

hour. That is as much time as we have given anybody.
Senator THOMAS. How many of these gentlemen present expect to

be heard to-day? We have quite a number of gentlemen present and
they may be here for the purpose of being heard to-day. If that is
the case, Mr. Chairman, we chn not give anybody half an hour.

The CHAIRMAN. I have requests here from only six.
Mr. THOMAS. I have devoted a great deal of time to the study of

this question. I have taken up the governmental and economic sides
of this question, and I have not yet met anyone who is familiar with
the income-tax question who thinks it can be presented in 20 minutes.

Senator THOMAS. I may say that some of the members of this com-
mittee have devoted a few hours of their time, during the past four
years, to studying this question, and also in paying tax under it, so
we know a little something about it ourselves--just a little, not much.

Mr. THOMAS. I have not the slightest doubt that you know a great
deal about it. At the same time, I have these views, and if the com-
mittee wish to hear me, I should be very glad to present them.

Senator PENROSE. I assume the gentleman can be permitted to file
a brief.

The CHAIRMAN. That has been stated repeatedly.
Senator PENROSE. But it is ridiculous to expect the committee to

listen to any one man an hour and a half on any phase of this bill.
If we did, it would take six years to get through with it.

The CHAIRMAN. Of course, Mr. Thomas, as Senator Thomas has
just said, the committee understands something about this, and we do
not wish an academic discussion of this question. We want a prac-
tical discussion of the bill as we find it written, your objections to
it or your advocacy of any particular part of it, and we think that
iyou will make an effort to condense your views you can probably
say in substance everything that you want to say to us in half an
hour; and that is all we want-a direct, concrete statement of your
views.

Mr. THOMAS. Mr. Chairman, if you will allow me, I think I could
present what I want to present in the time we are taking in discuss-
ingthe whys and wherefores of it.

The CHAnlMAN. I will give you half an hour from this time, and
we will try not to interrupt you any more.

Mr. THOMAS. I will take that, and just let the committee decide
at the end of the half hour whatever they wish to do.
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Senator THOMAS. We have decided it right now. At the end of
half an hour we are going to hear somebody else.

Mr. THOMAS. That will be all right with me, Mr. Chairman.
Senator THOMAS. It will have to e.
(Mr. Thomas thereupon read to the committee from his briet,

printed at the end of his statement, during the reading of which the
following occurred:)

Senator SMOOT. Whatever you say, I take it for granted you have
in that paper. What I would like to do would be to have you now
submit your paper to be printed in the record just as if you had
delivered it, and then I would like to ask you a few questions; and
I think we could get more information that way, because we read
your paper anyhow, which is what you want. It is not the mere
question of taking up time.

Mr. THOMAS. No; I have no desire to take the time of the com-
mittee.

Senator SMOOT. You have only a few minutes more, and I will
ask you to let me ask you some questions, because I want to get some
information.

Mr. THOMAS. I will yield to the wishes of the committee in the
matter.

Senator SMOOT. No; your wishes.
Senator PzNRoSE. I would like to remind you, Senator Smoot, that

we are all very busy men; some of us have been on this committee
20 years and studied the thing pretty carefully, and an academic
paper does not interest the committee very much.

Mr. THOMAS. I thank you, Senator, for the suggestion. At the
same time, I feel that there are some things that the committee might
hear to its advantage.

Senator PENROSE. You have not advanced a proposition that I
have not been familiar with for the last 15 years. I say that respect-
fully to you.

Mr. THOMAS. If the committee desires that I should discontinue
the reading of the paper, it is all right with me. I want to put
before you. however, before you ask a question, the remedy I pro-
pose. in a few words.

Senator SMOOT. Very well. But I would like to ask you a few
questionq.

Mr. THOMAS. I should be very glad to answer your questions if
I can.

Senator THOMAS. You can put your manuscript.in the record, and
we will read it.

Mr. THOMAS. I have no pride of authorship, and I will submit it
any way that will suit you. I want to say that the principle which
I undertake to explain in there is that the income of the country has
been selected as the subject of taxation, and under any. system you
may devise it takes a certain percentage of that income. You can
not help that. That is obliged to be a fact.

I notice Mr. Kitchin in his report estimates that at $10,000,000,000.
To raise the revenue that is wanted from that source will take a
uniform tax on business profits bf about 331 per cent. As I say in
that paper, under the systems they propose the tax ranges from
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four-tenths of 1 per cent under one plan to 37 per cent on certain
cases cited by the Secretary of the Treasury. Under the war-profits
plan it ranges from 1 per cent to 56per cent.

I hold that if you tax the sum of these profits, the tax should be
uniform; that every business should be required to pay the same
part of its net earnings that other businesses are required to pay;
that there should be no differentiation in the rate of business taxa-
tion. It should be the percentage upon the whole. I suggest, in
order to meet the views of the Secretary of the Treasury, to assist
along in the sale of bonds, that you place a normal tax of 10 per cent
on income and an excess tax or supertax of 30 per cent on income,
which would be equivalent to a uniform flat tax of 37 per cent on
incomes.

Senator SMOOT. What is your idea as to exemptions?
Mr. THOMAS. None.
Senator SMOOT. None at all?
Mr. THOMAS. No. All business, both individual, partnership, and

corporate, would come under that, and no exemptions from it at all,
except perhaps a nominal arbitrary exemption to eliminate incon-
sequential incomes.

Senator SMOOT. Amounts it would not be possible to collect?
Mr. THOMAS. To seriously affect the situation.
Senator SMOOT. That would cost more to collect than they would

amount to?
Mr. THOMAS. Yes.
.Senator THOMAS. Would you exempt benefactions to hospitals and

schools and other public institutions?
Mr. THOMAS. That would come in the nature of arriving at the

income, and I would exempt those charitable institutions. That does
not come in the tax plan. My idea was a uniform tax, and then, of
course, reasonable exemptions under the general plan. That is a
detail. I would exempt, and I think there ought to be exempted, all
gifts for public purposes; that is, of a public nature. I would
exempt anything that happened to be for war purposes, whether
direct or indirect, as it is a governmental purpose. All beneficial
and charitable enterprises should be exempted.

However, I see in the bill a provision that I think is rather broad
there. In the Kitchin bill I notice that they exempt all income of
corporations organized for charitable purposes. A good many of
them may be run on their income, and not on these donations, and
the effect of that would be to increase the endowment. I do not
know; I have not had time to examine it, and have not had the op-
portunity. But it may be that some of those corporations are so
organized that they ma be disorganized and become the roperty of
the people who started them. In that case they would f urnish a
most convenient receptacle for income taxes until the clouds blow
away

Te CIATRMAN. Your time has expired.
Mr. TiHOMAS. Mr. Chairman, I am perfectly willing to get out of

the way.
Senator SMOOT. Leave your brief with the reporter.
Mr. THOMAS. Yes, sir.
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(The brief submitted by Mr. Thomas is here printed in full, as
follows:)

INCOME-TAX LEGISLATION.

By A. F. THoMAS, Lynchburg, Va.

Thomas Payne opened his brochure "The Crisis" with the memorable obser-
vation, "These are the times that try men's souls," which is entirely applicable
to our present situation. It is patent even to the casual observer that the
United States of America has assumed world leadership, with its tremendous
power an( equally tremendous responsibilities. History offers no parallel;
past experience dwindles into insignificant incident; there is no trail to follow;
we must blaze the way as we go. Never since the dawn of human history has
the world been confronted with such 'gigantic problems, ,upon the correct
solution of which depends the hope of future well-being. The situation pre-
sents a ringing challenge to the leaders of the world, and never before was
there so great need of patriotic purpose and constructive ability of the highest
order. The Congress is undertaking to do that which has never been done
before on so tremendous a scale. It has wisely, I think, determined to appor-
tion the burden of this war, so far as possible, between the present and the
future, and perhaps never before has a larger percentage of the costs of
similar undertakings been put upon a cash basis. I have no criticism to make
either of the purpose or the judgment displayed in making this division. It i
generally understood that It Is the purpose of the Congress to raise $8,000,000,000
by taxation, a large part of which is to come from business profits and personal
income. The question before the Congress to-day does not touch this purpose.
It Is conceded that the amounts desired from these sources can be raised
by either of the methods that have so far been suggested and, therefore, the
problem before us is not one of providing revenue. The task at hand Is to pro-
vide a method of equitable apportionment of the burden between the individuals
and units of business that must meet these large demands of the Government.
To stress the point: The thing to be done is to provide a method of taxing
business and personal income that will conform to sound economic principles
and be essentially just to the different taxpayers.

It has been estimated that the business of the country will receive this year
an income of something over $9,000,000,000, out of which the Government, if the
method Is fair, can collect the amount required without seriously interfering
with the efficient conduct of business. It is more important just now to concern
ourselves with the effects which a particular method may superinduce than to
consider the amounts to be paid by any particular taxpayer or class of tax-
payers, for of all times the present and the immediate future are least opportune
to invite industrial and financial disturbances.

With the total amount of revenue needed assured, Congress can well afford to
devote Its attention to the economic and sociological effects of the methods pro-
posed before enacting them into law. He who assumes that the conduct of the
war and the provision for funds to pay its costs are the only essential factors,
has only a partial conception of the situation and should be reminded that when
the great purpose to which this Nation has unreservedly committed its lives and
fortunes has been accomplished and the pence terms shall have been dictated
by the allies at Berlin, there will still remain the problems of reconstruction and
readjustments that will call for the best statesmanship of all the world if our
hopes of democratic development are to be realized. The point Is that we should
not only provide a method of raising the necessary revenue, but what is of
equal, and perhaps of more importance, we should so provide it that the opera-
tien of the plan will be In consonance with the demands of justice and sound
economic principles.

Discussion of income-tax legislation suggests a division of the subject into
taxation of business income and taxation of personal income. The principles
applying to these classifications are different. The method which with entire
propriety might be employed for one of them would not be permissible for the
other. It Is to be said, too, that income taxation in this country is as yet in
an embryonic state and there is, therefore, the greater reason that the grounil-
work of the system should be well considered now in order to avoid unfortunate
results in the future. Empiricism Is always risky and sometimes dangerous.
It is well, too, to stress the fact that the income tax is a highly efficient instru-
ment which can be used with equal facility to promote well-being or to rob
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mercilessly the class against which it may be directed. It is opportune, too, to
point out to the rich and powerful that the misuse of power by them to secure
favors would establish an extremely dangerous precedent which may be used
against them at some future time when perchance they no longer shall be so
potent in shaping the public policies of the Nation. Being most vulnerable on
account of having most to lose, it behooves them to do their utmost to insure
the legitimate and just use of this instrument of taxation. Clearly in their own
Interest, they should seek no. special favor for themselves nor willingly submit
to the adoption of any plan that conferred it upon others.

TAXATION OF BUSINESS INCOME.

Business, whether conducted under the Individual, partnership, or corporate
form. is a social Instrument. Society permits it in order to get the service it
renders. Conducted under private initiative it is a privilege, the conditions
of which it Is percullarly the duty of government to prescribe. The public
good is the standard by which the legislature should be guided in limiting its
operation or restricting its opportunities. The Government In taxing it uses it
as an Instrument to collect the tax from the public it serves. It is a modern
application of the Chinese and Roman customs of farming out the taxing func-
tion. A tax upon'business whatever form the imposition may take is an excise
tax on privilege. If it is made a tax on net earnings the theory assumes that
the net earnings of the business of the country is a unit, and from this sum of

* business profits a certain percentage is taken for public use. Not only is this an
assumed theory but it is a practical fact. Even Congress with all its power
by any device, however ingenious, can no more alter this result than its en-
actments could make 2 plus 2 equal 5. What it can do is to devise a plan
for apportionment of the tax between the different units of business equitably
or inequitably. In the past it has done it inequitably, and I' certain proposed
methods are adopted It will make the division of the burden still more in-
equitable.

It must be understood that business is not a taxpayer. It is a tax shifter.
Without a clear understanding of the principle of tax diffusion it is hardly
possible to arrive at a satisfactory conclusion on the subject. Business under
private Initiative is dependent upon profit for its growth, capacity for service,
and Its life. Without it It must cease to serve and die of inanition. Profit
being its lifeblood whatever lessens it becomes at once a matter of vital con-
cern. Business seeks to lessen expense, to keep taxes at the lowest rate, and
to increase earnings in every permissible way, and sometimes in ways that are
not justifiable either In law or morals.

That the power to tax is the power to destroy is perhaps more true of busi-
ness than other things. As soon as the tax Imposed becomes too hedvy to
shift with facility business like a tired beast begins to slacken its speed, and
if the burden it made sufficiently heavy it will stop altogether. Manifestly,
then, the wise, prudent, and just thing to do is to place upon business a tax
that will yield all the revenue possible without lowering its productive efficiency
and further to provide a plan so equitable that each separate business will
only be called upon to surrender for public use a just proportion of its earnings.

Having selected, as the Income tax does, the profit fund of the country as the
subject of taxation the capital invested furnishes no standard by which to
measure the amount of the tax, because there is in this case no fixed relation
between the different capitals and earnings. The earnings themselves furnish
an exact, definite, and just standard leaving neither justification nor excuse
for the adoption of any other. If we, hypothetically, grant that capital invested
should be used as the measure of tax obligation, common Justice would require
that the exact capital of each taxpayer should be ascertained. This would
necessitate Government audit of every business in the country beside which the
ascertaining of the physical values of the railroads would appear as a holiday
diversion. To accept less than such an audit would put a high premium upon
every stock-watering scheme that has been foisted in all the past upon a gullible
public. If anything approaching a fair and just system of taxation is to be
realized the use of capital invested or prewar earnings as a standard of tax
obligation can not be permitted. The fact that I would impress upon the com-
mittee is that neither the war-profits plan nor the excess-profits plan is anything
more than an excise tax on profits.
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The objection to both of them Is not that they tax profit but that their
standards are incorrect, producing an inequality of apportionment of the tax
between the respective taxpayers that is unsound, unfair, and unnecessary.
The war-profits plarr with a flat tax on so-called war profits aims to restrict
the tax to that part of the profit fund derived from business during the war
that may be in excess of profits obtained at some period anterior to the war,
while the excess-profit plan undertakes by exemption and graduation to take
so much of the profit fund as may not under the method be found to be a per-
missible profit. Both are similar in selecting only a part of the profit fund
rather than all of it for taxation. Both fall to grasp the broad principle that
justifies the taxation of business profits.

Profit is social tribute. It is the price that society pays for its deficiency
in organization. Whether the public reaches it through price regulation or
an excise tax, it is the attempt to minimize the exaction to the extent that
the public good may require. Upon this ground the restrictive action may go
even to the extent of destroying all profit and thereby destroying the business
if the public good is subserved. It may be fairly assumed that all business
permitted to operate, to the extent of such permission, is necessary to efficient
production and therefore that there is no legislative purpose, either by retarda-
tion or acceleration, to regulate commercial and industrial enterprise by dic-
criminittory taxation. If then the purpose is to use business as an Instrument
for the collection of revenue and It, in order not to interfere with economic op-
eration or lessen productive impetus, is to be disturbed as little as possible,
it is highly desirable that the tax should not be in excess of that which may be
shifted with facility to the consuming public. The importance of the point here
demands perfect frankness.

Whenever the tax is made sufficiently large to endanger that which the
manager of the business may believe to be a necessary return to take care of
the possible losses, the normal growth of the business, and asatisfactory return
on capital, business activity will begin to wane. If, too, the method of taxa-
tion is faulty giving some businesses advantage over others it degenerates into
legislative sabotage, throws a monkey wrench into the Nation's industrial
and commercial machinery, and insures the abnormal success of the favored
class with a corresponding destruction of those adversely affected by the dis-
crimination. *

Both the war-profits and the excess-profits plans are faulty in this respect,
as I shall demonstrate later on.

Both of the above plans profess to be hot on the trail of that elusive character
the " profiteer ," whose identity, so far, has not been definitely determined, ex-
cept that his name is Humnn Natune and he has something to sell. It does not
seem to alter the case whether the article for sale is a bag of peanuts, a day's
labor, the products of mines, the factory, or the farm.

WHAT IS PROFITEERING?

Before undertaking to use the power to tax for corretive and punitive pur-
poses it is proper to ascertain the true nature of the evils to be reached and
to inquire further whether the good results reasonably to be expected from the
proposed remedy will likely compensate for the undesirable effects that may
follow its application. Let us analyze present profits to see if they are alto-
gether what they seem: In the first place we must realize that money stand-
ard, whether of dollars, pounds, france, or marks, is not a measure of value.
It is only a means of expressing the ratio of values. It fluetntates as these
ratios change. Weight and measures are standards of actual value.

The pound of meat, the bushel of wheat, and the yard of cloth remain the
same, however much the values as expressed in money may change. These
values are the same now that they were before the war, hence to ascertain the
real change that has taken place or to ascertain the increase in the percentage
of profit one must not only compare the nominal profits of the antewar period
with those of the present. but must translate both of them into actual values
as expressed by weight or measure, and the difference between the two profits
of these periods so expressed will be the increase or decrease of the respective
periods.

To illustrate: If the profit-and-loss account for 1913 shows a credit of
$100,000, while that of 1918 shows $200,000, the difference expressed in dollars
would be an increase for 1918 of $100,000, or 100 per cent, which would make
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the business fairly eligible to the conscienceless profiteer class. We find that
the following articles have advanced since 1913 approximately as follows:

Per cent. Per cent.
Steel ---------------------- 140 Spring steel ------------------- 220
Lumber ------------------ 100 Cotton goods ----------------- 200.
Oils ---------------------- 100 Common labor ----------------- 100
Bolts and rivets ---------------- 275 Corn------------------------ 150
Malleables -------------------- 113 Wheat ----------------------- 100
Steel axles ------------------ 210

Groceries; meat, etc., the Lord only knows how much. If the average is
taken, it will be found that the larger nominal profit of 1918 will not purchase
as much of these real things as the smaller profit of 1913. Hence, the business
profits increased in nominal value but decreased in real value. In other
words, the purchasing power of money has been reduced more than half since
1913. This change of standard under which prewar debts, salaries, and fixed
incomes shrink while most other things soar ushers the world into a fool's para-
dise in which It disports itself In a way that would do credit to Bedlam.

While there are many elements entering into the proposition, the main
reasons for the decline in the purchasing power of money will be found to be
the enormous destruction of property, the tremendous inflation of currency,
and the unprecedented use of Government credit in practically all countries.
So long as the war lasts there seems to be no reason to expect any im-
provement in this respect, and while it continues a constant readjustment
of nominal values will be necessary, and neither Government regulation nor
price fixing without dangerous interference with production can stop the
upward trend of prices. This change of nominal values is the effort to preserve
the parity of values and it affects everything which human desire has called
Into existence.

Business in addition to the profit necessary to insure growth and furnish
Incentive must have an Insurance fund sufficient to protect it against probable
and even possible losses. This charge is increased as 'the risk increases except
that the tendency is to increase it even more rapidly than the risk, 4ence
hazardous business carries a larger percentage of profit than that subject to
less fluctuation.

Now, when we consider that nominal profits are based upon large inventories
of goods at Inordinately high prices subject to large diminution of nominal
value when the inevitable reaction takes place and further that these losses
can not be transferred to consumers in a falling market, who can say until
the full cycle of inflation and deflation has been completed which business has
profiteered and which has not?

No claim is made that people are not profiteering so far as they can. If
accomplishment of the purpose is to be the deciding factor in the ascertainment
of guilt, the case can not be decided until th record is made up, while if the
purpose to get all one can is to be the test, it is to be feared there will at no
time be a sufficient number of innocents abroad to apprehend the guilty.

I hold no brief for the profiteer. He who would purposely take advantage of
the necessitous conditions incident to the war to'oppress others or to weaken
the hands of the Government no doubt deserves all the obloquy which his mis-
deeds will bring him. Neither am I an advocate of the doctrine of laissez
fare In this matter. Society, by the, most effective method available, should
protect itself against such antisocial practices. I do not oppose the use of the
taxing power for corrective or even punitive purposes. The income-tax prin-
ciple rests upon the theory that this power shall be so used.

As already explained, business is a social instrument, and even if the Income-
tax method is used in imposing a tax, the tax itself is essentially an excise
tax on privilege. Corrective or punitive taxation should not be Imposed upon
business, because It is not the most effective way to reach the desired end and
because it will likely produce economic effects more detrimental to society than
the evils it is intended to cure.

The still stronger reason that taxation of business should not be the instru-
ment employed to correct profiteering is that there is a simpler remedy, which
will effectually reach the real ultimate profiteer without seriously interfering
with productive efficiency and will at the same time strongly incite to greater
economy in unessential expenditure, thus conserving the economic forces of the
Nation.

Instead of belaboring and crippling the machinery of production, as a dis-
criminatory tax on business would do, the more effective plan would be to reach
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out and take hold of the real culprit, the owner of the machine-the individual
who Is the beneficiary of whatever undue exactions business may have made
upon the public. Leave the business machine well supplied with all the support
necessary to its highest efficiency and let it have an unimpaired and constant
incentive to work, but when the excess of its earnings has been passed to the
individual owner, the taxing power can lay its hand upon it and take by a
method of graduated taxes so much as the need for revenue and the public
welfare may require. The difference in the effects of the two policies will be
the difference between national prosperity and national disaster.

THE PROPOSED PLANS.

The setting aside of the profits of any period anterior to the war on the
theory that they represent the normal earnings of the business in existence at
that time can not be justified. It assumes that there existed at the particular
time selected a fixed ratio of earnings, an established relation between the
different businesses that was just and equitable and should therefore be pre-
served. Upon this premise rests the justification of the plan that having once
assured to the different businesses their Just share as ascertained by the prewar
standard, the Government can in fairness call upon all to surrender as taxes
80 per cent of all earnings in excess of the prewar amounts. Superficially the
proposition may appear plausible and fair. The premise that there is or ever
was a fixed and invariable ratio of earnings between the various businesses of
the country is entirely at variance with the facts of the case not only at the
prewar period selected but at all other times. No such static condition in the
relation of earnings has ever existed, and in the very nature of business never
can exist. Business activity, efficiency of operation, and resultant earnings
are constant only in their inconstancy. Like the waters of the sea, they are
constantly rising and falling. If the simplest form-two businesses engaged in
identical effort-is taken as an example, it will be found that their earnings
bear no fixed relation td each other. The profitable business of this year, by
a mere change of the personnel of the management or alteration of some other
of the many possible circumstances, may become the unpro fitable business of
next year, or the losing business of this year, by some change of method or
fortunate circumstance, may become the highly profitable business of next year.
The assumption that there is at any time a fixed relation between businesses
as regards their separate earnings 'ignores entirely the varied ebb and flow of
general business, as well as the continual readjustments that affect materially
the earnings of the separate units. Arbitrary interference in the operation of
economic law is at all times risky, and unless very carefully and wisely done
will usually result in serious harm. It is, indeed, going a long way and un-
duly tempting Providence to say that a fixed, arbitrary standard of relative
earnings for the thousands of different businesses of the country shall be es-
tablished. It is evident that the business caught in the low tide at the time of

*fixing its status must remain henceforth under a terrible handicap, while that
which may be in its high tide will have vouchsafed to it an advantage that will
be destructive to its less fortunate competitors.

The establishment of this false, economic status under the operation of a
revenue law calling for an exemption of an amount equal to the established
prewar profit and imposing an 80 per cent tax on the amount in excess of it
necessarily establishes a differential in favor of well-established and highly
profitable businesses as against those which were less developed and less profit-
able during the prewar period. In effect, the effect of this plan would be to
tax the strong and fortunate less and the weak and unfortunate more. The
constant effect of the plan would be to eliminate the weaker and less fortunate
units of business and to make more secure the position of the stronger. We
have heard of the insidious secret rebates in freight and all are familiar with
the destructive effect of the same on those against whom the practice was
directed. I do not hesitate to say that the effect of the operation of this pro-
posed revenue plan would make the work of the inventor of secret freight
rebates look like the crude efforts of a novice. Once put the plan into opera-
tion and assure its continuation and the weaker elements of commerce and
industry might as well place above their doors the inscription that Dante found
above the portals of the Inferno. The point is that it does not so much matter
with these fortunate, large prewar earning factors whether the plan makes
them pay more or less taxes than some other plan. The thing that must appeal
most to them' is that the operation of the plan gives them an economic advan-
tage over their competitors that in the end will enable them to destroy them.
If the case was permitted to rest here It might be answered that It was a matter
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of opinion, and that others of even superior Judgment as firmly asserted that
such effects would not follow. Fortunately, the case is not dependent upon
mere opinion, but is susceptible of exact mathematical demonstration.

Per cent.
A's prewar earning --------------------------------------------- 20
A's present earning --------------------------------------------- 0
Less 80 per cent of excess ----------------------------------------- 8
Leaving net earning of ------------------------------------------- 22
Percentage of net taken for taxes ---------------------------------- 261

Remaining to A, 73j per cent of earnings.
B's prewar earning --------------------------------------------- 10
B's present earning --------------------------------------------- 20
Less 80 per cent of excess ----------------------------------------- 8
Leaving net earning of------------------------------------------12
Percentage earning for taxes-------------------------------------40

Remaining to B, 60 per cent of earnings.
Differential in favor of A, 13 per cent.
Again :

C's prewar earnings -------------------------------------------- 100
C's present earnings -------------------------------------------- 200
80 per cent tax on excess ----------------------------------------- 80
Leaving net earning--------------------------------------------12
Percentage of total earnings left ---------------------------------- 60
D's prewar earnings -------------------------------------------- 50
D's present earnings -------------------------------------------- 200
Less 80 per cent on excess --------------------------------------- 120

Leaving 80 per cent of earnings.
Percentage total earnings left, 40 per cent.
Hence C retains 20 per cent more of his total present earnings than D, illus-

trating that the 80 per cent %N ar profit plan in reality is a progressive scale of
taxation so graduated as to put the highest rate on the lowest prewar earning
capacity and a decreasing rate as the prewar earning increases. Expressed
differently, the more one earned in the prewar period the smaller per cent of
present earnings he is required to pay as tax, while the less he earned in the
prewar period the more of the present earnings he is required to surrender;
from which It becomes plain that if a business, struggling under sharp compete,
tion, inefficient management, or serving the public humanely at the lowest
reasonable profit made a meager profit In the prewar period, it would now
be destructively handicapped as against a greedy management that exercised
quasimonopolistic powers to maintain profits at a high level during the prewar
period. It is said that God tempers the wind to the shorn lamb, but if this
plan of taxation is adopted It will remain for the American Congress to temper
it to the wolf.

What has so far been said may be thought to be matter of opinion, but fortu-
nately we have an official expression embodying figures taken from Government
records. The Secretary of the Treasury filed a memorandum with the Ways
and Means Committee of the House illustrating the practical operation of the
present law, the war-tax plan, and the excess-profits plan, from which I have
made up the following table showing in approximate percentages the operation
in the cases cited:

Name.

BOo ...............
DCo ...................
D Co................
F CO ...................

Co ..................
HOo ..................
N Co................

LOCo..............N Co ...................0 Co ...................
Q 0 . ... .. ° .. . ...

X CO ..................

Total ............

Net
income.

$34,459, 103
24,123, 38
15,978,478
37,366,210
10,040,678
3,39 967
5 134,830

1 0,530 197
705,057
7,542,741
9,496274
6251,755
7,992,433

186,358,561

1917 excess
tax.

$5,780,580
6,257, R08

715, 924
5,276,610
1,322, 472

244 742
799,152

2,604,511
1, 611,3f65

607,993
645,860
896,465

1,084,185

27,847,687

War-tax
plan.

116, 523, 994
13,680,536

175,118
14,767,436
3,655,455
234,195

2, 182,692
7, 497,930
3,191,531
1, 604, 100
1,129, 504
2, 356,490
2, 993,137

69,942,118

Excem-
profitsplan.

$7,568,174
9,028,602

65,9695, r38 088
1,371,095

88,123
884,389

3,833, 05
2,430,409

759,761
760,291

1,139,048
1,123,329

34,090, 803

Capital
Invested.

1138, 011, 107
70 826, 677
157,845, 797
189, 03, 155
54,69,519
31, M2,232
24,034,647
77 ,r92,479

5; M982,015
9, ,$99, 70528, 374,7Q8

42, 480,120
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Before discussing this table it may be proper to recall that the war-profits
and excess-profits plans differ principally: First, in the method of ascertaining
the exemption. Waiving the arbitrary exemption of $3,000, the first bases it on
prewar earnings, or 10 per cent on capital invested. The latter gives exemption
of 8 per cent on capital invested.

Second, the first imposes a flat tax of 80 per cent on the taxable part of the
Income, while the latter imposes a graduated tax of 35 per cent on the taxable
Income not in excess of 15 per cent of the capital Invested, 50 per cent on the
taxable Income not In excess of 20 per cent of such capital, and 70 per cent of
such taxable income as may be in excess of 20 per cent of the capital invested.
The war-profits plan in so far as the prewar earning standard of exemption
may apply, discriminates in favor of all businesses having a large prewar earn-
ing capacity to the extent that such earnings exceeded 10 per cent on the capital
invested. The excess-profits plan (and the war-profits plan, also, when the per-
centage of capital invested method is used) discriminates in favor of the most
inflated capitalizations. The prewar-earning method rewards the business that
has been most merciless in its exactions upon the public in the past, while the
capital-invested method extends its highest favors to the business which has
most flagrantly falsified its capital. Under both plans he who has fraudently
capitalized on a basis of 4 of water to 1 of capital and exercised monopolistic
power to compel the public to pay exhorbitant prices that yielded 8 per cent on
this false capitalization would escape taxation.

To illustrate:
Actual capital --------...----------------------------- $20, 000
"Water" --------------------------------------------------- 80,000

Supposed capital --------------------------------------- 100,000
Prewar earnings ---------------------------------------------- I, 000
Present earnigs ---------------------------------------------- 8, 000
Exemption, war-profits plan ------------------------------------ 10, 000
Exemption, excess-profits plan ----------------------------------- 8,000

No taxable income.
Actual capital ---------------------------------------- 20,000

Earnings $8,000, or 40 per cent.
If honestly capitalized, this operation would still escape under the war-

profits plan, but under the excess-profits plan would pay as follows:
Net earnings ----------------------------------------------- $8,000
Less $3,000 and 8 per cent on capitaL, $1,600 equals ------------------- 4. 600

Subject to tax ------------------------------------------- 3,400
Tax, 70 per centum -------------------------------------------- 2,380

1,020
Plus exemption ----------------------------------------------- 4,600

Net left business ----------------------------------------- 5,620
Equaling flat tax of 30 per cent on net income.
This demonstrates clearly that in the contemplation of these two plans the

real hardened, wicked profiteer is only he who did not mercilessly fleece the
public during the prewar period or he who failed to foist successfully upon an
overtrustful public a financial organization false in essence and dishonest in
Intent. The temptation to characterize such methods of taxation is strong, but
respect for this presence anl the limitations of parliamentary language make it
inadvisable.

Reverting to the table, it will be observed that neither in the present law, the
war-profits plan, nor In the excess-profits plan is there anything approximating
uniformity of results. In the cases cited the percentage of net income taken by
the present law ranges from 4 per cent to 25 per cent; under the war-profits
plan, from 1 per cent to 56 per cent; and under the exceus-profits plan, from
four-tenths of 1 per cent to 87 per cent. Upon what principle can we justify
permitting one company to retain 99 per cent of its net income, while .another is
left only 46 per cent? By no stretch of the imagination can a plan that gives
such results be called a tax system. It is a practice of arbitrary exaction that
would do credit to the old barons of the past.

While the results shown In these cases are bad enough, I am satisfied that the
worst is not known and that a more complete examination and analysis of
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income returns would demonstrate even more conclusively the inequality, Imper-
fection, and utter lack of proper standard in both plans. It will be noted that
the table shows that the average tax under the present law on the income cited
was only 15 per cent of the net income, while under the war-tax plan, with its
rates varying from 1 per cent to 56 per cent, the amount named can be secured
by a uniform rate of 32 per cent. The excess-profits plan, with its rates rang-
ing from four-tenths of 1 per cent to 37 per cent, can get the amount asked by
imposing a uniform rate of 18 per cent.

Why, then, should Congress resort to methods that are demonstrably Incor-
rect, when the straight, simple way of equality and justice lies in plain view?

Is there any hidden virtue in complexity and indirection that they should be
chosen when a better way is at hand?

Is conferring special benefits upon some by imposing hardships upon others
commendable statesmanship or even good morals?

The proposed plan, involving the ascertainment of the capital invested, should
be discarded' not only because it is an incorrect standard and that it is practi-
cally impossible to ascertain the facts but likewise because it increases tremen-
dously the difficulties of administration. The present bill provides for the
creation of a board to assist the department Interpret the law. Recently the
commissioner requested an extra appropriation of $25,000,000 to increase his
auditing force and at the same time expressed the opinion that it would take
the auditors he now has two years to complete the work of auditing the 1917
returns. Much of this work results from unwise and unnecessary provisions in
the revenue act. Simplification is the remedy. The creation of the proposed
board would be an admission by Congress of lack of simplicity and clarity in
the law. The most satisfactory tax law is that which deals uniformly and
fairly with all taxpayers and is so clear in its intent that little is Ift to con-
struction and interpretation. In this, as in other laws, the judge's discretion
is the beginning of injustice and maladministration. If the rigors of the law
are to be softened by quasi judicial action, the strongest will get the most
favors, and this will be true regardless of good or bad intentions. The necessity
for the complexity of the law and its consequent difficulties of administration
does not appear. I am not prepared to admit that the hands of our statesmen
have lost their cunning or that faith in the efficacy of simple, democratic prin-
ciple is on the wane. When we dismiss extraneous purposes and become willing
to direct our effort to the sole purpose of providing a fair and efficient tax law
we can discern more clearly the principles involved and greatly simplify the
method of administration.

ECONOMIC ASPECTS.

The welfare of a nation largely depends upon efficient production and just
distribution of wealth. While the former is vital to the life of the nation In
war, It is of paramount importance even in times of peace. No apparent gain
of present revenue would justify the enactment of any provision of law that
would have the effect of diminishing production. Neither would a law having
this effect be advisable, even from a temporary point of view, because it
would at once begin to reduce the volume of things out of which revenue
must come. It should be realized that taxation by any method must confis-
cate the things now In existence. The Government has but two alternatives,
either to get revenue out of the current production or to get it out of the
reserve created at a former time. So long as the exaction is taken from cur-
rent production at a rate that leaves sufficient Incentive to the worker to
continue production, it need not necessarily lessen the national wealth, but if
it Is sufficiently large to absorb the present production and infringe upon
former production the Nation has commenced its march to bankruptcy. While
this is true in a general sense, it Is equally true In special relation, and, there-
fore, If a tax method is unequal In its application, and those discriminated
against are placed in a position of having an undue proportion of their wealth
taken, this class will decline in productive efficiency In the proportion that
the exaction is improper. Who will say that A, being allowed to retain only
44 per cent of his current production, has the same Incentive to produce as B,
who is permitted to retain 99 per cent? In the last analysis, the Income tax
as applied to business is the confiscation by the Government of a given part
of the production remaining of that which was produced in the tax year, and
every consideration of justice and the effect of economic law demand that the
confiscation shall take place by a definite, uniform rule that compels each to
contribute his share. The tax should be definite. Business will adjust itself
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to any reasonable conditions when once they are known, but if the highest
efficiency is to be maintained these conditions must be clearly manifest. Noth-
ing is more detrimental to business efficiency than uncertainty. Once start
business to watching the clouds and the wheels of progress begin to slow
down at once. The strongest incentives to production are hope of reward, a
desire to serve, desire to make a success of one's efforts, etc. As applied to
business under private initiative, all these are concentered in profit, because
upon the ability to get it hangs the possibility of all the rest.

Under the war-profits plan, when profits shall have reached the amount of
the exemption, the operator can only hope to receive one-fifth of the additional
gains. If an additional volume of $100,000 is done on a margin of 15 per cent,
the business will retain, after paying the tax, the sum of $3,000, or 3 per cent
on volume. Who believes that a business man of average judgment would
undertake a contract promising a maximum possible profit of $3,000 and run
the risk of losing perhaps five times the amount?

In these times of highly Inflated prices, the chances are largely in favor of
the latter supposition. The effect reasonably to be expected of such a plan is
a general slowing down of business activity, and when the additional fact that
the exemption feature of the plan establishes an arbitrary, false economic
standard of business is considered it becomes evident that the effects of such
a tax will be disastrous. It should be borne in mind, too, that an 80 per cent
tax is too large to be shifted with facility, and therefore the only safe thing
for a business to do would be to make the amount exempted and then curtail
business all possible in order-to avoid taking risks which the probable return
would not justify. It may be that some board sitting like guardian angels in
Washington assisting the Treasury Department may extend the saving hand
to some drowning business of sufficient magnitude to arrest its attention and
enlist its sympathy, but the great body of injured taxpayers suffering under
this incongruous measure will not likely locate the source of their trouble
until after their economic efficiency has been Impaired and bankruptcy has
given the coup de grftce. There is nothing better established than that rapidly
declining returns superinduce caution, limit business, and lead to stagnation.
The war-profits plan, except in so far as its exceptional favors to filse
capitalization may help such businesses, will likewise have a disastrous effect
upon the Nation's business. The operator's return in excess of the exemption
by short steps falling from 65 per cent to 50 per cent and then to 30 per cent
of the excess net earnings will surely not incite business activity, but, on the
contrary, will have exactly the opposite effect.

If on the other hand, identically the same amount of tax was to be collected
and a uniform rate of taxation were adopted, it could be done without s1,rious
economic effect. In the first place, the rate would be uniform and need not be
other than reasonable. Based on nine billion income. it would be one-third of
the' income. A proportion which business could hear without serious result.
This method would not superinduce any relative changes in the economic status
of the different business units of the country, but would place them all under
the same relative obligation, leaving them otherwise free to maintain or better
their relative positions 'as industry, good Judgment, and fortunate circum-
stances permitted. I repeat that the exemption, whether based upon prewar
profits or percentage of capital, under both plans not only assumes a fixed
status of earnings for all businesses but actually establihes this st-itus. All
earning In excess of these fixed amounts are treated punitively. Both plans
undertake to crystallize all business units and definitely fix their relative earning
powers. The effort to establish a fixed status of business earnings by law will
be about as effective as were the commands of King Canute calling upon the
tides of the ocean to recede. We would do well to learn the lesson that lie
lntepded his apparently foolish act to teach.
The effects of such a policy would likely induce the decline and disintegra-

tion of those businesses which, at the time of fixing the status, were In unfavor-
able positions as to earnings or capitalizations. It matters little to a particular
business what the definite tax rate may be if it is only given time to adjust
itself to it, provided It is given a slight differential over its competitors. The
natural trend of all business is toward monopoly and the more discriminatory
the laws the more rapid the progress toward the goal. It may be well to remind
those, if there are any, who would hurry the economic evolution that the law
of compensation has neither been repealed nor is it repealable, and that the
admonition, "that which thou sowest, the same shalt thou reap," is as true in
economics as it is in morals.
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The forces of evolution, as never before, are driving the world forward from
the competitive to the cooperative basis. It will tax to the utmost the powers
of all to make the necessary readjustments. The economic changes are pro-
ceeding at tremendous speed.
Why should any reasonable man desire to Increase it still more?
Under these circumstances, Is it advisable or prudent to launch out into

untried economic and sociological experiments, especially when they are appar-
ently unwise and plainly unnecessary?

As a remedy for profiteering, both plans are without merit. As tax measures,
they accomplish the purpose in an illogical, unjust way. and view from the
point of economic effect they are positively a public menace.

THE REMEDY.

Destructive criticism is one thing; constructive suggestion is quite another.
I would not feel that I was fully justified in indulging in the one if I could
not offer the other:

The business income of the country is a definite, determinable thing. This
unit is composed of the earnings of all the different businesses of the Nation.
The proportion of the whole that the law takes for public purpose is the exact
proportion that each business of the country should contribute of its earnings.
If, as has been estimated, the net income of the business of the country for
1918 is $9,000,000,000 and the Government desires to secure $3,000,000,000 of rev-
enue from this source, It is manifest that a flat tax of 33J per cent would yield
the desired sum. I suggest, however, out of abundant caution to insure the full
amount of revenue and a further desire to assist, as far as it can safely be
done, the sale of Liberty bonds that a normal tax of 10 per cent and an excess
tax of 30 per cent be Imposed upon all business income, which would, equal a
fiat tax of 37 per cent. This would yield, assuming a $9,000,000,000 income,
$3,330,000,000 of revenue.

This provides for no exemption on business income and assumes that all
business income whether derived from individual, partnership, or corporate
operation will be uniformly treated. There should be no exemption, except
perhaps a small arbitrary exemption given for the purpose of eliminating the
inconsequential incomes. It is manifest that the exemption of a percentage
of the earnings would be of no use to any taxpayer, siflce it would only result,
if the same amount of tax was to be secured, in uniformly raising the rate.
The uniform treatment of all business income is suggested, as pitfalls under
the same principles, and there appears to be no'sound reason for the separation
of individual and partnership business income from corporation business
income, as is proposed in the House bill.

The method here suggested is simple, direct, and determined. The taxpayer
knows the 1st of January what he may expect. It leaves him to work under a
uniform, continuous incentive. He must surrender 37 per cent of his earnings,
and he retains 63 per cent. He is under the same incentive to work In Decem-
ber that he was in January, and therefore the tax so levied if the rate Is
reasonable will act as a constant spur to increased production rather than a'
deterrent, since the operator will realize that he can hope to make up for
his loss in taxes only by more economical operation and Increased volume of
production. The plan is fair and just to all. It neither seeks to punish nor
reward anyone. It Is scientific, conforming to a definite rule, and therefore
will not have to be changed each morning to meet the demands of passing
whims. It will serve for all time with only such change of rate as the changing
circumstance of the public need for revenue may make advisable. It will
serve notice upon both plutocrat and sans-culotte that no favors are to be
expected.

It will greatly simplify administration. It will have nothing to do with
capital invested nor with prewar earnings. It will only be necessary to ascer-
tain the current income to arrive easily at the tax. I have earnestly endeavored
to show that the use of prewar earnings and the capital invested was only a
standard by which to measure the amount of the taxpayer's obligation; that is
to say, to arrive at the part of the present income that he must surrender to
the Government. The simpler plan here suggested avoids all this complexity
and goes straight to the Income itself-an exact determined thing, and makes
its relation to other Incomes, likewise definitely determined, the standard of
obligation. This method Is scientific and mathematically exact and leaves no
ground for the charge of unjust discrimlhation.
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PESOIYAL INCOME.

The income-tax principle applies peculiarly to individual income. In theory
it Is a process of equalization. It finds its reason in the assumption that some
have gathered where they have not sown to the deprivation of some and to
the detriment of the social whole. As a mere method of taxation it is faulty
in that it does not make a demand upon each to contribute according to his
ability to pay, but leaves untouched both the property of him who is too
shiftless to increase his talents and that of them whose circumstances make
this increase impossible.

All personal Income may be divided into two classes-earned and unearned
or service income and investment income. The first does not come under the
income-tax principle in its equalizing aspect so long as the income is com-
mensurate with the personal service. Personal service is here intended to
mean the actual work of the individual whether this service be with brain
or brawn, or both.

The Senator receiving the pittance of $7,500 per vear for his nrdnols and
oftentimes unappreciated labors, and the coal h iroij or oil king pending his
time in diversion while drawing millionti oil account of the ownership of the
economic machine, furnish brilliant exnnphI. , the two clnses of personal
income taxpayers. It is manifest that these two laser . do not occupy
analogous positions. The individual ba' it right to the product of his labor,
and In justice can only be called upon to pay thO part that he owes as a
member of society to support the Government which was instituted for social
benefit. The tax, if correctly adjusted, ii a debt which lie ctin be ,. Ied upon
to pay without any invasi-an of his individual right to possess what he pro-
duces. It follows that a tax upon service income should be nmde to coform
as closely as possible to an equitable appirtionmont among the taxpayers of
the amount necessary to meet the public needs. Thi principle would require
a uniform rate on service income. Viewed In lis practical aspects. it would
seem that in a scale of graduated taxes on perti nal income, service incolne
should be placed in the lowest rackett.

Unearned or Investment income comes fully under the income-tax principle
in its equalization feature. The individual investor, unlike the Individual
worker, has no prescriptive right to any return on his investment. Tigi return
is the product of privilege, and society through Its government has tile right
and the power to restrict or limit it to any extent. Whether this return is
left large or small or Is entirely eliminated is purely a matter of public policy.
The economic effect of both graduation and restriction of this income is quite
different from that following the same treetxient of busines- income. In the
latter case it has a direct effect on production, whereas in th fwner it would
not affect production at all, but on the courrary would nave a salutary ln-
fluence In curtailing nonessential expense. 'he greatly reduced -eturn from
Investment will usually cause the investor to retrench.

The most pronounced economic effect would be the diminution of the invest-
ment fund in Individual hands. Whether, us Mr. Carnegie wfts reported to
have said, that it is better to have the i.ost of the Inveitlunit funds owned
by a few, or, as some contend, that the country is I'est off tlt Ns its smrplus
wealth most widely scattered is a question which it ir; not necessary to dis-
cuss at this time. It is apparent that the G.verm'ntzn at the present time
needs the surplus funds of the country more than anyone else, and the great
extension of enterprise under its Initiative lavos little rooml for that of the
Individual. The taking of the surplus ncointe from the Indi~idual by the
Government simply diverts it into another channel. In so far as this fund woulil
have been invested in Government bonds the innefliate (-conome effect of
taking it for taxes will be nil.

I have never attached much importance to the popular cry of "Catch the
profiteer," realizing that but few understand the real qbestious involved. As
an economic proposition, all business profit stand- oil rhe same footing. The
difference is one of degree and not of kind. It, whether large or small, is a
social tribute that privilege exacts for doing for the public that which it has
not as yet developed communal sense enough to eto ror itself. The effect of
taking profit from the public depends greatly upon the use that is made of it.
Productive use of it Is in a large way beneficial, while its dissipation In non-
essential expense is a public loss.

We have now pursued the analysis far enough to poi t with certainty to
the receiver of Investment income as the "mnan higher up," the last And ulti-
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mate profiteer, for whatever has been or still may be (lone of profiteering
is for his exclusive benefit. Having at last tracked him to his stronghold ane
identified him beyond the hope of escape, we turn him over to that avenging
Nemesis, the Congress, with an earnest pra~ei that God may have axercy ot
his soul.

Aside from sociological reasons for limiting investment income to prevent the
acquisition of the industrial and commercial mechanism of the country by the
few, thus establishing a regime of private monopoly, sufficient reason exists in
the public need for funds to justify a heavy graduated tax on investment in-
come. It can not be said that any investor receiving after taxes are paid an
annual income sufficient to provide for reasonable personal needs had been
compelled to suffer very great personal privation. If the Government needs
the money, there does not appear to be any valid reason why all receiving
large investment incomes should not be compelled to surrender whatever may
be in excess of their reasonable personal requirements. Their sacrifice is cer-
tainly not comparable to that of our boys who have left home, friends, and busi-
ness to risk their lives upon foreign soil to sustain principles in which every
American worthy of the name Is vitally interested.

SUGGESTED CHANGES IN THE REVENUE BILL.

Section 230 (A). " In the case of a domestic corporation 18 per cent upon the
amount of the net income in excess of the credits provided in section 236: Pro-
vided, That upon so much of this amount as does not exceed the amounts dis-
tributed to shareholders (luring the taxable year the rate shall be 12 per cent,"
etc.

It is apparent that the language here employed does not convey the true
intent of the framers of the law. It is evidently the purpose of the proviso to
allow a rate of 12 per cent on all income distributed to stockholders, but the
language used restricts the 12 per cent rate to such amount as may have
been distributed during the taxable year, or, In other words, the distribution
must take place on or before the 31st of December of the taxable year; that
is to say, th:t corporations reporting as of December 31 for the taxable year
of 1918 could not avail themselves of the 12 per cent rate on the amount of
dividends paid in January, 1919. I suggest the following change: "Provided,
That upon so much of this amount as does not exceed the amounts distributed
of the income of the taxable year to shareholders prior to making the return
for the taxable year the rate shall be 12 per cent," etc. This allows corpora-
tions a rea oable time after making up their annual statements to arrange
for dividend distribution.

There Is serious objection on economic grounds to the policy of putting a
premium of 6 per cent upon the distribution of earnings. Even the most super-
fieial thinkers wvill admit that the public good will be subserved by keeping
the industrial, financial, and commercial machinery of the country in a state
of high efficiency so thnt it may continue to function normally. Whatever may
be the idea entertained of the Initiative under which the operations should
take place. all reasonable men will agree that the bull in the china shop
method can only produce, public disaster. It is generally recognized that busi-
ness safety is best insured by carrying proper reserves and this policy becomes
increasingly important as the element of risk increases. With prices and credit
extended far beyomld th. danger point, with certain reaction before us. the
extent of' which none can foretell, there Is every reason for the conservation
of business resources to enable it safely to *eather the coming storm. Com-
mon sense and a proper regard for future welfare call to us in no uncertain
tone; to prepare against the dangers of the reconstruction and readjustment
thit will surely follow the cessation of this war. Under such conditions, it
wouhl seem ,to be the height of unwisdom for Congress to put a premium upon
digging under the foundations of the pillars of safety. If it is thought advis-
able to Induce the distribution of earnings it should in all events be limited
to amounts not in excess of one-fourth or one-half of them.

Section 214 (11). It is not entirely clear that corporations are allowed these
deductions. This provision appears to be defective in that it is too broad in
some respects and too restrictive in others. It is doubtful if the deduction of
gifts to all such corporations should be allowed as they may operate on their
income while the gift would go to Increase endowment. This fact, coupled
with the possibility that the foundation or Institution, although doing scientific
and charitable work, might, In effect, be the property of private parties or re-
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vertible to them, suggests that it might prove a ready instrument for defraud-
ing the Government out of income tax. It should be made clear that both in-
dividuals and corporations may deduct gifts to recognized war funds, such as
the Red Cross. Y. M. C. A., etc., since such donations are plainly for a govern-
mental purpose.

Not having seen the full text of the bill, the discussion of these provisions
does not commit nie to the approval of others.

t(TMM ARY.

No question of raising requisite revenue is involved since either of the
methods will accomplish this purpose.

Business is a social Instrument necessary to the normal and efficient prog-
ress of society. Under private initiative it is a privilege to be registered as
public policy may determine. Business taxation is an excise tax and should
be so imposed as to interfere as little as possible with efficient operation and
mhximum production. It should be uniform to the end that each unit of busi-
ness will be compelled to bear its relative share of the public burden. It should
not exceed the amount that business can shift to the consuming public.

The objections to the war-profits and excess-profits plans are that their
standards of measurement of tax obligation tire unfair, unjust, and unneces-
sary. That they set up an arbitrary economic status of business earnings
entirely out of accord with the facts, and that the result of such enforced
status will operate as a powerful instrument of dilcrimination and destruction
against the weaker elements of commerce md industry; that the effect will
be to foster and encourage private monbpoly and become a propelling force of
tremendous power to hurry unduly and danigerously the economic evolution
that Is already moving with great rapidity. There Is no necessity for such
dangerous and doubtful economic and sociological experiments as these tax
methods Involve because there is a simpler, more just way that will apportion
the tax equitably among the taxpayers and at the same time have a minimized
effect upon production. This plan greatly simplifies administration and makes
unnecessary any reference either to past profits or capital invested. This
method consists In making net earnings the measure of tax liability and
Imposes a uniform tax upon them, thus insuring a reasonable tax rate that
all can bear without destructive effects.

If profiteering is done, business is only the Instrument. while the individual
owners of it are the real beneficiaries, and that Congress has full power by a
graduate tax on personal income to reach each of them and appropriate what-
ever of their Incomes that public policy and the public need for funds may
make advisable.

The effect of heavy taxation of large personal incomes will not affect pro-
duction unfavorably but will superinduce greater economy in unnecessary per-
sonal expenditure.

THE GENERAL SITUATION.

The world has reached the end of an epoch. A new one Is now being born.
Man had no power to prevent the one nor has he ability to cause the other. He
Is forced along in the current of happenings that is now rushing onward toward
that far off divine end, the true nature of which human imagination can not
fully grasp. With all its untoward events, this age is one in which it is a
great privilege to live, and especially is this true of us Americans. The final
struggle between autocracy and democracy Is taking place to decide as It must
whether power concentrated in the few or diffused among the many shall be
the method of human cooperation, whether men hall be brothers or the greater
part of them be slaves. If democracy proves the stronger in the contest, of
which I have no doubt, its principles will become all pervading and permeate
the political, Industrial, and social world. The changes that thik will make
necessary will be fundamental and revolutionary. The United States will
have the opportunity to become the moral leader of tho world If only we
develop the character and capacity necessary to this exalted position. To do
this, opportunism and selfish purpose must be thrown aside. and our acts, our
conception, and our ideals must be brought into conformity with those fixed
principles of equality, uniformity, and fraternity that form the bedrock founda-
tdons of democracy. To you, gentlemen, members of the highest legislative
body in the world, comes with peculiar force the call to take the lead amd
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shape our destinies and those of the world; not that you, however able or
powerful, can thwart the final purpose, but you may direct progress along
pleasant paths rather- than have remorseless evolution force us again to
undergo the tortures of that hell through which selfish and short-sighted man-
kind is now groping its way toward the light.

(The chairman here submitted a statement from the National Tax
Association, which is here printed in full, as follows:)

PRELIMINARY REPORT OF THE COMMITTEE ON FEDERAL TAXATION OF THE NATIONAL
TAX ASSOCIATION.

The undersigned committee, appointed by the executive committee of the
National Tax Association, conceiving it to be of immediate importance to secure
the views of the members of the association and such others as might be led
to join in the movement, on the principal questions involved in the preparation
of the pending Federal revenue bill, prepared and distributed a questionnaire in-
viting responses. While the conduct of this inquiry has developed many inter-
esting and valuable suggestions, it is evident that many members have found
themselves engrossed in war activities and otherwise so busily engaged that
they have been unable to give the time and attention to the matter as speedily
as It was hoped would be the case. The canvass will therefore be continued
up to the time of the final report which will be made to the St. Louis conference
to be held November 12.

In view, however, of the considerable number of carefully prepared responses
coming from all portions of the country comprising the views of members
thoroughly posted on the subject, and especially in view of the immediate ac-
tivities of the congressional committees in considering pending legislation, it has
seemed desirable to Issue this preliminary report giving the results of the can-
vass up to this time.

In presenting this report the committee considers it important to make it as
brief and concise as possible and therefore confines itself to those questions
which have been susceptible of an affirmative or negative reply, omitting those
Involving explanatory or argumentative matter, although many such would be
of Interest and value were it possible to report upon them. For the same
reason it has seemed inappropriate to comment upon such replies as might be
done to advantage in bringing out more dearly their meaning and intent and
stating any qualifications expressed.

It Is assumed that the members of the association, the congressional cow-
mittees, and the Federal officials may find some value in the mere results of the
canvass in view of the character of those participating.

Replies have been received from 90 members, coming from 27 different States,
including 22 economists, 39 business men, 10 lawyers, 18 State and local officials.

Not all questions were answered by everyone and only those results are
given in which a fairly large number of replies were received.

From our knowledge of the character, standing, and experience in tax
matters of those replying, it Is believed that the replies may fairly be con-
sidered as conveying the general opinion of the country at large upon the
questions, many of which are of difficulty and have obviously required no little
thought and study.

The committee takes occasion to express its deep appreciation of the coopera-
tiob which has been thus extended and of the patriotic and unselfish manner
In which the answers have been made.

The questions selected for report with the replies are submitted herewith on
attached statement. THOMAS E. LYoNs,

Wisconsin Tax Commission, Chairman.
PROF. FRED R. FAIRCHILD,

Yale University.
A. E. HOLCOMB,

American Telephone & Telegraph (o.
GEoRo E. HOLMES,

Attorney .at Law.
0. C. LOCKHART,

Ohio State Univer8itv.
SEPTEMBER 18, 1918.
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Result of canvass of replies to questionnoire of committee on Fede)l taxation
of the National Tax Assoeation received ap to Selpt. 19. 1918.

Answer.

Question.
Yes. No.

ADMIIS4THATON.

1. Should there be simplification and a consolidation of the various taxes upon a
given taxpayer under one act? ............................................. 69 7

2. Should regional boards be established at various convenient points throughout
the country for the administration of income and profits taxes? ................ 42 20

3. Should Such boards be Independent of the Treasury Department? ............... 13 27

INCOME TAX.

4. Should the exemptions of $1,000 and $2,000 be lowered? ........................ 32 39
5. Should the entire income above a certain amount be taken as tax? .............. 14 56
6. Should salaries of State officials and income from State securities be taxed?

(Reference was made to the recent cases of Peck v. Lowe and U. S. Glue Co.
v. Oak Creek in 247 U. S.)..........-.......................................... 51 12

7. Should the attempt be made to tax "unearned" income at a higher rate than
"earned" income? ............................................................. 44 25

8. Should the income tax on corporations as such be continued (the alternative
being to tax the shareholders)? ................................................ 38 22

9. practicable, If the taxation of undistributed income Justifable? ................ 31 15
10. %ould you advise the insertion of a provision preventing in the future the

making of contracts by one to pay the taxes of another (applies particularly
to "tax free" bonds and ' 'tax freeI rentals)? ............................... 1 12

11. Should stock dividends be treated as income? ................................... 43 27
12. If the Income tax is continued on corporations should the present provisions

taxing dividends received be continued? ................................... 7 27
13. In such case also should the limitation on interest deduction be continued? ...... 12 21
14. Should gains from the sale of capital assets be taxed at the same graduated rates

applicable to current Income arising from the use of capital? .................... 38 21
15. Should steps be taken to promote International comity with respect to taxation

of nonresident citizens and corporations and of aliens? ........................ 38 It

PROFITS TAX.

16. Should the present excess-profits tax law be continued? ........... 39 ..........
17. Or should a war- profits tax based on the British system be substituted?----------- ........
18. Should analternative method be provided, the taxpayer to pay the higheramoint

of tax whether It be computed as an excess-profits tax or as a war profits tax?... 19........
19. In arriving at the profits tax, should an attempt be made to give some allowance

to special industries? ....... ....................................... 40 2
20. Should the present discriminatory 8 per cent tax on salaries and other learned2

Income be retained? .......................................................... 6 44
21. Should the present method of determining "invested capital Ibe changed? ...... 30........

EXCISE TAXES.

22. Should the present excise taxes be increased? ................................... 28 2

STAMP TAXES.

23. Do you favor stamp taxes on checks? ............................................ 3O 46
24. Should stamp taxes on other documents be imposed? ............................ 25 27

ESTATE TAXES.

25. Do you favor Federal estate taxes? .............................................. 35 21
26. Should the present rates be Increased? .......................................... . 15 12

POSTAL RATES.

27; Do you approve of the existing increased postal rates? ........................... 44 18
28. Do you approve of the special postal rates on advertising? ....................... 49 15

CUSTOMS DUTIES.

29. Should additional customs duties be imposed? ............................... 26 19
30. Should discriminatory duties be levied against enemy belligerents? ............... 12 30

LUXURY TAXES.

31. Should taxes on luxuries be imposed? ................................. 58 7
32. Should taxes on articles of general use when used as luxuries be imposed?... 38 7

CONSUMPTION TAXES.

33. Should taxes be levied on articles of general consumption-.e., tee, coffee, sugar,
etc.? ........................................................................... 41 28
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The CHAIUMAN. The committee will be glad to have the views of
Mr. James W. Kinnear.

STATEMENT OF MR. SAMES W. KINNEAR, OF PITTSBURGH, PA.

Senator SHooT. In what business are you engaged?
Mr. KINNEAR. I ari a manufacturer.
Senator SMOOT. Of what?
Mr. KINNEAR. Of munitions and steel-tool steel. Gentlemen, I

am not before you as an expert; I am just an ordinary business man.
People of the United States expect to be taxed; they want to be
taxed enough to do this thing right. We only expect you to fix it
so that it will bear on us all equally; that is all.

The feature I am especially interested in is the feature of the
relief of moneys given to charities-educational, benevolent, and
religious. What you did last year' was an innovation in tax law
so far as I have been able to find out. I have just come from London
a few weeks ago. While there I met some men of affairs, and when
I told them what Con ress had done here they said, "We wish we
had some such a reliefhere on money given away," and I have no
doubt that the Parliament of England will follow very shortly what
has been done here.

It was an innovation. You recognized the spirit of sacrifice which
is abroad in the air. and is about the most beautiful thing as yet
that has come from this war, and when men have stood up and
wanted to give, give, give to these great causes, you have come for-
ward and relieved them individually from taxation. I am here just
to ask you to go one step further. When corporations want to do
the same thing, why should they not be relieved? The corpora-
tions have souls, notwithstanding the ordinary sentiment that they
have not, and their directors and stockholders all over the country
are willing to give. I know there are some lawyers on this com-
mittee, and all of you are aware of the fact that it may be contrary
to law for the directors of a corporation to give. However that
may be, it is being done.

I understand you do not want to seemingly approve anything that
is not according to law. Why not, then, merely provide that where
a orporation gives in a legal way that would be authorized by
the stockholders, if that were necessary, where they give in a legal
way, they shall be relieved from taxation? There is no reason why
money that is honestly given, with a spirit of cheerfulness and sac-
rifice, should be, after it is given, also taxed. The amount of money
that you are going to win for the great causes of this country by
doing this is far more than the amount of tax you are going to get
on money given by corporations.

Senator PENROSE. I saw stated in a recent article, I think in the
Forum, by a gentleman whose name I do not recall, but who was an
expert accountant, that the corporations holding a large number of
these 10 per cent plus contracts have made large contributions to
the Red Cross and other purposes and charged them up and got
10 per cent on that expenditure. Do you know anything about that?

Mr. KINNEAR. I do not see how they could possibly do it under
the law.
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Senator PENROSE. That is what this accountant says.
Mr. KINNEAR. They could not possibly do it unless they were

guilty Qf deception.
The CHAIRMAN. You mean charging that up against the Govern-

ment?
Senator PENROSE. A part of the expense of the corporation, to-

gether with lavish expenditures for wines, cigars, and banquets, and
he gives a long series of scandalous expenditures.

Mr. KINNEAR. I have heard of that, too.
Senator PENROSE. He states this very positively. I do not think

there is any doubt about it.
Mr. KINNEAR. It may have been done in cases, but you will find

some people everywhere trying to evade the tax law. It has been
since the days of Adam.

Senator PENROSE. The vicious feature of this is that he is getting
leper cent on his alleged benefactions.

The CHAIRMAN. If that should happen, Mr. Kinnear, the Gov-
ernment would be responsible by reason of its negligence in not
more properly examining and passing and auditing the accounts.

Mr. KINNEAR. Certainly; and they are doing that very thoroughly.
Such corporations will be held up. They can not go on indefinitely
with that method of procedure.

The one point I want to leave with you is that if you will relieve
the corporations for money honestly and legally given, there will
be more money provided for the great causes here than any tax
you can put on that amount.

Senator THOMAS. I think we have not exempted them because
they can not vote.

Mr. KINNEAR. Who can not vote?
Senator THOMAS. The corporations.
Senator SMOOT. And there are very few givers.
Senator JoNsS. What moral right 'has a corporation to devote its

funds to charitable purposes?
Mr. KINNEAR. The stockholders of a corporation can do anything

with the money that you can do with yours. It belongs to them.
Senator JONES. That is undoubtedly true. But what is the object

in having the corporation give it rather than the individuals who
are stockholders? -

Mr. KINNEAR. That is owing to the conditions, Senator. The
money in the treasury of the corporation is there, and it has not
been distributed; it is there, and the stockholders will more willingly
give that way than they will if it comes into their hands to give.

Senator Jo!NEs. Why will they?
Mr. KINNEAR. I can not answer why. That is a matter of

psyhology.
Senator THOMAS. IS it not a fact that that is the only way in

which some of them can be induced to give?
Mr. KINNEAR. Yes; that is true.
Senator JONES. Then your proposition is that the controlling

stockholders coerce the smaller stockholders to make contributions
to some enterprise favored only by the controlling stockholders?

Mr. KINNEAR. I think the corporation giving would be unani-
mous. I do not think there would be any objection to it.
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Senator SMOOT. It could not legally be done if any stockholder
objected.

Mr. KINNEAR. No; I do not think so, because it is a matter outside
of the ordinary line of business.

Senator JONES. Then, if you are going to get the consent of every
stockholder, why not get up a subscription and have every stockholder
sign it in proportion to his holdings in the corporation?

Mr. KINNEAR. Senator, you know that is intricate, and can not be
worked out. Here you are in a stockholders' meeting, and here is a
cause presented: "Are you willing to do this?" It goes through
cheerfully and willingly; where, if I should go around with a paper
and ask each one to sign, it would be very difficult.

Senator JONES. It has been my observation that in practically all
such instances as you refer to, it simply means coercion of the
minority stockholders.

Mr. KINNEAR. I thiink this, Senator, that the money that is given
to-day is given largely by the directors, and it would be a good deal
better to have it come down to the stockholders, from 'your point of
view, than to have the directors giving it.

The CTIAIR-MAN. Where the directors give money. do not the stock
holders have to approve it?

Mr. KINNEAR. I think in nine-tenths of the cases where the direc-
tors give it, it is approved by the stockholders, informally, but not
in any formal way. If this tax is put on in the way I suggest, it
would have to be done formally.

Senator SMOOT. The way two corporations, in which I am inter-
ested and am a director of, do, is to give it right out with the under-
standing that if there is any objection to it on the part of the stock-
holders-and so stated in public-the directors will make the amount
good; and, up to this date, there has been no objection.

Mr. KINNEAR. There has not been any objection.
Senator McCUMBER. That is coercion.
Senator JONES. Yes; it is coercion.
Mr. KINNEAR. I understand, then, that the real objection in your

minds is that you feel that the stockholders would be coerced into
giving. That is it, is it?

Senator JONES. I do not think there is any doubt but what that is
zi fact. You take all the contribution by all of the corporations, and
the result of it is the coercion of the minority to-contribute something
to enterprises favored by the majority.

Mr. KINNEAR. Then, practically every offer that is made in public,
where, the people hesitate to get up and speak, is the result of coer-
cion, because that is the way money is solicit in large quantities.
It is by the spirit of giving that is generated by one giving and
another giving.

Senator JoNEs. It is tolerated by the minority stockholders simply
because they are not strong enough to protect their rights without
expense and trouble not commensurate with the evil which they must
bear.

Mr. KINNEAR. Senator. I do not see it in that line. The stock-
holders are doing a great many things all of the time, and according
to your theory-

Senator JoxEs. I think it is all wrong all the time.
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Mr. KINNEAR. According to your theory it would be oppression

all the way through. I am speaking of business matters.
Senator SMOOT. I think that under the law Senator Jones is per-

fectly correct, and it amounts to this, that one Bolshevik owning
$100 of stock could virtually hold up a million dollar donation to the
Red Cross.

Mr. KINNEAR. Gentlemen, I have finished.
The CHAIRMAN. I understand you are not suggesting any" change

as to the subjects provided in the bill?
Mr. KINNEAR. lane at all.
The CHAIRMAN. The objects of charity.
Mr. KINNEAR. Not at all.
The CHAIRMAN. You simply suggest that we permit the corpora-

tion to do what individuals may do in this respect, provided that it is
done by the consent of the stockholders?

Mr. KINFAR. Practically so, or legally done. I thank you, gen-
tlemen.

(Mr. Kinnear subsequently submitted the following brief, which
is here printed in full, as follows:)

PITTSBRGH, PA., September 16, 1918.
The SEN-ATE COMMITTEE ON F INANCE,

Wa8hington. D. C.
GENTLEMEN: You were kind enough to give ine a fev minutes before your

committee on Tuesday last In behalf of exempting corporations from taxation
on money given for religious, charitable, and educational purposes to 5 per cent
of the net Income of the corporation.

I desire in a few words to reply to the two objections raised by members
of your committee to the insertion of such a provision In the new revenue bill.
and w uld ask that this paper be filed in connection with my remarks made
before h2 committee on Tuesday, September 10.

The objections were as follows:
The first objection was that the board of directors as a rule make such sub-

scriptions for their corporations, that this is illegal, and your committee would
not insert a provision in the revenue bill which would seem to approve an illegal
procedure.

In answer we would sMI, if the stockholders in a legal manner approved the
subscription or at their annual meeting authorized the board of directors to
distribute a certain percentage of the net profit to charities, etc., it would not
be an illegal procedure. and the provision in the bill should only exempt
corporation suhqcrption for charitable, edueational, and religious purposes,
when thi same are legally made.

Such a provision would have the effect of correcting all Illegal methods of
making corporation subscriptions to charities. etc.

The second objection was that, even if the corporation subscriptions were
approved or authorized by the stockholders, their approval would be in a way
coercive upon some stockholders who might not wish to make such subscrip-
tions but would do so rather thun enter an objection.

This objection Is weak n1 there is a complete answer to it as follows: The
stockholders are fully protected under the law and if they ignore or refuse to
invoke such protection they .ilone are responsible.

The Senator raising this objection may have had the impression that a
majority, vote of the stockhohlers would be sufficient to legalize such subscrip-
tion, but this being a distribution of funds out of the ordinary line of business
of the corporation, It would undoubtedly require the unanimous vote of the
stockholders to approve or authorize such a subscription.

Why, then, should your committee feel called upon to protect tie stockholders
of a corporation who have it within their power to protect themselves?

To say that the large stockholders of a corporation as a rule coerce the
small stockholders Into giving to certain charities In which the former are
specially Interested is not true. Such a statement belittles and misjudges the
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big-hearted, generous business men who are running the corporations of this
country and who keep its business pulsations throbbing from the Atlantic to
the Pacific.

There are many reasons for exempting corporations from taxation on moneys
legally given for religious, educational, and charitable purposes up to 5 per
cent of their net income. Some of these reasons are as follows:

1. It is manifestly unfair to tax money given for public purposes of this
kind, when the country depends upon the public to finance so many public
benefactions in connection with the war. All legislation should tend to increase
public benevolences rather than diminish them.

2. It is frequently just as necessary for a corporation to give to the religious,
educational, and charitable institutions, especially in tile vicinity of the works
of the corporation as it is to build sanitary houses for the workmen. The lat-
ter goes into the expense account, but money given- for the former must be
taxed, although it is Just as necessary and vital to the success of the company
as the latter.

3. Corporations are the great money makers of this country. They will give
more easily and in larger amounts than individuals, and this is a distinct ad-
vantage to great public undertakings, where large sums are especially required.

4. As a rule the man of small means gives more in proportion than the man
of large means, but where the corporations contribute the large and small stock-
holder gives in proportion to their holdings and for this reason, refusal to insert
a provision exempting from taxation corporation subscriptions in a way protects
the large stockholder more than it does the small stockholder.

5. The corporations of this country have given millions of dollars during the
past year to the great public religious, educational, and charitable undertakings
in connection with the war in addition to paying their war tax. The revenue
bill which you are now considering will greatly increase their tax, the inser-
tion of a provision exempting them from taxation on money given to public
benefactions would be a recognition by Congress of what these corporations
have done, as well as an encouragement to continue. It will mean far -more
to the public welfare than any tax you may secure on the funds given for
public benefactions.

There is no legal or moral reason why corporations should not be permitted
to give to public undertakings and be relieved of taxation up to a certain
amount of such gifts. It is a great deal better to give the corporations an op-
portunity to voluntarily dispose of some of their profits in this way than to
force the same into the public treasury by drastic tax measures.

The insertion of a provision in the pending revenue bill exempting corpora-
tions from taxation on moneys given to public charities, etc., will result in a
wonderful increase in the corporation gifts during the coming year, and here-
after the corporations of our country will become a great factor in sustaining
all public benefactions.

Your committee is respectfully urged to insert in the pending revenue bill a
provision which will exempt corporations from taxation on all moneys given
for charitable, educational, and religious purposes up to 5 per cent of their net
income.

Yours, truly,
JAMES W. KiNNEAR.

INCOME TAX.

The CHAIRMAN. We will now hear Mr. Reed. Mr. Reed, I believe
you represent the Investment Bankers' Association of America?

STATEMENT OF MR. ROBERT R. REED.

Mr. RDE. Yes, sir.
The CHAIRMAN. And wish to speak as their representative?
Mr. REEn. Yes, sir.
The CHAIRMAN. Is there anybody else who wishes to be heard as

lbe representative of this organization?
Mr. REED. No, sir.
The CHAIRMAN. You are the only spokesman?
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Mr. REED. Yes, sir.
The CHAIRMAN. How much time do you think you will require?
Mr. REED. In view of the desire of the coimnittee to expedite mat-

ters to-day and the number of gentlemen present, I thought I v.'ould
try, if the committee would give me that much, to devote 20 minutes
to income-tax matters and 20 minutes to excess profits.

The CHAnRMAN. Can you cut that down to 10 minutes with each?
Mr. REED. Yes, sir.
The CHAIRMAN. I want to say right here that I do not think the

committee cares to hear the hearing of any documents that can be
printed in the record. It would be much more helpful to us if you
would talk to us in a direct businesslike manner. I think we will
understand you ,better, and will get better results from your state-
ment.

Mr. REED. That is just what I wished to do. This association, as
you know, is composed of dealers in securities, about 500 of them, all
through the country. There are 10 representatives here of invest-
ment houses in different parts of the country, and the committee
possibly will not wish me to read all their names, of the West, the
East, and the South.

In addition to certain special provisions of the income-tax law
which do affect securities as such, the investment bankers, collectively,
have a very vital interest in the income-tax and excess-profits tax as
a whole, in the effect which these taxes may have on the industries
of the country, on the successful flotation at this time of liberty loans,
and especially on winning the war, and on the conditions after the
war. We have always worked on these matters from the public view-
point primarily, in addition to the special matters in which we are
interested, because they affect securities, and the first matter I wish
to discuss is the question of direct taxation on the interest on munic-
ipal bonds. On that point our position is really representative, be-
cause dealers can buy and sell bonds at any price, and the proposal
is to tax future issues of States and municipalities. If municipali-
ties go to a 6 per cent level, they go off the market. That is prima-
rily the problem of the municipality.

Senator THOMAS. Is not the problem whether the Government of
the United States has any constitutional power to tax a State security
or the security of any State subdivision.

Mr. REED. That is the question.
Senator SMooT. Is that what you are going to discuss?
Mr. REED. Not the constitutional question; no, sir. I want to call

attention first to the fact that practically all State and municipal
issues are, by the action of the Capital Issues Committee, and most
effectively by the coo operation of the investment dealers of the coun-
try, kept off the market now, except those which the Capital Issues
Committee find compatible with the interests of the country, and
they are running now at an average of less than $100,000,000 a year.
A great part of those-none of us know just how many, but issue
after issue that we do know of-are made at the instance of the Na-
tional Government to help in carrying on the war. One instance I
have in mind is county roads to cantonments. I know one. county
road in Camp Grant, the waterworks outside of Camden, N. J., to
supply the cantonment, and my attention was just called yesterday
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to a new school building out in Toledo, Ohio, for trading purposes.
A large part of the issues are for those purposes, and a large part are
under statutes, which limit the borrowing rate to 5 or 6 per cent.

Generally speaking, the provision wilI not prevent the borrowing
on these bonds. They will not diminish the demand of available
capital, except in those few cases where the interest rate is limited
by statute, and there you put an absolute bar against something that
may be absolutely necessary.

In the opinion of bankers, therefore, this would not restrict the
issue of bonds, but would undoubtedly depress the market of mumic-
ipal issues, and may disturb quite generally the financial conditions,
and have a very serious effect on savings institutions and others.
Whether or not that will help the liberty bond pnarket is a very
doubtful question.

Just one thing I do want to say about i-he constitutional issue:
At the bottom of the constitutional issue, at the forefront of the
whole subject. is a political issue, and the Supreme Court is bound
to recognize that political issue, even though we do not have every
reason to believe that it already had formed its opinion on this
question. That political issue is whether or not Congress. in propos-
ing the sixteenth amendment, put something over on the States.
Everyone knows that the State legislatures. did not consider that
it gave the right to tax the instrumentalities of the States, and
everyone knows that the State legislatures would not give that right.
That fact is so patent on the face of it that nobody can ignore it.
If the States should wake up now and find that they had inad-
vertently given the Federal Government, for the first time in our
history. the right to tax, generally or discriminatively, the agencies
for creating the borrowing powers of the States, they would be very
much surprised and outraged.

Senator THOMAS. I presume you are familiar with Senator Root's
opinion on that subject?

Mr. RzE. Yes, sir; and with Gov. Hughes's message. Gov. Hughes
never expressed a final opinion on it. He said there was no as-
surance but what that opinion might be taken, and the State of New
York accepted that amendment on Senator Root's opinion. That
was followed by the State of New Jersey. the legislature of which,
under a message from Gov. Fort. concurring with Senator Root.
accepted the amendment.

I mar say this. that the investment bankers do not oppose the tax
a such. They feel that if there is occasion-and there may be-
when State and municipal issues should be taxed, in great emergen-
cies, that should be provided for by amendment to the Constitution.
and that amendment to the Constitution should be so framed as to
prevent abuse of the power given, which would not be the case with
the broad powers asserted, to tax them at will.

Senator Jo.NEs. If we have power to lev' the tax, you still arguo
against its advisability, because it will depreciate the value of State
and municipal securities. Would not that argument go to the ex-
emption of all taxes on Government bonds, the Liberty bonds, and
would it not be just as applicable to one as the other?

Mr. REED. A sudden disturbance of the relative established values
is the disturbance which I had in mind, and T also had in mind a
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second point which I am just now coming to, a provision in this bill
which does tax, unquestionably vast amounti of outstanding munici-

al bonds, and which will undoubtedly seriously affect their value.£ think it is an oversight. I think probably it can be corrected at
the Treasury. But this committee ought to have their attention called
to it. That is the second proposition on that subject.

Section 214 and section 234 contain this provision:
Interest pid or accrued within ii year on Indebtedness * * * In excess

of interest relved free from tnxation under this title.
That is the onlv deduction of interest allowed under the bill either

to the individual or to. the corporation. It is manifest, of course,
that you do not get a net income until you deduct interest on in-
debtedness.

A, an individual, with a gross income less other deductions of
say $8,000 a year. has a $10,000 mortgage on his house or farm or
a $10,000 current liability in his business on which lie pays $600 in-
terest. He owns $12,000 4 per cent municipals, paying $480 a year,
and $10,000 liberty 3V's, paying $350 a year. His taxable net income
in fact is $7,400. but under thi. provision he can deduct only $120
of his interest paid if he holds municipals and only $250 of his in-
terest paid if he holds the liberty bonds. The result in each case
is specifically that the interest received on the tax-free securities is
added to his otherwise taxable net income. This taxable net income
becomes in the one case $7,400 plus $480.. the interest on the "tax-
free" municipals, or $7,880; in the other case. $7,400 plus $350, the
"tax-free" interest on the liberty bonds, or $7,750. He is taxed for
both normal and surtax on his income from the tax-free securities
and the method adopted is simply a mathematical camouflage. It
works out that way in every case.

B. a bank, has $500,000 deposits on which it pays interest. Its
net income is $60,0t0. It holds, and has held for sonic years. State
and municipal securities paying $2.000 a year. It also holds $20,000
liberty 31's on which it receives $700 interest. It can deduct its
$10,000 interest paid. less $2,000, plus $700, a net deduction of $7,300.
Its net income becomes $52,700. It is taxed to the full amount on the
tax-free securities at a tax-free price, and in particular let me add
it bought the liberty 41's under the very positive assurance of law
that they were free of the normal tax.

It is only necessary to say. as an absolute fact, that in the case of
a bank-and there are many of them-which will par the 80 per
cent and 18 per cent on the amount, however small, that is undis-
tributed. they will pay that 80 per cent on the interest which they
receive from' liberty 3j's, plus 18 pi' cent on the balance, a net tax
of 831 per cent on liberty 3 's, which they bought as tax free, and
in the case of the bank, the same thing applies to the liberty 4J's.
We all know there was no such intention in the drafting of this pro-
posal. The dealers in securities have never objected to it, and do
not intend to object to it during the war. It is intended to apply to
an individual or a business that borrows directly to buy tax-free
bonds.'

Senator McCuMBFB. Do you mean to say that section does not in-
tend what it really says?
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Mr. RE D. It does not. The present law provides for the computa-
tion of the interest on indebtedness, except indebtedness incurred in
the purchase of tax-free securities.

It was thought, and probably is true, that that provision, without
further amendment, is capable of evasion. I do not know that any-
body has evaded it, but probably they have.

I may say this, that all of us, when we first saw this provision,
thought it was all right, thought it merely answered that difficulty.
We woke up in a few days and began to see what it meant.

Senator McCuMBER. I read it over once, casually, but I could not
read it over in any other way except to find that it taxed 3j per cent
Liberty bonds. I

Mr. RE D. You were much quicker in seeing it than the rest of us.
Senator THOMAS. Did you call' the attention of the Ways and

Means Committee to it?
Mr. REED. I called the attention of the chairman of the Ways

and Means Committee to it several weeks before the bill was adopted,
but -they had so many things on 'their minds that they did not get
around to it. We called the attention of the Treasury to it, and I
expect to see Dr. Adams about it this week. It is there, and of
course it must be corrected.

One very simple fact results from that. Outstanding municipals
are driven out from investment institutions and banks, so far as they
can get rid of them, into the hands of the wealthy individual, who is
the only man who does n6t have to borrow; and that is one great fear
in this whole situation, that the wealthy individual will buy them.
They are offering them to him on a silver platter at 8 per cent. It
shows the need of seeing where we are going to get off before we
start.

The CHAIRMAN. What was that you said about the wealthy in-
dividual getting 8 per cent?

Mr. REED. He certainly will be able to get many issues at 8 per
cent if this should remain in the law.

Senator THOMAS. You mean 8 per cent discount?
Mr. REED. Eight per cent interest; an 8 per cent rate. He will

be able to get municipals very cheap.
Senator MCCUMBER. Owing to depreciation?
Mr. REED. Yes, sir. The short-term municipal issues. They are

in the banks and they are now being bought and have been bought at
very attractive rates. It has been very necessary that they should be.

I have right here a little ad. I happened to take out an old paper
this morning from the State of Georgia. There are 300,000 school-
teachers' warrants. For what reason that may be, I do not know,
but they run the -schools through the year, and they have to do it
on warrants-

The CHAIRMAN. Your apprehension is that if we imposed this
tax it will depreciate the value of the bonds and the rich people
would buy them up?

Mr. REED. Yes, sir; that is the thing the Government wants to look
out for. But we want also to prevent the absolute wiping out of
the value of these present securities. The greatest buyers are the
savings banks. It is only necessary to mention them to know what
that means. They have been compelled by law to buy this class
of securities.
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There is one income-tax matter that I wanted to mention to you
briefly, and that is the absolute importance, if you want to get a
very high rate of taxation, of producing some allocation and averag-
ing up between the years. A man may have had a tremendous loss.
His capital may have been impaired last year, and he has got to make
that loss good. The English law recognizes that. A man may have
a tremendous contingent liability outstanding which really is con-
nected up with various sources of his income this year. He has got
to put the money aside to meet that in February or March of next
year. He will have to face that liability without any funds out of
which to pay it.

On the excess war profits taxes, let me Aav. as has already been
said, as to general principles we would try to confine ourselves to the
House bill, and offer suggestions which may help a little in working
out from that bill something more in accord with the desires and
views of the committee, and what seem now to- be the views of the
Treasurer.

We all want to see this bill enacted before the election, and ne
are absolutely praying for a miracle that it may go through before
the next liberty bond issue-

Senator THOfAS. The day of miracles is over.
Mr. REED. I am afraid so, Senator. Gen. Foch is working a few

miracles, and possibly this committee may work one.
In many respects this bill is very superior to anything else that

has been proposed.
The thing we want particularly to protest against, as our time is

short, is the definition of investment capital, and particularly in the
allowance of contingent property at its value at the time it i'; ac-
quired, not in excess of the par value of the stock. We have heard
a great many protests against any proposal to value corporations as
they stand to-day. Under this bill you have got to go back and
value them 10 or 20 years ago, or else your only alternative is this
alternative: In nine cases out of ten it is their stock value, which
means a tremendous favoritism to watered stock. We not only
object to it, but we object to the destruction it brings about to the
corporations whose stock is not watered, especially those which have
been undercapitalized.

Investment bankers and their lawyers know something about the
issues of stock for property. They know that property can be bought
for half its value and capitalized at. twice its value, and the capital-
ized value can go up, under successful management, in the course of
years

Senator PENRosE. Have you any suggestion to make on that
point?

Mr. REED. Perhaps I should not have stated the objection so
broadly-

Senator PENROSE. It is one of the most important things in the
bill, and I recognize the infirmity of that provision.

Mr. REED. If the percentage basis were to be retained I think we
would suggest, practically, as a. eneral proposition, what the Senate
committee had in one of its bifis last year as to capital employed
and these definitions to the Treasury and to the courts. But we
might hate something more concrete.
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Our objection is to the capital percentage basis, to the increase in
the rates. We believe absolutely in the war-profits basis, and be-
lieve that it is capable of successful adaptation to the business con-
ditions of this country.

Senator THOMAS. Have you investigated the legal question of our
power or the power of any legislative body to provide an alternative
system of taxation-a system which gives the taxing authority the
power to use the one or the other as it may think it can get more tax
by the alternative method?

Mr. REED. I have not investigated the legality or constitutionality
of it. I can see the possibilities of* argument.

I do not want to take the time of the committee, but there is one
general fact that I wish to call your attention to-

Senator THOMAS. I consider that one of the most important legal
questions in the entire situation.

Mr. REED. It is getting, sir, very important.
Senator THOMAS. If we can adopt two methods we can adopt 30.
Mr. REED. If a man gets off under one he could get caught under

the other. If he is under one, he stays there. It minimizes im-
munity and doubles the confiscation.

Senator SMOOT. Is it not an absolute fact that under excess-profits
taxes it is absolutely impossible under any provision that can be
drawn to make a tax equal upon all business, wherever you take
capital into consideration at all, and with an excess-profits tax you
can not reach a plant without taking capital into consideration,
whereas with war profits you do not have to take into consideration
that capital. the borrowed money or water stock, or anything; it is
just simply to take the money?

Mr. REED. That is absolutely our view, Senator.
Let me say this, that it is also our view that the real reason that

the war-profits tax has never obtained the general support of the
country is that there has never been any elastic provisions in it
which would enable the Treasury to reach the concerns which Mem-
bers on the other side and some in the Senate and the country gen-
erally have said escape from paying the tax on war profits. You
must reach them on some equitable basis. You must have the power
to reach them, and then you have a complete measure which will
stand under any proposition.

Senator SMooT. You say the public has not approved. I think
most of the business interests in this country have approved of a
straight war-profits tax.

Mr. REED. I think that is true of the business interests.
Senator SmooT. I have resolutions from nearly all the commercial

bodies of the United States-I will not say all, but I have a great
proportion of them, from the Atlantic Ocean to the Pacific.

Mr. REED. I think that is true as to the business interests, and
their influence is properly felt; but it is not the only influence that
is felt in Congress and in the press. There has been and there will
continue to be, I think, opposition, and perhaps successful opposi-
tion, to the war-profits tax as a successful measure, unless it is tied
up with broad general powers to reach the concerns that had their
successful period in the prewar years.

Mr. Moore of Pennsylvania, in the House yesterday, made what
on its face was a complete demonstration against the war-profits
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proposal, and the factor that he ignored is the factor that I want
to bring out here. He said [reading]:

There are two corporations each with a million dollars' capital and $200,000
income. One made $80,000 and the other $200,000. We tax a man who was
poor in the prewar period. We do not tax the man who was rich in the pre-
war period.

The man, in other words, who has been rich right along. The
stock of the corporation in the prewar period was worth the pro-
portion of $80,000 to $200,000
Senator SMOOT. And rightly so.
Mr. REED. And they consider always that they are taxing one

taxable owner when he is not the same man at all. Nine-tenths of
the injustice under this proposal is due to the failure to recognize
the fact that you are taxing the present owneA of the property.

A and B, for instance, may have invested $100,000 in 1900 in a
new corporation, and that may be the invested capital under this act
on which it is allowed to earn $8,000 or $10,000, and be taxed 35 per
cent to 70 per cent or 80 per cent flat on the excess. C and D may
have purchased the stock of A and B in 1914 for $500,000, and though
that is the capital invested by them in this property, they are only
allowed to earn about 2 per cent upon it and are taxed 35 per cent to
70 per cent or 80 per cent flat on the excess above that 2 per cent.
There is not a provision in this bill which would give then any re-
lief.

Senator SMOOT. That is under the excess profit; and you can
not get away from it under any provision of law that I can con-
ceive of being drawn. I

Senator THOMAS. It is arbitrary and artificial, and must be.
Mr. REED. Of course, Senators, the provision in the present law

for the valuation in 1914 minimizes that effect. I have seen case
after case where all this has taken place since 1913 or 1914

Senator TOWNSEND. How are you going to reach that class?
Mr. REED. On a war-profits basis, wt the power vested in the

Treasury to make corrections of recognized business factors in each
particular case.

I may say this-I just jump from one general proposition to
another here, because my time is limited. You wish to tax the excess
over a normal profit. You can go to any bank, and they will give
you a decision, not necessarily an absolutely mathematically correct
decision, but they will give you a decision as to what is a normal
income of a normal customer of theirs. It is a business factor. You
go to three banks and you get three decisions, and it is a fair result.
In other words, what is -the normal in any business may be deter-
mined by banks on business factors. Congress can prescribe one
general factor of prewar profits which will deal with a generality
of cases. It can not prescribe all the exceptional factors unless it
knows all the special factors in all the business of the country, but
it can point out the major general factors that shall be considered in
making adjustments and leave the power to make adjustments in the
public and as a matter of public record to the Treasurer on business
principles by a business board.

We think that it is not necessary perhaps to put in all the odd
provisions contained in the English law, but it is necessary to reach
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the same result, and it is also, I think, necessary, because of the con-
siderations I mentioned, to give the Treasury power to find that
prewar earnings are abnormally high as well as abnormally low and
to make an adjustment.

The best general proposition that has been made on that is the
Treasury proposition of a graduated 7 to 12 per cent on present
capital, graduated for different classes of business.

Senator THOMAS. Why consider capital at all in the matter of a
war-profits tax?

Senator SMOOT. You do not have to.
Senator TiioxAs. My understanding is that the English law takes

the amount of profit in normal years without regard to capital, and
then the amounts similarly in taxable years, so that the tax is levied
upon the amount of the profit without regard to any question of
percentage.

Mr. REED. No, Senator; that i the primary principle of the Eng-
lish law, but it does provide that the taxing power could, at its own
election, have a 6 per cent reduction of capital. If it was below that
in the prewar year-

Senator SMoor. But that is only on the business which he started
since the war.

Mr. REED. That is true.
Senator THOMAS. Exceptional instances, of course, may exist.
Senator SMooT. All abnormal profits before the war?
Mr. REED. Yes, sir.
Senator SMOOT. There are only a few instances, relatively speak-

ing, of that kind, and the English law cuts out 95 per cent of that
trouble, and it deals directly with war profits, and that is, in my
opinion, what we ought to do.

Mr. REED. It gives the capital percentage as a second alternative,
and then, aside from the general distinction, it finally gives the Gov-
ernment another alternative that in its judgment the board may base
the percentage standard on some factor other than capital. It gives
it a practically wide-open door to take some other factor. We had
mentioned it last summer and discussed it more and more during the
year, and other interests have raised the factor of the ratio of net
income to gross income. That is a very leading factor to take into
consideration-not to be prescribed by Congress, Senator, but as one
of the factors that may be considered by the Treasury.

Senator SMOOT. If you ever go into that there will be another
question involved that will be impossible of fair administration to
all concerned.

Mr. REED. I judge that none of us have ever thought that out
enough to ask it as a final proposition, but still it might be one of
the factors to consider.

The CHAIRMAN. Mr. Reed. your time is up. Let me ask you one
or two questions before you take your seat.

Do I understand you as approving broadly the imposition in this
bill of the war profits tax?

Mr. REED. As now proposed?
The CHAIRMAN. Yes.
Mr. REED. As against the capital percentage tax, yes, sir; not

otherwise.
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The CHAIRMAN. Do I understand you as opposing the alternative
method ?

Mr. REED. Unless a capital percentage is levied at the present
rates which would make it relatively negligible; yes, sir.

Senator SMOOT. That would hardly be right.
The CHAIRMAN. Then I understand that you either approve or

disapprove the arrangement in the bill as to the alternative tax?
Mr. REED. We disapprove .very decidedly the increase in rates.

We prefer to see that basis entirely out of the law.
The CHAIRMAN. The rates on the war profits tax, or the excess

profits tax?
Mr. REED. The excess.
The CHAIRMAN. You do approve of the rate of the war profits

tax?
Mr. REED. We approve of the rate of the war profits tax. We dis-

approve placing the 10 per cent capital deduction on the war profits
tax on invested capital.

Senator SMOOT. And I think that ought to be done.
Mr. RED. It ought to be on capital employed; and if it is left in

there it ought to be on a graduated scale applying on different busi-
nesses. What you lose on one you get on another. That is true of
all this.

Senator THOMAS. Your position as counsel for your association
requires you to be more or less familiar with taxing systems through-
out the country, does it not?

Mr. REED. f beg your pardon?
Senator THOMAS. I say. the position you occupy as legal adviser

for a -ery important organization requires you to familiarize your-
self. to some degree, with the taxing systems of the country.

Mr. REED. Yes, sir; it does.
Senator THOMAS. Do you know of a taxing system in the United

States, anywhere, that invests the taxing power with an alternate
method of assessment and levying.

Mr. REED. I never heard of it, Senator: but I am told that the
State of Wisconsin does, in an indirect way, through the operation
of its taxes; but I can not see that it is any more effective than, for
instance, the provision that the tax shall be on war profits, but shall
not exceed 10 per cent-

Senator SMOOT. There is no such provision as that.
Mr. RElnD. It is not an Alternative system; it is a limitation.
Senator SMOOT. We do not provide that at all.
Mr. REED. No; but the alternative simply means that you will

take two things, whichever is higher.
Senator THOMAS. The Government can find out which system can

get the most blood out of the turnip and then levy it. If we can
enact the two methods. why can we not enact half a dozen different
methods?

Mr. REED. You could.
Senator SMOOT. You can.
Mr. REED. Whichever is higher or whichever is less.
Senator THOMAS. I would like, if you have time to do so, to make

some legal investigation of the subject. I am too busy to make it
myself, but I think it is a fundamental question in this bill.

81608-18------8
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Mr. REED. If I have time after Thursday, Senator, I will take
that up.

Senator PENRoSE. I would like to address an inquiry to Mr. Reed.
He may have covered the point, because I was called out several
times.

This committee had a pure war-tax provision tip last summer in
the revenue bill, but the members of the committee found it almost
impossible to meet the argument that many very large concerns would
escape taxation altogether as a logical, pure, and simple war-tax
proposition. For instance, if I recollect correctly, the Ford automo-
bile concern has no war profits. Would you recommend that that
company pay no war taxes, and other concerns of that character?

Mr. RED. No, sir; I would not.
Senator PENItOSE. How would you meet that?
Mr. REEo. As I pointed out a moment ago, in a great many cases,

where you take two apparently equal concerns, one was earning 8
per cent in the prewar period and the other was earning 15. The
real value of those concerns, their invested capital, might be nomi-
nally the same, but the real value of those concerns in the prewar
period was determined by what they were earning in the prewar
period, and the consequence is that the one earning 8 per cent was
selling at par and the one earning 15 per cent was selling at 150.
That corporation is changing ownership all the time. The capital
invested in a corporation 30 years ago furnishes no logical, sound, or
just basis at all on which to levy a tax against the present owners.

Senator PENROSs. That does not seem to meet my point. We are
reluctantly proposing a war-profits tax. Now, assume that at least
a half a dozen of the largest concerns in the country, absolutely re-
gardless of any capital or any other way of estimating the tax, have
no increase of profits as the result of the war. According to your
theory, they would escape any additional taxes?

Mr. RpmD. No, Senator. I said that we thought that the Govern-
ment ought to have power to apply some additional factor to those
concerns that were earning abnormally high returns in the prewar
period as well as those who were earning abnormally low returns.

One general proposition will show what I mean. We wore Qpeak-
ing the other day with Judge Hull as to possibilities fi'oin this. The
capital-stock tax represents capital invested by the present own-
ersc--.

Senator PzNOSE. You are getting back to the excess-profits tax.
Mr. REED. It is simply another basis on which to tax them. In

order to make your tax complete, you hav to reach these concerns.
I understand that on one side of the Treasury they determine the
tax on the basis of five or ten millions, and on the other side, with ref-
erence to the sane corporation-

Senator THoMAS. It is impossible to devise a perfect system of
taxation. We can only approach justice and equity. Take such an
institution as the Ford concern. If it is taxed, not upon its capital
but upon its earnings-and its earnings, we will say, were $5,000,000
in the normal antewar period, but because of the increase of sales its
profits are ten millions in a taxable year, there are five millions which,
independent of any question of capital invested, would be subject to
this tax.
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Senator SMOOT. That is war profits?
Senator THoMAS. Of course, the increase in the income tax is sup-

posed to operate uniformly everywhere.
Mr. REED. Of course, you could put surtaxes on the income tax- --
Senator SMOOT. Of course you get the income tax on whatever

is declared in dividends. The Ford income, since the war-that
is, the Ford Co.'s profits since the war-have not been as great as
they were before the war.

Senator THOMAS. My information is to the contrary.
Senator S3Iowo'. I have a statement of every year.
Senator THOMAS. Then you have definite information. My in-

formation is that as compared with 1911, 1912, 1913, up to last year,
it has been very much larger.

Senator SMOOT. Since the war?
Senator THoM1AS. Yes.
Senator SMOOT. Oh, no; it has been less. The Ford ('o. profits

have been less since the war than before.
Senator McCUMBEaR. What objection have you to the present sys-

teM, 7 and 9 per cent, as meeting those cases of abnormally low earn-
ings before the war and preventing anyone claiming more than 9
per cent investment as a fair prewar earning and taxing as excess
profits everything above that?

Mr. REED. I should say the chief objection is that it throws it-over
to invested capital and the capital percentage basis as the general
basis of your tax. The war-profits tax is fairly, as a gencraf basis
resorting to the capital percentage only as one factor in taking care oi
special cases.

Senator McCuMBI1. How would you remedy that I
Mr. REED. I would think the war-profits tax. with the capital

percentage feature as the English have it--where it is not equal to
per cent of the capital emploed-
Senator SMOOT. They have raised it to 9.
Mr. REED. They have raised it to 9-and 9 is fairer.
Senator McCuMBEiI. How about those who have had an abnoruially

high earning during the prewar period?
Mr. REED. I would certainly give the Treasury power to find that

their earnings had been abnormally high.
Senator JONES. Mr. Reed, what have you to say to the suggestion

that you give the Treasury Department the right to fix a nornial
reasonable profit for each line of business, and then levyN the taxes
on the excess; in other words, carrying out with reference to pro-
war conditions the idea that one business ought to earn in noriual
times more than another business, depending upon the hazard in-
volved in the business? Why not accept that and give to the Treasury
Department the right to ascertain what would be a reasonable return
upon a given business, and then levy the tax upon the exce~s, and
in that way make quite a variation between the businesses of the
country, depending upon the risk involved?

Mr. REED. That is what absolutely has to be done if you are going
to get an 80 per cent tax out of every person that you ought to get
it out of without substantial injury to any large class. Under any
arbitrary system what you take from one man you give to another.
You have immunity and confiscation walking together, hand in
hand, all the time.
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Senator JONES. The House bill, as I understand it, gives a blanket
exemption of 10 per cent, and that strikes me as being unfair.
There are some businesses which in normal times would be glad to
get 6 or 7 per cent, because they get it regularly. There is no risk
involved. It is a sure thing, and they are satisfied with it. But
other businesses must make a much greater profit in order to take
care of the risk of failure in certain years and the risk in the nature
of the business itself all the time.

Mr. REED. There are different risks in different classes of busi-
ness, and a thing that is very often lost sight of is that there are
different risks in individual businesses of the same class. A couple
of young men go into a mercantile business and borrow all their
capital. What they have is very much at risk. They may lose it all,
while the merchant around the corner owns it all and there is very
little risk.

So there must be power, aside from the power to provide for an
earning rate in .different classes of business-there must be power tc
make adjustments to particular businesses, especially if you have
borrowed the money, because that is where the biggest risks fall.

Senator JONES. Mr. Reed. are you going to print any part of your
remarks that you have not delivered? Because I confess that I do
not fully understand your argument, but I am not* going to take up
any more of the time of the committee with any further inquiries.

Mr. REED. I shall do that, and will furnish copies to the members.
The CHAIRMAN. I wanted to ask a few questions.
I understand you to be objecting to the basis of ascertaining the

amount of capital applying the deductions upon that capital. As
I understand the House bill, if the deduction is to be estimated ac-
cording to the war profits method, the amount of deduction allowed
is 10 per cent on the invested capital.

In the case of the excess-profits tax methods, the amount of deduc-
tion allowed is 8 per cent of the excess profits.

You think that is not quite a fair method of ascertaining the de-
duction?

Mr. REED. I think that the definition of invested capital, throwing
it back to the original investment of 30 years ago, is absolutely in-
sound and unfair-

The CHAIRMAN. You do not approve of that. But eliminating
this method of ascertaining the deduction, do you approve of the
rates provided as to war profits and excess profits? Do you think
the rates are properly and equitably adjusted in both of those
methods?

Mr. REED. Speaking for a client, having no definite instructions.
I received no objections from any interests to the rates as such. Our
objection to the capital percentage tax is really based upon our ob-
jection to that basis of tax.

The CHAIRMAN. You have no objection to make to the adjustment
of rates between those two methods?

Mr. REED. I make no objection or protest against the rates as to
the war-profits tax, the rate as such; but the injustices, the neces-
sarily unavoidable injustices and hardships under the capital per-
centage basis are so great that if we must have it the country can not
stand it.
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The CHAIRMAN. Your objection, then, goes to the method of as-
certaining the invested capital.

Mr. REED. Yes, sir; and to the capital percentage basis generally.
The CHAIRMAN. Now, I understand you as taking the position-

and that I think is the most important matter that you have brought
out-that the bill ought to prescribe the tax that is to be paid by
the man whose income is normal and whose income can easily be
ascertained by a process of calculation, but-you think there is a large
number of exceptional cases where the income can not be easily as-
certained, where the amount of capital invested can not be easily
ascertained; and in that class of cases you think we ought to invest
the Secretary of the Treasury with broad powers to ascertain what
the invested capital is and what the proper rate of interest is?

Mr. REED. I think that is absolutely essential if you are going to
get an 80 per cent tax. and get it where it is to be had from those
who really have the excess profits.

The CHAIRMAN. In other words, to set up a kind of exceptional
case in this bill and W permit the Secretary of the Treasury in that
exceptional case to ascertain the invested capital and to assess the
income in his judgment and discretion?

Mr. REED. To ascertain the normal income.
The CHAIRMAN. Taking into consideration all the circumstances

and conditions in each exceptional case?
Mr. REED. Yes, sir; that is the most important thing.
Senator GERRY. In other words, you make an exception in that case

the same as you do in the exceptional case in the prewar case?
Mr. REED. Yes, sir; I would.
I do not question the constitutionality of it, because I believe that

constitutional questions must be determined on broad general lines.
If you have power to levy a war tax on the excess above the normal
income, there is only one way in whichyou can do it, and that is to
have the normal income determined and fixed, because it can not be
prescribed by statute.

The CHAIRMAN. If it is a normal case, under the process of assess-
ing this income tax provided in the bill, probably no great injustice
would be done as between businesses and as between persons subject
to this tax.

Mr. REED. I would only say that as to war profits taxes; not as to
capital percentage taxes.

The CHAIRMAN. But no great injustice would be done as between
the taxpayers, no great discrimination as between the taxpayers by
the app ication of these two methods to the normal case. The in-
justice will come by its application to the abnormal case; and to
avoid that possible injustice you propose this exceptional case with
power in the Secretary of the Treasury to adjust equities?

Mr. REED. I should say very decidedly that in my judgment the
capital percentage tax with increased rates rests unjustly in the
normal case.

Senator SMOOT. Without doubt.
Mr. REED. And destroys the values that have been invested in

stock and securities in the last 5 or 10 years.
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The CHAIMAN. You reach that conclusion because you think the
time for assessing the value of the property which constitutes the
capital is the wrong time?

Mr. REED. It is the wrong time. The property, in many cases, is
assessed on the assessment made by other parties 30 years ago, with
no relation to the investment made by the present owners in the last
few years.

The CHAIRMAN. Instead of the invested capital being ascertained
by valuing the assets at the time of their acquisition, you insist thatthe assets on ght to be valued as of the date the tax is levied?

Mr. REED. That can not be done, of course, Senator.
The CHAIRMAN. As of the date the bill passess.
Mr. RED. I am opposing the capital percentage basis. You havegot to value that property as nearly as you can as to the value placedupon it the preceding year--p

The CIAIRMAN. In other words, for this year you would think
you should value the assets as of the 1st of July, 1917?

Mr. REED. That would be a decided relief and work justice in a
great many cases.

The CHAIRMAN. Now. Mr.- Reed, if that were done, if we were to
ascertain now the invested capital for the purpose of applying this
8 or 10 per cent, as the case may be, as of the 30th day of June, 1917,
do you not think by reason of the greatly inflated value on that
date, under those rates, we would get a very small tax, relatively
speaking, and that in order to get the amount that we are seeking
to get from incomes and profits. that we would have to enormously
increase these rates?

Mr. REED. An 80 per cent tax is a pretty heavy rate, Senator.
I would like to answer, if I may, by an illustration of a case that

came to me. A man had invested some three or four hundred thou-
sand dollars-

The CHAIRMAN. Just let me finish, now. For instance, take for
illustration this: Suppose you have a steamboat company which
owns half a dozen big vessels of the larger type, we will say. If you
are going to value those vessels, which are that company's assets, if
you are going to value them at the price they would have brought
on June 30, 1917, their capitalization is perfectly enormous.

Mr. REED. No more enormous, Senator, than the man who bought
them at that price at that time-

The CHAIRMAN. Ten per cent of their capital stock would wipe
out very largely their net income, and there would be nothing left
to tax.

If you are going to take mines, coal mines and iron mines, and
value them for the purpose of this deduction at the enormous price
at which they would sell now, would you not have a capitalization
that would be,so much that the 10 per cent upon it would wipe out
very largely the profit and we would get no tax from these incomes,
or if we got some, it would be relatively a very small tax?

Mr. REED. I did not intend to find myself arguing as a direct
proposition for a valuation in 1917- .

Ale CHAIRMAN. That is what you have been arguing.
Mr. REED. No; I have been arguing against the capital percentage

basis, because it is unfair.
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Senator SMOOT. Entirely.
Mr. REED. As long as you ask me, I will say this, Senator, that

logically and fairly, with this enormous tax, honestly that is what
you should do, and I will answer it with an illustration. It is a tax
on the profits of 1917 or 1918, as the case may be.

In the case I was going to mention a moment ago, a man invested
$400,000 hack in 1914, I think, or 1913, in the development of some
new process for extracting gasoline, I think, from the oil fields. He
bought up contracts at nominal prces. Incidentally, he had spent
so many thousands of dollars before that in other forms in experi-
menting with that process, but he had only $400,000 invested in 1917.
Those'contracts he had obtained at low figures, and he was offered
for that business two and one-half millions. I can not quite get it
out of my own head that that man was worth two and a half millions
at the end of 1916. just as much as the man would have been who p'i;r
him two and a half millions for it.

Senator SmooT. Of course, under that plan we would not collect
any taxes.

I am speaking of the general business of the country. The trouble
with an excess profits tax and the trouble with a question of valuation
of stock or capital, which is virtually the ,ame thing, is that it is
impossible to put into operation.

Senator THOMAS. I think the illustration of the chairman shows
that.

Mr. REED. With that kind of a valuation, Senator, you would not
have to have so high a percentage deduction. That is nigh hecaise
you know it is unjust in many cases. Even in the English law.
Senator, the law values the present property at it4 cost. which is a
very different thing from valuing the investment 31) years ago. It is
much fairer.

Senator SMeOT. Quite true.
Mr. REED. In fact I think that would be a very decided advance

over the present bill if that were done.
The CHAIRMAN. I have been asked to state that Mr. H. C. Brent,

of the Fidelity Trust Co. of Kansas City, has been asked to appear
here for the Kansas League of Municipalities in protest against the
direct tax against municipal issues and also against the tax I have
mentioned, and that he has telegrams from a number of cities-
Atchison, Kansas City, and others.

He would like to take three or four minutes to present those pro-
tests.

The CHAIRMAN. He wishes to appear for the bondholders?
Mr. REED. No, sir; 'the Kansas League of Municipalities, Mr.

Gwinn, the city treasurer of Baltimore, is present, and would like to
address you briefly.

The CHAIRMAN. For the purpose of discussing the tax on munici-
pal bonds?

Mr. REED. Yes. Those are the only two.
The CHAIRMAN. How long do those gentlemen desire?.
Mr. REED. About three minutes each.7I believe. That also includes

Mr. Gwinn. Mr. Chairman, before I finish I desire to present a brief
in the form of a memorandum which I wish to be made a part of my
remarks.
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(The memorandum referred to above is as follows:)

01TLINE OF POINTS-ExcEsS AND WAR PROFITS TAX.

A. ANALYSIS AND CRITICISMS OF HOUSE BLLL.

1. Definition of invested capital changed froin present law.
(a) 1914 valuation of tangible property omitted.
(b) "Paid in surplus" on tangible property omitted.
(c) Illustrations.

2. Principle of invested capital unsound.
(a) Tax is on excess profits of present stockholders whose capital is

invested in stock at values of present properties in recent years.
(b) No necessary relation in fact between original investment and

properties.
(c) 80 per cent tax on excess above 10 per cent of original capital may

actually (on one hand) be 80 per cent tax on excess above 2 per
cent of investment of present owners or (on other hand) leave a
20 per cent of such investment untaxed.

(d) Gives relative immunity to watered capital and penalizes conserva-
tive capitalization.

3. No general or adequate power to deal with exceptional cases.
(a) Sec. 327 limited to specific classes.

(b) Simply applies a secondary arbitrary basis of tax.
(c) This basis unsound and probably unconstitutional.
(d) Measures C's tax by income of A and B.

4. Prohibition of consolidated returns invites evasion of tax. (See 336.)
B. PROPOSALS.

1. War-profits tax, alternative or exclusive, should reach all profits above normal
during the war year.

(a) Normal profit determined prima facie by prewar standard.
(b) Adjusted in exceptional cases.
(c) What is normal profit in given case is business question which can be

decided by administrative officer or board analogy to valuation of
property by local assessors.

(d) Principle to be recognized one of taxation, not of profits limitation.
(e) It is constitutional and practical and also essential.

2. Capital (when used) should be present assets.
(a) Determined by balance sheet adjusted to meet statute.
(b) Valuation should exclude appreciation due to war conditions except

where property has been acquired at appreciated value. Some al-
lowance for purchase of stock representing appreciation should be
permitted in exceptional cases of hardship and also where appre-
ciation has been capitalized and taxed to stockholders.

(c) Englisl valuation is cost or value when acquired, less depreciation;
and indebtedness is deducted.

(d) 1914 valuation should'be allowed In any event to minimize inequali-
ties.

The House bill changes the present excess-profits tax in two vital respects.
First, the rate of tax is made confiscatory of the so-called excess profits, and,
second, although the House committee's report states in terms that the "defini-
tion of invested capital in the existing law * * * has not been changed in
any important particular," it has in fact been changed in its most important
particular, that of the valuation of tangible property acquired for stock. Under
the present law and regulations tangible property acquired for stock prior to
January 1, 1914, is required to be valued as of that date, and any excess over
the par value of the stock may be allowed as "paid-in surplus" (Regulations
No. 41, art. 63), while under the pending House bill, section 326, there Is
allowed only." actual cash value of tangible property, other than cash, bona
ide paid in for stock or shares at the time of such payment, but in no case

to exceed the par value of the original stock or shares specifically issued
therefor."

The following Illustrations of the operation of this provision with the
greatly increased rates of tax speak for themselves:

1. A Co. was formed in 1905 and $10,000,000 stock was issued for properties
which at that time were earning $800,000 and (probably) could have been
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bought for $4,000,000. Between 1905 and 1912 the company's earnings were
high and it put $700,000 Into surplus. Its average prewar net income was
$900,000 and Its stock was selling in 1914 on a valuation of $6,000,000. By
1918 its surplus had increased to $1,400,000. It is now earning $1,200,000.
It values the original property at $10,000,000 on its excess profits return
and puts its Invested capital at $11,400,000. The Treasury can obtain no
proof of actual values in 1905 except that shown on the company's books and
supported by the subsequent earnings. On a war-profits basis it would be taxed
80 per cent on $300,000, its excess over $900,000, a tax of $240,000. By the 10
per cent limitation based on invested capital, its misnamed "war-profits" tax
is limited to 80 per cent of $60,000, the excess over $1,140,000, a tax of $80,000,
a loss to the Government of $192,000. The actual tax under the graduated
rates would be 35 per cent of $288,000, the excess over $912,000 (8 per cent of
$1,140,000), a tax of $110,800, a net loss to the Treasury of $129,200. Its real,
original invested value was $5,400,000, on which it is earning over 22 per cent
-ind enjoying immunity up to 17 per cent ($912,000).

2. B Co. was formed by K. and L. in 1905 with $2,000,000 stock. They
turned over to it for the stock a family partnership business for which the
partners had just refused a cash offer of $5,000,000. They appraised the
physical properties at $3,500,000,.but thought that $1,000,000 each was enough
stock. They had no reason except personal conservatism for undervaluing
the properties. They have kept up the properties, but paid out their net
earnings and would have under the House bill a present invested capital of
just $2,000,000. In 1914 they refused $7,000,000 for the property. They have
averaged $400,000 a year on the property since 1905, this also being their
average prewar net income, and are in 1918 trying to avoid profiteering and
doing necessary war work with a net income of $470,000. They are taxed
under the 80 per cent over 10 per cent clause on the excess over $200,000. which
is 4 per cent of the price they refused for the property in 1905, less than 3
per cent of what It was worth in 1916, a total tax of $216,000, leaving them
(subject to corporation income and personal taxes) $254,000.

Incidentally K. died in 1916, leaving his widow only a one-twentieth interest
in his share, valued for inheritance tax at $159,000, and producing an income
of $10,000 a year. Or possibly he has sold a one-fortieth interest or 250 shares
to J. for $300 a share, paying an income of $5,000 a year. In either case the
income is practically cut in half. All parties concerned will probably sell out
the company to new owners who on a new valuation are relatively untaxed. A
company in the position of A Co. (illustration 1) or E Co. (illustration 5)
could take it over without incurring any additional taxation.

3. Corporation C was formed in 1915 by new parties and acquired the proper-
ties of either corporation A or corporation B, either for cash or stock, at a
valuation, say, of $7,000,000. In either case they have an invested capital based
on the actual 1915 valuation plus their surplus since 1915, say, $300,000. Earn-
ing $1,000,000 net (the same as A Compaay) they will be taxed 80 per cent on
$470,000 (excess over $730,000) or $876,000. On an earning of $470,000 (same
as company B) they would not be taxed at all.

In each case the comparison of the recently formed company having a prewar
valuation with a company formed in earlier years is very striking.

4. D Company was formed in 1900 by M. and N. on an investment of $100,000.
Its properties have been kept up and developed and have appreciated greatly in
value, but it has not an "earned surplus." 0. and P. bought the company from
M. and N. In 1914 for $500,000, paying that price for the stock. The company is
taxed on Its excess over $8,000 or $10,000; that Is to say, 8 per cent, or 10 per
cent on its invested capital. 0. and P., its owners, are taxed on the excess over
1A per cent, or 2 per cent of their Investment.

5. M. and N. formed corporation E in 1900 with investment of $1,000,000.
The properties have been kept up, but the company's earning power has been
poor and the actual value of the property had depreciated in 1914, when the
stock was bought by 0. and P. for $500,000. In this case 0. and P. have im-
munity from tax up to 16 per cent, or 20 per cent of their investment.

6. Restating 4 and 5, 0. and P. in 1914 bought two corporations for each of
which they paid $500,000. The properties were substantially equivalent in value
and earning power, and one, to all intents and appearances, was the same as the
other. In 1918 they are told that 80 per cent of the excess of the profits of
D Company over $10,000 and 80 per cent of the excess of the profits of E Com-
pany over $100,000 are to be taken In tax-in the one case 2 per cent of their
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investment, in the other 20 per cent is the " war-profits" credit. They ask for
a reason for the very widedivergence and are told that it is because M. and N.
only put $100,000 in B Company, while they put $1,000,000 in E Company.
They ask if there is any other reason, and the reply is none.

None of the cases cited above are in character exceptional (except perhaps that
of C Company, though some of them may be more extreme than the average case).
Company A is typical of the watered stock companies: Company B of the under-
capitalized companies; and Company C of newly formed companies; while 0.
and P. are typical of the great body ot stockholders who have invested their
capital in corporate enterprises at actual values and who will be taxed under
this bill according to the accident of the original investment and not in any
way according to the present or even prewar value of the actual properties
which they acquired by their purchase of stock. A great many concerns whose
values a few years ago were and now are in fact far below the original invest-
ment are practically immune from tax, while stockholders whq have paid for
the appreciated values of successful developments, will find their income.
whether large or small. confiscated. The point is that there is no necessary
relation in fact between the original investment of the original promoter and
the values and actual investments of the present stockholders. It is the present
stockholder and not the original promoters who are taxed. No such unsound
and accidental foundation can support an 80 per cent tax.
- Under the bill, the Government would practically confiscate the income of
one class of stockholders and then with equal lack of Intent given to the other
class what it has taken unjustly from the first class. Although no figures are
available it is believed, that, especially in the immunity gixen to watered-stock
concerns and to concerns whose original values have appreciated, the Govern-
ment would lose as much as it took unjustly from the other class of stockholders.
By using a fair basis the Government, we believe, can get an equal amount of
revenue. Certainly if the basis is fair it can and will get all that it can safely
take from the business profits of the corporations of the country.

We very respectfully urge that the 1914 valuation provision of the present
law be retained, and that in any event where the taxpayer can prove an actual
value paid in in excess of the stock issued, such value be allowed as "paid-in
surplus,- which In fact it is. The suggestion has been made that one reason
for refusing to allow "paid-in surplus" in this case is that the stockholders
may have undervalued their property for the purpose of keeping down the
State organization tax. Assuming this to be so in some cases-and this Is we
believe permitted by the laws of most States--we are sure that so small a con-
sideration could not be taken by the members of your committee to justify so
punitive and unjust a penalty or undercapitalized concerns. It would be very
much like shooting a soldier on learning that he had stolen jam from his grand-
mother as a small boy. The discrimination which the bill makes In favor of
overcapitalized concerns is a much more serious matter, and the proposed con-
fiscatory profits tax on the excess over fixed percentages of "invested capital "
as defined in the bill is so serious tlifat it would be difficult to overestimate its
effect, if enacted, at this very critical time.

2. Principle of invested capital unsound.-There are also, of course, serious
objections to the princip!e of invested capital and to the allowance of original
cash investment where the original property has disappeared or become value-
less and new property has taken its place. The present properties represent
the investment of the present stockholders, and assuming that Inflated war
values are to be avoided and that bome adjustment is necessary to meet pre-
vailing views as to this our suggestion would be that the capital be taken to
be the present assets at cost or value when acquired, or if acquired prior to
1914 at their value on January 1, 1914. Borrowed money or indebtedness
could, of course, be deducted, If this is desired, and the corporation balance
sheet adjusted to meet the law would form the basis of the capital determina-
tion. This would accord substantially with the English law, except as to the
1914 valuation.

The 1914 valuation substantially minimizes the evil inherent in the principle
of " invested capital." With this allowance-and without any limitation by
the par value of the stock-prewar concerns are put on a generally equal basis.
And there is no express advantage given to watered capital. We expect to urge
the English plan of the valuation of present assets as opposed to that of origi-
nal investment (but with some allowances for appreciation), the capital per-
centage standard applying, of course, only to new businesses and new capital
and as a limitation on the war-profits standard.
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3. No general or adequate power to deal with exceptional caes.-We do not
wish to minimize the relief which can be given in some cases under the so-
called representative basis, popularly known as section 210 under the present
law. Taxpayers, we know, have been glad in many cases to avail themselves
of it while they laughed at its artifice. The truth is, of course, that there are
no absolutely representative concerns from which to get a rate of earning for a
single year. Such earnings are never uniform. If corporations B and 0 com-
bined earn $100,000 on $600,000 capital in 1918,'then A is conclusively presumed
to be earning $30,000 on $180,000, although the actual figures are apt to be
as follows: B earns $30000 on $250,000; C earns $70,000 on $350,000; A earns
$30,000 on $100,000.

B does a conservative business. on his own capital. C does a moderate busi-
ness on partly borrowed capital, and A'. capital is both borrowed and watered.
The poi1lt. of course, is that no discretion is intended to be given to the
Treasury In terms. Instead of adjusting A's war-profits credit according to itN
actual factors by comparison with other concerns, we must apply another arbi-
trary factor prescribed by Congress and tax A on a rate of tax fixed by the
earnings of B and C. The Treasury, in fact, has a discretion uncontrolled by
any principle, i. e., to pick representative concerns that will as nearly as may
be give A a proper tax.

(a) Not being supposed to know A's invested capital, they select or try t,
select, not concerns representative of a trade as a whole, but concerns which
will in fact give them a fair tax as to A.

(h) They must find not a war-profits deduction, but a rate of invested capital
to net income. This ratio itself controls the rate or percentage of the tax oil
the income. For instance, in the case cited above the net Income is 16. per
cent of the invested capital, and all concerns to which this is applied are
subject to a tax of 5j per cent (80 per cent of 161 per cent, minus 10 per cent)
of the assumed invested capital, or 32 per cent of the actual net income.

(c) We do not pretend to know how strictly the department follows the letter
of the law, but we judge that a fair selection of candy stores, shoe factories,
and cotton mills would furnish a rate of tax suitable to a number of watered
stock industrial combines. That is about all the principle we can find in
this proposition.

In our judgment this practically discretionary power to apply an artificial
basis of tax is unsound and tends to weaken and discredit the administra-
tion of the tax.

4. Prohibition of consolidated returns.-It is a well-known fact-we are sure
the Treasury records will bear us out-that 'the separate net incomes of differ-
ent corporate units used in a single enterprise are wholly arbitrary and reflect
not the actual earning power of each unit, but the amounts which for con-
yenience or otherwise are allowed to be credited to them. For instance, we have
a manufacturing plant worth, we will say, $1,000,000, owned by company A
and rented to company B for $80,000 a year, earning 8 per cent net on Its
capital. Company B is an operating company with nominal capital and would
fall under section 203 of the House bill and pay only 20 per cent on its net
Income. It operates A's plant at a profit of $150,000 a year. On a consolidated
return the invested capital would be $1,000,000 and the net income $230,000,
and- the tax would be 35 to 70 per cent on the excess over 8 per cent,
about $79,500, or possibly 80 per cent on the excess over the "war-profits
credit," as the case might be. By the separate returns required by thq bill
A would pay nothing; B would pay 20 per cent on the $150,000, or $30,000, a
loss to the Treasury in this relatively small case of at least $50,000.

It is evident, of course, that the diversion of income from one controlled
unit to another is almost entirely in the control of the taxpayer.

PROPOSALS.

1. War-profits tax should reach all taxpayers.-We do not accept the view
that the "war-profits tax" can not be made to reach all taxpayers. We have
no doubt of the wisdom or practicability of such a tax. The difficulty seems
to be to secure a legislative recognition of the broad administrative power
essential to the idea of a confiscatory tax on excess profits. This year, as last
year, the bill, to use the hackneyed phrase, camouflages the discretionary power
actually given, and in the exercise of this power compels resort to artifices and
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subterfuges to mitigate the injustices of the prescribed rule. So far as any
constitutional principle is involved, the practical arbitrary and irresponsible
power to select representative concerns and compute a rate of tax froin such
concerns is much more questionhble than would be -a direct mandate to de-
termine (what is actually desired) the fact as to a normal return from the
capital nnd other factors employed in the given business. Any banker could
give a decision as to whether or not a given customer is making a normal profit
in his business. Two or more bankers might differ on the figure, but an
actual decision could be had, and the average of three business opinions would
be fair, just as fair and correct and quasi judicial as the valuation placed by
a local board on a piece of real estate for taxation purposes, and much fairer
than a representative rate of tax based on the false assumption that a cor-
poration's net income on Its capital in a given year actually approximates the
ratio established by two or more of its competitors.

The English law proceeds, we take it, on this principle. We are confronted
with a somewhat different situation, but with the same great emergency of
war. The executive branch is charged primarily with the duty of winning the
war. The autocratic powers already given it for this purpose are immeasurably
greater than the power now proposed, to determine according to the legislative
standard the war profits which must be taxed for war purposes.

As a tentative draft, solely to illustrate our proposal, we submit the following
as a subdivision of section 312 of the House bill:

WAR-PROFITS TAX-POWER TO DEAL WITH EXCEPTIONAL CASES.

(Tentative draft.)

SEc. 312. (d) In any case where the Commissioner of Internal Revenue,
under rules and regulations approved by the Secretary of the Treasury, shall
determine that the war-profits credit computed under subdivision (a) does not
represent a normal profit per unit of business or a normal return on the
capital and other factors employed in Such trade or business, either because
the factors included or excluded In the computation of net income of the tax-
able year, or because by comparison with representative concerns in like or
allied businesses or industries the profits per unit of business or the net
income of the prewar period was abnormally high or relatively low, or because
of any other similar circumstance, the commissioner, subject to such rules
and regulations, shall make such proper modification of the war-profits credit
as may be necessary to make the computation thereof correspond to the com-
putation of net income for the taxable year and, as nearly as may be, equal
to a normal profit per unit of business and a normal return on the capital and
other factors, if any, employed in producing such income; and for such pur-
poses the commissioner shall compare the taxpayer with representative con-
cerns whose war-profits credit has been satisfactorily determined under this
title and which are, as nearly as may be, similarly circumstanced with respect
to units of* business, to capital and other income-producing factors, and to all
other relevant facts and circumstances: Provided, That in no case shall such
war-profits credit be less than - per centum (" or the general trade percentage"
proposed by the Treasury) of the capital employed. The capital employed,
so far as it does not consist of money, shall be taken to be (a) the value on
January first, nineteen hundred and fourteen, of all assets acquired prior to
said date, (b) the cost or value when acquired of all assets acquired on or since
January first, nineteen hundred and fourteen, and (c) the face value of all
debts due which have not been allowed as worthless and deducted from gross
income for income-tax purposes, less (1) any depreciation in any assets
included under (a) or (b) due to wear and tear or obsolescence, and (2)
any unpaid purchase money or other indebtedness. Any appreciation in the
value of any asset over the cost thereof occurring since January first, nineteen
hundred and fourteen, may be allowed only if and to the extent that the amount
thereof has In or prior to the taxable year been carried to capital account and
credited to the stockholders by way of a stock dividend or has otherwise
directly or indirectly become chargeable to the stockholders as a profit or
Income for the purpose of taxation.
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The CHAIRMAN. Mr. Brent, we will hear you now. You are speak-
ing for the investment banks?

STATEMENT OF MR. H. C. BRENT.

Mr. BRENT. For the Bankers Association. I aln here not .so much
to di 'cuss the merits of the bill. because it was only recently brought
to my attention

Senator PENROSE. Whom do you represent?
Mr. BRENT. These telegrams have come to me from various mu-

nicipalities in the western territory.
Senator PNROSE. Do you officially represent those cities? Have

you been designated by them and officially selected by them to rep-
resent them ?

Mr. BRENT. I think if I read one of these telegrams it will answer
your question.

Senator PENROSE. Well, I just make the inquiry.
Mr. BRENT. This is addressed to me here-
The CHAIrAN. You need not read the telegram. You say you are

authorized to speak?
Mr. BRENT. Yes, sir.
This is from the League of Kansas Municipalities, from Homer

ralbot, secretary, Lawrence Kans.-
Senator SmooT. Just put the telegrams in the record.
(The telegrams referred to are here printed in full, as follows:)

KANSAS CITy, KANS., September 8, 1918.
H. C. BRENT,

Care H. C. Flower, Metropolitan Bank Building,
Washington, D. C.:

Will you please represent League of Kansas Municipalities, composed of 134
cities and towns, before Senate committee to-morrow morning in protest
against direct and indirect taxes on municipal bonds included in income-tax
section 6f House Ways and Means Committee revenue bill.

LnAGUv OF KANSAS MUNIrcPALrrIs,
HoMnm TALBOT,

Secretary, Lawrence, Kans.

LAWRENCE, KANS., September 9, 1918.
H. C. BRENT,

Care H. C. Flower, Metropolitan Bank Building,
Washington, D. C.:

Kindly represent city of Lawrence before committee and protest for us
against any direct or indirect tax upon municipal bonds. Such action would
cripple the functions of municipal government, and the gain Government would
receive could not possibly offset injury of such tax. Municipal borrowings are
at minimum now and Capital Issues Committee has sufficient authority for
control.

GEo. L. Kmncx,
Mayor of Lawrence.

KANSAS CITY, KANS., September 9, 1918.
H. C. BRENT,

Care H. C. Flower, Metropolitan Bank Building,
Washington, D. C.:

Want you to appear for Kansas City before Ways and Means Committee
Tuesday morning and protest against any direct or indirect taxes On State
and municipal bonds.

H. W. MENDENHALL, Mayor.
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I1DZPENDENCE. KANS., September 9, 1918.
H. C. BRENT,

Care H. C. Flower, Metropolitan Bank Building, Washington, C. 0.

Please enter protest against a direct or Indirect tax on municipal bonds in-
cluded In Income section of House Ways and Means Committee revenue bill.

CITIZENS FIBST NATIONAL BANK.

K.NSAS CITY, Mo., September 9, 1918.
H. C. BRENT,

Care H. C. Flower, ilctropolilutn Bank Building, Washington. C. C.

Will you be kind enough to represent the city of Atchison, Kans., before
Senate committee to-morrow morning in protest against direct and Indirect
taxes and municipal bonds included In Income-tax section of House Ways and
Means Committee revenue bill.

VICToR L. KING,
City Clerk of Atchison, Kans.

Mr. BRENT. The point that they seem to think is the most inter-
esting to them is whether or not, by levying this tax, the Govern-
ment would get a revenue commensurate with the charge they place
upon the municipalities themselves. This tax will of course necessi-
tate their floating their bonds at a higher rate of interest. The tax
will last during the war and possibly a few years afterward. The
charge on the municipality will last from 25 years up; and I just
want to ask you gentlemen to consider that. I have never figured it
out but I must say that it is well worth consideration.

senator THOMAS. If we can tax a municipal bond we can tax a
State bond, I think. If we can t:vx revenue from a State bond, why
can we not tax revenue from the State directly? Logically, does not
the power to tax the bonds of a municipality involve the power on the
part of the Government to tax the income of a State direct?

Mr. BRENT. I am not questioning the power of the Congress-
Senator THOMJAS. I am. I am questioning it absolutely until I am

better informed.
Mr. BRENT. Yes; you are. Some of them so hold, that there is no

power in Congress to tax them.
Senator THOMAS. My judgment is that the holders of municipal

bonds can make themselves more useful to us by determining not the
rate of taxation or its effect upon the municipal bonds; but, funda-
mentally, the power of one sovereignty to tax the securities of another.

Mr. BRENT. I am not capable, I am not trained or posted or able
to argue that question with you, Senator. I have no doubt that this
committee, composed as it is, would know more about it than I
would. I amn simply here to suggest that we feel that the Govern-
ment, by addin, this tax, would not get a revenue commensurate
with the charge aid against the various municipalities that will have
to pay the added interest.

Thank you, very much.
Mr. REED. Senator Simmons, I intended to join in that request

Mr. Gwinn, register of the city of Baltimore, who desires to speak.
The CHAIRMAN. About the same matter?
Mr. REED. Yes, sir. Mr. Brent merely had these telegrams to

present.
The CEAIIAN. Very well. Then I will announce that after hear-

ing Mr. Gwinn, the hearing upon that part of the bill is ended. You
may proceed, Mr. Gwinn.
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Senator McCUMBEE. What is your position, Mr. Gwinn?

STATEMENT OF MR. RICHARD GWINN, CITY REGISTRAR OF
BALTIMORE, MD.

Mr. GwINN. I am the city register of Baltimore, the financial offi-
cer to take the place of the treasurer. I am the only treasurer that
the city has.

I do not want to say very much. What I have to say is altogether
on the matter of taxing municipal securities and State ecurites.

In the committee's report it seems to me that they practically an-
ticipate that there is some doubt as to the constitutionality of it. The
only object I can see that the bill is after is to produce some revenue,
and as a matter of fact, that part of the bill which taxes the future
issues will not produce much revenue, very little; and the retro-
active part of it will produce perhaps more. I do not know, but
certainly the entire amount of revenue that would be produced under
this bill would not be in any proportion even to the danger which
the House committee speaks of in its report.

There is one other thing that they might have in view, and that
would be-well, they also speak of the unfairness of it-

Senator JONES. Have you tabulated the quantity or the amount of
these securities outstanding and the interest return?

Mr. GWINN. No: I have not; but it is not necessary to do that for
it to be plain, Senator, that the amount of revenue would be inap-
preciable as compared with the results; it would be inconsiderable.

As far as the new issues are concerned, they have already been
reduced to a inmininui, and as has already been stated here, there
are no new issues to come out except for absolute necessities, and the
most of them are for your own purposes, for the purpose of the Gov-
ernment, indirectly. So that it can with equal reason be assumed
that it will be very small. But there is something else to be said,
even though the revenue were larger.

So far as the fairness is concerned, it has been also stated here that
there is no such thing as fairness, or exact fairness, in taxation.
Those who are familiar with any taxation would know that. The
unfairness would seem to be as far as taxing new issues is concerned
as against the old issues, which are not disturbed except indirectly-
but it is not a question of fairness at all. It is not a question of
taxation of the holder of these securities, because whilst he is the one
that brings the money to the Treasury, the State is the one that is
taxed. It is not a question of fairness with the State: it is a question
of agreement-agreement with each other in the federation and in
the constitution which they have adopted. It is a question of
whether or not they have any power to do it.

There is one other point I want to speak of, and that is the pos-
sible fear of competition that to my mind seems to be the only reason-
able cause for attempting to tax municipal or State bonds or any-
thing coming under that head. As far as competition is concerned,
they are not in competition with the former issues. Our liberty loans
are not in competition with the former issues at all. If they are,
they have been in the past; but the sales and purchases of State and
municipal securities have been so small as not to interfere with them
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at all. I do not think that anybody can look back and truthfully
say that the exempt municipal and State bonds have been in actual
or noticeable competition with the liberty bonds. I do not think so.

As far as new issues are concerned, the same argument would
apply. Because of the meagerness of them you can take them out
of competition, because that would be negligible. The only competi-
tion that I can see that the liberty loans would be subjected to would
be that competition which this very bill would bring about by itnpos-
ing a tax and by dislodging all of that stuff which now lies quiet.
and it would not be disturbed at all by reason of the liberty loans or
by reason of any rate on the liberty loans.

Senator THOMA.s. In other words, the effect of the bill would be
to produce the very competition which the bill seeks to avoid?

Mr. GwINN. Precisely so. I mention that, not that I have heard
it advanced by anyone, either the committee or anyone else, but,
nevertheless, it appears to me to be a natural reason why some tax
should be put on municipal bonds to keep them out of competition.
That sounds very well, but it will not do that.

Senator THOMAS. Does Maryland impose a State income tax?
Mr. GwINN. No. sir.
Senator MCCU.IBER. You assume that the real purpose of the bill

is to prevent competition?
Mr. GwINN. No; I do not quite say that.
Senator MCCUMBER. The real purpose is to secure funds; to get

taxes?
Mr. GwINN. Yes; I understand that.
Senator McCuMBF R. Without reference to the competitive propo-

sition.
Mr. GwiiN. That is perfectly true; but, as I say, it does not

appear to me that the additional taxes which this bill will bring from
the taxing of municipals, in the present form of the bill, will be
considerable as compared with the sacrifice or with the dangers
which are carried by the threat of its not being constitutional.

There is one other point that occurs to me, and that is. the que,-
tion of interest. If this tax is imposed upon municipals, new
issues, the State pays it. The State does not write the interest in
the bond that it is going to pay at all. It puts it in there because
it is the custom, more or less; but the State pays the interest on that
bond in accordance with the basis upon which it is sold, and if the
tax goes into the bond the basis changes. It not only will change on
municipals, but if the tax is imposed on municipals, then they are
in competition with all other issues, industrial and otherwise, and
there is no telling where it would go. The United States Govern-
ment would be in the same position, because it will have to follow
along in competition with those things. They will be in greater
competition, as I see it, than they would be leaving these undisturbed.

Furthermore, it seems to me to be a great pity to dislodge the
last mooring that we have to any kind of stability of rates. It seems
to me it would be a great pity to do so.

I thank you. That is all I have to say.
The CHAIRMAN. Senator Smoot suggests that the committee hear

Mr. Charles F. Wetzel, representing the National Association of
Merchant Tailors, rather than Mr. Cooper, who is next on the list,
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because Mr. Wetzel finds it necessary for him to take an early train.
How much time will you desire, Mr. WetzelI

Mr. WrrzzL. Oh, a very short time-5 or 10 minutes.
The CHAIRMAN. Very well, proceed.
Let me say that Mr. Cooper, of Virginia, will be heard immedi-

ately after we get through, if we have tune, before 1 o'clock. Other-
wise we will hear him in the afternoon.

STATEMENT OF XR. CHARLES F. WETZEL.

Mr. WETZEL. I have a brief here, Mr. Chairman, addressed to the
Finance Committee, United States Senate

The CHAIRMAN. Would it not answer your purpose as well to have
that brief printed and just talk to us and give us in that way what
you have to say?

Mr. WErZFL. It is very brief: it is but a few pages. It gives all
the details.

The CHAIRMAN. Very well.
Mr. WTZFL (reading):

To the FINANCE COMMITTEE.
United .tatcs Senate:

In re proposed tax on clothing: As patriotic citizens we cordially endorse
the [atcy of the Government in Its effort to bring this world-wide war to a
speedy and successful termination. We acclaim this policy as exemplified in
the new draft law. We Indorse the Intent of the proposed fiscal law now
under consideration by your honored committee, and having for Its object the
raising of $8,000,000,000 required to arm, clothe, pay, and feed the armies
now on the front and being formed here.

We fear, however, that the proposed law as now worded will defeat its
object; i. e., the raising of the largest amount of money levied by any govern-
nient. We refer to the proposed tnx on clothing, which we take exception to,
as tending to class legislation, and, as proposed, would reduce the amount
secured to a negligible figure. All uierchant tailors agree that a fiat tax of 10
per cent placed on all clothing mad would produce results and prove equitable
to all concerned. This tax, to be applied on all clothing sold In the United
States, whether made here or abroad, as applied would work out as follows:
A $10 suit or overcoat would cost $11 ; a suit or overcoat selling for $100 would
at $110.

Respectfully submitted.
NATIONAL ASSOCIATION OF MERCHANT TAILORS OF AMKRICA.
CcARsS F. Wnrza.W, President.

Supplementary, I have another brief which gives a little more of
the statistics of the amount that you would get against the amount
that you would receive if all clothing were taxed Treading]:
To the FINANCE COMMIrrE,

United States Senate:
In re proposed tax on clothing: The proposed law of taxing purchasers 20 per

cent on suits and overcoats exceeding the price of $50 will have the final result
of abolishing the high-grade merchant-tailoring Industry, the consequence of
which will throw thousands of men and women out of employment, including
coat makers of ill descriptions, waistcoat makers, and trousers makers.

The inauguration of such extreme tax will serve the purpose of diverting
trade from the merchant-ta Uoring industry to the ready-made clothing industry,
the majority of whose prices are below the taxable figures. Furthermore, the
imposition of such a tax seems unequltable and unwise, for the reason that It is
discrlmnatory-taxlng the classes and omitting the masses. If, from the view-
point that high-grade merchant tailoring is a luxury and should be taxed, as
prpoed In tie revenue bill now before Congress, Isn't It probable to assume
that many purchasers will discontinue this luxnary during the period of the
war?

81608--18---9
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The estimated proportion of people who buy high-grade me'rehant-tatlored
clothes has been placed at 10 per cent. When one stops to consider that there
are at present some four to five millions of men under' arms for the United
States, and millions more to be inducted into service by reason of the draft law,
the loss in sales to the merchant tailor because of these new conditidns is
considerable.

It is questionable whether this proposed law will serve the purpose for which
it is to be made, for this reason: Assuming that the population of the United
States is 100,000,000; that half this number are males; that half of the latter
are grown-ups; and when it is estimated that only 10 per cent of the people
buy high-grade clothes, the percentage of buyers at this ratio would number
2,500,000. The net income tax on an average sale of $75 to each of this number
at 20 per cent over $50 would amount to only $2,500,000.

We are in favor of a 10 per cent tax on all suits and overcoats without
regard to prices. Such a tax seems reasonable. It would set aside class dis-
tinction, and levy upon all an equal share of the war's liability, and a greater
sum would revert to the Government, as the following will illustrate: Assum-
lug that one-half the number of males in the United States are grown-ups,
which we will place at 25,000,000, and should each grown-up make a purchase
that would average $40, the net amount that would accrue to the Government
on a 10 per cent tax would total $100,000,000.

Respectfully submitted.
NATIONAL ASSOCIATION OF MERCHANT TAILORS OF AMERICA.
CiHLEIS F. WETZEL. President.

Senator THOMAS. Do you not think that if the manufacturing of
clothes for the Army should be increased several millions, it would
give all the employment that could be expected for those that may be
trown out of employment?

Mr. WrrzI Thdre are certain tailors manufacturing clothing from
the material furnished by th Government, which is right. It saves
profiteering in our materials--

Senator THOxAS. We are going to need all of the tailors we can get.
Mr. Wznzn. I am afraid it will bring the business to the "ready-

made."
Senator Jowus. What injury would come if it did ?
Mr. WErTzm What injury?
Senator JoNEs. Yes.
Mr. Wrrzn. Well, the fact that I do not think garments will be as

well made. They will not have the morale of a well-fitting suit of
clothes on an officer. A good-fitting uniform certainly shows au-
thority. Gen. Pershing has mentioned that fact; and we do know
that it impresses one. It is commanding. It has .authority. If a man
is tvell dressed it shows the morale of the staff as well as the soldiers'.

Senator JoNEs. I mean in civil life. Why should we not all be
wearing redy-made clothes ?

Mr. WE.TZE.L It is a matter of the point of view.
Senator NUGENT. Do you not think that a man who can afford to

buy a $50 suit of clothes would continue to buy clothes of that value,
even if this bill becomes a law?

Mr. WE-TZFa No. I will tell you why. Our patrons are well
supplied with clothes. They like something new. You put into this
tax 20 per cent over a certain amount, and they say they will make
their old clothes do, and they will virtually do it.

Senator NUGENT. Why is not that a good thing!
Mr. WrrzzL. You would practically confiscate a great amount of

the tailoring business. Good clothes are not a luxury. It is the ex-
perience of all the high-grade tailors that men have said, "You are
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a highway robber to charge $85 or $90 for a suit." A man said to
me, . I thought you were a highway robber to charge $85 or $90 for
a suit, but when I get out the old vintage of five or six years ago
and Jack pats me on the back and says, 'Hello! A new suit of
clothes I' r begin to think it is economy." He said, "I was consid-
ered a 'spendthrift for paying $10 for a pair of shoes, but I have
shown the man who called me a spendthrift that mine outwear his
three times and four times. They are good leather, well made; they
hold their shape."

It is economy to buy quality and good workmanship.
Senator McCuMBER. YOU wish uniformity in the tax on all

clothes?
Mr. WETZEL. We are in favor of taxation; yes, sir.
Senator McCuMBER. You mean to say that a clerk down in one of

these departments that is receiving $4 a day has to wear a certain
grade of clothing; his position demands it?

Mr. WETZEL. That is the idea.
Senator McCuMBnR. Whereas a workman who is getting $10 a day

and only has to wear overalls, ought to be able to pay a portion of
what the $4 a day man pays for a better suit?

Mr. WETZEL. He is willing to pay. My workmen have all been
showing great loyalty, contributing to liberty loans and to the Red
Cross fund and all other funds, and I believe all the workmen
throughout the Nation, particularly with their increased wages, will
all be willing to pay their little tax, whether it is a $15 suit or a $20
suit, and we will all be happy to think that everybody will be taxed
equitably.
Senator MCCUMBER. Not only would be willing to do it, but, con-

sideking their means of paying, they ought to do it.
Mr. Wrrza. I think so.
The CHAInMAN. You have, since the war began, greatly increased

your prices, have you not?
Mr. WErTZEL. I am glad you spoke of that, because we have received

$90, and we are getting $100 for a suit of clothes. The statistics show
that the materials, linings, workmanship, etc., have been increased
fr9m 175 to 195 per cent, and it is not the high-grade tailor that has
been able to increase the percentage of what he had to pay, but it is
the cheaper grade of tailors. They have taken advantage of it, and
they have. raised the prce 40 and 50 per cent to our 10 or 15. I be-
lieve that if you were to set the limit to a $50 suit of clothes, the
man who handles various grade, a $40 grade and a $60 grade, is liable
to bring down the $60 grade to the $50 and the $40 grade to $50 in
order to make up his deficiency as an average. Who suffers? The
public in general, the Government at large, and there is no benefit
to aqbody.

te HJAnmAN. The tailors as a rule have all increased their
prices--

Mr.' WTZE. Indeed they have.
The CHAIRMAN. But, taking them all together, the percentage of

increase has been something like 381 to 40 per cent?
Mr. WnETZE. In the cheaper grades; yes.
The CjKAIRMAN. You say $40. Has that so discouraged the busi-

ness that there is danger of some of them having to retire and go into
other business I
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Mr. WETZEL. No it has not.
The CHAIRMAN. Has not the business of the tailor been as attrac-

tive with those higher prices as it was when the prices were lower?
Mr. WETZEL. It has not.
The CHAIRMAN. It has not been as attractive?
Mr. WETZEL. No, sir. The only thing that has discouraged the

tailor at large is his inability to get material or buy to protect them-
selves- ----

The CHAMMAN. You made the point here that slightly increasing
the tax on a suit of clothes by imposing this tax will depress the
business, and the question I am asking you is whether the increase of
38j or 40 per cent has depressed the business?

Mr. Wrrzn. It has not.
Senator THOMAS. That increase has applied to custom-made goods

as well?
Mr. WrTZEL. Yes, sir; but the 33J per cent increase is not the in-,

crease of the high-grade tailors.
Senator THOMAS. Your objection is not to the tax but to the fact

that it is imposed only on suits costing $50 or above
Mr. WETZEL. Exactly; it is discriminating against a $50 propo-

sition and 20 per cent above that, and there will be no results. You
folks want to get funds by taxation, and the only way to get them
is to tax everyone. The men who patronize the high-grade tailors
can not get any Norfolk coats or sport coats with belts, etc.

The CHAIRMAN. One of the purposes of the law in imposing this
tax is to discourage unnecessary expenditures on the part of the
people so as to release that money for other and more essential pur-,
poses. You say that this tax will tend to bring about that very
result. It would tend to bring about a use by the people in this
country of the cheaper grades of goods instead of the higher gradesOf goods!?Mr. WETZEL. You are not encouraging the people-

The CHAIRMAN. If the effect is to induce people to wear a cheaper
class of goods, if that is one of the effects of it, will we not be ac-
complishmg one of the purposes that we have in mind in imposing
this tax?

Mr. WrTZzL. You are not encouraging economy and thrift. I do
not like the word "luxury" in regard to high -grad e clothes, any more
than a high-grade boot, any more than high-grade furniture a ainst
cheap furniture. It is economy and thrift to buy the best quality.

Senator MCCUMBER. Your position is that a f75 suit will last three
times as long as one that costs $40 and there is economy in buying
the $75 suitI

Mr. WEnzEn I know there is. Those are facts.
Senator THOMAS. You do not think a $50 suit is a luxury?
Mr. WxTznr. I positively do not; and I, do not think a $75 suit

or an $80 suit is a luxury. They contain the best linings and the
best material. It is a matter of the point of view how a man was
brought up, so that he probably does not know the difference until he
has acquired the habit. I have heard women say, "I wish my boy
had never gone to you, because he does not want to wear any other
clothes. '

I am not saying that because I want to be egotistical, but it is be-
cause we are proud to see the old vintages coining in and making
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good. They will say, "I will make my old clothes do, because the
Government recommends that we can't make Norfolk coats."

The CHAIRMAN. Then, if we impose a tax that will deter men
from buying more new suits and tend to make them bring out the old
suits that have been thrown away and have them renovated, will we
not be subserving a good purpose indirectly from the point of
economy?

Mr. WTzEL. Men in general are not buying the sanie amount of
clothes, Mr. Chairman, as they have been heretofore. Where men
have bought three or four suits of clothes they will buy one, because
they feel that they• want to be patriotic, an they wiU economize.
We have to make it up by uniforms that we are making for theofficers. That rather fills in the gap

As I say, I believe that it would be very much better for the Gov-
ernment at large and the consumers and the merchant tailors to
have an equitable tax on all clothing.

The CHAIRMAN. Have you anything further to present?
Mr. WETZEL. Nothing else.
Thank you very much.
Mr. LEVI CooKE. Mr. Chairman, Mr. Mayer, of Chicago. would

like to discuss the matter of the tax on distilled spirits.
The CHAIRMAN. Very well.

DISTILIXD SPIRITS.

STATEMENT OF MR. LEVI MAYER, CHICAGO, ILL.

Mr. MAYER. Gentlemen of the committee, I appear here on behalf
of the Distillers' Securities Corporation, sometimes called the
Whisky Trust. My client has never appeared here before the-House
or the Senate in support of or opposing any legislation of any kind
at any time. This is the first tunie that the company through me
wishes to submit to yoti gentlemen some views which may be helpful.

When the question last year of fixing the tax was under discussion,
the tax on distilled spirits, some of you gentlemen may recall that.
unsolicited. my client addressed a communication to the members of
the Senate and the IHuse supporting an increase in the tax. It has
never been represented in any hearings, and now for the first time
wishes to tell this coinittee its views so as to prevent, if possible, a
disappointment which will be serious.

We have had no hearing before the Ways and Means Committee.
We did not appear before thlit committee. because at that time the
question of limitation on the sale of distilled spirits within a
particular time had not been enacted by either house. It did not
make any difference to us whether the tax was $1 a gallon or $8 a
gallon. i the Senate and the House concluded that the Government
wished to levy a tax of that magnitude. But when we were con-
fronted with the limitation recently passed by the Senate, that on
all distilled spirit., inhibiting the sale of distilled spirits after July
1, 1919, we regarded it as our duty to call your attention to some ob-
stacles and difficulties which to us appeared insuperable.

I might add that really there is no selfish purpose in our appearing
before this committee, and I think that, before -I have concluded the
remarks which I wish to submit you will probably agree with me.
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The so-called Kitchin bill, supplemented by a report filed in the
H-ouse on September 8, estimates the tax collectible in round num-
bers as $800,000,000, $760,000,000 collected from distilled spirits for
beverage purposes, and $35,000,000 from distilled spirits for other
than beverage purposes, which means, I presume, medicinal pur-
poses.

I want to submit some figures to you as to whose accuracy you can
get confirmation from the department of Internal Revenue. As
near as our estimates, more or less exact, can arrive at a result, there
are to-day-and in this thp Conmissioner of Internal Revenue sup-
ports the statement-between 40,000,000 and 50,000,000 gallons of
distilled spirits upon which the taxes have already been paid and
which are so-called floor goods; that is to say, which are in the
houses, on the floors of the wholesalers, distributors and retailers.

There are in bond to-day 138,000,000 gallons, as near as we can
accurately arrive at a conclusion. So that in round numbers there
:ire between 180,000,000 and 190,000,000 gallons of distilled spirits
which tinder the legislation as now proposed, must be disposed of
at least to the extent of 100,000,000 gallons in order to realize 800
million tax, and must be disposed of, gentlemen, between now and
July 1.

I have no purpose at all in discussing prohibition or antiprohibi-
tion on the merits or demerits of either proposition. The client for
whom I am talking is engaged to-day in a necessary war industry.
He is producing 200,000,000 proof gallons of alcohol or spirits for
the United States Government and the allies, all of which is used ex-
clusiiely in the manufacture of smokeless powder and other muni-
tion purposes.

So that, selfishly speaking, the plants of the Distillers' Securities
Corporation are to-day engaged not only in a war industry, but are
engaged with measurable profit to that company. It owns to-day
but a negligible part of the whisky or distilled spirits.

Senator SMOOT. In bond?
Mr. MA.&nt. In bond or out of bond. I shall be accurate with you,

because upon that we can give you the exact statistics. It owns a
little over 2 per cent of the total estimated distilled spirits, floor
goods, and in bond-quite negligible.

It is making no profit on that. It has a profit, which is substantial.
It was a large income-tax payer last year and will be again this
year. It- purchased five millions of Liberty bonds, and by resolu-
tion just passed it proposes to purchase of the new issue two million
three hundred thousand. So it will have in its treasury seven mill-
ions of Liberty bonds.

We do not come to you as a pauper. We do not come to you to ask
for charity at all. We come to give you some views so that in finally
enacting the tax legislation you will be guided by such light as we--i
can say it advisedly--disinterestedly submit for your consideration.
If there were no limitation as to the time within which the spkirts,
alcohol, whisky. must be sold, we would not be here at all. Eight
dollars is a terrific tax. That means $2 a quart; and if you add the
$2 a quart tax to the cost of bottling, the cost of the material, the
expense of handling, you will get your whisky pretty close to $ a
quart, That is the profit that is made by the distiller, that profit
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that is made by the middleman, the wholesaler or jobber, and the
profit of the retailer. The manufacturer's profit is very small in-
deed.

Of the whisky that is in bond, gentlemen, 25,000,000 gallons were
manufactured by the Distillers' Securities Corporation, or one of its
subsidiaries. But that has been sold. All of the whisky, practically,
that it manufactured was sold at a manufacturer's p rofit.

As you gentlemen know, whisky is not palatable until it is about
3 or 4 years old. Congress itself legislated that whisky in bond can
not be bottled until it is 4 years old -because it is not palatable. But
the manufacturer of whisky, like the Distillers' Securities Corpora-
tion, passes it on to the wholesaler or the jobber who buys the whisky
the same year, the same season that it is manufactured. He gets his
warehouse receipts and pays the cost to the distiller plus a reason-
able profit, and this wholesaler or jobber carries the spirits or whisky
in the shape of a warehouse receipt, upon which he borrows money
from his local bank or bankers.

The Distillers' Securities Corporation does not consume all my
professional time. As Senator Smoot knows, I am counsel for the
Continental Commercial National Bank, of Chicago, the largest
national bank of America outside of New York City. I am counsel
for the Federal Reserve Bank of Chicago, and other financial institu-
tions. I have professional knowledge that the buyers of this whisky
have not the money to pay for it. They borrow from their local
bank or bankers. Sothat this 138,000,000 gallons of whisky now
in bond is probably owned by hundreds, yea, thousands of owners,
or the warehouse receipts representing this whisky to a very con-
siderable extent are no doubt held by banks all over the country
who have made loans to their borrowers.

Now, if this whisky after July 1 is in bond, it is utterly valueless,
because your legislation decrees that after July 1 it can not be sold;
it can not be withdrawn from bond. Therefore all of the whisky,
the 180,000,000 to 190,000,000 gallons, must be sold between now and
July 1--practically all, if the Government anticipates the realiza-
tion of the $800,000,000 tax. That is to say, $8 a gallon is levied
uPon the whisky which has not yet been taxed and the tax paid.
The floor stock, as the proposed act provides, has already been taxed;
$3.20 has been paid on that whisky, and the proposed law provides
for an additional tax of $4.80 when it is used for beverage purposes.
So that this body must realize $600,000,000 by way of tax to con-
form to the anticipated receipts as shown in the report made by the
Kitchin committee to the House.

How are you going to get it? The whisky that is sold is not sold
by the distillers to the consumers or to the wholesale grocers or
retail grocers or saloon keepers. That whisky is sold to the large
jobbers and wholesalers. They have it on their floor. The retailers
have it on their floor to the extent of $40,000,000 to $50,000,000.

Senator Smoor. So we will get two hundred millions out of that?
Mr. MAnnit. Upon that $3.20 has already been paid, leaving $4.80

to be paid on the forty to fifty millions of the floor stock, provided it
is all soldbetween now and the 1st of July. But bear in mind that
your law which you contemplate enacting can not become a law in
the course of human events until perhaps about November 1. Per-
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haps I have accelerated the time in fixing that date between now and
November 1. Gentlemen, those who have the money are buying
this floor stock from these retailers and wholesalers upon which the
tax is only $3.20, and as near as we can calculate between now and
the 1st of November those who own the floor stock will have disposed
of a large part of it-let us say all of it, because they are not going
to withdraw whisky from bond and pay $8 tax when they have got
on their floor whisky upon which they have already paid $8.20 and
which only requires $4.80.

Senator SmooT. To whom will they sell that stock?
Mr. MAYE. To the wholesalers or the consumers, men who want

to buy a case of whisky or a barrel of whisky. *I am speaking now
of between now and the 1st of July. Of course, by the 1st of Jbly
they will have been compelled to have sold it all, because what they
have not sold is worthless, is valueless because it can no longer be
sold. All this whisky, gentlemen, has &en manufactured, this 180,-
000,000 to 190,000,000 gallons. Let us talk about it as man to man.
It has been manufactured with your knowledge, your authority,
your consent, and your permission and the whisky that has been
withdrawn from bond has not only been manufactured but pur-
chased with your knowledge and authority and consent. The tax
is paid thereon-$3.20 a gallon.

Let us see the situation in which that is going to place the Gov-
ermnent, speaking now from the standpoint of the Government. The
whisky on the floor, the so-called floor-stock 'whisky, will have been
disposed of to a large extent. The whisky that is in bond upon which
the tax will be $8 can not, under this law, be withdrawn and the tax
paid after October 1. So much of it as is withdrawn and the tax paid
must be withdrawn and the tax paid by about June I because, gen-
tlemen, with the limited railroad transportation facilities the time
of handling property will be ordered withdrawn after June 1, be-
cause it will take at least four weeks to have it withdrawn, tax paid,
shipped and delivered, as the man who buys it must have it in his
store in time to resell it before the 1st of July. Otherwise, what he
has on hand is of no value.

Now, gentlemen, this represents a very large sum of money to the
banks, to the owners, and those who have bought it for purposes of
resale. I can not tell you how much. because I do not know. Some
may have paid 90 cents a gallon. some $1.40 a gallon, and some $2
a gallon; but hundreds of millions are represented in this com-
modity which has been produced not only with your full acquies-
cence but under your knowledge and authority and practically with
your direction, because you have taken the tax on it.

I am not here suggesting any change in any of the proposed legis-
lation other than to give you some views which this committee can
reflect on and consider before the legislation is final.

Let me make a suggestion, gentlemen. I have told you that my
client manufactured 25,000.000 gallons of the whisky that is in bond.
That is accurate. That whisky is all owned by purchasers except R
negligible per cent to which I have referred. We were compelled
under the law to give what is known as a distiller's bond for evefy
gallon of whisky that we manufactured: and by "we" I am speaking
merely of this client whose- president, Mr. Kessler, is here. We wtre
compelled to give, a bond obligating ourselves to pay whatever tax,
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gentlemen, you enact; so that if you make it $8, we are obligated to
pay $200,000,000 on that whisky; and when you have a law which is
not modified, changed or repealed, which provides that we must
withdraw the whisky after that eight-year period has expired, we
are compelled to withdraw it. We have given you a bond that we
will withdraw it. That law provides, as does the present proposed
law, that the distiller must pay the tax. So that we are obligated
under our bonds which are signed by us as principal and by various
surety companies as surety, to pay $200,000.000 in tax, and we are
compelled to withdraw it at the expiration of eight years from its
entry in that bond. and in this law you say we shall not withdraw it
after July 1-

The CHAIRMAN. That bond runs to the Government?
Mr. MAYER. That bond runs to the Government.
The CHAIRMAN. And the Government says that after the 1st of

July next you shall not withdraw it. DO you not take it that that
will cancel that bond?

Mr. MAYE . There is no repeal in this proposed law, no express
repeal, and there can be no repeal by implication, because the very
letter of the bond provides that we. will pay the tax, and neither an
act of God nor of the public enemy is a defense to the payment of
that tax at the end of 10 years unless by positive legislation you say
we shall not pay it-

The CAAmMAN. Do you think that there is any gound for serious
apprehension, or any apprehension at all, that the Government will
attempt to enforce that tax?

Mr. MAYER. There ought to be none; but whatever legislation is
enacted ought to contain a provision that the sureties and the prin-
ciplds on the bond shall be discharged from their liability-

The CHAIRMAN. I am not disputing that with you at all.
Senator PENROSE. Have you prepared an amendment?
Mr. MAYER. I have not.
The CHAIRMAN. Suppose you do that.
Mr. MAYER. I am speaking of this-it is unimportant; I mean it is

inconsequential-but 1Lam speaking of it as an indication of-I will
not say haste, but I will speak of it as indicating how, when you come
to closely consider the situation, these incongruities and incon-
sistencies arise.

But the material, the fundamental proposition that I put up to
this committee is that of the 138,000,000 or 140,000,000 gallons of
whisky that are in bond if you keep the limitation of time as July
1 very little of that whisky will ever be withdrawn.

The CHAIRMAN. If I understood you a little while ago, you think
that all of it that is on the floor-

Mr. MAYER. Not all, but a large part of it.
The CHAIRMAN. Practically all will be sold before the time thisbill asses Ir. MAER. We estimate about 25,000,000 gallons-between now

and the passage of this bill?
The CHAIRMAN. Yes.
Mr. MArER. Oh, no. We estimate about 15,000,000 gallons.
The CHAIRMAN Then the balance will be subject to this floor tax!
Mr. MmYE. This $8 tax.
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Senator LODGE. It will only yield $4?
Mr. MAYEn. $4.20 when it is disposed of. But the whisky that is

in bond-
Senator THOMAS. $4.80, is it not?
Mr. MAYER. $4.80 plus $3.20.
But the whisky that is in bond will remain there until the war is

over, and until demobilization has become effective; and if the na-
tional prohibition amendment now being considered and voted on
is enacted by 1920 or 1921, this whisky will become absolutely value-
less and worthless. I do not believe that the Finance Committee of
the Senate means to bring about such a result.

In order that I may not be misunderstood, we are not here to say,
"Make the tax $2 a gallon or $8 a gallon or $6 a gallon." , But we
are here to point out to you the serious, the great disappointment
which will confront the country if you proceed upon the theory
of realizing $80,000,000 by way of tax when it is our belief that
you will not realize, including the $4.80 additional tax on the floor
stock, in excess of $200,000,000.

Of course, you will ask yourselves, What is this paid attorney, talk-
ing to us for? We are anxious that the Government shall realize
the largest tax possible that is compatible with any governmental or
industrial view. The only course in which you can get the tax that
you gentlemen are calculating on realizing is after the floor stock

as been disposed of and figuring that that is all disposed of by
the 1st of July, there is no stock out anywhere except in bond; and
you will have to either make the period a longer period i which
the whisky can be withdrawn, or regulate your tax so that it is not
prohibitive.

If I may use myself as a concrete illustration, I bought 5 barrels
of whisky. I drink very little of it. I do not suppose I take a
drink a month. But I have friends at the bar and in the banking
business. Mr. Reynolds occasionally gets a case from me, Senator
Smoot, and occasionally a judge or some other friend. But I bought
the 5 barrels. It was bottled, and I paid $3.20 tax on it. The
whole price, as I remember, was a little under $1,000. Those who
have the means have all done that. Possibly some members of this
committee may have been equally as luxuriously extravagant as 1
have been.

Senator THOMAS. We did it to guard against the possibility of
illness in the family.

Mr. MAYER. Unless you provide a tax which will enable this
whisky to be withdrawn between now and July 1, or extend the time
so that it can not be withdrawn, you will be disappointed to the
extent of somewhere near $500,000,000 in the realization of your tax.
That is not guesswork. There are two classes of people who are

oing to buy this whisky-those who are reckless in their habits or
desires and tastes, and those who have the money. But the poor
man, the working man, can not put aside a barrel of whisky, wh
means an investment of $500, gentlemen.

Senator THOMAS. I should think he could at the present rtte of
wages in this country.

Mr. MAnE. I have thought that, too, occasionally, Senator, but to
speak from my own professional experience, I just got through
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the arbitration for the packers of the labor dispute in Chicago, and
we found that at the end of three months, with the terrific increase
in wages, we have learned from shopkeepers whose places are around
the stock yards that a large part of the big wages that they had
accumulated during the hearing was immediately expended in what
the gentlemen who preceded me said was not a luxury-in high-
priced silk stockings, high-priced shoes, high-priced underwear,

hi-priced clothes.
Senator THoMAS. In other words, they are all improvident.
Mr. MAYEn. You have answered it, Senator. I speak from knowl-

edge gained in that case in which I represented the packers in the
arbitration hearings.

Senator THOMAS. I think that is true universally.
Mr. MAYER. We have endeavored to be just as helpful as we can.

We are not speaking selfishly, because the alcohol that we make-
200,000 proof-gallons a day-is not taxed. It is industrial alcohol.
We are running full blast in grain distilleries and molasses distil-
leries. It is not taxed. It all goes to the Government or the Gov-
ernment's allies. I might say that indirectly, possibly, we are selfish,
because if this tax which you are calculating on is not collected you
will have to put it somewhere, either as a war tax, a-profit tax, or a
consumption tax-

The CHAIRMAN. Are you meaning to suggest to us that this com-
mittee will attempt to override -the legislation ,of Congress as it is
contained in the supplementary agricultural bill in case that becomes
a law, and present the question anew to the Congress?

Mr. MAYER. No; Mr. Chairman.
The CHAIRMAN. As to whether we will extend the time or not?
Mr. MAYER. No.
The" CHAIRMAN. I have not understood you as suggesting that.

I want to understand what you are suggesting to us. Are you sug-
gesting that we reduce this tax rate?

Mr. MAYER. I am suggesting that this committee take up with the
other department of the Government, the Commissioner of Internal
Revenue, and ascertain what will be withdrawn. You need not take
our figures. You can ascertain whether it would not be wiser, instead
of making an $8 tax, to make the tax $3.20, $4, or $5-1 do not care.
I have no suggestion to make, where it will not be prohibitive. In
other words, it is your purpose, Mr. Chairman and gentlemen of the
committee, as I understand it-it is your anxious purpose to have
this whisky withdrawn.

The CHAIRMAN. We want to get the most revenue we can during
the period that we are permitted to sell liquor in this country. Your
suggestion is that probably we would get more by a resale rate, and
that we take that up with the Department of Internal -Revenue and
see whether their views conform to that.

Mr. MAYER. Our opinion is, and we have considered it from every
angle--it is not influenced at all by the personal question; it means
noypersonal gain to us-

Senator JONES. May I ask you a question I
Mr. MAYER. Certainly.
Senator JoNzs. How much of this whisky in bond was manufac-

tured last year, or is a year old or less?
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Mr. MAYER. Of the whisky in bond, the production during the last
12 months was under rather than over the 12 months, perhaps.
There has been a curtailment in the production of whisky, Senator,
in the last three or four years because of the various different States
that have gained prohibition.

Senator JONES. My purpose in asking that question was to bring
out the fact, if it is a fact, that this whisky in bond varies in value
according to its age; and while a man might well afford to pay $8
tax on whisky which is 4 or 5 years old and-which could be consumed
and meet the wants, yet, if you take out the whisky that is only a
year old and is not fit for immediate consumption, it would make a
relatively higher tax on the new whisky than upon the old.

Mr. MAYR. Yes, Senator; and in addition to that, that is the ar-
gument to which I was about to come. About one-half of the
whisky that is in bond was manufactured within the last two years.
It is not palatable until it is 4 years old. What dealer or what con-
sumer is going to withdraw wiisky from bond when he knows he
can not use it. I am not saying "sell" it, because he can not sell
it after July 1. He can not consume it. It is not palatable. It is
not bottled until four years; and half of the whisky that is in bond,
gentlemen, was put there during the last two years.

Senator Jones: Would it relieve the situation any to vary the tax
with the respective age of the whisky?

Mr. MA n. I wquld like to consult just a moment. I am not a
merchant or an expert, and I can not answer that. I would not be
able to say. Mr. Kessler is the president of the Distillers' Securities
Corporation. He says it would not.

Senator JONEs. Why not?
Mr. MAyzR. I can not answer that. Why, Mr. Kessler?
Mr. KEmssLEn. The trade considers whisky as whisky whether it is

1 or 4 years old. The values are the same. In fact, we find in the
trade that 6 or 7-year-old whisky is selling for less money in bohd
than 2-year-old whisky. Whisky is sold on its original gauge.
There is an outage, or a loss. Six and 8-year-old whisky is selling
for much less money than the young whisks. _0

Mr. MAYER. If I may supplement that statement: The outage law.
the so-called Carlisle law, fixed the amount for which a rebate is
allowed. A man not only was buying merely space in the barrel,
but was paying the tax and paying the price of the whisky-

Senator JONEs. What I had in mind was this: The prospective
consumer of whisky who is paying for his own consumption, if he
bought 1-year-old goods had to pay some tax on it. If he bought
4-year-old goods, he would be paying a very much larger tax pro-
portionately. Looking at it simply from the Standpoint of the
possible individual buyer or prospective consumer-because, as I
take it, the only hope that you have of selling this 1 and 2 year old
whisky at all between now and the 1st of next July is to sell it to a
possible consumer ?

Mr. MAYER. Yes, sir; or a dealer who can resell it it a consumer,
because he can not sell it after the lst of July.

Senator Jowzs. That dealer could not hope to resell it. Therefore
all of this class of whisky must be sold to a prospective consumer,
and if he must pay $8 a gallon on 1-yfar:old whisky and it will have
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to be held four or five years before he can use it, he is paying more
than if he were to buy whisky 2 or 3 or 4 years old.

Mr. MAYER (addressing Mr.' Kessler). What is your suggestion
as to that?

Mr. KESSLER. The laboring man gets his whisky from the whole-
saler through the retailer, and the 2-year-old whiskies are taken by
the wholesalers and rectifiers and reduced and made palatable
through caramels, sweetened and otherwise; and the 1-year-old
whisky is made palatable in that way to be sold more cheaply to the
man that can not afford to pay a higher price. Therefore most of
the whiskies that are withdrawn as 2 or 3 years old are rectified and
reduced and sweetened and made palatable. The real good old
whiskies are bought by the richer element of the population of the
country.

The CHAIRMAN. I find that there is only one other gentleman who
desires to be heard this afternoon. He says he will take only 10 or
15 minutes. I suggested to him that I disliked very much to call
Senators back here this afternoon to hear him, and the committee
was broken up now, and he has very kindly consented not to press
for a hearing this evening, but with the understanding that we will
hear him when we first meet in the morning. That being so, we
can adjourn until half past 10 o'clock to-morrow morning.

(Whereupon, at 1.25 o'clock p. m., the committee adjourned to
meet at 10.30 o'clock a. in., to-morrow, Wednesday, September 11,
1918.)
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WEDNESDAY, SEPTEMBER 11, 1918.

UNrrE STATES SENATE,
COMMITTEE ON FINANcE,

Washington, D. C.
The committee met pursuant to adjournment at 10.30 o'clock a. m.

in the committee room, Senate Office Building, Senator F. M. Sim-
mons presiding.

Present Senators Simmons (chairman), Thomas, Jones, Gerry,
Nurent, Penrose, Lodge, McCumber, Smoot, Dillingham, and Town-
sen(5

The committee resumed the consideration of the bill (H. R. 12863)
"to provide for revenue and for other purposes."

The CHAIAn . When we adjourned yesterday morning, Mr. Weil
was to have been heard in the afternoon. He was the only gentle-
man asking to be heard in the afternoon, and by arrangement with.
him, we did not hold an afternoon session, with the understanding
that he should be the first one this morning. If Mr. Weil is present,
we will hear him.

ADMISSIONS.

STATEMENT OF MR. MILTON WEIL, 501 FITH AVENUE, NEW
YORK CITY.

Mr. Wm L Mr. Chairman, I represent the Music Alliance of the
United States, of which I am treasurer; the National Music
Managers' Association of the United States; and the Musical
America Co., publishers of Musical America, a periodical published
in the interest of music.

This is an argument on the war revenue tax amending title 7,
section 700, of the act of October, 1917, with proposed title 8, sec-
tion 800, of the proposed war revenue act, on amusement admissions.

I am here representing the Music Alliance of the United States,
an organization of which I am the treasurer, which was formed for
the purpose of coordinating the various phases of musical activities
in this country, which practically represents the interests of 2,000,000
workers in the field.

I will submit in my brief the detailed objects of the alliance.
I also represent as manager, a musical paper known as Musical

America, counting among its readers thousands of people through-
out the entire country, who are actively interested in music, and
regular patrons of the art.

I have been delegated also to represent, in this _petition the
National Musical Managers' Association of the United States, which
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embraces practically every musical manager in the country, repre-
senting opera, symphony orchestras, and individual artists.

We wish to submit certain self-evident facts with regard to the
musical conditions in this country, so that you will see the exact
relation between all this musical .acti ity and its, taxable 04pacty
We also wish to show exactly what effect the proposed 20 per cent
tax will have upon the revenue derived from this source.

To avoid any possible confusion in your minds may I define
the field represented in this petition. It includes all persons and
organizations involved in the giving of orchestral and band con-
certs, choral and oratorio concerts, song and instrumental recitals and
concerts, and operatic performances. This particular petition, I
may add, is confined to the interests Of those engaged in providing
music of the highest class which is of a distinctly cultural and educa-
tional character and should not be confused with entertainments of
a superficial nature whose sole purpose is essentially for profit and
entertainment rather than edification and spiritual uplift.

Measured by gross receipts, from 70 to 80 per cent of all such
musical activity of the country: opera, orchestra, recital, choral, etc.,
is on an idealistic and unselfish basis of," art for art's sake," and -it
is conducted with invariably a deficit which is made up by devoted
individual--while not more than 20 to 30 per cent of the entire
musical activity of the country is speculative in character. Of this
nonspeculative volume of business, women's clubs, throughout the
United States contribute more than 50 per cent of the total which
is on a nonprofit basis These clubs, which do not make concert giv-
ing their regular or continuous vocation, are very timid in their
operations, with the result that any apparent change in the usual
conduct of their engagements, forces them into discontinuance.

With this situation in your minds, may I point out that while
there is no definite basis upon which we can compare the total
revenue of admissions to musical performances of various kinds
before our entrance into the war, with those under the prevailing 10
per cent tax, there is overwhelming evidence. which I am submitting
in my detailed brief, to demonstrate that the present 10 -per cent
tax has curtailed concert and other musical actnitie, to the extent
of 15 per cent or over. Under the 20 per cent tax, considering the
characteristic uncertainty of all such enterprises, it is an inevitable
conclusion that further curtailment will result in paralyzing the
activities of a large percentage of musical enterprises. Because of
discontinuance, this class of public performances will not only yield
no increased revenue, but sEbstantially none whatever.

After gathering from every section of the country information
through every available'source on this subject, we are forced to the
conclusion that the revenue under'a W per cent tax would be con-
siderably less than the present 10 per cent tax has yielded.

While this curtailment of musical activities as it effects the earn-
ing capacity of individual musical artists might not seriously affect
a few of the more successful and natioiaally known artists, what
would be its effect on that great army of struggling young musical
artists, half of whom are women, and many of whom are still in
the formative period of their careers, as regards their means of
livelihood?
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In these few words I have covered merely the dollar-and-cents
aspect; behind this there is the great, big ethical question involving
music, with so many ramifications that I would not think of taking
up the time of your committee to go into it, but which I respectfully
submit in the form of this brief.

We urge that music be encouraged rather than restricted in these
days of war and stress. That it has the power to solidify public
sentiment to stir our patriotism is recognized by our administration.

A short time ago, Mr. John McCormack went to President Wilson,
to ask permission to join the great army of American musicians who
are singing and playing for our boys in France, and the response
to that request was [reading]:

The fountains of sentiment must be kept flowing in this country, and no one
can do It as well as you through music.

In conjunction with that, while dining last night I noticed the
statement of Gen. Crowder in the evening paper, which I would
like to call to your attention, speaking of the registration which takes
place to-morrow under the new draft law, as follows (reading):

I want every flag flying and every band playing on registration day.
In this morning paper Mr. Walter Damrosch is quoted as authority

for a statement to which I would like to call the attention of the
committee, as follows (reading):

BETTER MUSIC FOR PERSHING'S ARMY.

New York. Sept. 10.--Gen. Pershing will soon establish near American head-
quarters In France a school for bandniasters and musicians In order that the
music of American military bands may he of a highest standard, according
to Walter Damrosch• director of the New York Symphony and Oratorio So-
ciety, who has just returned from France.

Sehator TowNSEND. Your argument applies to music, for instance,
such as is given by universities of the country during conunence-
ment week and, other times, known as music festivals. We have
one at Ann Arbor, Mich., and they have called my attenion to this,
and I ask if you affirm what they have stated to me, namely, that
their entertainment is purely educational, and their charge was
with an idea of trying to cover expenses, but never did cover ex-
penses.

Mr. WEIL. Never did, Senator, and rarely do any of those. There
are thousands of musical clubs in the United States which are sup-
ported by women with great big ideas for the uplift of their locali-
ties. They engage the artists. The charges for admission in many
cases are nominal, because they deal with people of very meager
incomes--stenographers, bookkeepers, and people of that class. The
tax has curtailed many of those musical clubs, at least 15 per cent
or over.

Senator TOWNSEND. Can you tell how much tax was obtained f rom
the 10 per cent provision under the present law?

Mr. W EL. I can not believe that there is any means of subdividing
the tax taken in on amusements. I have tried to figure the thin
out, but it is almost impossible. I felt the question would be askel
ae, and I have endeavored to the best of my ability to try to find
that. I believe this, that if the 10 per cent tax is left on mumic,
with the activities that are planned for this coming season, such

81108-18_10
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activities will materially increase. But if the tax is raised to the
20 per cent, I think I am in a position to say that fully 50 per cent
of that musical activity will have to be stopped this season. For
example the other day at Lockport, N. Y., where they have
one of these musical festivals, under the auspices of several rather
patriotic men up there in that neighborhood, they have the course
system, by which people in meager circumstances for $10 can get
a ticket that takes in all the concerts. Then they have a 25-cent
and a 50-cent admission, by which the people can buy individual
tickets, as for a violinist or pianist. It is customary for many
thousands of these tickets to be sold to these people. At Lockport
the other day, through Mr. George W. Pound, who went up there
to speak at this festival, I find that the drawers were full of these
$10 tickets. The people had not taken them up on account of even
the 10 er cent tax, people who were factory workers, and farmers-
music Ler but who did not feel they could pay that 10 per cent
tax, but pic ed out individual artists that they could get for 50
cents, an they would wait until the next one they wanted to hear,
for instance, Mr. Elman, or whomever they wanted to hear. If the
20 per cent tax was on, you would see even less of buying of those
tickets. And that represents between 70 and 80 per cent of the
music of the country, and would probably means its absolute cur-
tailment, if not wiping it out entirely. But I believe that with the
10 per cent tax left on the musical activities will be greater, because
the demand for music is becoming greater and greater all the time,
as it is the greatest spiritual uplift there is, and I believe the Gov-
ernment will receive more on a 10 per cent tax than they ever will
on a 20 per cent tax.

Senator SMOOT. In your brief, do you propose an amendment to
those titles that will bring about the result you desire?

Mr. Wm. Senator, I have also given that a great deal of con-
sideration, and I can not see how the tax bill could fre subdivided to
take the speculative and nonspeculative out; and besides, the specu-
lative is such a small per cent of the whole that I do not think it
would be material in dollars and cents in the tax bill.

The CHAIRMAN. Will you just let me interrupt you a minute? I
find it absolutely necessary for me to be absent for about a half hour
or so, and I am going to ask Senator Thomas if he will not take the
chair during my absence. I suggest that if members of the committee
have not any engagement over in the Senate, that we sit until 1
o'clock to-day

(Senator Thomas thereupon took the chair.)
fuf ." Weil submitted the following brief, which is here printed in

BRIEF SUBMITTED By MR. MILTON WEIL, REPRESENTING THE MUSICAL ALLIANCE OF
HE UNITED STATES, THE NATIONAL MUSICAL MANAGERS ASSOCIATION OF THE

UNITED STATES AND THE MUSICAL AMERICA CO., PUBLISHERS OF "MUSICAL AMER-
ICA," IN CONNECTION WITH YTIS STATEMENT AT THE HEARING BEFORE THE SENATE
FINANCE COMMITTEE.

Mr. CHAIRMAN AND (ENTLEMEN: I beg leave here to submit to you In the form
of a brief matters supplementing my talk before your esteemed committee.

It is conceded to-day in this country, as it is in every one of the warring
nations, and even in the neutral countries of the world, that the greatest factor
in maintaining and stimulating the morale of the people at home has been
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music, and just as strongly has it been the biggest force in sustaining' the
morale of the Army and Navy. This has been realized to such an extent that
General Pershing has requested that all bands should be doubled in size, and
to-day our Army when they march Into battle are escorted by a band, and
when they come back worn out and tired they go to their rest camps met by a
band, as it has been found that music is the greatest mental recreation and
restorative for the soldier; that the greatest stimulant to-day that the soldier,
well and wounded, is.receiving in France, is music in all forms, all of which
is officially recognized by our Government.

The tremendous influence of music on the morale of the civilian population is
no less than has been demonstrated on the strictly military side, as has been
evidenced by the action of the National Council of War Defense throughout
this country, for the purpose of stimulating patriotic sentiment, by making us
a "singing" nation.

There Is not a single phase in the production of this great world war work
which Is not essentially helped in some way by music. It begins with the re-
cruiting of the soldier; it develops in the training of the soldier in the camp:
it is essential with every agency for the raising of funds for the conduct of
the war, and in addition every war charity invariably falls back upon music.

Can we afford to allow this agency for the maintenance of morale among
both our military and civilian population to suffer?

Can we afford to curtail the musical activities of the country which have
done so much for the upholding of the morale of the people. and by their cur-
tailment strike at the very source of the supply, namely: The musical artists
and their performances that have meant so much in every development in the
carrying on of this war?

It is the purpose of this brief to show both the ethical side as it affects the
morale of the Nation and also the practical side of the musical situation, as will
appeal to you, gentlemen, from the standpoint of war revenue. Our belief in
this contention is based upon thorough investigation made through every
available source of information on this subject throughout the country, and
we lay before you the following exhibits on this subject:

Exhibit A. Bulletin issued by the Musical 'Alliance of the United States.
Exhibit B. No. 1, Mr. Charlton's letter; No. 2. statement of Mr. Edw.

Ziegler, business comptroller of Metropolitan Opera House; No. 3, letter from
Chicago Apollo Club, Miss Mai N. Rea: No. 4, letter from Pittsburgh, Pa.
Orchestra Association. signed by Miss May Beegle: No. 5, letter from Albert
Steinert, Providence. R. I.; No. 6, letter from Mr. Tom Ward, Syracuse. N. Y.:
No. 7, letter from W. A. Fritschy, Kansas City, Mo.; No. 8, letter from Michi-
gan Music Teachers Association, Lansing. signed by Kate Marvin Kedzie;
No. 9, letter from Max Swarthout, Decatur, Ill.; No. 10, letter from St. Louis
Orchestra and others, as published in issue of the 24th, signed by A. J. Gaines:
No. 11, letter from Geo. W. Andrews, Oberlin, Ohio; No. 12, letter from W. W.
Norton, University of North Dakota (published in issue of the 24th) ; No. 13.
letter from Apollo C11,lu signed by Geo. L. La Vayea, Minneapolis; No. 14,
letter from Mrs. Norton i Tuison, chairman of club, Los Angeles. Cal.: No. 15.
editorial page 18 of Musical America, issue o? the 17th: No. 16. letter from
Frank W. Healy, of San Francisco; No. 17. California Pderation of Musical
Clubs, of Los Angeles; No. 18, Federation of Music Club, of Texas. letter; No.
19, letter from Mrs. George Richards, of Duluth; No. 20, letter from Ferdinand
Duncley. Seattle, Wash.; No. 21. letter from Carl Fique, of Brooklyn, N. Y.;
No. 22, letter from the Harmony Club, Fort Worth. Tex.: No. 23, copy of letter
signed by William G. Frizell, chairman of the Civic Music League of Dnytou, 0.:
No. 24, copy of telegram by F. C. Coppicus, motager Metropolitan Musical
Bureau; No. 25, letter (copy) from the St. Cecilia Club of Grand Rapids, Mich.;
No. 26, copy of telegram written by E. R. Lederman, president of the Associa-
tion of Presidents of State and National Music Teachers Associations.

Exhibit C. Aims of the Musical Alliance of the United States.
We have not submitted naturally all the replies but merely give you gample

letters from musical clubs connected with the best musical activities, from the
mass of replies received by the Musical Alliance. These have been selected
from the different sections of the country and are unanimous in showing that
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the proposed tax will paralyze musical activities. It should be remembered
these replies are in many cases from persons who are conducting musical activi-
ties on a no-speculative and unprofitable basis, as was shown in the hearing
accorded the petitioner before your committee.

ExIBIrr A.

The Ways and Means Committee of the House of Representatives, which is
revising the war tax schedule, has agreed on a 20 per cent tax on admission to
all amusements, which included opera and concerts. This includes also all musi-
cal performances which have hitherto been looked upon as educational. Accord-
ing to the judgment of many concert managers, this tax is prohibitive and will

mean; not only the contraction of musical schedules throughout the country,
but in many cases, the total elimination of such concerts.

The Musical Alliance of the United States stands squarely behind the Govern-
ment in its plan to win the war by the quickest possible method.

We do not believe, however, that the 20 per cent tax, recommended by the
Treasury and now accepted by the Ways and Means Committee, will serve the
purpose for which It was devised. It will so reduce the musical activities of the
Nation that the proceeds from the tax will be considerably less than they are
under the prevailing schedule.

At a time when the musical forces of the country are being marshalled to
arose patriotic interest, for the sale of Liberty bonds, for the raising of funds
for the Red Cross, to stimulate recruiting, for the sale of war saving stamps
and principally for the establishing of a morale and relaxation of the minds of
the people from the strain of the war, we believe that this tax wJlI be a body
blow.

We believe that it has been accepted by the legislators without due consid-
eration of its actual significance.

There is only one way to accomplish a revision of this tax measure and that
is by a concerted effort to impress the legislators at Washington that the whole
musical interests of the United States are united in protesting against it on
the ground that the elimination of music would have a bad effect upon the
morale of the Nation as a whole.

This means the preservation of our musical life. It can be viewed in no other
light.

EXHIBIT B.

B 1.
NEw YORK, August 7, 191.

MUSICAL ALLIANCE OF THE UNITED STATES.
501 Fifth Avenuc, New York.

GENTLEMEN: I inclose you herewith copies of my letters to Senator Calder
and Congressman Carew, in regard to the proposed Increase tax on admissions.

Cordially, yours, LOUnON CHABLTON.

AUGUST 7, 1918.
HOn. JOHN F. CAREW,

House of Represent ativrs.
lVashington, D. C.

DEAR Sin: In regard to the proposed admission tax of 20 per cent, which will
apply to concerts as well as theatrical performances, moving pictures, etc., I
wish to emphaqize the fact that at least 70 per cent of all the concert business
done in the United States Is on an "Art for Art Sake" basis, and not more than
30 pr cent of the total is speculative in character or for the purpose of making
profit. A great mass of this business is conducted by educational institutions,
whose only object is to give their student bodies the advantage of hearing the
greatest exponents of the best music. These educational Institutions are
already hit bard by various war exigencies and the doubling of the admission
taxwill put this class of business out of commission.

Women's musical clubs throughout the United States conduct at least 50 per
tent of the total concert business of the country, all of which is on a nonprofit
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basis. These clubs are very timid in their operations and doubling the admis-
sion tax will likely put most of them out of business for the duration of the
war.

An enormous revenue has been realized from concert goers on the 10 per cent
tax, but I am positive that the imposition of any tax higher than 10 per cent
will result in killing the goose that lays the golden taxes, and, therefore, I am
convinced that an admission tax greater than 10 per cent will unquestionably
reduce, the national revenue from this class of business instead of increasing
it, not only as regards concerts, but as regards the theatrical business also.
Because of its cheapness, the tax on moving-picture admissions might stand
an increase without jeopardizing revenue. But the present tax on concert and
theatrical tickets is all the traffic will bear, and any increase will only defeat
the purpose of such increase.

Yours, very truly,

AUGUST 7, 1918.
Hoc. W. C. CALDER,

United States Senator, Washingtoi, D. C.
DEAR SIR: In regard to the proposed admission tax of 20 per cent, which will

apply to concerts as well as theatrical performances, moving pictures, etc., I
wish to emphasize the fact that at least 70 per cent of all the concert busi-
ness done in the Unite4 States is on an "art for art sake" basis, and not more
than 30 per cent of the total is speculative in character or for the purpose of
making profit. A great mass of this business is conducted by educational
institutions, whose only object is to give their student bodies the advantage of
hearing the greatest exponents of the best music. These educational institu-
tions are already hit hard by various war exigencies and the doubling of the
admission tax will put this class of business out of commission.

Women's musical clubs throughout the United States conduct at least 50 per
cent of the total concert business of the country, all of which is on a non-
profit basis. These clubs are very timid in their operations and doubling the
admission tax will likely put most of them out of business for the duration of
the war.

An enormous revenue has been realized from concert-goers on the 10 per cent
tax, but I am positive that the imposition of any tax higher than 10 per cent
will result in killing the goose that lays the golden taxes and, therefore, I
am convinced that an admission tax greater than 10 per cent will unquestion-
ably reduce the national revenue from this class of business instead of increas-
ing it, not only as regards concerts, but as regards the theatrical business also.
Because of its cheapness, the tax on moving picture admissions might stand
an increase without jeopardizing revenue. But the present tax on concert and
theatrical tickets is all the traffic will bear, and any increase will only defeat
the purpose of such increase.

Yours, very truly,

B2.
[From Musical America, Aug. 17, 1918.]

WILL PRODUCE SMALLER REVENUE THAN A 10 PER CENT TAX, SAYS MR. ZIEGLER,
OF METROPOLITAN.

The Metropolitan Opera Co. has been watching the tax situation with
keen Interest Edward Ziegler, representing the business interests of the com.
pauny, told a representative of Musical America on Monday that as yet the com-
pany was not prepared to make an official statement with regard to its method
of procedure in convincing the congressional committees that the 20 per cent
tax would be inadvisable, "You may say for me," declared Mr. Ziegler, "that
I honestly believe that the Government will collect less money on a 20 per
cent tax than it does to-day on the 10 per cent tax."

BS. AUGUST 8, 1918.
Tuz MUSICAL ALLIANCE OF THE UNITED STATES,

501 Fifth Avenue, New York City.
CZNTLEMN: You will find herein inclosed copies of the letter to Senator

Sherman and telegram to Congressman Wilson. We earnestly trust this
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movement on your part may have the desired end, for we certainly do not want
to discontinue our work, which we will be forced to do if this law goes through.

Very truly, yours,
MADE N. RE.

CHICAGO, InL., August 8, 1918.
Hon W. W. WILSON,

Co.gresema-n, 1ashington, D. C.:
As an educational body we most earnestly protest against the 20 pet cent

concert tax. We make no money even In favorable seasons, existing only to
advance musical standards. Such excessive tax will kill this oldest musical
organization of Chicago, add no revenue, and cause serious setback to music
generally.

THE APOLLO MUSICAL CLUB.

THE APOLLO MUSICAL CLLUB OF CHICAGO,

August 8, 1918.
Senator LAWRENCE Y. SHERMAN,

Washington, D. C.
Six: You will find inclosed a copy of telegram we have just sent to Congress-

man W. W. Wilson, and we ask that you give this matter your personal con-
sideration.
As a musical organization we have existed for forty-seven years, and have

become one of the important factors of Chicago's musical life, but this tax-will
be our deathblow. The war will not always last, and It Is worse than folly to
pass laws that will destroy our home institutions.

Our regular season carried through would pay something toward war
revenues. If the law passes we give no concerts, and what is gained?

Very truly, yours,
MADE N. RXA
Betsess Manag .

AUGUST 6, 1918.

The 20 per cent amusement tax will seriously affect the musical situation
in this country. We are endeavoring to present music as the best relaxation
from the strain of war and believe the nation must have music. This increased
tax will make it prohibitive for majority. Please endeavor to have an excep-
tion made in tax for music.

PITTSBURGH ORCHESTRA ASSOCIATION,
MAY BiZGLE, Manager.

M. STEINERT & SONS C.,
August 5. 1918.

THE MUSICAL ALLIANCE OF THE UNITED STATES,
501 Fifth Avenue, New York City.

GENTLEMEN: Enclosed please find copy of a letter which I sent to both Senatpr
Peter F. Gerry and Congressman George F. O'Shaunnessey of Rhode Island in
regard to the proposed 20 per cent tax on amusements.

Yours, truly,
ALBERT i. STELNERT.

AUGUST 5, 1918.
I-on. PETER G. GEaY,

Senator from Rhode Island, Washington, D. 0.
DrAn SENAToR: As manager, financial agent, and sponsor for the Steinert

series of concerts which are to be given In New England cities next season, I
firmly believe that a mistake would be made in raising the tax on amusements
from 10 to 20 per cent. I realize that every effort must be made by the Govern-
went and every citizen in order to raise money so that the United States, will suc-
eessfully win the war at as early a date as possible, and I am willing to make
every sacrifice and conform with every regulation and rule which is laid down
to me by the Government. With an increased rate of taxation there is no ques-
tion but what numbers of people would not go to amusements, and a greater
revenue will be derived by leaving the tax a it is, as the number who patronize
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amusements on the 10 per cent would more than offset what would be lost on the
20 per cent basis; local managers could not afford to employ high-priced artists
with this anticipated Increased rate of taxation, as they would not be patronized
by the public, consequently the artist's Income would be materially less and the
Government woulu suffer proportionately on their Income tax.

There are a number of arguments which could be presented to illustrate the
mistake that will be made by raising the rate of tax 10 per cent higher than
what it is at the present time, and I hope that you will give this matter your
earnest consideration.

Yours, very truly,
AI.ItERT M. STEINERT.

COPY OF LETTER SENT TO CONGRESSMAN WALTER W. MAGEE AND SENATOR J. X.
WADSWORTH.

I understand that the Ways and Means Committee. of the House of Repre-
sentatives in revising the war tax schedule has agreed upon a 20 per cent tax
on admission to all amusements, which include concerts and musical entertain-
ments which have hitherto been considered educational. In my judgment this
tax will prove to be prohibitive and in most cases will mean the total elimina-
tion of such concerts.

The singers and musicians of the United States (with few exceptions) have
stood and will stand firmly behind the Government in its plans to bring the war
to as speedy an end as possible, but most of us believe that this 20 per cent tax
will so reduce the musical activities of the Nation that the proceeds from the
tax will be less than they are under the present schedule. The musicians of
the country have been called upon, and have gladly and loyally given their time
and talents to arouse patriotic interest, to help the sale of Liberty bonds, to
stimulate recruiting, and especially to assist in establishing a morale In the
minds of the people, and relaxation from the strain of war, and I believe that
to them this tax will be a knock-out blow.

I also believe that It has been accepted by the legislators without due con-
sideration of its actual significance.

You might as well eliminate religion as music, and If this tax goes through
it will certainly mean just that thing, and I shudder to think of the effect it
would have upon the morale of the Nation as a whole.

Trusting that you will do your utmost to have this tax considerably modified,
I remain,

Very truly, yours, TOM WARD,
Conductor of Central New York _Mhusic Festital Association.

KANSAS (Jry, Mo.. August 8, 1918.
The MUSICAL ALLIANCE,

New York City, N. Y.
GENTLEMEN: Many thanks for your circular letter whkch I found on my desk

upon returning to office this morning. The enclosed copy of a telegram which I
have sent to both our Congressman and Senator will answer. I sincerely hope
that the alliance will be successful in their undertaking. If I can be of any
service to you, Just say the word.

Sincerely, yours. FRscnHY CONCERT DIRECTION CO.,
By W. A. FRITSCHY.

AUGrST 8, 1918.

Hon. Wm. BORLAND,
Congrcsmaan, l1'ahington, D. C.:

Music Is the principal factor In establishing the morale and relaxation of
minds of the people. We fear that the 20 per cent tax on concerts will mean the
contraction of musical activities and In many instances total elimination of
concerts. We are also convinced that the returns from 20 per cent tax will be
tar less than from the 10 per cent tax, as for the majority of people It will be
prohibitive. Although loyal to the Government, we earnestly hope you will
see this In the true light and not curtail the musical activities of our country
by placing a 20 per rent tax on concerts.
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LANSING, MICH., Aug. 6, 1918.
THE MUSICAL ALLIANCE,

501 Fifth Avenue, New York.:
Am sending copy of telegram sent to local Congressman and United States

Senator. "Increased tax on concerts should be opposed by you. Music pub-
lic necessity in war time. In behalf of 'Matinee Musical' of Lansing this
objection Is made."

KATE MARVIN KEDOIE.
Mrs. F. S. KEtnin.

MILLIIUN CONSERVATRY OF MUSIC,
Decatur, Ill., August 7, 1918.

THE MUSICAL ALLIANCE OF THE UNITED STATES,
. 501 Fifth Avenue, New York City.

GNTLEMEN: I am in hearty accord with the proposal as expressed In your
communication of recent receipt to the end that the musical interests of the
United States stand squarely against the enactment into a law of the proposed
tax on concert admissions.

Accordingly I have instructed the secretary of the conservatory to Wire both
the Senator and the Congressman representing our district, requesting their
aid in the defeat of this feature of proposed war-tax measure recently agreed
upon by the Ways and Means Committee of the National House of Representa-
tives. A copy of the telegram Is herein enclosed.

Thanking you for the courtesy of your suggestion. I remain, as ever,
Cordially, yours,

MAx v. L. SWARTHOUT.

Millikin Conservatory at Decatur has been providing a series of high-grade
artist recitals each year for the past four years, intended wholly to promote
general musical appreciation and to provide wholesome recreation for the
music loves of the city and community. Especially now do we feel that such
enterprises as these should be encouraged because of their direct and helpful
Influence on the morale of the people at home. No funds have been available
for these concerts other than those provided by a limited subscription ticket
sale and by single admissions. The proposed tax of 20 per cent on such
admissions as agreed upon recently by the Ways and Means Committee of the
National House will in my opinion mean the giving up of the Millikin series
after the next season already contracted for. Will you not therefore use your
good Influence to eliminate the proposed tax that such worthwhile entertain-
ment may live in Decatur?

MAX L. SWARTHOUT,
Director of Millkin Conservatory of Music, Decatur, Ill.

B. 10.

The musical interests of St. Louis learn with regret that the Ways and
Means Committee of the House of Representatives, which is revising the war
tax schedule, has agreed upon a 20 per cent tax on admissions to all amuse-
ments, including opera and concerts.

All loyal Americans believe that the one big thing of to-day is to win the war.
Music is a factor to this end. Music has played an important part in sus-

taining the morale of the Army and of the people at home, in arousing patriotic
interest in every form of recruiting, in aiding in the sale of Liberty bonds and
in raising a fund for the Red Cross.

Therefore, would it not be disastrous to assess a 20 per cent tax on music,
classing music among the nonessentials. Such action would reduce the musical
activities of the Nation and the proceeds from the proposed tax will be con-
siderably less than they are under the prevailing schedule.
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May we ask your serious consideration of the matter and action in accord
with the best interests of our beloved country.

C. W. HUGHES, Apollo Club.
FREDERICK FiscHn, Pageant Choral.
JOHN H. GUNDLACH, Pageant Choral.
CHAs. G. MULLIGAN, Knights of Columbus Choral Club.
ARTHUR J. GAINES, Manager St. Louis Symphony Orchestra.
ELIZABETH CUENY, Concert Manager.

ST. Louis, Mo., August 10, 1918.
The St. Louis musicians sent this letter to Secretary Paul V. Bunn,

of the Chamber of Commerce:
DEAR ME. Bu.xN: The musical Interests of St. Louis have learned with

much regret that the Ways and Means Committee of the House of Representa-
tives has agreed upon a 20 per cent tax on admissions to all amusements, a
tax which includes operas and concerts.

The Division of Musicians, Artists, and Allied Arts of the Chamber of
Commerce, through their committee, requests the board of directors to use
their Influence with the proper authorities to have this tax kept on the 10 per
cent basis which has hitherto been in effect.

We feel that on a 20 per cent basis the musical activities of the Nation will be
so reduced that the proceeds from the tax will be considerably less than they are
under the prevailing schedule, many of the most helpful musical organizations
will be forced to suspend, a large number of people who have spent years of
study at their profession be thrown out of labor, and the entire country lose
the stimulating and refreshing tbnic of wholesome recreation.

Yours, very truly,
CHAIRMAN DIVISION OF MUSICIANS, ARTISTS, ANL ALLIED ARTS.

ST. Lone, Mo., August 6, 1918.

B 11.

The Musical Alliance of the United States:
Below is a copy of letter sent to the Senator and Representative

from this district.
GEoRE W. Aniws.

In view of the reported plan to place a 20 per cent tax upon public amuse-
ments, including operas and concerts, and also Including concerts given for
educational purposes, may I respectfully call your attention to the facts below?

The Oberlin Musical Union is the choral organization of Oberlin College,
Conservatory, and community. It has been active in the musical life of
Oberlin since 1860. It has no endowment, It has sometimes had a surplus, and
this has always been used for matters of public need; at present It has a debt
of $1,200 or more; it has been almost upon the point of giving up its work,
and would do so except that It now seems possible to find guarantors to enable
us to meet our expenses for the present.

If the proposed tax is imposed it will mean, so far as we can see, the abso-
lute giving up of our educational contribution to Oberlin, so long continued.

We are in the war heart and soul, but it seems right that you should know
these facts.

OBERLIN CONSERVATORY OF MusIC.
OBERLIN MUSICAL UNION.

OexLIN, OHIO, August 8, 1918.

B12.

Twenty per cent tax on educational musical performances Is a body blow
to the greatest means of maintaining morale and promoting patriotism. Not
only prohibits musical activities, thus reducing revenue and defeating purpose
of tax, but also eliminates potent factor for winning war. Serious situation
demands careful consideration. The North Dakota University Male Chorus,
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Women's Chorus, Philharmonic Orchestra, Oratorio and Opera Society, band,
Norton Chautauqua Orchestra protest against, crippling our war service.

Wm. W. NORTON,
Director of Music, University of North Dakota.

B 13.

To the Musical 1aiowe of the 1-nited States:
We wish to acknowledge with sincere thanks the receipt of your conmmuni-

cation in connection with the proposed 20 per cent tax on all amusements,
which include opera and concerts, as agreed upon by the Ways and Means
Committee of the House of Representatives at Washington, D. C.

We inclose herewith a carbon copy of one of the letters we have written to
our Senator.

This will show to you the attitude we are taking In the matter and we will
endeavor to enlist all the aid we can bring to bear In order to secure legisla-
tion that will free musical organizations from an unjust taxation and at the
same time without opposition to any measure that 'should fairly be taxed to
render a revenue to the Government to help win the war.

We will be pleased to receive from you at all times any information upon
such subjects as the above and will gladly render such assistance s we can
to further the best interests of your alliance.

Very respectfully, yours,
TnE ArrPoLo CLUB OF MI NNEAPOLIS.
Gfio. L. LAVAYEA,

Chairinan of Concert Conmittffre.
.MINNEAPOLIS. August 15, 1918.

B14.

No class of Americans are more loyae than the musicians and none give more
freely of their money and their services. They respond to every call for help
from every department of war activities and these calls are almost continuous,
for the heads of departments have learned that it is impossible to "put over"
anything in the way of effort without music, which is not only an attraction in
itself, but which serves am a dynamo to create enthusiasm. Every part'of
our country Is crying for more music, rather than less, and the proposed tax
will cripple the .interests of musical activities until it will lessen our usefulness
to our Government in the time of its greatest need.

We ask for your thoughtful consideration of these things and for your inter-
vention InI favor of exempting musical activities from further taxation, which
in many Instances would be prohibitive.

Mrs. NORTON .JAMISON,
President Los Angeles Music Teachers Association.

Los ANGELES. August 15, 1918.

B 15.
AN OPEN LETTER TO THE MEMBERS OF THE WAYS AND MEANS COMMITTEE, THE

MEMBERS OF THE HOUSE OF REPRESENTATIVES, THE SENATE COMMITTEE ON
FINANCES, AND THE UNITED STATES SENATE.

GENTLEMEN: Our war is costing us $50,000,000 of dollars each day. We
know that these funds must be raised largely by taxation, by exacting payments
from the very processes of our daily life-that so great a sum of money can
not be accumulated in the National Treasury unless you, in the fulfillment of
your duties, exert the maximum power with which you have been vested to
make every phase of our activities pay a proportionate part to the prosecutionu
of a war which we want to see won securely if it finally requires the last drop
of blood in the land.

As one of the many means of raising this tremendous amount of moncy you are
now considering the proposal to place a 20 per cent tax on every ticket to a
ynsxlcnl performance, concert or operatic. Yoifr purpose In doing this is to
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raise money. It Is purely a revenue tax and implies no desire on the part of
the Government to discourage attendance at such performances.

In the case of the recent railroad- mandate, which greatly increased the
rates of transportation, it was understood that the purpose was twofold; to
raise money and to discourage travel that is not absolutely necessary.

May we be permitted to analyze the situation, to determine whether or not
this 20 per cent tax will serve the purpose which your committee has in mind,
namely, to increase the governmental funds with which to prosecute the war?

Have you made an Investigation to determine the conditions that affect
the concert-giving business in the United States? Do you know that the 20
per cent toll you purpose placing on each concert ticket will cause a very large
number of concert courses throughout the United States to be eliminated,
and that a still larger number will be so curtailed that the total income from
the tax will be much smaller than that collected during the last season on a
ten per cent basis?

This conclusion is not reached haphazardly. It is based on an investigation
maule Musical America. The facts will be found in the statements of
musical managers printed elsewhere in this issue.

For Example: Let us say that the average monthly income in New York
City alone, on a 10 per cent basis, from all tickets to concerts and operas.
is $100,000. If you decrease the attendance by 50 per cent and double the
tax you won't increase the Government's revenue and you will deprive a
large section of the public from patronizing a form of diversion that has dis-
tinctive cultural and education value and which tends to relax strained nerves
and establish a healthy, bouyant spirit among the people. Is it sensible? Is
It expedient?

Have you made an investigation to ascertain how the 20 per cent tax will
aff ct the Incomes, in fact, the very means of livelihood of thousands upon
thousands of musicians whose source of personal revenue lies exclusively in
these musical performances which you purpose taxing out of existence? Do
you !know that it will bring poverty to the lowliest orchestral musician, that
it will bring distress to the large arm of struggling young concert artists, that
it will necessarily be a hardship to the large number of music teachers, that
it will greatly curtail the incomes of the more distinguished artists?

Do you realize, gentlemen, that by paralyzing the prosperity of this vast
army of workers you would be taking the heart out of one of the most pa-
triotic body of citizens that this war has developed? That they have given
bounteously of their time, talent and money to stimulate the public sale of
Government bonds, of War Savings Stamps, to the raising of funds for the
Red Cross, for the Y. M. C. A., the Knights of Columbus, to Army and Navy
recruiting and every other possible agency that contributes to the successful
waging of war?

Has it occurred to you that our military chiefs, profiting by the experience
of other nations, have asked for more music in the Army and Navy because
they know that the psychological effect of massed singing and the playing of
bands makes for better, more efficient fighting forces? And do you realize that
you can't encourage that musical output by stifling the very means of existence
of the musician?

When you tax a business out of existence it is self-evident that that business
will not longer yield the funds which are so necessary to support the Govern-
ment's program. And the men Who have given up their whole lives to the
musical business are authority for the statement that the 20 per cent tax is
virtually confiscatory.

Have you considered the question of the morale of the people?
Behind our wonderful army of fighters in France, in Italy, and Russia, there

must be a nation of citizenry, whose morale Is at the highest point It is the
knowledge of the existence of this morale that places heart into the heroic
work our boys are doing for us at the front. They go into battle with the
'onsciousness that back in the States are a hundred million earnest, sym-
pathetic souls watching their every advance, applauding every achievement,
giving unbegrudgingly of everything that will hasten the end and bring closer
the time when the devastators of liberty shall be brought to their knees.

This morale of the people Is a vital thing. It Is developed and maintained
largely through public gatherings. We have all of us felt the contagion of
spiritual uplift, the stimulus of love for our country and its ideals which spring
go spontaneously from these inspiring assemblages of the masses. It has been
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through this very means that many of us have been constrained to our
maximum effort to help win the war.

And in the assembling of the people the musical auditoriums have been the
very centers. Is it wise, gentlemen, to curtail that tendency of our citizenry,
to foregather by plaing a prohibitive tax on the privilege itself? Is It wise to
allow the Insidious seed of mental discontent, of popular restlessness, to suffer
cultivation?

Let's have more music, better music, music everywhere. We can sing our
way through the discomfiture of war times quite as well as our brave soldiers
can sing their way into victorious battle.

But we urge upon you Members of Congress to reject any plan which would
throttle the source of that music. It won't raise more money. It will merely
impose upon us an essentially unnecessary burden.

B 16.

I am told that the Ways and Means Committee of the House of Representa-
tives has agreed on a 20 per cent tax on admission to amusements.

Being of the opinion that this increase in the war tax would reduce the gross
receipts and the Government's earnings, I beg to call your attention to the good
work done at the most recent concerts given under my' management 'in San
Francisco.

On May 12 and 19 1 had concerts by Amelita Gall-Curci at the Eposition
Auditorium. From the receipts of these concerts I paid the Government $3,700
for amusement war tax, and as Galll-Curcl created the greatest enthusiasm, we
seized the opportunity to make a Red Cross collection. Thus, at' but one
concert, and by promising to have Galli-Curcl autograph all checks received, we
ran the total up to $18,000. I believe that tlis Is a record for a half hour's work.

Would It be possible for us to get $21,700 at two concerts for the Government
and the Red Cross if the amusement tax was increased to 20 per cent? I am
quite sure that it would not, and sincerely trust that you will use your influence
to see that "well enough" is let alone

Sincerely,
FRANK W. HEAr.

B 17.

To the MUSICAL ALLIANcE OF THE UNITED STATES:
The following letter was sent to the California Representatives at Washing-

ton from the California Federation of Musical Clubs:
"The California Federation of Musical Clubs is standing squarely back of

the Government in every way for a speedy winning of the war. We sincerely
believe, jiowever, that the 20 per cent tax on concerts will strike a serious blow,
particularly to the far West.

"Music can hardly be considered in the category of amusements. It is more
of an educational force-hence, should not be subjected to the tax levied upon
amusements which can be classed as nonessential.

Undoubtedly you are aware that the musicians of the country have been
importuned upon innumerable occasions to volunteer their services to stimu-
late interest in all war activities in which the people at large are prone to show
little interest. Permit me to particularly call your attention to the fact that
the service these people render is their livelihood, and as you know they have
always given freely and unselfishly of their talent.

"This tax will also have a tendency toward cutting down attendance, even
at concerts of a patriotic nature, which tend to stimulate the national spirit,
which is akin to loyalty. At a time when our Government and all musical
organizations are fostering these activities to establish the morale and relaxa-
tion of the people, we earnestly petition you to use every effort to discourage
the enactment of such tax."

Very truly, ymurs, Bsri BAEZhrT Pus Nxa,
Pre*dent Caliornia Pederation of Mviical 0iuba.

HOLLYWOOD, CAL, Augut 9, 191&
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B 18.

CORSICANA, TEX.. August 17, 1918.
HON. JoHN C. FREUND,

President Musical Alliance of the United States,
New York, N. Y.

My DEAR MR. FREUND: In reply to your call In the last issue of Musical
America a telegram, as per copy Inclosed, was sent to Texas Senators in
Washington and to our Representative, who is a member of Ways and Means
Committee. Likewise, letters followed to other Congressmen from our State.

The Texas Federation of Music Clubs heartily indorses this and all other
great movements which you are supporting in the Interest of music, and we
trust that your.future plans may include the opportunity for real cooperation
with National and State organizations.

It gives me great pleasure to Inclose $1 for an individual membership in the
Musical Alliance of the United States.

Most cordially,
(Miss) LOUISE PACE,

President Teroas Federation of .M usic Clubs.

COPY OF TELEGRAM SENT TO IEXAS SENATORS AND MEMBER OF CONGRESS ON WAYS
WAYS AND 3IEANS COMMITTEE.....

The Texas Federation of Music Clubs, representing more than 00 musical
organizations and an individual membership of more than 1,000, pleads with
you to Intercede in behalf of music as endangered by the proposed 20 per cent
tax. In this time of stress we need music as never before.

(Signed) LOUISE PACE,
President Texas Federation of Music Clubs.

TEXAS FEDERATION OF MISIC-CLrBS. (ORGANIZED OCTOBER, 1915.

Affilia ted with-
National Federation of Music Clubs.-President, Mrs. A. T. Ochsner, 2106

Sedgwick Street, Chicago, Ill. Southern district president, Mi's. H. H. Foster,
Little Rock. Ark.

General Federation of Women's Clubs.-President, Mrs. Eugene Cowles, Los
Angeles, Cal.; chairman, music department, Mrs. William D. Steele, Sedalla, Mo.

Texas Federation of Woen's Clubs.-President. Mrs. C. W. Connery 1530
Cooper Street, Fort Worth, Tex.

FOREWORD.

In view of the fact that many of the mIusic clubs of Texas do not clearly
understand the relation of the Texas Federation of Music Clubs to the Texas
Federation of Women's Clubs, a few words of explanation seem expedient.

The Federation of Music Clubs Is a separate, distinct ansd self-governing
organization, yet a department of the Federation of Women's Clubs, thereby
representing music throughout the State for that organization.

At the annual State and district meetings of the Federation of Women's
COlba, musical programs are provided by the Texas Federation of Music Clubs,
this organization being entitled to representation at these meetings, one dele-
gate for every six clubs, delegates being elected by the executive board of the
Music Federation.

Active membership dues in the Texas Federation of Music Clubs includes
dues with the following organizations: Texas Federation of Music Clubs,
National Federation of Music Clubs, Texas Federation of Women's Clubs,
music department general Federation of Women's Clubs.

Membership in the State federation is of mutual benefit to music clubs, and
to the organization of which it is a part, for In unity only is there strength.
The Federation exists for the purpose of promoting music In Texas, which
work must be accomplished through cooperation.
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President, Miss Louise Pace, 1008 West Third Avenue, Corsicana; first
vice president, Mrs. F. H. Blankenship, 3921 Rawlins Street, Dallas; second
vice president, Mrs. J. Lee Penn, Waxahachie; recording Secretary, Mrs.
T. H. Wear, 610 Houston Street, Fort Worth; corresponding secretary, Miss
Dorothy Drane, 702 West Second Avenue, Corsicana; treasurer, Mrs. Beatrice
Elkel, Kidd Key College. Sherman; auditor, Mrs. Elbert Gibson. 4934 Crutcher
Street, Dallas.

BOARD OF DIRECTORS.

Miss Louise Pace, Corsicana; Mrs. F. H. Blankenship, Dallas; Mrs. J. Lee
Penn, Waxahachie; Mrs. T. H. Wear, Fort Worth; Miss Dorothy Drane, Qor-
sicana; Mrs. Beatrice Eikel, Sherman; Mrs. Elbert Gibson, Dallas; Mrs. J. F.
Lyons, Fort Worth; Mrs. Gae Russell, Sulphur Springs; Miss Ima Hogg, Hous-
ton; Mrs. Gentry Waldo, Houston; Mrs. Eugene McNutt, Waco:-Mrs. James
Hambrick, Tyler; Mrs. R. T. Skiles, Dallas; Mrs. Henry Roberts, Hlillsboro;
Mrs. W. C. Buie, Marlin; Miss Phoebe Garver. Taylor; Mrs. D. N. Rice, Cor-
sicana Mrs. Ell Hertzberg; San Antonio.

DEPARTMENTS.

Club extension: Chairman. Mrs. F. H. Blankeuship, Dallas; Mrs. George
Howard, Houston; Mrs. H. A. Spellings, Jefferson; Mrs. F. W. Snetzer, SaI
Angelo: Mrs. Otis Truelove, Amarillo.

Artist bureau: Chairman, Mrs. Gentry Waldo, Houston; Mrs. J. A. Jahn.
Dallas; Mrs. A. L. Shuman, Fort Worth; Mrs. Ell Hertzberg, San Antoiilo; Mrs.
Eugene Haynie, Austin.

Community music: Chairman, Mrs. Eugene McNutt, Waco; Mrs. W. L.
Jones, Paris; Mrs. M. Folsom, Wynne, Dallas; Mrs. Rosser Thomas, Bonhain;
Mrs. T. H. Cheatham, Waxahachie.

Course of study and program exchange: Chairman. Mrs. James Hambrick,
Tyler; Mrs. E. P. McConnell, Dallas; Mrs. 0. L. Lilienstern, Mount Pleasant;
Mrs. Arthur Saft. Austin; Mrs. A. L. Manchester, Georgetown.

Library extension: Chairman, Mrs. R. T. Skiles, Dallas; Mrs. Edna Saun-
ders, Houston; Miss Jeannette Gunst, Corpus Christi; Mrs. Katherine Peeples,
San Marcos; Mrs. E, N. Davidson, Jacksboro.

Public school music: Chairman, Mrs. Henry Roberts, Waxahachie; Mrs. N.
P. Turner, Marshall; Miss Elfleda Littlejoln, Galveston; Mrs. A. L. Williams,
Sulphur Springs; Mrs. D. E. Sanders, Wichita Falls.

Scholarship: Chairman, Mrs. W. C. Buie, Marlin; Mrs. Joseph Morris.
Groesbeck; Mrs. T. S. Lovette, Belton; Mrs. J. H. Orifliths, Taylor; Miss
Blanche Foley, Houston.

Contest: Chairman, Miss Phoebe Garver, Taylor; Mr. F. Liebke, Brown-
wood; Mrs. Wade Walker, Wichita Falls; Mrs. J. Allen Kyle, Houston; Mlcq
Aetna Smith, Cameron.

Publicity: Chairman, Mrs. D. N. Rice, Corsicana; Mrs. Willie Hutcheson,
Houston; Mrs. Clara Madison, San Antonio; Mrs. Earle Behrends, Dallas;
Miss Velma Tisdale, Georgetown.

Program: Chairman, Mrs. Huberta Nunn, Houston; Miss Beulah Duncan.
Waco; Mrs. A. D. Bush, Longview; Miss Constance Weldon, Sherman; Miss
Edith R. Salyer, Navasota.

SPECIAL COMMITTEES.

State symphony orchestra: Chairman, Mrs. Ell Hertzberg, San Antonio;
Mrs. E. B. Parker, Houston; Mr. Carl Venth, Fort Worth; Mrs. Alex Coke,
Dallas; Mr. David Holguin, El Paso; Mr. J. S. Culllnan. Houston; Mr. Louis
Llpsltz, Dallas.

State festival chorus: Chairman, Mrs. R. L. Cox, Houston; Mrs. Rosser
Thomas, Bonham; Mrs. W. L. Jones, Paris; Miss Elizabeth Crawford, Dallas;
Mrs. Harvey D. Morris, Port Arthur; Mr. J. Emory Shaw, Paris; Mr. Julius A.
Jahn, Dallas; Mr. Hu T. Huffmaster, Houston.

PROGRAM (O'MITTEE.

District meetings.-Texas Federati-n of Women's Clubs: Miss Northera
Barton, Denton: Mis Mamie Stowers. West; Mrs. Leon Gross, Fort Worth;
Mrs. M. K. Jackson, Colorado; Mrs. Jesse T. Cope, Karnes City; Mrs. A. L.
Wilfong, Winsboro.
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Army muic--Texas cantonments: Chairman, Mrs. Eugene McNutt, Waco;

Mrs. M. Falsom Wynne, Dallas; Mrs. T. H. Cheatham, Waxahachie; Mrs. John
H. Grant, Houston; Miss Alice E. Holman, San Abtonlo; Miss Helen LAssiter,
Fort Worth.

State eleemosynary institutions.-Chairman, Mrs Carolyn Carpenter, Fort
Worth; Mrs. Wilbur Gibbs, Huntsville; Mrs. Charles Sanders, Austin; Mrs.
W. A. Ransom, Corsicana; Mrs. Roy Wilkerson, Hillsboro.

CLUB DIRECTORY.

Alpine.-Alpine Music Club: President. Mrs. T. E. Gillett; corresponding
secretary, Mrs. John Gentry.

Amarillo,-Phllharmonlc Club: President, Mrs. Frank M. Riburn; corre-
sponding secretary, Mrs. W. H. Flamm.

Austin.-Matinee Muslc Club: President, Mrs. Eugene Haynie, 2511 Whitis
Avenue; Corresponding secretary. Mrs. Eugene Schoch, 2212 Nueces Street.

Belton.-Baylor College Choral Club: President, Mr. T. S. Lovette; corre-
sponding secretary, Miss Bessie Boob.

Belton Music Club: President, Miss J. S. Goeppinger; corresponding secre-
tary, Miss Julia B. James.

Bonham.-Chamlnade Club: President, Mrs. Rosser Thomas; corresponding
secretary, Miss Mary Kenedy.

Brownwood.-Brownwood Music Club: President, Mr. Frederick Llbke, How-
ard Payne College; Corresponding secretary, Mrs. E. M. Andrews.

Cameron.-Symphony Club: President, Miss Aetna Smith; corresponding
secretary, Miss Beth Jeter.

Oorsicana.-Nevin Club: President, Miss Dorothy Drane; corresponding sec-
retary, Miss Evelyn McKie.

Corpus Chrlsti.-Harmony Club: President, Miss Jeanette Gunst; corre-
sponding secretary, Miss M. Jort.

Crockett.-Cadnman Club: President, Miss Evelyn Wall; corresponding socre-
tary, Mrs. S. L. Murchison.

Dallaq.--Schubert Club: President. Mrs. R. T. Skiles. 3117 Live Oak Stroet;
corresponding secretary. Miss Grace Anderson, 217 East Twelfth Street.

Music Study Club: President, Mrs. Alex Coke, 3700 Armstrong Avenue; corre-
sponding secretary, Mrs. Charles S. Purnell, 4710 Live Oak Street.

Wednesday Morning Choral Club: President, Mrs. Julian Wells, 4310 Thomas
Avenue.

M ckwitz Club: President, Mrs. Joseph B. Rucker, 3209 l)ouglas Street; corre-
spondlng secretary, Mrs. D. C. Tallichet, 3604 Armstrong Avenue.

Tronitz Club: President, Mrs. Earle P. McConnell, 514 Sunset Avenue; corre-
sponding secretary, Miss Lottie Thomas.

Mozart Club: President, Mrs. Earle B. Bebrends, 4943 V ctor Street: corre-
sponding secretary. Miss Lillie Swan, 8,01 Hill Avenue.

Ennis.-Bertha Freeman Lewis Club : President, Miss Elizabeth Van Gordon;
corresponding secretary, Miss Ina King.

El Paso.-Music Department, Woman's Club: President, Mrs. R. 1'. Mosson;
corresponding secretary, Mrs. F. G. Billings.

Fort Worth.-Harniony Club: President, Mrs. J. F. Lyons, 1411 Hemphill
Street; corresjpmding secretary, Miss Willie Pemberton, 820 Essex Avenue.

Euterpean Club: President, Mrs. C. W. Connery, 1530 Cooper Street; corre-
sponding secretary, Miss Ethel Edwards.

Galveston.-Galveston Choral Club: President, Mrs. Eugene Rosenthal; corre-
sponding secretary, Mrs. Paul E. Nicholls, 1306 Avenue N, 1-2.

(4eorgetown.-Club of Qlefs: President, Miss Velma Tisdale.
Music Study Club: Preildent, Mrs. A. L. Manchester.
Groesbeck.-Kid-Key Music Club: President, Mrs. T. F. Olliver; correspond-.

ing secretary, Mrs. J. P. Morris.
Gorman.-Music Club: President, Mrs. W. L. Hohnesly.
Haskell.--Symphony Club: President, Mrs. Richard Nolen; corresponding

secretary, Miss Vera Neathery.
Henderson.-Henderson Music Club: President, Mrs. D. E. DeLamar; corre-

sponding secretary, Miss Lucy Mae Yates.
Hillsboro.-MacDowell Club: President, Mrs. Roy Wilkerson; corresponding

secretary, Mrs. J. S. Roe.
Houston.--Woman's Choral Club: President, Mrs. Edna Saunders, 1=

Lamar Avenue.
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Girl's Mimic Study Club: President, Mrs. John H. Grant, 1118 %lain Avenue;
corresponding secretary, Miss Nina Cullen, 1003 Rusk Avenue.

Treble Clef Club: President. Mrs. J. Allen Kyle, Crawford Street; correspond-
ing secretary, Miss Helen Salt.

Jacksboro.-Harmony Club: President, Mrs. E. M. Davidson; corresponding
secretary, Mrs. J. H. Curtis.

Jefferson.-Wednesday Music Club: President, Mrs. H. A. Spellings; cor-
responding secretary, Mrs. G. T. Maggard.

Karnes City.-Karnes City Music Club: President, Mrs. Jesse T. Cope; cor-
responding secretary, Mrs. A. M. Bailey.

Lampasas.-Harmony Club: President, Mrs. R. S. Mills; corresponding sec-
retary, Mrs. B. C. Greenwood.

Lockhart.--Lockhart Music Club: President, Mrs. John Lipscomb; correspond-
ing secretary, Miss Beatrice Moher.

Longview.-Longview Music Club: President, Mrs. A. D. Bush; corresponding
secretary, Mrs. Paul Bramlette.Marlin.-Wednesday Matinee Music Club: President, Miss Lalla Branson;
corresponding secretary, Miss Bernadine Frank.

McKlnney.-Junior Etude Club: President, Miss Ruth McKinney; correspond-
ing secretary, Miss Ruth Finch.

Marshall.-Marshall Music Club: President, Mrs. 0. E. Busby; corresponding
secretary, Miss Lucile Jones.

Mount Pleasant.-Euterpean Club: President, Mrs. R. J. Davis; correspond-
ing secretary, Mrs. T. M. Flemming.

Mexia.-Harmony Club: President, Mrs. Ben Jackson; corresponding secre-
tary, Mrs. George Peyton.

Navasota.-Music Study Club: President, Miss Ira Blackshear; corresponding
secretary, Miss Edna Brigance.

Ozona.-Music Department Woman's Club: President, Mrs. W. E. Newton.
Parls.-Etude Club: President, Mrs. W. L. Jones; corresponding secretary,

Mrs. James Yost.
Port Arthur.--Symphony Club: President, Mrs. Harvey D. Morris; corre-

sponding secretary, Miss Jessie C. Miller.
San Angelo.-Music Department, Woman's Club: President, Mrs. A A. De-

Berry; corresponding secretary, Mrs. Culberson Deal.
San Antonio.-Tuesday Musical Club: President, Mrs. Eli Hertzberg; corre-

sponding secretary, Miss Florence Winters.
San Marcos.-Southwestern Conservatory Choral Club: President, Mrs.

Katherine B. Peeples.
Sherman.-Kidd-Key Music Club: President, Miss Mozelle Montgomery; cor-

responding secretary, Miss George Berry Lindsey.
Stephenville.-John Tarlton College Choral Club: President, Mrs. Day Cage;

corresponding secretary, Mrs. F. A. Curtis.
Taylor.-Wednesday Music Club: President, Mrs. John H. Griffiths; cor-

responding secretary, Mrs. E. J. Douglas.
Tyler.-Coterie Club: President, Mrs. A. P. Baldwin; corresponding secre-

tary. Mrs. Thel Williams.
Waxahachie.-MacDowell Club: President, Miss Julia Solon; correspofitag

secretary, Mrs. E. A. Dubose.
Waca-Euterpean Club: President, Miss Beulah Duncan; corresponding

secretary, Mrs. H. W. Nevin.
Wichita FaIls.-Musiclans' Club: President, Mrs. N. M. Clifford, 1414

Eleventh Street; corresponding secretary, Mrs. E. H. Maupin, 2315 Ninth
Street.

ASSOCIATE MEMBERS.

Capt. Chas. H. Allyn, (Corsicana; Capt. James Garitty, Corsicana; Mr. S. A.
Pace, Corsicana; Mrs. J. E. Whiteselle, Corsicana; Mrs. Frank Drane, (or-
sicana; Mrs. Florence C. lore, Cleburne; Mr. Albert Lint, Dallas; Mr. Herbert
Marcus, Dallas; Mr. Alex Sanger, Dallas; Mr. Edward Titche, Dallas; Mr.
R. P. Wofford, Dallas; Mrs. Rita Zane-Cetti, Forth Worth: Mrs. J. S. Cullioan,
Houston; Mrs. W. B. Sharp, Houston; Mr. Ellison Van Hoose. Houston; Mr.
J. Lee Gammon, Waxahachie; Mr. W. A. Crow, Waxahachie; Mr. J. Lee Pen,
Waxahachie; Mr. Roland Harrison, Waxahachie; Dr. T. H. Cheatham; Dr. C.
W. Simpson, Waxahachie; Mrs. George W. Coleman, Waxahachie; Mrs. W. D.
Anderson, Waxahachie; Mrs. S. E. Fowler, Waznkmchle; Mrs. Homer Chapman.
Waxahachie; Mrs. T. A. Ferris, Wnxahachle; Mrs. R. W. Getzendaner, Wara-
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hachie; Mrs. J. L. McCartney, Waxahachie; Mrs. H. D. Timmons, Waxahachie;
Mrs. W. K. Warren, Waxahachie; Miss Alpha Penn, Waxahachie.

HONORARY MEMBERS.

Mrs. Henry B. Fall, Houston; Mrs. Percy V. Pennybacker, Austin; Mrs. J.
C. Terrell, Marshall.

CONSTITUTION.

ARTICLE L.-Name.
The name of this organization shall be the "Texas Federation of Music

Cluim."
ARTICLE II.-Object.

Its object shall be to form an established center for the musical organizations
of the State, that they may be brought Into communication with one another for
mutual help and for the advancement o( music In Texas.

ARTICLE III.-Membera Pp.

SECTION 1. There shall be three classes of membership, active, associate, and
honorary.

Szc. 2. All musical organizations of Texas are eligible to active member-
ship, namely, music study clubs, choral societies, festival, and orchestral
associations, etc.

Organizations desiring to join the federation shall make applicgtion to the
first vice president and send to treasurer dues for the current fiscal year.

SEC. 8. Musicians or.those interested In the advancement of music In Texas
and not affiliated with local musical organizations shall be received as associate
members. They may enjoy all the privileges of the federation except the
right of voting. Application for associate membership must be made to the
second vice president.

SEC. 4. Honorary membership may be conferred by the unanimous vote of
those present at any annual meeting.

SEc. 5. Musical sections of department clubs may become federated, provided
they comply with the requirements of the constitution and pay dues as in-
dividual clubs.

ARTICLE IV.-Officers.

SECTION 1. The officers of this federation shall be a president, two vice
presidents, a recording secretary, a corresponding secretary, a treasurer, and
an auditor. The officers, together with three other elected members thereof,
shall constitute the executive board.

SEC. 2. All officers shall be elected by ballot, biennially, a majority of votes
cast being necessary to constitute an election.

SEc. & No member. shall hold the same office more than two consecutive
years.

SEC. 4. Vacancies in office may be filled by the executive board until such
time as an election is held.

ARICLE V.-Meetigs.

SECTION 1. Regular meetings shall occur annually, place and date of meeting
to be decided by the executive board.

SEc. 2. The executive board shall meet semiannually, time and place to be
decided. by the board. Special meetings may be called by the president or
corresponding secretary upon request of five members.

ARTICLE VI.-Representaton.

SzcyroN 1. The voting body at annual conventions shall consist of the mem-
bers of the executive board, the chairmen of standing committees, and the
president or her appointee, and one delegate from every federated club.

SEC. 2. The chairman of standing committees shall attend all meetings of the
executive board and shall be entitled to vote.

SEc. 8. This organization shall be represented at annual meetings of the
State Federation of Womens' Clubs by one delegate for every six clubs.

81608-18--1
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Sze. 4. Music clubs are entitled to representation at biennials of National
Federation of Music Clubs by the president of each club or her appointee and
one delegate.

ARnCL VII.-Quorum.

SECTION 1. A majority of the enrolled delegates at the annual meeting shall
constitute a quorum.

SEC. 2. Five members of the executive board shail constitute a quorum for
board meetings.-

ATicLE VIII.-Amendments.

SECTION 1. This constitution may be amended at any regular meeting by a
two-thirds vote, the proposed amendments having been submitted to the clubs
of the federation by the cqrrespondlng secretary at least one month prior to the
annual meeting.

SEC. 2. Amendments may also be made at any annual meeting, without pre-
viois notice, by the unanimous vote of all delegates present.

SEc. 3. By-laws and standing rules may be adopted, amended, or repealed at
any regular annual meeting by a two-thirds vote.

JiT-LAWS.

ARTICE 1.-Dues.

SECTON 1. The annual dues of clubs shall be a per capita tax of 25 cents
for active members.

SEC. 2. Orchestral and festival associations, artists' series, or any other musi-
cal organizations governed solely by a board of directors shall pay a flat rate
of $10 per annum for membership In the federation.

SEC. 3. Associate membership dues shall be $5 biennially.
SEC. 4. The Federation shall pay to the State Federation of Women's Clubs,

as a department of thdtt organization, dues at the rate of 50 cents per club,
25 cents of this amount to be paid as the assessment to the General Federation
of Women's Clubs, and dues as required shall be paid to the National Federa-
tion of Musical Clubs.

ARTicLE II.-Offcers.

SzcnoN 1. The regular term of office of all officers shall commence at the
adjournment of the annual meeting at *hch they are elected.

SEc. 2. The duties of officers shall be such as are implied by the respective
titles and as specified in these by-laws.

Svc. 3. The president shall preside at all meetings of the federation and of
the executive board and shall be a member ex officio of all committees.

Sc.4. The first vice president shall perform the duties of the president in
her absence, shall serve as chairman of the executive committee and receive
al applications for active membership.

SEC. 5. The second vice president shall receive application from those desir-
Ing to become associate members.

SEC. 6. The recording secretary shall keep a correct enrollment of all clubs,
organizations and associate members shall keep the minutes of all meetings
of the federation and the executive board, and shall be the custodian of club
reports and other papers belonging to the federation.

,So.- 7. The corresponding secretary shall conduct the correspondence of the
federation.

SaC. 8. The treasurer shall be the custodian of all funds of the federation
and shall pay out money only upon vouchers authorized by the executive
board and signed by the president and secretary. She shall give bond in some
bonding company approved by the executive committee, arid at the expense of
the federation, for the faithful discharge of her duties. The amount of bond
shall be decided by the executive committee. Accounts shall be audited an-
nually and a report made at the annual meeting of the federation and at the
semi-annual meeting of the executive board.

SEC. 9. The auditor shall audit all bills and accounts of the treasurer and
report in writing theron at annual meetings.

SEC. 10. The executive board shall have supervision over all plans for ex-
tending, unifying, and rendering efficient the work of the federation.
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ARTICLE 11L--Oomndttees.

SE ONi 1. There shall be the following committees, consisting of five mem-
bers each, to be appointed by the executive board:

Course of study and program exchange, community music, library extension,
public-school music, artist bureau, scholarship, program, contest, club ex-
tension, publicity, and press.

SEC. 2. The course of study and program exchange shall assist clubs In
preparing their year's course of study and supervise the exchange of club
Calendars.

SEc. 3. Community music committee shall encourage the organization of
choral clubs throughout the State, with the object of eventually organizing all
choral societies into a State festival association, and shall assist in the pro-
motion of good music in all public places operating under municipal license.

SEC. 4. Library extension committee shall assist In the establishment and
enlargement of music departments. in public libraries, and shall direct a
traveling musical library for circulation among the smaller towns and rural
districts.

Src. 5. Public-school music committee shall encourage and assist com-
munities in enlisting the interest of school boards, that music may become a
part of school curriculum.

Suc. 6. The artist bureau shall assist clubs in engagement for recitals, that
better prices may be obtained, and shall form an exchange of talent among
clubs in near-by vicinities.

A list of Texas artists who are active or associate members of the federa-
tion shall be compiled for the mutual advantage of both clubs and artists.

SEc. 7. Scholarship committee shall place the free scholarships given to the
federation *and shall assist and encourage those to whom they have been
awarded.

SEc. 8. Program committee shall arrange all programs for annual meetings
and provide musical numbers for district meetings of the State federation of
women's clubs.

SEC. 9. Contest committee shall conduct all contests of the federation,
original compositions, young professionals, contest for the National Federa-
tion of Musical Clubs, etc.

SEc. 10. Clubs and extension committee shall assist in the organization of
music clubs and interest such organizations in the State federation.

SEC. 11. Publicity and press committee shall attend to the printing of all
stationery, circulars, reports, and annular proceedings.

AR&TIcLE IV.

The fiscal year shall close April 1.
AnTICLE V.

All meetings of the federation and of the executive board shall be con-
ducted according to parliamentary rules, as given in "Parliamentary Usages"
by Emma A. Fox.

B19.

Dr.A MR. Mnszn: I see by the papers that the Ways and Means Committee
of the House of Representatives, which is revising the war-tax schedule, has
agreed upon a 20 per cent tax on admission to all operas, concerts, etc., in-
cluding all musical performances which hitherto have been looked upon as
educational.

Now, Mr. Miller, this tax is prohibitive and will mean the total elimination
of such concerts. The people will reluctantly pay the 10 per cent-now
scheduled-but to add anything more means that the concert manager must
retire from business.

We do not believe, however, that the 20 per cent tax, recommended by the
Treasury Department and now accepted by the Ways and Means Committee,
will serve the purpose for which it was devised. It will so reduce the musical
activities of the Nation that the proceeds from the tax will be considerably
less than they are under the prevailing schedule.

At a time when the musical forces of the country are being marshaled to
arouse patriotic interest, for the sale of Liberty bonds, for the raising of
funds for the Red Cross, to stimulate recruiting, for the sale of War-Savings
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Stamps, and principally for the establishing of a morale and relaxation of the
minds of the people front the strain of the war, we believe that this tax will
be a body blow.

The great army of stay-at-home soldiers--the wives, mothers, and friends of
the boys "over there "-must have the relaxation and inspiration gained from
the uptift of good music. When all the world is distressed and soz4*fwd ,
music is the great source of comfort. Gen. Pershing says, "Music and enter-
tainment are as essential to the soldiers as food and sleep."

The Matinee Muskale of Dnluth and all the musical activities of the city
are united In protesting against this added war tax, for the musical life of cUr
country is at stake.

We look to you, Mr. Miller, as our Congressman, to do all in your power to
veto this bill, and thereby preserve the musical life of our Nation.

Mrs. CHARLzS S. SARGENT, President Matinee Musical Clb.
Mrs. Gzo. S. RICHARDS, Promoter AU-Star Concert Cou-rse.
fln. G. Eh twny, Promoter Popular Artists' Course.

Duluth, Minn., Aug. 12, 191.

B20.
606-608 Cvrxcxnlo HAui,

Seattle, Wash., August 16, 1918.
THE MUSICAL ALLIANCE OF THE UNITED STATES (INC.),

501 Fifth Ave., New YorL.
DRAB Sins: Herewith I Inclose copy of my letter to our Representative in

Congress. copies of which also go to our Senators, in response to your urgent
appeal received yesterday concerning the proposed 20 per cent tax On all musi-
cal entertainments.

If the Musical Alliance succeeds in averting this Impending disaster to the
musical life of the Nation, it will have brilliantly justified its existence and
the vision of Its founder.

Not having yet Joined Its ranks, though having viewed it with favor tr6m
the first, I now inclose my dollar for membership.

Yours, very truly,
FERDINAND DUNKLEY.

B20.
606-608 CHICKww HALL,

Seattle, Wash., Augu t 16, 1918.
As a member of the national patriotic song committee, Community Si.zging

and Choral -Society director, I respectfully beg to declare my conviction" that
music Is essential to the maintenance of the morale of the people during this
war, and should be encouraged by every means possible. The proposed 20 per
cent tax would undoubtedly prove prohibitive, and thus defeat its purpose of
raising war revenue. Not only that, but the repression of thousands of must-
cal entertainments throughout the country in which patriotic mimic plays a
big part would tend very largely to dampen the patriotic spirit of the people
which many of us have been working to arouse and sustain. I feel sure that
due consideration has not been given to the fact that an injury to the country's
musical forces would prove no inconsiderable aid to the enemy.

Yours, truly,
][RDINAND DuNxLzY.

(Author of, and one of the conductors of community singing In Seattle foa-
tered by the Seattle Chamber of Commerce and Commercial Club; conductor
Tacoma St. Cecilia Club, and Chehalis Choral Society.)

B 21.

DZAR SENATOR CALDER: If the 20 per cent war tax on concerts should-go
into effect, I will have to suspend my educational concerts, and music students
will be the sufferers.

I know that you can convince your colleagues that there is a vast difference
between a cabaret and a classical concert.

Education is ammunition.
Your fellow Rotarian, CAL FIQU&
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B 22.
HARMONY turn,

Fort Worth, Tejas, September 3. 1918.
MUSICAL ALLIANCE OF THE UNITED STATES:

We have handled a concert course in our city successfully for several years,
but feel that a 20 per cent tax will prove prohibitive.

HARmoNY CLue,
tIns. A. L. SUumAK, Business Manager.

B28.
We all want to win the war quickly, and so favor all proper taxes, but the

propbsed 20 per cent tax on admissions to concerts would probably prohibit con-
cert- rather than increase the revenues.

Almost every wide-awake community has some enthusiastic local patriots who
volunteer their services in putting on an annual concert course for the purpose
of bringing the world"s best music within the easy reach of all, and then at the
end of the season these same volunteers usually chip In to pay the deficit. Here
in Dayton we have the Civic Music League, which undertakes to foster music in
our community and to give the finest concerts at the lowest prices. No officer
Is paid, and any surplus Is used in providing more music for the communty.
Many cities have similar organizations. The 10 per cent tax Is now a burden,
but we can stand It; a 20 per cent tax would be prohibitive. Can you not help
to avert It?
* Further, I would call your attention to the exception in section 700 in the
present war-revenue tax of 1917, in regard to tax on admissions. It provides:
"-No tax- shall be'levied underthis title n respect toxany admissions niL the pro-
ceeds of which inure exclusively to the benefit of religious, educational, or chari-
table Institutions, Societies, or organizations, or admissions to agricultural
affairs, none of the profits of which are distributed to stockholders or members
of the association conducting the same."

Under this exception, as a lawyer, I thought, and believe that Congrem must
have so thought, that a civic music organization with no profits, such as ours,
and similar ones in other cities, would be exempt as an educational organiza-
tion, but the department at Washington ruled that we were simply an amuse-
ment organization, and even required us to pay a tax on the 25-cent tickets to the
"Messiah," given by combined church choirs on a Sunday afternoon before
Christmas, at our Memorial Hall.

As a former legislator, I know that it is difficult for a member of a legislative
body to draft an exception to a revenue bill that has any teeth In It after a
zealous head of a department gets through interpreting It, but the thought
comes to me that, with your legislative experience, you might draw an effective
exception that would really exempt civic music and community lecture and con-
cert courses as fully as agricultural fairs are now excepted and exempted.

In behalf of our Civic Music League and the thousands of music lovers In
Dayton, to whom the world's best music at popular prices Is both a treat and an
'abjeatlon, -I ask that your-thoughtful attention be given to the new tax law on
admissions.

Yours, very truly,
WILLXAM G. FRlrZLL,

Chainwn Cit*,i Music League Artist Convert Committee.

B24.
The following telegram was sent on Monday to the Ways and Means Com-

mittee by the Metropolitan Musical Bureau:
"Honored Gentlemen: The Metropolitan Musical Bureau salutes you and

stands squarely behind the United States In winning the war as quickly as
Possible. We sincerely believe, however, that with a 20 per cent tax on concerts
there will be practically no musical life in the country outside of twenty-five
principal cities. We urge you to spare this great morale building Influence and
the thousands of musicians who have been giving their services to the Red
Croa, liberty loan, training camps and war stamps. This clause will particu-
larly impoverish struggling young American musicians. We point with ap-
Proval to thewise course of our neighbor, Canada, in this matter.

"THE METROPOLITAN MUSICAL BUREAU,
"33 West Forty-second Street."
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B 25.

To the Musical Alliance of the United States:
Following is a copy of the telegram sent by Mrs. William S. Rowe to Senator

William Alden Smith and Congressman Carl E. Mapes. Telegram is as fol-
lows:

"In behalf of the St. Cecelia Society of Grand Rapids and the Michigan
Music Teachers' Association, I earnestly protest against the proposed 20 per
cent tax on operas and concerts recommended by the Treasury Department.

"We believe this tax to be prohibitive and that the elimination of music at
this time would have a deterrent effect upon the morale of the Nation.

"Sincerely, yours,
"HziN BA=-RowE.'

B2.

REPRESENT TWENTY-EIGHT ORGANIZATIONS.

The following copy of a telegram is self-explanatory:
M. D. FOT=. Congress man,

Washngton, D. C.:
The Association of Presidents of State and National Music Teachers' *AoB-

ciations, with membership represeotng 28 State organizations, implores you
to exert your influence so that the present tax of 10 per cent on musical per-
formances may remain as it is and not be raised to 20 per cent, as propoued.
by the Ways and Means Committee. Our reason for asking your assistance
In this matter Is, that we fear the truly educational musical performance
would be almost entirely eliminated and that we believe the revenue for our
Government would thus be less than at present. Our association stands
squarely behind the Government in all its plans to win the war, and our prbtest
is caused from purely patriotic motives.

E. R. LEDERMAN',
President.

CENTRALIA, ILL., August 15, 1918.

.znmn" C.

THE MUSICAL ALLIANCE OF THE UNITED STATES (INC.)

John C. Freund, president; Milton Well, treasurer.
Founded to unite all interested in music and in the musical industries for

certain specific aims:
1. To demand full recognition for music and for all workers in the musical

field and musical industries as vital factors in the national, civic and home lifeC
2. To work for the introduction of music with the necessary musical 1nstr-

menta into the public schools with proper credit for efficiency in study.
* To induce municipalities to provide funds for music for the people.
* To aid all associations, clubs, societies and individuals whose purpose is

the advancement of musical culture.
5. To encourage composers, singers, players, conductors and music teachers

resident in the United States.
6. To oppose all attempts to discriminate against American music or Ameri-

can musicians--regardless of merit--on account of nationality.
7. To favor the establishment of a national conservatory of music.
8. To urge that a department of fine arts be established In the National

Government and a Secretary of fine arts be a member of the cabinet.
Application for membership by those in sympathy with the aims 'of the

alliance, accompanied by $1 for annual dues, should be sent to Barnett Bralow,
Secretary, 501 Fifth Avenue, New York. Checks, Post Office or Express Orders
should be made payable to the Musical Alliance of the United States, (Dnm.).
Banker's Trust Go., depository.
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FR BUCK.

The C--AxAn. Mr. R. P. M. Davis will now address the com-
mittee.

STATEMENT OF MR. R. P K. DAVIS, OF MOUNT UNION, PA.

Mr. DAVIS. I do not believe any of us are real speakers, Mr. Chair-
man. We are manufacturers.

Senator PpNosE. In what business are you?
Mr. DAVIS. I am president of the Mount Union Refractories Co., at

Mount tnion, Pa.
Senator PNRos. And you speak for the other two, do you?
Mr. DAwS. I have not been appointed to speak for them, but it

seems as if they are pushing me forward.
Senator PENROSE. Who are the other two?
Mr. DAvIS. Mr. Thomas Kurtz, President of the Standard Refrac-

tories Co. at Claysburg, Pa.; and Mr. E. G. Moburg, treasurer of the
bePheely Firebrick Co. at Latrobe, Pa.

Senator PEWROS5. Will .you state briefly what part of the bill you
address yourselves to .

Senator TnoAs. Do you speak now for the three, or does each of
you-wish to be heard?

Mr. DAvs. I speak for the three of them. We wish to speak in
reference to the interpretation of the term "capital investment," as it
applies particularly to our industry.

We started to appear beforee the committee as representing only
ourselves, but in talking last week to Senator Penrose he suggested
we might take this up with those who are also interested in our own
industry, with those who are affected in the same manner that we are.
These are manufacturers who come from, I presume, about twelve
States of the Union. On account of the fact that we were unable to
write to them until last Saturday or Sunday, they have not been
keard from yet But I requdsted that they write directly to Senator
Penrose, and I would like to know if their letters could be recorded
with this hearing. Is that permissible?

Senator Tuoxas. Certainly.
Mr. DAVIS. They will represent about twelve to fifteen States.
Senator THOMAS. You want to address yourself to section 825?
Mr. DAVIs. Yes.
Senator PNROSE. These concerns are chiefly brickmaking con-

cerns?
Mr. DAwS. They are manufacturers of brick; yes, fire brick.
Senator P-NROSE. Through what States are they chiefly scatterIl I
Mr. DAVIS. They are chieflyin New Jersey, l ennsylvania, Mis-

souri, Illinois, Indiana, Ohio, Kentucky. Then they go out into the
far West.

Senator THOMAS. I think that business is almost universal.
Mr. DAvIs. The fire brick business is confined, I would say, to about

twelve or fifteen States of the Union.
Senator T-o- As. My State produces a great deal of them.
Mr. DAVIS. In the fire-brick industry there is an association, what

is called the Refractors' Association. It includes almost all of the
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manufacturers of fife brick. I might state that at the meeting in the
association the various manufacturers, in personal conversation with
one another, discovered that the law as it stands on the statute books,
interpreting capital investment in the manner in which it is now
interpreted, took from the largest of our number, from the most
powerful, 20 per cent, aproxirnately, of their profits in taxes, and it
took from the smallest of our number and from the weakest, about. 56
per cent of our profits in taxes, with hardly an exception. That was
about the way the rule stood. Whereas if capital investment had
been in the law in such a manner that an exemption was not given
to water and real money, but only to real money invested, the Gov-
ernment would have received more money in the form of taxes. It
would have received it alike from the small and from the large
industries.

I was one of the managing directors in one of the large industries,
myself, before I went into business for myself, and therefore I know
pretty Well that with the largest industries the law permits them
to get exemptions on a capital investment which consists to a great
extent of water, whereas the conservative manufacturer, who has no
water in his plant, is exempted for only the real money.

The result of that is that in the fire-brick business there is a varia-
tion as regarding the amount of taxes paid, according to the capital
investment, of from $20 per thousand brick annual output, which
some pay. to $123 per thousand annual output. What I mean by that
is this, when we were discussing this together, we wondered how we
could get at some way whereby, as far as our industry was con-
cerned=-and I can not to save my life see why it could not apply to
every industry, but there may be reasons--how we could get some
equitable way to. determine taxes so that we would be treated the
same way, nearly alike. Take, for illustration, a fire-brick industry
which is standard, in other words, one that has been reetly con-
structed, one that is representative of all the industries to a con,
siderable degree, and a praise that one brick works, have appraisers
appraise it, and then they would say that that plant was worth so
many dollars, had a capital investment of so many dollars per thou-
sand annual output for that plant.

Senator TOWNSEND. I do not quite understand what you mean
by that. .

Mr. DAVIS. One plant, we will say, has an output of 50,000,00
brick, and they would say it has a valuation; they would appraise it
and get its valuation.

Senator TOWNSEND. According to the output?
Mr. DAVIS. No. They would get what its actual valuation was,

ftrit. They would say that plant is worth, we will say, a. million
dollars.

Senator PENR OSE. A typical modern plant?
Mr. DAVIs. A typical modern plant. They would say it is worth a

million dollars. That is what it is worth according to appraisal.
Now, what is its output? Its annual output is 50,000,000. Then
what is it worth per thousand brick That is what that plant is
worth. That is the standard. Then just swing that over.thp entire
industry, and you haveAppraised only one plant but you have a fair
distribution fo every plant in the entire United States.



TO PROVIDE REVENUE FOR WAR PURPOSES.

Senator SMOOrT. The same thing applies to every business in the
United States f

Mr. -DAVIS. Every business in the United States.
Senator SMor, That can not be done so easily with other busi-

resses.
Senator PENSROSF. Senator Smoot, of course all the members of the

committee recognize the difficulties encountered in the definition of
capitaL But these gentlemen represent a very peculiar situation.
Two or three very large concerns get off with a nominal tax, com-
paratively speaking, and the bulk of them, independents of moderate
Siz, have a tax three or four times that, and it is not amiss to have
in the record a glaring case of inconsistency in our definition ofeapital.,Senator SMoor. There are thousands of them.

Senator PE.N-RosE. Yes. These gentlemen understand that.
Mr.-DAvs. Yes; it is because there are thousands that we feel that

those thousands in some way should have a voice.
Senator PzNRosE. Their competitor is the trust, and the trust gets

of with 20 per cent tax, and they pay 60 or 70 per cent tax.'
Senator TOWNSEND. Do you have a brick trust?
Mr. DAVIS. We would not place on record the statement that there

is a brick trust. But there is one large corporation thaf is very muchiae than any other manufacturer in the business.
Senator THOMAS. Let me see if I understand your contention.

These large concerns are favored because of the fact that they have
issued a lot of fictitious capital?

Mr. DAVIS. I would not put it in that word. I will be specific.
The industry that I formerly was connected with, which was organ-
ized in, 1900, bought a large number of old plants, for which they
paid three and four times their real value. They also bought some
new plants, for which they paid two or three times their real value.
One plant I know had never made a brick, and they paid them about
two and a half times what they had paid into their plant.

Senator TOWNSEND. How did they pay them--by stock i 1w
Mr. DAVIS. By part stock and part cash.
Senator PENOSE. They capitalized the goodwill, as they would

call it.
Senator THOMAS. Then the capitalization of the company, after

tiwae.um,.was.,laxgr than .the-eeabinedeapitLof thw .atijt-
uent I

Mr. DAVIS. It was for some time. To-day I presume it represents
about 40 per cent; not larger than the combined, but it represents, I
presume, of the total business, about 40 per cent.

Senator JoNzs. What is the investment in the ordinary smaller
plant ?

Mr. DAvis. That has a great range, Senator. There are in our
association plants that would have a capital investment of probably
$150,000. The firm I speak of has a capital investment of about
thirty five million.

Ssntor JONES. The reason I ask that question is that in the House
hearings 'it was suggested by some that there should be a distinction
made as to the exemption between a small investment concern and a
lue 4lVBstmlbft concern, deeming that. the. small investment con-
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cern depended largely for its earnings on the skill of the management.
Mr. DAVIS. I do not believe that would apply in our industry. 'I

think I can make this proposition-if I am not taking too much
time--just a little bit clearer, by getting right down to concrete cases,
and that comes to my own. The Mt. Union Refractories Company
is a comparatively new company. We started in 1912, and we have
expanded very rapidly. We were allowed by the law last year a
capital investment of less than $600,000, according to the original
reading of the law. We changed -that-which I will not dwell upon.
because it does not apply to this case.

We have a modern plant. We have a large amount of raw material,
and in proportion to our output we believe larger than the largest
manufacturer in the business. We have everything that he has, ac-
cording to our output, according to our size; that is, the number of
brick we make per thousand. We have everything he has. We were
allowed originally a capital investment of $600,000, and it was
changed afterwards, and we were granted a larger sum than that,
about a million four hundred thousand. Our taxes represented be-
tween forty and fifty per cent of our total profits. The largest indus-
try in the business was allowed a capital investment of $33,000,000.
In other words, against, say, a million four hundred thousand, there
was allowed thirty-three million. That is his capital investment.
How much larger was it than we were? It was eight times our size.
It did not have anything-I say this flat-footedly-it has not any-
thing behind it whereby it has any right to more than eight times
as large a capital investment as we have.

Senator SooT. They give them over 15 times.
Mr. DAVIs. They give them over 1. times.
Senator JONES. 1 suppose that comes from the fact that the people

who now own the larger concern actually put into it that amount of
money.

Mr. DAVIS. They bought these old works.
Senator Joxzs. Yes, and actually paid for them more than they

were worth.
Mr. DAVIS. They paid for them in stock.
Senator McCumB Right on that particular point, it does not

seem to me that the case you mention would be taken as the actual
capital invested. I mean in any case where property is bought for
several times its value and paid for in stock and in cash. If you
will take section 326 you will find this [reading]:

As us& in this title the term "Invested c apital" means * * *
(1) Actual cash bona fide paid in for stock or share;
(2) Actual cash value of tangible property, other than cash, bona fide paid

in for stock or shares, at the time of such payment.
It would seem to me, under that definition, that if the officers of

the Government performed their duty, they would not allow a capi-
talization upon a basis of property purchased for two or three times
its value.

Mr. DAVIs. I do not pretend to state here how that capital invest-
ment was secured, how that was gotten about, because Ihave never
made it my business to find out, as far as any of my competitors were
concerned.

Senator JoNs. You are reading from the proposed law, Senator,
are you not?
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Senator MCCVmBm. Yes; this is -what we are discussing.
Senator SMOOT. In paragraph 4 of that same section it reads:

'(4) Intangible property bona fide paid In for stock or shares prior to March 8,
1917, in an amount not exceeding (a) the actual cash vklue of such property at
the time paid In; (b) the par value of the stock or shares issued.

Senator Jons. The witness was calling our attention to the opera-
tion of thepresent law, and not the proposed law.

Senator SMOOT. They are virtually the same.
-Senator Jowns. Are they the saffe?
Senator SMOOT. There is hardly any difference.
Mr. DAvis.The point we were trying really to bring up was

this2 that there are in our business certain industries where the capi-
tal investment is as low as $20 .per 1,000 annual capacity, and with4
others-a high as $123 per 1,000 annual capacity.

Senator'SZOT. How much cash did you pay into your concern!
Mr. DAvIS. In our concern we put straight cash throughout.
Senator- SMooT. How much?
Mr. DAVIS. We put all of our profits right back "into our plant.

We ot' only did that, but we did not even show them all on our
books, because we were trying to run it very conservatively.
-.Senator SMooT. You do not answer the question yet. How much

cash did you put into the business?
Mr. DAVIS. In our own business, you mean?
Senat6r SMOOT. Yes.
Mr. -DAVIS. I can not answer that offhand, because I do not know.

* Senator'SmooT. That is all right if you do not know.
Senator PENmOSE. You say it represents an investment of $600,000?
Mr. DAVIS. Yes.
Senator PENRosE. Did you put that amount in?
Mr. DAVIS. Oh, yes.
Senator' SmooT. The other $860,000 was profits
Mr. DAVIS. It was profits and raw material.
Senator SMOOT. They would not allow you to take raw material.

By raw material do not mean your beds of clay?
Mr. DaVIS. Yes.
Senator SMooT. You paid your money for them, did you not?
Mr. DAVIS. Yes, we paid money for them.
Senator SMOOT. They allowed you, then, the increased vaie after

your purchase e?
Mr. DAVIs. Yes.
Senator SMOOT. I 1o not know how they could even do that under

this.
. Mr. DAVIS. I do not know whether they can or n0o . There is noth-
ing we did to hide. We did everything in the opei. But the point
still remains that-we are still about one-third o our capitalization
against our competitors.

Senator Pnnos. Under this present definition you pay twoi
thirds more tax per unit output than your competitors

Mr. DAvI. I would say about between two and two and a half
times as much.

Senator SMOOT. As 8 is to 15.
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MINERALS.

The CHAIRMAN. I understand Mr. Callbreath desires to be heard
now, so we can hear him.

STATEMENT OF MR. 3. F. CALLBREATH, SECRETARY OF THE
AMERICAN MINING CONGRESS.

&

Mr. CALLBIMATH. My home is in Denver, Colo., and I am'secte-
tar of the American Mining Congress.

Senator THOMAS. You speak in behalf of the precious-metal mlnest
Mr. CALLBREATH. In a general way regarding the whole industry.

I have prepared my statement in order to conserve the time, and Will
present it to you. I want to say, though, that I can not speak for
the American Min' Congress because of the fact that we are hold-
ing no convention during the war period, but what I have to may
reflects, as well as I can gather it, the sentiment of various confer-
ences which have been held.

Mr. Chairman and gentlemen, we are engaged in the most costly
war which the world has ever known---so far as this country is con-
cerned, the first great unselfish war in history. The responsibility
of providing the expenue~wbiehi neceery to. carry on this war
is one of rat gravity. The Government must have a sum of money
so sat the average mind can scarcely comprehend it.

Your first concern will be to provide the required amount of funds;
your second, to 1evy that tax so that no industry producing necessary
war mtenals shall be unduly burdened. The production of minerals
is of fundamental importance to all industry at all times and is liar-
ticularly essential to war operations. It is not only an essential to
all activities at the battle front, but it is essential to the production
of the food and supplies which are required to maintain the Army.
It therefore becomes particularly important that this tax shall be so
levied as not to decrease the production of necessary war and indus-
trial minerals. -

Mining is a wasting industry. To the extent that it produces, it
reduces the original estate. Its invested assets are continually grow-
ing less. It is peculiar in another 6ense, in that it is a aort- ived
industry and an industry carrying great hazards. All of' th. possible
sup ly of minerals-for all ffture time is now in existence. A nine
witg a life of 10 years, each year sells one-tenth of its original hold-
in. The proceeds of that sale appear to be a profit. That part of
such proceeds which represents the value of the ore is not profit but
rather a transfer of property from one form to another-i. e., a sale
of one-tenth of the estate.

I call attention to these peculiar conditions concerning the mining
industry, as a basis for some concrete illustrations which I believe
will aid your committee in reaching a conclusion as to how the min-
ing industry can be made to pay its full share of the tax required and
at the same time so apply this tax as to stimulate that high produc-
tion of the minerals which are necessary to the effective pwosecuition
of the war.

Every business to be profitable must be able to earn, a reasonable
return on the.capital invested and during the time.of its operation
pay back the original expenditure. This rule applies to all lines of
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business alike. A business which is continuous in its operation has
a longer period in which to amortize its investment. The shorter
lived the operations, the larger must be the amortization fund. A
mine-mine in the Joplin district has an active life of approximately
two and one-half years--i. e., a mill by two and one-half years of
continuous operation can prepare for market all of the ore within
economic hauling distance. A mill with no ore may be worth for
removal elsewhere 10 per cent of its original cost. It follows that
to make a zine mine profitable it must be able to earn approximately
50 per cent annually for two and one-half years, to pay back the
original investment and a reasonable profit thereon. Such a com-
pany must be permitted to amortize the original investment during
the life of its operation. Otherwise, a war-profits tax or an excess-
profits tax as provided by the bill under consideration, not only
takes all o1 the profit but a considerable percentage of the original
capital.

der' the war-profits provision of this bill deduction is limited to
10 per cent of invested capital (p. 57, sec. 312-par. (b), subdivision
2); and under the excess-profits method deduction is limited to 8
per cent.(p. 58, sec. 316).

We believe that this deduction is entirely inadequate in all short-
lived mines. To so levy a tax as to take the original investment
under the e of profits would be to paralyze many mining dis-

the supply of minerals needed for war and indus-
trial purposes. The Joplin district has a population of approxi-
mately 225,000 people-175,000 of whom depend absolutely and en-
tirely upon the zinc-mining industry. Any condition which will pre-
vent development of new mines will in a short time put an end to
the industry. This would result, first, in a very serious injustice to
the._people who live there; second, it would make that community
unable to pay a tax in the future; and, third, it would so disturb
the zinc market as to bring great burdens to the Government because
of the lack of an important war material. The Joplin-Miami dis-
trict produces more than 40 per cent of the zinc of the Nation.
Before the war competitive conditions had depressed the market
price of zinc below the average cost, and the production capacity
6? the zinc mines had been greatly decreased. During the early days
of the war, because of the scarcity thus created, the price of spelter
in the domestic markets went to a point above 30 cents per pound.
To take from the market 40 per cent of our usual supply would
necessarily increase the price to a point which would be very burden-
some to the Government needing directly and indirectly large sup-
plies of zinc.

A mine or an oil well is a very different property from any other.
Owners of mines and wells must seek, find, and extract their product
from bqhpath the earth, and finding a commercially productive mine
or well is so rare that many fail where one succeeds. The process
of seeking and finding ore in a mine requires an immense expenditure
for development work which is not carried to capital account In
the ease or a great majority of the smaller enterprises, each mine
is owned by a separate company, and can not add to the purchase
price of its properties the expenditures for development work and
losses sustained in proving other properties to be valueless, an advan-
tage possessed by the large corporation.
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The investment needed to extract and reduce ore varies greatly
with its mineral contents. When the ore is mined out the capital is
absolutely gone. All these facts are taken into account by investors
which, recognizing the hazards of these businesses, require an actual
income of from 12 to 15 per cent to establish a market value of par,
fully double the ordinary interest rates required. The Internal
Revenue Bureau of the Treasury Department has recognized this
distinction, and I believe it to have been as liberal as it could posi-

ly be under the law in attempting to make the present law meet'the
Governmental requirements without exacting from owners of mines
and wells a greater tax proportionately than other lines of business.
The peculiar nature of mines and walls, is not fully recognized in
the bill under consideration. It defines their " invested capital"
just as that of other corporations, giving them no benefit whatever
from the discovery and development of new ore bodies.

So far as mines are concerned, the definition of "invested capital,"
section 325 of the present bill sets a premium on the discredible
devices of the past 20 years intended to work out and inflate book
values as the basis for the issue of watered stock, while legitimate
mining companies of many years standing, which have charged off
their expenditures against operations on the theory that a mine isa wasting property, will be penalized for having done so.

I desire to call attention to one provision of the present law which
has worked much df injustice to small companies and "possibly has
lost~ the Government much larger sums, which overcapitalized oom-
parnes have escaped. Section 326 of the proposed act, subdivision

a," subsection 2, contains the following language: "But in no
case to exceed the par value of the original stock or shares spe-
cifically issued therefor."

To limit "invested capital" to the par value of the stock taken in
exchange for property at the time of its acquisition is peculiarly
unjust in the case of the smaller mining companies which, in most
cases, are organized to own a single mine after its promoters have
spent large sums in prospecting and developing. These owners have
in many instances acquired and developed a large number of worth-
less properties before they haye developed a productive mine and
have expended large sums to put this mine on a paying basis, not by
sitting and watching it grow, but by the expenditure of large
amounts of money, labor, and energy. It has by this means in-
creased the value of this property and should in all justice be per-
mitted to utilize this increased value in determining its invested
capital. Under this part of the section, a company which issues
stock conservatively in an amount less than the real value of the
property would be limited to such amount even though the roperty
had an actual value much in excess of the face value of t e stock,
while a corporation which was grossly overcapitalized at the time
of the purchase of its property for stock would get the benefit of
the increased value of the property up to the par value of the stock
issued. This inequity is cured where stock is issued with no par
value (sec. 325, par. B, p. 61), but where the fiction of a corporation
is used as a convenient means for dividing the interest of business
associates and a share of stock represents a certain interest in the
property of the corporation entirely uninfluenced by its face value,
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it seems entirely evident that this limiting clause can not but work
injustice. A specific instance will illustrate:

A few years ago the executor of a New York estate, in order to
divide among the heirs a mining property which could not then be
properly liquidated, organized a corporation with a capital stock of
$10,000 to which the mining property was transferred and divided
the shares in proper proportions among the heirs. In the year 1916
that corporation paid taxes on a capital valuation of $2,700,000.

Under a strict construction of the present revenue law and under
the proposed law, the invested capital of this company upon which it
could make deduction is limited to $10,000, while its actual invested
capital is $2,700,000. Under the proposed law this company is liable
to pay 8 per cent of $2,690,000, or $215,200 more than it would have
been required to pay had its capital stock been fixed at the fair valueof its property... ..

It is understood that the revenue department, recognzng this in-
justice, has in some instances permitted this excess value to be treated
as "paid in or earned surplus," and by this device has avoided the
unjust technical requirement of the law. But what assurance can be
given that future Treasury officials will be as fair in the administra-
tion of the law as those who now serve in that capacity with so much
of satisfaction to the public?

It would seem, in view of the large latitude of authority given to
the Treasuwy Department to fix the value of property where the face
value of the capital stock exceeds the value of the property, that it
can be relied upon to fix a fair value where the face value of the
capital stock is less than the value of the property. In other words,
the same power in the Treasury Department which is authorized to
fix the value of the property of an overcapitalized corporation may
be and should be intrusted with power to fix the value of the property
of an undercapitalized corporation.

It seems proper to also suggest that settlements made by the
Treasury Department in good faith and where all the facts have been
presented. by the taxpayer should be considered as final settlements.
It seems but fair to business interests after meeting all requirements
to know that the matters are finally determined.

The strict application of this provision is likely to work an equal
injustice to the Government. Let us assume that a mining company
had invested $500,000 in a property and that 75 per cent of its reserve
had teen worked out prior to January 1, 1917, so that during the
taxable year the company had but 25 per cent of its original invest-
ment involved. During the year 1917 this company might have made
an unusual profit, but under the provision referred to it would be
permitted to deduct 8 per cent of the $500,000 originally invested,
instead of 8 per cent upon the $125,000 actually invested.

Much inequity has resulted from the custom of the revenue depart-
ment in valuing ore bodies at the purchase price "at the time of such
payment," as required in section 826, line 10, page 61. The result of
ths is to fix different values upon property in all respects absolutely
equal in value. Companies A and B own adjoining sections of land
of equal but nominal value, for which they respectively paid $10
per acre, Each at an expense of $100,000 develop ore, oil or coal
reserves worth $1,000,000. Company B sells its holdings to company

"C for $1,000,000. Company A is entitled to a deduction of 8 per
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cent on cost of land ($6,400) and cost of improvements ($100,000)
total $106,400. Company C is entitled to a deduction on cost oi
property of $1,000,000.

This is an abstract illustration, but inequities of this sort will be
found in many, if not all, coal districts. This grow& out of the pro-
posal that an ore body is worth just what it costs, without regard to
the losses in the development of worthless properties, without regard
to the hazardous nature of mine development, and without regard to
actual value of the property. We subniit that there will he a few garn-
blers at the table where most men lose and where the winner is
imediately divested of the rewards of his lucky chance; in otherwords, that the development of new mining properties absolutely
essential to maintaining our mineral supply will not be made except
this inequity is provided for and the successful operator is allowed a
reward proportionate to the hazard involved in his enterprise.

I might say that if you desire it I would be glad to furnish you
with numerous instances of coal mines located absolutely side by side,
the properties absolutely the same in every respect, where one com-
pany is able to take out three or four times as much as the other.

Senator PENROSE. Has not this matter of depletion in connection
with mining companies been taken up with the Treasury Depart-
ment and this Adams Commission?

Mr. CALLBREATH. Yes.
Senator PFROSE. Have they ever come to any conclusion yet upon

the subject?
Mr. CALLBIEATH. Of depletion? They have administered the

present law in a way that I believe has been counted fair by most of
those who have settled with the Treasury Department.

Senator PENROSE. Would not this general question you are touch-
ing on come under- that process of adjustment in the department?

Mr. CALLBREATH. Except this, there is no assurance that a settle-
ment made with the department under these provisions which does
not conform with the law is a final settlement, and there is no reason
why a future secretary of the Treasury, or some ambitious politician
who desires to make a name for himself-

Senator Pz ROSFL There are none such around, are there?
Mr. CALLBRPATH. There may be.
Senator PNROSE. Not under the present administration anyhow.
Mr. CALLBREATH. The fact is that there is no assurance that those

settlements are final, and if a settlement is made and a deduction is
allowed which the law does not authorize, then the people have no
assurance that the settlement is final.

Senator PENROSE. Then the mining interests are fairly well satis-
fied with the equitable adjustment made up to date on their taxes,
are they?

Mr. CALLBBEATH. As compared with the inequitable law under
which the settlements were made. We believe the Treasury Depart-
ment has done the very best they could to meet the situation, and has
in some instances gone around the strict provisions of the law in
order to do justice.

Senator PiNnos. Then your only apprehension is that the settle-
ment is not final, and that some one later on could ask for a readjust-
ment of the tax?
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Mr. CALwaATn. That is true, and another reason is that in many
instances one man will adjust himself to the strict letter of the law,
while another man will apply to the Treasury Department and get g
rduction, which works an injustice between the two parties.

Senator Pit41tosE. Would there be any way of appealing these cases
to the court, and if the court affirms the Treasury's decision, would
not that be final?

Mr. CALLIREATH. I presume that would be true. Those cases are
so numerous that an appeal to the courts of all those who might be
aggrieved would burden the courts unduly.

Senator Smoor. You have been assessed upon interpretations of
the law rather than the law itself?

Mr. CAIABRArH. Yes.
An extreme case will illustrate the absurdity of a strict application

of this limitation.
Two men each own an undivided one-half of a certain property.

These two ownerships were necessarily of the same value and earning
the same income. Each of these men organizes a corporation to take
over his holdings, each exchanging his rights in the property for
all of the capital stock of the company which he organized. One
organized a company with a large amount of capital stock. The
othek organized a company with a small amount of capital stock.
The property earned a profit of 8 per cent upon the actual invested
capital. One of these companies was obligedto pay a large excess-
p1ofit tax, while the other pays no excess-profits tax at aIl.

Another sueion as to the proviso in section 30, page 81, line
22. A tax of-19 per cent is levied against net income in excess of
the amount distribute in dividends or paid in discharge of out-
staliding interest-bearing obligations, *hile profits not so utilized
are ubject to a tax of 18 per cent. This places a penalty of 6 per cent
upon funds held either for necessary working fund or invested in
liberty bohdb.

We are expecting to place liberty bonds probably to the amount
of $16,000,000,000 during the coming year. A large part of these
subscription., much the larger part, must come from the large busi-
ness interests. Bonds bearing 4j per cent are to be sold to these cor-
porations and a penalty of 14 per cent is levied against those who meet
their patriotic duty. It would seem that this provision should be so
amended as to permit corporations to hold necessary operating ex-
penses and to purchase liberty bonds without the infliction of asp~edial penalty.

It would seem that a distinction must be made in assessing a tax
upon the earnings of an exceedingly short-lived enterprise, as com-
pared with enterprises of longer life or permanent in their nature.
A bill recently passed by the House of Representatives, H. R. 11259,
known as the war minerals bill, had for its purpose the stimulation
of production of certain minerals necessary in war work, which
heretofore have been imported from foreign countries and of which
there is now a shortage because of the withdrawal from foreign
service of the vessels heretofore engaged in the importation of these
ores. We have been imparting above 3,000,000 tons of manganese,
chrome, and pyrites from Brazil New Caledonia, and Spain. These
minerals are absolutely essential in the manufacture of steel and

81608--18---12
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explosives. The fact that the supply of these minerals had hereto-
fore come almost entirely from foreign countries, affords some proof
that these industries can not thrive at home under normal condi-
tions unless protected by compensating import duties. No one can
predict what the tariff policy of the Unitea States will be after the
war. In consequence no one is justified in expending a large sum
of money for the development of a mine, or the construction of a
treatment plant in order to supply a temporary market. If the
demand for these minerals shall be terminated in two years, then
it is plain that a plant now erected must amortize the original invest-
ment during these two years in addition to earning the ordinary
profit. The deductions for depreciation can not be made to meet the
situation because at the end of the two years a plant might beat
least 80 per cent, in which case a 20 per cent deduction for deprecia-tion for the two years would be fair but the remaining value would

be entirely valueless unless market conditions justified continuedoperation.I do not feel justified in suggesting that these enterprises shall
be exempted from war taxes, but, I do urge that full authority shallbe given and th t this revenue law shall anticipate that deductionsfor depreciation of plants engaged in short-lived enterprises shallbe sucient to amortize e acost of construction an development
during the working period of the enterprise. Operations developedfor the purpose of supplying these rare minerals which are neededfor war purposes can be more nearly compared to the Government
constructed housing facilities and uant constructed for war pur-poses only, which at the conclusion of the war will a practicallyvalueless. These plants are constructed by the Government because
pri vate enterprise can not possibly be induced to create these facilitiesri the short time during which they may be. operated. The sameprinciple applies to the short-life mining operations and unless pro-visions are made for apparently excessive depletion deductions, theseenterprises can not and will not be developed. The same reasoningshould apply to all short-lived enterprises whether operations are to

be terminated by the want of a market or by the exhaustion of the
ore bodies.

Senator PENROSE. You refer to this bill in the Senate. Does your
association advocate that measure?

Mr. CALUmATE. The association has not spoken on that subject.
Senator PENms. From your knowledge of the general sentiment

among your mining associates, do you think they are in favor of it?
Mr. CALL REATH. They are very much in favor of the general

proposition involved in that bill; that is, the purpose for which the
bill is planned.

Senator PENROsE. It carries $50,000,000, a small sum nowadays,
but it is $50,000,000.

Mr. CALLBBPATH. But not too much, if the Government shall un-
dertake to purchase the supply of these minerals which are required.

Senator PzNosu. Have you examined the bill?
Mr. CALLEEATH. Yes, sir.
Senator PmrRosu. Personally do you approve of the bill in its

details !
Mr. CALAPRCATH. I do not.
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Senator PENROSE. I onl ask these questions, Mr. Chairman, be-
cause we know we are called upon, by grinding taxes, to raise this
money from the taxpayers, and I think maybe we can make an
incidental reference to some of the expenditures.

Senator THOAS. I think the question is quite pertinent.
Mr. CALLBREATH. I should be very glad to discuss that bill.
Senator PENROSE. I personally should like to have some illumina-

tion on that.
Mr. -CALLBREATH. My thought is that all of these minerals which

are essential to the country at this time, which can not be produced
under ordinary conditions, should be provided by the Government in
that way; and that those minerals can be produced. New enterprises
can not be created for a period of a few months or a year or two unless
some plan is devised by which the cost of the plant can be amortized
during the period of the life of that operation. That would be im-
possible under a two or three year plant, unless the amortization
fund be very large. We have been importing from Brazil approxi-
mately a million tons annually of manganese ores. We have abun-
dant supplies of manganese ores in this country but of low grade, and
it will be necessary to treat that ore in order to bring it up to the
high standard required by the steel industry, and the cost of the
treatment and the development of the processes for treatment are
expensive. It would be bad business for any private concern to
undertake to build a plant and work out the processes of treatment
and reduction for a market which two years from now could be taken
away by cheaply mined ore bodies in Brazil, with a freight rate of
$2 per ton to our shores.

Senator PENROSE. Why, in this one crisis, when labor is very scarce,
is it not economically wise to purchase this material from Brazil,
which is a nation with which we are at peace?

Mr. CALLBtEATH. If we can get it.
Senator PENROSE. You say we are getting it.
Mr. CALLBREATH. We have been getting it,but that supply has been

shut off because the ships which have heretofore transported it have
been put into foreign service.

Senator PENROSE. Then this bill is in a measure to protect Ameri-
can industry at home?

Mr. CALIBEETH. I would not call it that.
Senator PENROSE. It savors of that. It has that aroma.
Mr. CALLBREATH. It is a bill to develop industries at home which

can not stand after the war unless protection is afforded.
Senator PENROSE. Then it is our duty during this war crisis to

bolster up some defunct mining propositions so that they can stand
on their feet after the war. Is that it?

Mr. CALLBREATH. No, Senator. My thought is that the low-grade
manganese ores, running 15 to 18 per cent, of the great ranges in
Minnesota which can be developed to meet our requirements here
at home, should be developed, and if I were to express my personal
opinion, I would say that after the war is over such a protective tariff
should be levied as to enable those activities to continue.

Senator PENROSE. I heartily agree with you. But the present
party in power disagrees with you.

,Senator LoGE. I know something about the matter of manganese,
which is just as you have stated. 1 should like to ask you if your
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tasociation regards fuller's earth, chalk, kaolin, and sulphur as un-
usual minerals which require Government aid?

Mr. CALLBREATH. It seems to me that there are many elements
included in the provisions of that bill which ought to be eliminated.

Senator SMOOT. I shall offer an amendment to eliminate them
to-day.

Senator PENxOSE. Are there many that ought to be included that
are omitted?

Mr. CALLBREATH. I think not, Senator.
Senator PEwRosE. I kind of suspected you did think there were

bome.
Mr. CALLSREATH. No. My belief is it should be confined to the war

minerals-
Senator PRrnROSn. I am glad my mind is relieved.
Mr. CALLBREAT. Which we are not able to import at this time.
Senator NUGENT. Do I understand that in your judgment that

satement represents the opinion of the gentlemen engaged in the
mining industry of this country

Mr. CALLBREATH. I think it does represent aarge percentage. Of
course, there is a difference of opinion as to the wording of the bill,but I think the belief was practically universal that the G otttnment
should undertake to supply minerals in the best way that it could- to
meet the requirements.

Senator TOWNSEND. Do you understand that some of these mineralsare produced necesarily as a sort of a by-iroduct, or in connection
with there minerals, and that Government control over some of these
minerals, for instance, some qualities that are obtained from iron,
would also mean the taking over of the iron mines?

Mr. CALIJBREATY. I wou d think not. But I should certainly want
the bill to be so worded that it could not be Slppbsed to do that, even.

Senator SMoo iD. I have an amendment that I wil offer to-day,
which I think will be accepted, that will take care of that.

Senator JONES. I would like to state in this connection that the
purpose of that bill, among others, was to provide for the increased

supply which is necessary during the war af many _of these metilk,
and which will not be necessary after the war. There are a *ood
many of those metals which are used in very much larger quantitia
during the war than will be necessary after the war is over.

Mr. CALLBREATH. That is true.
Senator JoNEs. And the purpose of the bill is to provide largely

for that situation.
Senator PEXEOSE. Do you think gold and silver ought to be in-

cluded in the bill?
Mr. CALLBREATH. I do not.
Senator PENROSE. Do any of your associates?
Mr. CALLBRA~TH. I think not. I am just about to come to a dis-

cussion of the gold situation.
Senator THOMAS. Your time has really expired, but we have been

interrogating you, and you can have 10 minutes more, with the con-
sent of the committee.

Mr. CALLBREATH. Gold mining is the one business which is bur-
dened by prosperity in other lines. When financial systems can bb
wo arranged that gold is not the basis of credit, this will beconie a
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matter of mall concern to the public. So long, however, as gold is
the busis of our currency, it becomes essential that the proper ratio
between credit money and gold shall be maintained in order that our
credit at home and abroad may be preserved.

At the present time gold production throughout the world is fall-i olf at a rspid pace. With the exception oa very few high-grade
d mines, the production of gold (except in association with other

nnerals) is rapidly coming to a standstill. The cost of gold mining
Sthe Western States has invressed fully 60 per cent during the

lst three years. The value of the product remains the same. The
gold production of the United States during the last three years is
Ms follows: 1915, 101,063,700; 1916, 92,816,100 1917, 84,456,600; a
faing off of approximately 10 per pent annually. The decrease dur-
ing the pznt year will greatly exed the ratio of the last three
years.

My own belief is that it will be fully three times as great as the
ratio of the last three years.

Senator THoMAs. The ratio will decrease?
Mr. CALLBREATH. Yes; the percentage of decrease.
Senator LODGE. What do you estimate would be the total produc-

tion ofgold in the United States and Alaska ?
Mr. CALLBEEATH. I think it would be less than sixty millions an-

nually from this time on.
The great low-grade gold-producing mines of the country must

close unless some special aid is given them, because they can not con-
tinue operation under the present increased cost without any increasein production.Senator PqRosE. Why would it not be a good idea to aid those

low-grade mines in this bill and let them share in the benefactions
Of the $50,000,000 fund?

Mr. CALLBD ATH. I do not think $50,000,000 would be sufficient to
cover the situation.

Senator PNROSE. We could add two or three hundred millions to
it--just raise the taxes a little more.

Senator SMoor. One of the objections to this bill is that it does
not have enough appropriations.

Senator PNROSE. We could extend the war appropriation for six
months and maybe get enough money to keep the goldmines open.

Mr. CALLBRnATH. This situation as to low-grade gold mines will
not be affected by the proposed revenue bill, because these mines have
no profits to tax. Gold must command the serious attention of your
committee.

A foundation sufficient to sustain a certain structure of credit
may be found entirely unable to sustain'a vastly increased credit.
The United States is more fortunate than any other nation in theworld in having a surplus share of the world's gold reserves. It will
need to guard that reserve with intelligent foresight.

In the enactment of a revenue law providing for the collection of
a tax amounting to 80 per cent of the total gold in the world and
two and one-hatI times our own gold reserve, every possible precau-
tion must be made to keep up the replenishing stream of gold Produc-
tion. 'There are those who advocate that gold mining shal be ex-
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empted from the excess and war profit taxes. I would rather urge
you to so assist the gold-mining industry thai it shall be able to pay
taxes. If your committee can not see its way clear to give serious
consideration to some future legislation of this character, then I
believe that gold mining should be exempted from the requirements
of this bill. -igh-grade gold bodies are not numerous and are usu-
ally developed as the result of very great expense and long and tedi-
ous operations. Then, the high-qade gold body is exhausted in a
very short time. An ore body which has been sought for 10 years
and which may be exhausted in one is a losing proposition if that
production shall have been made at a time when the Government
takes 80 per cent of the net operating revenue as a tax. If that pro-
duction had been scattered during the 10 years of development work,
there could be no objection to making that business stand its full
share of tax in proportion to other lines of industry, but, when the
returns of 10 years' effort are charged only with the expenses of 1
year, the injustice is .self evident.

I believe your committee may well consider that phrasing of the
proposed bill as will enable the owner of such a mine to amortize the
orgnal capital and investment during the life of the mine. While
this subject is not under consideration at the present -time, I am
willing to go upon record with the prediction that before many years
not only tis county but other countries will find it expedient to pro-
vide special inducements for the production of gold from low-grade
deposits; in order that a stable foundation maybe provided for the
rapidly expanding credits which are necessary in our industrial life,
fmnd which, because of war conditions, are being accelerated with
frightening rapidity. A million dollars in gold taken from the
ground forms a reasonably stable basis for $8,000,000 of currency.

I hope your committee will pardon this reference to a condition
perhaps outside the domain of your present consideration, but one
which, in my judgment, will command your attention in the near
future.

In order that the suggestions which I have made may be in practi-
cal form, I desire to submit concrete suggested amendments which
will cover the points referred to and, as we believe, add to the effec-
tiveness as a revenue measure of a bill possessing many features to
commend it.

The susgested amendments referred to above are here printed in
fias tofowe:)

I. The 6 per cent differential tax on undistributed profits should be eliminated.
(See sec. 230.)

The tax of 6 per cent additional on undistributed earnings penalizes the corpo-
ration that invests its surplus in Government bonds or retains it in the business.
The provisions of the present law should stand, allowing the investments in
business or the reasonable requirements therefor or in Government obligations
without extra tax. (See sec. 10 b of present law.)

II. The proposed law fails to allow to new corporations a credit of the normal
profits limiting It to 10 per cent on capital invested. This discriminates against
all corporations with no prewar record and takes 80 per cent of their profits
over 10 per cent. An example will make this clear:

Two corporations with invested capital of $1,000,000 each, (1) one with pre-
war earnings of 15 per cent, and a taxable income of 15 per cent, (2) the other
without a prewar record but with similar income.
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The tax computed as follows (specific exemption omitted for simplicity)
(1) Old company would not be taxed under the war profit method and the

tax under the excess profits method would be as follows:

New income ---------------------------------------------------- $150, 000
Credit 8 per cent of capital ------------------------------------ 80,000

Income taxable at rate of 35 per cent_------------------------ 70,000
Tax ------------------------- ------------------------------- 24, 500

(2) New company will be taxed under war profit method as producing a
higher tax:
Net earnings ---------------------------------------------- $150, 000
Credit 10 per cent of capital ----------------------------------- 100, 000

,Taxable at 80 per cent ------------------------------------- 50,000
Tax ------------------------------------------------------- 40,000

This amendment gives credit for all cash or tangible property paid in for
stock or otherwise.

V. New ore bodies.
The life of a mining corporation depends on the continued discovery and de-

velopment of new ore bodies. This is a corrollary from its wasting nature. It
exists by consuming its deposits. It must obtain new ore bodies or die.

Therefore mines should be allowed in "invested capital" the value of newly
developed fields. These new ore bodies are not an appreciation in value of old
capital assets. They represent new capital produced by the skill, energy, and
expenditures of the miner and prospector.

We suggest an amendment that remedies the defect.
Anend section 326 (a) by adding to subdivision (3) the following words:
"Provided, That in the case of mines, oil and gas wells there shall be in-

cluded in surplus a reasonable amount to represent the value of after developed
ore bodies or deposits; said amount to be determined under rules and regula-
tions to be prescribed by the commissioner with the approval of the Secretary."

VI. The tax when assessed and paid in good faith should be final.
We propose an amendment to section 1201 that secures this:
Amend section 1201 to read as follows:
"That the Secretary or the commissioner may and on the request of any

taxpayer directly interested shall submit to the board any question relating
to the interpretation or administration of the Internal-revenue laws, or involv-
ing the assessment or determination of any tax thereunder, and the board
shall report its findings and recommendations to the Secretary or the commis-
sioner, as the case may be, and such findings on any question involving the
determination or assessment of the tax shall when approved by the commis-
sioner be final unless set aside by a court of competent jurisdiction."

VII. Section 336 of the proposed bill prohibits consolidated returns.
This should be stricken out and some proper provision adopted permitting

affiliated returns. Many mining corporations are subsidiary operating com-
panies with Identical ownership and intertransactions with a parent company
making it all one business. The Treasury Department has recognized the neces-
sity of such by article 77 of regulations 41.

There is no reason for such discrimination. Neither makes a war profit.
Whatever figures are adopted this discrimination follows.

We propose the following amendment, which will place new corporations on
an equal basis:

Amend section 812, subdivision (b), to read as follows:
"If the corporation were not in existence during the prewar period, or if it

had no net income for the prewar period, then the war-profits credit shall be
the sum of:

"1. A specific exemption of $8,000; and
"2. An amount which bears the qame ratio to the net income of the corpora-

tion for the taxable year as the war-profits credit, under paragraph 2 of sub-
division (a) of representative corporations for the taxable year, engaged in
like or similar trade or business, and having net Income in the prewar years,
bears to the net income of such representative corporations; but in no event
to be less than 10 per cent of the invested capital of the corporation for the
taxable year."



TO PROVIDE REVENUE FOR W" PUDIOSEG.

Ill. The proposed law falls to recognize the extra hazard incident to mining.
The mining industry presents two marked characteristics which distin-

guish it:
(1) Its wasting nature.
(2) The extra hazard.
The law makes a satisfactory provision for the first by a depletion allowance

(see sec. 294, subdivision 9). It ignores entirely the risk.
The following proposed amendment permits a classification of mines accord-

Ing to the hazard:
Amend section 316 by adding, at line 22, the following words:
"Provided, That in the case of mines, oil and gas wells, the eI3eSa-pirot

credit shall consist of a specific exemption of $3,000, plus an amount not les
than ten or more than twenty-five per centum of Invested capital, such per-
centage credit to be determined by the Commissioner of Internal Revenue
under such rules and regulations as he may prescribe."

IV. The limitation of the invested capital to the par value of the stock
should be stricken out.

To effect this we suggest the following amendment:
"Section 326. Amend subdivision (a) by substituting, in lieu of subdivilsons

(1) and (2), the following:
"(1) Actual cash paid In;
"(2) Actual cash value of tangible property, other than cash paid in at

the time of such payment, but if paid in prior to January 1, 1914, the value
as of such date."

This amendment also restores the provision in the present law providing
properties of older companies as of January 1, 1914.

The invested capital of all of the older corporations hs been alvsafy arrived
at by the Treasury Department. The bill as proposed will require a reap-
praisement and, In many cases, at a remote date when data is undvallable

Senator LoIo. Mr. Callbreath, speaking to you as a man familiar
with mining and with metals, I should like to ask you about Rom
of these which are classed here as rare and unusual elements.

Chalk is mentioned. I never heard it called % rare and unusual
element before. I always supposed it was plentiful.

Mr. CALnnnTH. I would consider it so. But I am not _posted as
to the reasons why the War Industries Board believes that those
elements should be included.

Senator INDoSE. Is chalk a military necessity I
Mr. CALLBDEATH. I do not know what the purpose of it is.
Senator LoDo. Then we have phosphorus, which I know exists in

this country in great quantities; fuller's earth, which I suppose ex-
ists in every State.

I am picking out some of these that strike me as war nuauuihjes,
being re erred to as rare or unusual elements.

Mica. That we are familiar with in connection with the tariff.
It exists in North Carolina in large amounts; also, to a certAin
extent, in New Ham pshire. Of the others, of course some of them
are obviously rare. phosphorus, pyrites, sulphur-

Senator SnooT. Do not forget sulphur.
Senator LoDoG. Kaolin, of which I suppose there are mountains in

this country.
Do those strike you, as a mining man, as rare and unusual ele-

ments 
Mr. CALLBREATH. I feel that there is no reason why those should

be included in this bill unless there is some shortage of which. I am
not aware.

Senator LoDoz. Of course we all know that tungsten and uranium
and vanadium are rare metals.
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Senator JoNEs. There has been more trouble about sulphur than
almost any one of the other metals mentioned in the bill.

Senator SMOOT. It is a question of transportation.
Senator LoGE. The question of sulphur is one of the most trouble-

some things that we have to deal with.
Senator SMor. Transportation and cost.
Senator LeDGz. It is not rare and unusual.
Senator SMOOT. Oh no.
Senator PEINROSE. Vou say that you favor in a general way this

pending proposition
Mr. CALLBREATH. Yes, sir.
Senator PENROSE. Do you refer more particularly to the House

bill or the Senate bill?
Mr. CALLBRFATH. I was very much in favor of what was known at

one time as the Henderson bill, which left out very much that is in
the present bill.

Senator LODGE. This is the Henderson bill.
Mr. CALAREATH. This was another Henderson bill.
Senator PENROSE. With all due respect to Mr. Henderson, this is

the Baruch bill.
Mr. CALLBREATH. It was prepared largely by the War Industries

Board, and Mr. Henderson's original suggestion was added to very
largely, and many ingredients interpolated and a different method
of administration of the bill proposed. I was heartily in favor of
the first bill and I feel doubtful as to this, although I do believe,
gentlemen, that it is absolutely necessary that this Government shall
provide the means by which those elements which are needed now
or war purposes shall be provided, and I do not think it is possible

for independent enterprises to build a plant and to provide for the
production of the ore when, at the end of two years, the market will
be at an end.

Senator LODGE. I mentioned sulphur and mica in connection with
the tariff. I happen to know that there are great quantities of it.
I know that in Louisiana they have stepped aside a little from the
true faith, and I am afraid that North Carolina was a little weak
on mica.

Senator THoMAS. In other words, the tariff is a local question.
Senator LoDoE. Very largely.
Senator PF.NRosF.. Do you know whether there is any alarming

scarcity in grindingpebbles?
Mr. CALLIFRATH. Yes, sir; that is a very important proposition.
Senator PENROSE. Where are they found?
Senator TwoMAS. They are found chiefly in Belgium and Holland.
Senator PERosE. Are there none in America?
Senator THOMAS. There are, but comparatively few that are suffi-

ciently hard for the purpose. They are getting some of them now
on the Pacific coast. They were also using steel balls up to the time
it was necessary to cut them off because of-the demand for steel else-
where. But the Belgian and Holland sea pebbles are the only natural
rock that had been found hard enough for that purpose.

Mr. CALLBREATH. I thank you, gentlemen, very much for listening
to me so patiently.



TO PROVIDE REVENUE FOR WAR PURPOSES.

Senator THOMAS. Now, Mr. Thompson, we can give you 15 -min-
utes. It is our intention to take a recess at 12 o'clock.

STATEMENT OF MR. A. SCOTT THOMPSON, ATTORNEY AT LAW,
MIAMI, OKLA.

Mr. THOMPSoN. Mr. Chairman and gentlemen of the committee,
my name is Thompson. I speak here this morning for the lead and
zinc producers of three counties, known as the Joplin-Miami mining
district. Ottawa County is in Oklahoma, Cherokee County is in
Kansas and Jasper County is in Missouri. That is known as the
Joplin-Mriami zinc and lead field. The bulk of the production of
zinc in that district to-day is being produced in my home county
in Oklahoma. It is comparatively a new field that is producing.
Three counties produce 40 per cent of the zinc in the United
States to-day.

In behalf of those producers I want to contend that the lead and
zinc mining in that field is of such a character that it is entirely
different from the ordinary business, because of its hazards, because
of the risks incident to that business.

I have here, which I would like to have placed in the record,
a statement that has been carefully prepared by representative
operators in my district, showing the 'brief financial history of all
completed mines in that district.

There are 175 mining ventures in my district that have been com-
pleted and reached the producing stage. I offer this for the purpose
of confirming my statement that mimng in this district, while it is
producing large quantities of zinc, averages to be a very hazardous
business.

This statement will show to you the moneys actually put into each
venture, giving the name of the venture, the location of the district,
giving you the time that the property was operated after it reached
the point of production, showing the oss or the profit in each ventureand the disposition of the plant.

And in this table I want to call your attention to the fact that
the calculations are based upon the profit or loss, merely the produc-
don profit or loss. No allowance is made whatever for depletion,
depreciation, or amortization.

Mining in our district, like a great many other districts, does not
pay or has not heretofore paid much attention to technical account-
mgand this is an account of just the result.

i each of the 176 mines that we furnish you the financial history
of there was something over five millions of dollars invested. This
record shows--certified by a responsible man-that that total invest-
ment netted a net profit of $6,600, or an average profit of $37
per mine.

Less than 10 per cent of the mining ventures in our district reach
the producing stage. Less than 25 per cent of those which do reach
the producing stage get their capital returned to them.

I do not want the committee to understand that we have no good
minesr that we have no mines that do not yield substantial returns.
They 'do. But I am speaking of the average. I think the extreme
life of any individual mine in our field would be six years.
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In presenting that, gentlemen we are objecting to being classed,
for the purpose of deduction, with the stable substantial business of
banking. With this record I hardly think that there would be very
much banking if the financial history existed in that institution as
in mining.

Senator TOWNSEND. What you say in reference to lead applies to
every mine, more particultarly to coal in Missouri. The amount of
money invested in the mining ventures is a great deal more than the
total output that comes to investors?

Mr. THoMPoN. I think so; yes sir. But there is a distinction in
our district even with reference to lead properties. For instance, in
reference to the lead properties in southeast Missouri, the deposits
are much more uniform and larger in extent. The life is many,
many times what the lead deposits are in our field. Our life is ex-
tremely short. The average life is two and three-fifths years.

What we urge is this, in our amendments, that we object very
seriously to the definition of invested capital being limited to the
cash paid in for stock and property exchanged for stick not to exceed
the par value of the stock. We urge in the amendments offered by
Mr. Callbreath that invested capital, not alone in mines but every
property, pay the cash put in and the value .of the property in the
investment.

I fail to see wherein there is any justification at any time for
limiting the value of property to the par value of the stock. We
have many small ventures in our district where the capitalization is
nominal, not to exceed $6,000. Yet the property is worth a half-
million of dollars, exchanged for the stock.

With this technical limitation and with a deduction of 8 or 10 per
cent on the par value of the stock, the deduction amounts to nothing
on a property value-

Senator Jowzs. You say that is the value of the property now.
Was it the value of the property when the company was organized?

Mr. THompso. Oh yes. That is all we contend for, Senator, that
we have the value of the pro erty at the time of payment or transfer
to the company. That is all we are asking for.

Senator JoNEs. But what are you going to do with the prospector
who has a mere prospect which he is developing, and he suddenly
comes upon a very valuable body of ore. Do you not think that the
law as it is in its definition of capital works an injustice to that
fellow?

Mr. THOMPSON. There is not any question about that, Senator.
Senator JONES. There is that feature which you want us to con-

sider carefully, and I think you are quite right in making the re-
quest.

Now, your next point is that the mining industry as a whole is a
hazardous business

Mr. THoMPsoN. Yes, sir.
Senator JONES. And that the exemption from an excess profit tax

or a profit tax should take the hazardous character of the business
into consideration in alowing the exemption?

Mr. THOMPSON. Yes. We offer one amendment to the exemption
or the deduction clause of the present bill, providing for, in the case
of mines and oil and gas wells, a deduction of from 10 to 25 per cent
to be assessed within the discretion of the Treasury Department.
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Senator Jow. Do you think it advisable for us to enumerate in
this bill the different industries and fix the amount of exemption
for each line of industry or do you think it advisable that some
tribunal be created or the Treasury Department delegated with
authority to ascertain the usual normal incomes of these various
lines of industry which they should ordinarily receive, which would
be a reasonable return in normal times of the industry, taking into
consideration its hazardous character and allow exemptions upon
'that basis?

Mr. THOMPSON. To answer that Senator, I would much prefer
that the power be conferred upon the Treasury Department or some
board authorized to investigate.

Senator Joras. I also see in your statement that in the lead in-
dustry a part of it has become stabilized by the finding of large
bodies of ore, working on a regular output basis and having a We
cost, whereas other lead mines are in largely the development period,
and with different classes of deposits and, necessarily, ear more
hazardous than the other class of lead producers. You think there
should be some means established whereby a distinction could be
made even as between the lead producers?

Mr. TnoiPusow. Oh, yes. For instance, in our field we have a ine
property. The normal return on a successful plant is far in excess
of 10 per cent. The life is short. Taking into consideration the
hazard of the general business, we in normal times would have 50or
75 per cent return on the actual capital in that particular investment.

There are zinc mines in other parts of the country where the.4e-
posits are more uniform and a and larger in extent, where possi-
ly 10 per cent normal return would be more nearly correct.

So, then, there must be a classification, and I thipk it IS impossiblewithin the bill to classify the business. I should think that the
English ysten is more nearly correct, that a board of referees'be
allowed to extend to these classes additional deductions.

Just one point that I wanted to raise with regard to the provision
in the war profits provision which Allows an old corporation actual
prewar earnings and a new corration 10 per cent on capital in-
vested. In my field 95 per cent, because of the short life of the prop-
erty, are new operations. They have all come into production since
the war. That is a very unfair discrimination against new corpora-
tions, because the old corporation in our field must make a great
deal more than 10 per cent.

We suggest in one of our amendments that new corporations be
allowed the same credit that a representative corporation with a pre-
war record that was similarly circumstanced secures. Justness re-
qures that they have an equal credit. As a matter of fact. I have

Tured out in the present bill that all new corporations will fall
under the war profits plan.

Just one other feature that is particularly applicable to my State.
Our constitution prohibits corporations owning real property out-
side of cities and incorporated towns. Just why that was done, I
do not know; but that is part of the constitution. That makes it
impossible for corporations to own real property, own the fee,.own
poesibly a mining lease excepting such as they are actually conduct-
ing operations upon. The result is that as the companies grow they
are forced to form holding companies to hold their holdings, and
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then tl~ey develop a piece of property, usually not to exceed 40 acres,
tW determine its minerals, and they organize a subsidiary company
owned by the same men. I know some very good mines out there,
aid I know dne organization that has these operating mines sepa-
rately incorporated, the operating end of it. None of them are
organized for more than $6,000 capital stock, par value-corpora-
tidfih that have paid as high as 6,200 por cent dividends in the last
two or three years.

This bill prohibits the filing of a consolidated return, although
that is the original business owned by the same men in the same pro-
portions. This bill at page 61 prohibits the filing of a consolidated
return, and we certainly think that the system followed by the de-
partment in trying to carry out the present bill should at least be
permitted. If, under the definition of invested capital, these operat-
ing comnies are limited to the par value of the stock, say $6,000,
with ant per cent return, which is $480-

Senator JONES. Why do they put the capital stock at $6,000?
Mr. THoMpsoN. Just as a matter of convenience. That stock is not

for the market. It was just organized because it was an operating
company, and they turned in their property there, that is worth
several thousand dollars, for that stock. It seems to me that invested
capital should consist of money paid in and property paid in and of
course valued as of the day of its transfer.

Senator PNROSE. Have you prepared an amendment?
Mr. THOMPSON. Yes, sir.
Senator PEmNROSE. Have you got it into the record?
Mr. THOMPSON. It is the amendment that Mr. Callbreath offered.
Senator THOMAS. We will consider it in that connection.
(The statement referred to above was presented by Mr. Thompson,

and is here printed in full, as follows:)
JOPJAIN-MIAMI MINING DISTRICT.

INVESTMENT AND EARNINGS OF 176 MINES REPRESENTATIVE OF THE ZINC INDUSTRY.

A committee was chosen by the Missouri-Oklahoma Zinc Mine Operators
Association to present data pertaining to the earnings of zinc mines to the
Treasury Department at Washington.

The aim of this committee has been to gather information from all mines in
this district which have been productive during the past 20 years, especially
those mines which have completed their record and have been mined out and
abandoned; to tabulate the facts thus gathered and to make a truly representa-
tive statement of the investment made and the profits and losses resutling
therefrom.

The figures herewith submitted are not represented as being exact state-
ments from the books of the various mines; some of the companies for whose
reports we have asked, had gone out of business and have no accessible records,
but we have been able to obtain from their former owners statements of the
capital invested and the profits and losses made which were certified to as
being substantially correct, and the committee believe, from their own experi-
ence, that the aggregate of these statements constitues a very accurae view of
the history of the district.

This list does not include the thousands of prospects, which were drilled
and developed during the past 20 years and which failed to become productive
mines, but which nevertheless have absorbed several million dollars of capital
and were a necessary charge upon the mining Industry.

The following pages will show In detail the name and location of each mine,
the amount of capital invested, the years during which the property was oper-
eted, the amount of net profit or loss and the final disposition of the plant.
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There is also given a summary of these figures wherein the aggregate and
average investments, times of productivity and profits and losses are shown
separately for Missouri and Oklahoma and the entire district.

In conclusion, the committee wishes to draw attention to the fact that the
results shown antedate the recent advances in all mining costs; because of these
advances the capital investment now required to develop and equip a mine is
vastly greater than the average investment here shown.

At the present time, April, 1918, the zinc ore market Is very depressed
and about two-thirds of all the mills in the district are shut down because
they can not be operated at a profit.

Respectfully submitted.
L. C. CucH, Chairman.
P. B. BUTLE,
TEMPLE CHAPMAN,
T. J. FRANKS,
W. B. SnA.cnzron,
J. F. ROBINSON,
VICTOR RAKOWSKY,

Committee.



JOPLIN DISTRICT (INCLUDING WEBB CITY AND NEIGHBORING CAMPS).

Name of company. District.

Bmucher Mining Co ............................ Leadville Hollow ............
Vanango Mining Co ........................... Joplin .......................
Sumner Mining Co ............................. Prosperity ..................
Gold Standard Mining Co ...................... Joplin .......................
St. Joe Mining Co ------------------------- do................
W illiams Minin Co ................................. do .......................
B . & H . .....-........................... do .......................Co.n. 6omsd. inird g Co ......................... ..... do .......................
Powers Mining Co ---------------------- Klondike..............
Holy Moses Mining Co ....................... do ...... ..............
Little Jew Mining Co ........................... Jo lin .......................
Chicago Mines Co ........................ ......
Pilsner Mining Co ------------------------- do................
Davidson Mining Co ........................... Duenweg................
Shinny Bill Mining Co ......................... Thorns Station ..........
Hartford No. 1 Mining Co ...................... Cave Springs ................
Little John Mining Co .......................... Joplin .......................
Ishpeming Mining Co. ......................... Leigh ......................
IshpemjingMining Co. No. 2 ......................... do .......................

gCo.----------- -.... Joplin..-....................I
Thanksgiving Mining Co ...................... Porto Rico ..................
Little John M ining ................. Joplin ------Bird Do Tailin Co . . -.. . .. :: Ve. . . .......
Lincoln Mining Co--------.............. Klondike ....................
Lincoln Mining Co. No. 2o......................Joplin. . ......
John Jackson Mining Co --------------------- do................
John Jackson Tailing Co ....................... ..... do .......................
Horse Shoe Minin ------ -------- do................
Brooklyn Mining Co .....------------ -... Duenweg ..................
Irish Mining Co ................................ Joplin .......................
Hurricane Mining Co- ................------ do................
Aberdeen Mining Co ....--.................... Klondike ....................
Hudson Mining Co ........................ Carthage ..... .........
Troup No. 4 Mining Co ....-.................... Joplin ......................
Mary C. Mining Co .....---------- - -.................. I
Seneca Mining Co .................................. o .......................
Schoenherr-Walton Mining Co ................ Webb City ..................

Rice Mining Co ............................... Proeity .............
Anomo Mining Co .............................. .d ......................
Gordon Hollow Mining Co ................... in ....................
Uncle Joe Mining Co ........................... ebb City ..................
Little Jewel Mimng C ......................... Joplin .....................
Cock Robin Min'ig Co- ..------------------ do................
McDonald Bros. Mining Co ..................... Prosperity .............
Trouble Mining Co ............................. Joplin .......................

Investment.

$30,000
23,000
22, 000
6,000

36 000
50, 000
50,000
12, 000
7,500
7,500
8.000

125,000
40,000
25,000
11,000
80.000
33,000
70,000
8,000

20, 000
110,000
20,000
5,000

15, 000
17,000
9,000
2,500
8,000
7,500
6,000

60, 000
30,000
25,000
15,000
50,000
25,000
38,000

32,000
14,000
32 000
37,000
4,800
a,700

32, 000
7,000

From- To-

1904
1907
1908
1904
1916
1909
1910
1913
1915
1915
1917
1917

/1904

1906
1917
1917
1917

1915
1903
1900
1908
1908
1908
190-1903
1911
1915
1908
1909
1916
1916
1914

1907
1915

1902
1918

Time. Profit.

1 year ............. ............
2 years ........................
1 year ........... ........

..... do.....................
-°°.doo... .... ........... '"°4 years ...... ............

4 years ............ ............
4 years ........ ..........

..... do .........-.............

..... do.... ..... ...........
9 years . ............
5 years. .............
2 years ..............
3 months ........ ........8 months.......... ............
5 months .......... ............
2 years ......................
5 years ...... [.............

6 years ............ $15,0001 5 years ...............
4 years ..................
2 years ........................

1 year ..................
3 years ............ 23,000
I year .................
10 years ........... 275,000
2 years ............ 20,000
1 year ........................
11 years ........... 72,000
1 year ............ 10,000
. .do ............. .. .. . .
3 years ........................
5 yraes ........... 100, 000
3 years ........................
1 year ..........................
2 years ............
8 years ............ 68,000

I year .............
3 months ..........
2 years ............
8 months ..........

-....do.............
7 years ............
1 year .............
6 months ..........

..... •..... .

.. •..... .. .

.... =°o....=.

... .. .... ..

40,700
115,000

900
...... °°. ..

510,000
60,000

4, 400
18,000
12,000
40,000
48,000
12,000
40.000
60.000
30 000

225,000
25, 000
18,000

17,000

10,000

22,000
60,000
20,000
3,500

.... 0.......
20, 000

.. .... .. ....

... o. o.... ...
8, 000

°............

60.000
17,000

150,000
65,000

40,000
24,000
65,000
58,000

.. .........
4,00. 0 .16

Remarks.

Mill sold, 53,000.
Mill sold, $8,000.
Mill sold, $1,800.
Mill sold, $2,500.
Mill sold, $20,000.
Mill sold, $4,000.
Mill sold, $2,000.

Do.
Mill sold, $2,500.
Mill sold, 53,000.
Mill sold, $1,000.
Mill sold, 525,00Q.
Mill sold, $10,000.
Mill sold, $7,500.
Burned.
Mill sold, $27,000.
Mill sold, $7,000.
Mill sold, $2,500.
Mill sold, 52,000.
Mill sold, 511,000.
Mill sold, $20,000.

Mill sold, $3,000.
Do.

Mill sold, 51,000.
Mill sold, 1,100.
Mill sold, $1,200.
Mill sold, $2,500.
Mill sold, $1,300.
Mill sold, $16 000
Mill sold, $2,400.
Mill sold, $1,000.
Mill sold, $4,000.
Mill sold, $12,000.
Mill sold, $1o,ooo.
Burned, i n s u rancor

$9,000
Mill sold, $2,300.
Mill sold, 15,700.
Mill sold $2,000.
Mills sold, S2,s00
Mill sold, $1,250
MIll sold, $(00
Mill sold, $12,000.
Mill sold, $2,000.



JOPLIN DISTRICT (INCLUDING WEBB CITY AND NEIGHBORING CAMPS)-Contlnuad.

Name of company.

Ground Floor Mining Co .......................
Little Scott Mining Co ...................
Ashland-Wlkes Mning.............

7e0 Wio nin c ...........................d e . .. ... ..Co . ....................

Thornton Mining Co ...........................Grnd Centra Mining Co .......................
M. T. & o . Mining Co .........................
Wnifrd E. V ing Co .............
o ng Hor =Mnng Co ......................

Independence Mining Co .......................
Innovator Mining Co . ...............
MManm & Aldring C..................
Suafower ng C ........ ...........
Msnay Lee Mining Co .............
Amt Roane Mining Co ......................
SharpN M .y . o ..............................
Kng Jok Mining C o .........................

BellB. m C ..............................
Knetch mCo .. ..................

Suess Mining C.............................
Federsbad M. & M. CO .........................
Mexico kine ...................................
Julius S. Mining Co. No. 1 ......................
Julius S. Mining Co. No. 2 ......................
Walker Mining Co ..............................
Albert F. Minng Co ...........................
Goodrich Mining Co ............................
Go.H. " Cc .............................Emma S. mining Cc ............................
Gussie K. Mining Qo ...........................
William E. Mining C ..........
Loui T. Mining Co.... ...........
Peacock Minln Co. No. 2 ......................
Thoms D. Mining Co. No. I ...................
Yelow Pup Mining Co .........................
AZddi L. & Z. Co-....................
La Palnma Z. Co ..............................
Crown Point Z. Co .............................
White Oak Mining Co .....................
ChicagoZ.CO.........................
Leadvil e Hollow Mining CO .................
WHOile m Mie ...........................
Chapmun & Leeman Mining Co .............

District.

Webb City ..................
Chitwood ...................
Beliville .....................
!1!%dr ........................
Joplin .......................
....do ................
Webb City ..................
West Joplin .................
Jackson THollow .............
Duenweg ....................
West Jopln .................Royal xreghs ..............
P parity ..................
Chitwood ...................
a in ......................
Tanyard Hollow ............
Galena ......................

'I'adyarl 1 .............
... .do ......................

Tanyard Hollow ............
aenia ... ................I
Lehigh.....................
Thorns Station ...........
Neck City...................
.....d ..................
Alba.....................
Pros erity............

.0. *................. .do. ...............

Bel Center..................

..... do ....... ..........I
Peacock ...............

..... do ................ , . .,
Klondike .................
Spring City ................
JopLii. ......................
Galena ................
lipton Ford ................

Leadville Hallow ............
.o C.t...............Chitwoed ....... ............

[Webb City ..................

investmnt.

285, 000
.00010,000

10 0
40000

80,000

12500
1000
40000
40000
36,000
15.000
20.000

4,1000

a0000

1,000

15000
25,000
28,000
20,000

r,0o

24.000

18.000
15,000
20,000
20,000
24,000
20,000
15.000
30,000
35,00

40.000
7,0001

19.000
31 000

18.000
25. OW
40. Wo

From- TO-

1905
1902
iflo
1912
1902
1908
1910
190
1908
1901
1909
1903
1908
1897
1902
1902
1902
197
1907
1902

1902
1913
1911
1912
1912
1908
1912
1912
1912
1913
1911

190
1911
1912
1917
1908
1906
1900
1916
19(11
1901
1911

'Time.

5 yo r .........
lyemr .............
2 years ............
Syars ............

14 years ...........
years ............

... ........

year .............
2 years .........
..... do .............I year .............

3yo . .........

ly r..........
8 years ............
1y7- ....-....

.r ............... .to .............|
1yom..........

.°.do...........

.do .........
8 years ............
3 years ............
1 do ............yeL
4 years ............
3 years ........
7 years ............
6 years ............
7 years ............
2 years ............
3 years ............
I year ..........
8 years ............
5 years ............
3 years ............
I years .........
.....do .............

Syear ..........
I year .............

.....do ............

..... do ...........

Profit.

20:000

fi000

98,000

143000
13.000

130.000

20,000

Im20000
20,000

tiooo
iGo, ooo

40,000

15,000

Loa. Remas

: 6,000 Mil sold, $15,D.
10.000 Mill sold, SUM4o.
8, 000 Ml soId, $2,000.

............ Burned.
............ Mill sold, S0.

2, 00o Caved in.
50,000 ill sold, 2,0.

............ Burned.

............ Mill sold $2,000.

............ Mill sold, $15,000.
37, 500 Mill sold, 2,500.

............ Mill sold, 31,54......... Iills 3I 2,M.00
ii,000 Mil sold, 13,500.

............ Ill sold, 2,50.

............ Mill sold, 51,600.

............ Mill sold, 000.
......... - IBurned.

............ .Mill sold, $2,000.

............ Mill sold, 13,000.
40,000 Mill sold, 51,000.

.......... .Mill sold, $2,000.
15,000 Do.
40.000 MU! sold, 13,000
30,00 MiI1 sold, R%0,000............. Burned.

............ Mill sold, $1,8W0.
25,000 Mill sold, 2,500.
8.000 MIl sold, 81,400.

........ Mill sold, 52,300.
............ Mill sold, 52,500.
............ Do.
............ Mill sold, $1,200.

20,000 Mill sold, 51,800.
18.OO0 Mill sold, 31,500.
30,000 Mill sold, 13,000,

............ Mill sold, 54,000.

............ Mill sold, $10,000.
35.000 Mill sold, $25,00.
8,000 Abandoned.

19,000 Cycloned.
29 000 Mill sold, 12,250.
37,000 Mill sold, $1,000.
23000 Mill sold, 32.200.
38,0o0 M ll sold, 86,000.

............ Do.

I



Mount Ararat Mine .............. ...... Pro~perty ......... .... 30,000 1903
New Atlas Mining Co ........................ ..... do ..................... 26,000, 1904
Alexandra Mining Co .......................... [..... do ..... 30,000 1901
Dinger Ming C .............................. Webb City .................. 50.00 1
Vewern Vinlng Cc ........................... Carterville ................... 40,000 1908
Red Dog Mining Co ---------------------- Webb City .............. I 52, 1907
Bull Dog Mining Co ............................ I ..... do ....................... 47,0 1908
Little Marv Miming Co ......................... Neck City .. ............. 80000 1909
Longaere-Chapman Mining C o .................. Neck City and Miami ........ 56, 250 1913
Silver Hollow Mining Co ....................... Arkanss ................... 185,0OO 1904
Rice Mining C ................................. Wiltb C ity .................. 25.000 1905
Eli Mining C ................................ ... o...................... J5.000 1905
Bessie Mining Co .................................... do ....................... 20,000 1905
Superior Mining Co .................... 25,00 1905
Big Reuben Mining Co .......... d............... oo ....................... 25.000 1906
Cornfield Mining Co ..................... d...... do ........................ 20.000 1905
Moselv Mining Co .............................. purgeen .................... I 35.000 1905
Franklin Mining Co ........................... \\bb C t .................. 60.0oo 1906
Premier Mining Co -. -........................... do ...................... 25. O0 1907
Ben Nevis Miming Co ................................ do ....................... 60.000 1907

IIi m ines ... .. . . .. . . .. . . . . . . . .. . . . .. .. . 3,220,"501. . . .

1904
1906
1912
1909
1910
1909
1913
1917
1905
19003
1906

I%11906

1907
1906
1907k
1i0I

.90

....do. . . . . .I. . . . . .

6 months ......................
21 years ........... 30,000
6 years ............ 30,000
10 months .....................
3 yeam ............. ,0001 years ........... 1............
4 years ............ 1*,000
.. o ............. 309,300
8 months .......... ............
I yar.......... ...........
3 months ...... ............
15 months ................
10 months ......... ........
.d . .......... 5,000

15 months ......... ............
12 months ......... j ........
15 months .....................
8 months .... I .....

15 months ............

296 years .........

Even.
25,0001

......

........ • ... °31, 0

50,0001

20.000
32:0001

20Z0....... . .
25,000
65.000

Do.
Do.
Do.

Burned.
Moved.
Mill sold.
Burned.
Removed.
Mill sold.
Mill sold $58,=.
Removal.

Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.
Do.

MIAMI DISTRICT (INCLUDING COMMERCE AND LINCOLNVILLE CAMPS).

Name of mines

Old Chief .......................................
Sullivan ........................................
Buckeye ........................... ........ ...
Joplin-Miami .................................
Lawson .......................................
Midas..• ................................
Crescent ........................................
Southern Queen................................
Okmulkee ......................................
Red Bird ..................................
Golden Hen ....................................
Miami Yankee ..................................
Little M axine .................................
Neverswest ... ...... ..........................
Consolidated ..................................
( ctus No. 2 ....................................
Turkey Fat ................................
New-State .....................................
Index-IEizpah .................................
Swastika . ..............................
Cactus No. I ..........................
Commonwealth ................................

Investment. From-

30, 000 00
35,O 000 00
25. 00 00

flOW 0030,000 00
35.000.00
20,000.00
20,000.00
15, 000 00,
15,000.00
3000000
25,000.00)
35. 000.00
10,00.00
30,0000 I25. D00
1.5 OOO
40,000.00
50. 000. 00
45, 00000
m5, 000 00

1908
1909
19qM

-To-

1917
1917
1917

None.
1910
1917
1910

19131916
1912
1917
1917
1916
1917
1910
1915
1912

Time operated. Profit.

7 years.. .......... in, O0
4 years 4 mouths ...... 28,356.80
years 4 months ...... 30,000 00
N one ............. ................
1 year ........................
3 years 5 months ...... 10,000.00
11 months .............................
5 months .............................fimonths ..............................

5 month s ....... ................1 year 4 months....................
8 months .................... .........
2 years .............................
2 years 11 months..... 32,00000
1 year ..............
2 years ...............
8 years ................ 337,285.00
7 years6monts 68 0OO 00
6 years ................ 15,0oo.00
1 year .................................
2 years ........ ...... ................
8 months ..............................

Remarks.

~I....... o •.... ...

.... .•..•....... ..... . . . .
35,0000

.... ..... •......15,000

15.000. OO
12,000.00
10,0O. 00
25 00000
20000.00

15 0 00

21,791.83
•.. . •• ...... .... ... •.......o

12,000 00
' 10,00.00

Mill burned.
Mill idle.
Still operating.
No mill.
Mill removed.

Do.
Mill sold and removed.

Do.
Mill removed.

Do.
Do.
Do.

Mill sold under mortgage.
Mill idle.
Mll removed.
Still operating.Mill id le.
Mill removed.

Do.Do.
Do.
Do.

til

'td

w02
ti-



MIAMI DISTRICT (INCLUDING COMMERCE AND LINCOLNVILLE CAMPS)-Continued.

Name of mines.

Eureka ........................... .....
Lost Trail ......................................
Wau Hillau ....................................
Emma Gordon ................................
Prairie ........... ........................
King Jack .....................................
V antage ............................... .......
MoConnel- ames ...............'**...........
Carson-Dodson .................................
Thirty Acre ...................................
Oklahoma L .& Z. Co ...........................
Carson Mg. Co. (2) ............................
Dark Horse ...........................
Hannibal .................. ...................
Johanna ........................................
Perkins .........................................
Katy, or M. K. & T ............................
Bi Jack .......................................
F .t .F .........................................
Bed Feather ................ ...................etersburg ....................... .............
Diamond C ......... ...................

loho ..........................................
Heap O' Brien..............................
Newlands ....................................
Old Abe .......... ...................
Lucile ..........................................
Rood Luck .....................................
McAle ter . ... ..............................
Rush & Elder ..............................
Mason .........................................
Virginia ........................................
Okla .............. ...................Lancaster ...................................
Chieago-uapaw ................................81unny Side .....................................

W ite E ale ....................................
Lincoinvi le ....................................
Quiney .........................................
M yrtle ..........................................

64 mines ...........................

Investment.

$25,000.00
32,000 00
20,000 00
50. 000. 00
75,000 00
20, 000 00
5000. 00
40,000.00
40.000.00
80,00000
40.00.0.0
55,000.00
90,000 00
15,000 00
20,000.00
18,000.00
25,000.00
30,000.00
250,000.00

9,000.00
50, 000. 00
50,000.00
50,000.00
12,000 00
40,000 00

510, 000.00
75, 0O. 00
40,000 00
10,000.00
18,000.00
6,000.00

75,000.00
15,000.00

10,000 00
25,000.00
20,000.00
20,000.00
40,000.00
10,000.00
15,000.00
25,000.00

2, 375,000. 00

From-

1912
1913
1911
1900
1914
1909
1914
1912
1914
1912
1912
1912
1914
1906
1910
1908
1908
1906
1909
190S
1910
1909
1909
1909
1909
1910
1907
1908
1909

None.
1907
190S

None.
1909
190S
1909
1907
1908
1907

None.
1909

To-

1915
1917
1912
1917
1917
1917
1916
1913
1916
1913
1914
1913
1917
1909
1912
1910
1911
1908
1912
1909
1912
1917
1910
1912
1912
1911
1912
1911
1912

None.
1904
1910

None.

1909
1910
1910
1911
1908

None.
1910

Time operated.

I year .................
3 years 8 months .....
I year 4 months ......
8 years ...............
3 years ..............
7 years ...............
2 years ...............A nmnnfho

Profit.

584,0O0.00O

28,800.00

35, OOo. 00
U .l' . .J....... ... ...... ...

2 years ............... . 125,00O.00
I year ................ ................
2 years ........ ................
....do.................... ......
4 years ................ 200,000.00
3 years ...............................
2 years ............... ...............

..... do.. ............... 8,000.00
3 years ............... ................
2 years ................
3 )ears ................
1 .ear ................ ................
2 N ears ................................
S ars ................ .............

1 \ear ..................... .
3 ye rs ................ I.10,000.00
°do......... d .............. ..

1 year ..........................
5 years ................
2j years ...............

..... do ..............
...................
1 year .................2 years ................

..... on...........
6 months .............9 months ..............
1 year ................
3 years ...............
....do .............
6 months .............

.. *.. ........ . o.........

1 year .................

153 years .............

..... o.oo...oooo

... o...o.o.oo*o

.. oo...o....o.o...

..... o.o...

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

....... oo....o..

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

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

................

.oo..........*~

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

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

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

1,162, 441.80

515,430O.0

15,000.00
.... ...... ......

.ooo.....o...o
.... o.. .... ..
... °°o...... . .

70,000.00
35, 000. 00
50,000-00

12,000.00
20,000.00

..... o...........25,000.00
30,000.00

250,000.00

5,000.00
50,000. 00

50,000.00

30,000.0050,000.0075, 000.0
40,000.00

18,000.00
6,000.00

75,000.00
15, 000.00
35,000.00
15,000.00
20,000.00
15,000.00
40,000.00
10,000.00
15,000.00
25,000. 00

1, 416,791.83

Remarks.

Mill idle.
Do.

Mill removed.
Mill Idle.
Still operating.
Mill removed.

Do.
Mill sold, S5,600.
Mill removed.

1 mill removed, I idle.
Mill burned down.
Recently started up.
Mill sold and removed.
Mill removed.

Do.
Creditors got 50 per cent.
Mill removed.
Sublessees also lost.
Operated intermittently.
Mill removed.

Do.
Do.
Do.
Do.
Do.
Do.

Mill sold for taxes, 1909.
Mill removed.

Do.
Mill sold for taxes.
Mill burned.
Mill removed.

Do.
Mill idle.
Mill removed,

Do. -

Do.



TO PROVIDE REVENUE FOR WAR PURPOSES.

GENERAL SUMMARY.

iJoPN DISTRICT (INCLUDING WEBB CITY AND NEIOHBORING CAMP).

Successful (Ui man):
Total invested ......................................... .................................Average invested ..........................................................................
Total time operated. 162 years.
Average time operated, 4J years
Total profit ............................................................................
Average profit ..........................................................................

Unmuocesful(73 mines):
Total invested .............................................................................
Average invested ..........................................................................
Total time operated, 134 years.
Average time operated, 1 years.
Total loss .............................................................. ..................
Average loss ................................. o..................o...........................

Sumary (111 mines):Total invested .......... ,............... ............ ............................... ......
Average invested ..................... ................................................
Total time operated, 206 years.
Average time operated, 21 years
Net profit ...........................................................................
Average profit ....... ....................................................................

MiAN DISTRICT (INCLUDING COMMERCE AND LINCOLNVILLE CAMPS).

Suceosful (19 mines):
Total invested .......................................................................
Average invested .....................................................................
Total time operated, 81J years.
Average time operated, 4J years.
Totalprofit ...............................................................................
Ave agb profit .................................................................. ..........

Unsuccesful (45 mines):
Total4nvested ..........................................................................
Average invested ........................................................................
Total time operated, 71J years
Average time operated, li years
Total loss ....................................................................... .........
Average loss ...............................................................................

Summary (64 mines):
Total invested ............................................................................Average invested ..........................................................................
Total time operated, 153 years.
Average time operated. 24 years.
N et loss ...................................................................................
Average loss ...............................................................................

$910, 850
24,000

2,590,400
68,150

2,310,000
31,600

2,329, 400
31,900

3, 22D, 850
2,000

261,000
2,350

W37,000
33,500

1,162.400
61,100

1, 7, 000
38,622

1,416,000
31,484

2,375,000
37,000

254,400
3,974

ENTRE JOPLN-MIAmi DISTRICT.
Successful (7 mines):

Total invested ............................................................................
Averse invested ........................................................... ..............
Total time operated, 243J years.
Average time operated, 4t years.
Total profit ... ..........................................................................Averageprofit .............................................................................

Unsuccesisu (118 mines):
Total invested ...........................................................................
Average invested ...........................................................................
Total time operated 205 years.
Average time operated, 1 years.
Total los s .................................................................................Average loss ...............................................................................

Summary (175 mines):
Total invested ........................................................................
Average invested .....................................................................
Total time operated, 449 years.
Avenge time operated, 21 years.
Net profit .................................................................................
Average profit .............................................................................

$1,547,850
27,150

3,752,800
65, 700

4,048.000
34,0O

3,746,2D00
31,000

5,595,850
32,000

6.8o0
37

Senator THOMAS. Mr. Maloney, I understand that you are obliged
togo back to New York to-day.

Mr. MALONEY. I will say that with your permission this after-
noon will be perfectly satisfactory. The only object I have in going
back to New York is to register for the draft.

Senator PENROSE. We can hear you now.
Senator THOMAS. How long will you desire to speak?
Mr. MALONEY. Ten er fifteen minutes. I desire to speak for

Thomas B. Maloney, L. B. Wilson, and R. Tray Falk.
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STOCKS AND BONDS.

STATEMENT OF MR. T. B. MALONEY, 32 BEAVER STREET,
NEW YORK CITY.

Senator PENRosE. What position do you occupy on the stock
exchange?

Mr. MALONEY. I am a member of the Consolidated Stock Ex-
change of New York, and we are here to call your attention to
section 1107, Schedule A. paragraph 4. That is in reference to the
transfer tax on the sale of stocks and bonds, and also on borrowing
and loaning stocks.

I wanted to confine my remarks entirely to the tax on loans, elimi-
nating entirely the tax on the transfer and sale of stocks.

This section which we are operating under, or which the Treasury
Department now enforces, was enacted in the law of last year which
went into effect in December. There was no attempt made to collect
this tax whatever from December until March, by the Internal
Revenue Department. and those engaged in this occupation had no
idea that there was such a thing as a tax on loans or borrowed
stock among members, and the Treasury Department, or the Internal
Revenue Department. due to the fact'that they had not made any
attempt to collect the tax during the four months, were of the same
opinion. Again, the Treasury Department in sending out theh.
printed forms of instructions and the like made no reference 'what
ever to the collection of this tax on stock loaned or borrowed.

The Attorney General has rendered an opinion that stocks loaned
and borrowed among-members of exchanges are taxable, although
loans made with banks are not taxable; and the substance of, his
opinion is this, that we go to a bank and borrow money. You make
a loan among the members yourself, and you borrow the stock. That
is his interpretation of the law. We feel that that has been a very
great handicap in the conduct of the business, to begin with. It
means that the loaning and borrowing of stock among members
themselves has been practically- eliminated owing to the fact that this
tax is enforced, and we can go to the banks where we pay no tax. That
adds an additional burden on the money market and an additional
burden on the banks, because the taxes are so heavy that to eliminate
them we have got to go to the banks.

I call your attention, also, to the fact that the stamp tax is prac-
tically an adoption of the New York law. That is the original
idea in New York, and although the Federal law does not follow
the New York law literally, the substance is the same. There is no
mention made in the New York law; in fact, loans and borrowings of
stock are expressly exempt. They specify it in that law.

I wanted to call your attention to a concrete example of the op-
eration of this tax on stocks loaned and borrowed.

We will take a client living in San Francisco who wires his broker
in New York to sell a hunder shares of Erie Railroad stock at $15 a
share, and notifies him that he will mail the certificate. In the corn-
munication he says, "I will send this certificate of stock to you
by mail." The broker, on receiving his instructions to sell it, sells
-imediately, He must wait days before he can actually receive the

certificate of stock from his client. From the day he sells that stock
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until the day the certificate is delivered, that broker is technically
short 100 shares of Erie Railroad stock which he must borrow until
he receives the certificate. He must borrow this stock on the day
that it is sold to deliver it to the hian who has purchased it from
him. He must repeat that operation for five or six days, and every
time he does it he pays a tax of $4 although he is waiting for the
receipt of that certificate.

Senator THoixs. Why must lie repeat it so frequently?
Mr. MALONEY. Because loans are usually returned the day after

loans are made. From day to day, if he can find somebody that will
make a loan, then he will only have to pay.$4.,

Senator THOMAS. That is an exchange.regulation?
Mr. MALONEY. No; that is the convenience of the man for whom

he buys the stock.
Senator THOMAS. The custom?
Mr. MALONEY. The other broker has sold his stock. The next day

he calls that loan. So it is liable to operate every day until that
certificate is received.

Senator NUGENT. That is merely a custom that is in vogue among
brokers?

Mr. MALONEY. It is a system of purchase and sale. If I have a
hundred shares bf stock and a man wants to borrow it I say, "I will
loan it to you." If to-morrow I can sell at a good price I sell that
stock out, and then I call that back.

Senator. THOMAS. Did you appear before the Ways and Means
Committee?

Mr. MALONEY. No, sir; we did not have an opportunity because
we did not have any idea what the bill was going to be this year.
We got there so late that they were taking up other things, and we
did not attempt to get a hearing.

I want to say here and now at we have hesitated about doing
it, because we do not want to appear as asking for a reduction of
any tax that we thought the Government had intended to collect.
Senator THOMAS. NOW, Mr. Maloney, I think I can speak for the

committee when I say that we are glad to hear you. We want in-
formation, and the only way to ge it is to get it from those who are
affected by the provisions of the bill and whose information regard-
ing that particular subject is better than ours probably is or will be.

Mr. MALONEY. I can speak for my own exchange in saying that we
have no objection to the taxes levied now. We are satisfied with
them, because we know the United States needs the money. I myself
have sat on legislative committees when I was a member of the
Legislature of New York, and I know what the committee has to con-
tend with.

That man, as the law requires, pays $2 when he sells that 100
shares of stock. That is all the law requires of him when he sells
it. That is all the law says he shall pay. But, nevertheless, he actu-
ally pays $22 to" sell a hundred shares of stock, because he can not
4eiver the certificate in time; it is too far away. That $4 tax must
be paid every time he borrows or loans his stock-

Senator PNRosE. Have you prepared any amendment to cover the
phraseology ?

Mr. MALONEY. Yes, sir; I can cover it in about four words which
the New York statute ha.
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Senator PNRosE. Get that into the record.
Mr. MALONEY. It is in this brief.
Senator PENRosE. Get it into the record so that we will have a

note of it.
Mr. MALo-n. We suggest that it be amended by using the fol-

lowing words: "nor upon mere loans of stock or the return thereof."
Senator PENROSE. Where would you put that in?
Mr. MALONEr. That would go in paragraph 4, after the words

"deliver or transfer for sudh purpose of certificates so deposited."
I am coming, now, to the question of the effect of this operation

on the money situation. -
Another illustration is that of a broker having a loan with a bank,

the collateral of which is made up of industrial and railroad stocks.
A certain proportion of railroad stocks and all 100-share lots secures
a lower interest rate on the entire loan, and in fact, banks really
insist upon 100-share lots of any particular stock.

Part of this required minimum of railroad stocks is 100 shares of
Erie. If 50 shares are sold on order, the broker is unable to with-
draw 50 shares from his loan, so must borrow this 50 shares sold until
his client sells the other 50 shares, and, under the opinion of the At-
torney General, is required to pay a tax on the borrowed and returned
stock for an indefinite period; not a tax at the rate of $2 per 100
shares on the sale as the law requires, but a much larger sum, the tax
being equivalent to 96 per cent for 1 day in the case of Erie, 64 per
cent in the case of Missouri Pacific.

Such cases, called borrowing and loaning of stock, are in reality
the exact opposite. It is the money that is borrowed and 'loaned.
The average.price of all stock listed on the exchange today is'about
$60 per share. At the prevailing money rate of 6 per cent, the tax on
loans is equivalent to 24 per cent a day.

Another illustration: A broker received an order a minute before
the close of the market to sell 100 shares of stock, and, physically
unable to call the 100 shares from a broker he may have it loaned to,
before the close, he must borrow the stock for one day, and thereby
pay a tax of $4, thereby making the tax on the sale of 100 shares of
stock $6 instead of $2, as required by law. This tax prevents carry-
ing of stocks by those with spare capital for others, who are willing
to lend them and requires the borrowing of money from banks,
thereby placing an unnecessary demand on the money market.a

There has been some doubt in the minds of those engaged in this
occupation as to the correctness of the Attorney Genera l's opinion,
but of course this law is, in effect, operating under the opinion of the
Attorney General. We have considered it unpatiotic to try this case
in court, and we have shouldered all the tax with the idea in mind
that in the new bill to be adopted this year Congress would clearly
exempt borrowed and loaned stocks from the tax. We do not ask
remission of any tax producing any material revenue, nor the annual
tax on brokers. We do ask for the removal of the existing uncertainty
under which a ruling has been made bringing in very little revenue
at the expense of great inconvenience and hardship in our daily trans-
actions and one which we believe was not the intention of congress
to impose.

Senator THOMAS. Have you a copy of that ruling
Mr. MAWNEY. Yes, sir; I have it here.
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Senator THOMAS. Would you put it in the record, please?
Mr. MALONEY. I will make a copy of this and submit it to the

stenographer.
Senator THOMAS. You can do that and send it to the stenographer.
Mr. MA ONEY. Yes, sir; I will do that this afternoon.
(The brief referred to above is here printed in full, as follows:)

DEPARTMENT OF JUSTIM
lWashington, March 23, 1918.

The SECRETARY OF THE TREsrY.
SIR: I have the honor to acknowledge your letter of the 14th instant re-

questing my opinion on the question whether the stamp tax imposed by sec-
tions 800 and 807, schedule A, subdivision 4, of Title VIII, of the war-revenue
aet of October 3, 1917 (40 Stat., 319, 322). applies to the so-called borrowing
and return of shares of certificates of stock.

The said subdivision levies a tax "on all sales, or agreements to sell, or
memoranda of sale or deliveries of or transfers of legal title to shares or cer-
tificates of stock * * * whether made upon or shown by the books of the
association, company, or corporation, or by any assignment in blank, or by any
delivery, or by any paper or agreement or memorandum or other evidence
of transfer or sale, whether entitling the holder in any manner to the benefit
of such stock or not * * * : Provided, That it is not intended by this title to
impose a tax upon an agreement evidencing a deposit of stock certificates as
collateral security for money loaned thereon which stock certificates are not
actually sold, nor upon such stock certificates so deposited: Protqded further,
That the tax shall not be imposed upon deliveries or transfers to a broker
for sale, nor upon deliveries or transfers by a broker to a customer for whom
and upon whose order he has purchased same * * *."

Your letter makes the following further statement:
"The transactions as to which the question arises are described as follows:
"The borrowing of shares is necessary in connection with all so-called short

sales. It is also necessary in connection with shares that are sold but are not
on band for delivery, an instance of which is the shares being in transit from
abroad. or the West, or elsewhere. It also frequently happens that a broker
may sell shares for a9 estate and find upon attempting to transfer them from
the name of a decedent or an executor that additional papers, or authority, are
required by the transfer office, or the transfer books may be closed for a
meeting of stockholders or other reasons, and the shares being already sold
the 'broker borrows to make delivery, after replacing the borrowed shares.

" In the case of the short-sale transaction the following occurs:
"A sells to B 100 shares of stock which Is evidenced by memorandum of

sale. Under the rules of the exchange the shares have to be delivered and paid
for the day following. If the sale is a short sale or the shares are not on hand
for delivery, A applies to C, who has such shares on hand, for a loan of them.
o being willing to lend them delivers to A a certificate for 100 shares indorsed
in blank on A's agreement to redeliver to him an equivalent number of shares
on demand on any business day and the deposlt by A with C of the market
value of the shares as security for their return. That deposit remains until
the shares are returned, subject to increase from day to day if the market
value of the shares rises, and to decrease from day to day If the market value
of the shares falls. A makes his delivery under his transaction with B by
delivering the certificate which lie has borrowed from 0 for that purpose,
thereby completing the transaction between A and B on which the tax Is paid.
When A desires to return the shares which he has borrowed, A goes into the
market and buys 100 shares for the purpose of delivering them to (1, and on
that transaction the tax is paid. These shares so acquired for delivery to
C he delivers to C and receives the amount lie has on deposit with C. It is a
common occurrence that C demands the return of his shares in which event A
substitutes D as another lender, going through the same process, including the
deposit of the value of the shares, as with C. thus delivering to C the shares he
has borrowed from D for that purpose, and receiving from C the amount on
deposit with him as security for such return. This process may be repeated
many times in respect of the same short sale.

"The stamp tax provided for in the subdivision above quoted of course
applies to the sale and delivery of any borrowed shares and to the purchase of
shares for the purpose of returning them to a lender. The precise question
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upon which opinion is desired is as, to whether the stamp tax alis applies to
the passing from the lender to the borrower of the shares of certificates of
stock 'borrowed' and also to the passing from the borrower to the lender of
shares or certificates of stock 'returned.'"

You inclose a copy of an opinion rendered you by the Solicitor of Internal
Revenue to the effect that the transfer of the stock from the lender to the
borrower, and later from the borrower to the lender in fulfillment of the
former's obligation, are both subject to the tax. With this conclus4lon I agree
for the following reasons:

1. The act by its express terms, it will be observed, covers every transfer
of the legal title to shares of stock with certain specific exceptions. There can
certainly be no doubt that there is a transfer of the legal title from the lender
to the borrower and later from the borrower to the lender under the circum-
stances stated. Shares of stock are fungible things, and their loan with an
agreement to return things of the same class is the matuum of Roman law, as
to which no one can doubt that title passes from the lender to the borrower and
vice versa. (Jones on Pledges, p. 64; Story on Bailments 7th ed., sees. 283,
284; Kent's Commentaries, 12th ed., Vol. IL p. 573; Hard v. West, 7 Cowen
(N. Y.) 752, 756). Even If the article be mingled with others of the same
species in a warehouse, title may pass to the warehouseman (Kent's Com-
mentaries, 12th ed., Vol. II, p. 590, Justice Himes' note; Routh Austrolian
Ins. Co. v. Randell, L. R., 3 Privy Council Appeals 101; Rahilly v, Wilson, 3
Dillon 420.) Upon the same principle title to deposits in bank passes to the
banker. (Foley v. Hill, 2 House of Lords, Cas. 28.) The Supreme Court has
had occasion to pass upon this characteristic of shares of stock in several
cases. (Richardson v. Shaw, 209 U. S. 365; Sexton r. Kessler, 225 U. S. 90;
Gorman r. Littlefield, 229 U. S. 19; National City Bank v. Hotchkiss, 2,1 U. S.
50; Duel v. Hollins. 241 U. S. 523; and see as to bonds United States iid Mex.
T. Co. v. Kansas City, M. & (. Ry. Co., 240 Fed. 505.) In Gormnn v. Little-
field, the court held:

"* * * That a certificate for the same number of shares represented
precisely the same kind and value of property as another certificate for a like
number of shares in the same corporation; that the retu~ij of a different cer-
tificate or the substitution of one certificate for another made no material
change in the property right of the customer.; that such shares were unlike
distinct articles of personal property, differing in kind or value, as a horse,
wagon, or harness, and that stock has no earmark which distinguishes one
share from another, but Is like grain of a uniform- quality in al elevator, one
bushel being of the same kind and value as another * * *.-

The effect of these decisions is undoubtedly that even in the case of a broker
and his customer the legal title to the stock is, not nominally, but really in
the broker, If the course of business so requires, although the customer may
retain, is against the broker and his trustee in bankruptcy, an equitable right
in rem to stock in the broker's possession of the same species as that dealt in
between them.

In accordance with this same general principle, it is specifically held that
a loan of stock transfers title (Dykers r. Allen, 7 Hill (N. Y.) 497; Barclay r.
Culver, 30 Hun (N. Y.) 1; Fosdick r. Greene, 27 Ohio St., 484, Dos Passos on
Stockbrokers, 2d. p. 329.)

2. It canI not be said that the borrower Is a mere agent between the lender
and the vendee, so as to make what is in appearance two transactions in
reality only mn-. There Is no privity between the lender and the vendee. The
former looks merely to the borrower and assumes no relationship further.
There are, therefore, in substance, two transactions, a transfer by the lender
to the borrower, and a transfer Iby the latter to the vendee, and the tax must
be paid on each. The case, in this aspect of it, Is governed by Municipal
Telegraph & Stock ('o. r. Ward, 133 Fed. 70, affirmed 138 Fed. 1006. and
Eldridge v. Ward, 174 Fed. 402, awl not by United States r. Clawson, 119 Fed.
994; Metropolitan Stock Exchange r. (ill, 199 Fed. 545, S. C. 211 Fed. 108, and
Board of Trade v. Hammond Elevator Co., 198'U. S. 424.

8. As for the provisos in subdivision 4, they should receive a fair interpreta-
tion in connection with the whole, but there must be clear language before it
can be assumed that exemption from taxation was intended. (Cornell v. Coyne,
192 U. S., 418, 431 ; Ford v. Delta & Pine Land Co., 164 U. S., 662, 666; Central
Railroad & Banking Co. v. Georgia, 92 U. S., 665, 674; Bailey v. Magwire, 22
Wall., 215, 226.) The first proviso deals with deposits of stock as collateral
security for a loan, and the second with the transfer of stock between a broker
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and his customer. Under no fair interpretation can either be held to cover the
loan of stock under the circumstances now under consideration.

A loan of stock can not be called a pledge thereof within the meaning of the
first proviso. The transaction is, in effect, the reverse of that covered by the
proviso. In the latter case money Is loaned and stock is deposited as collateral
for its return. In the case now in question stock is loaned and money Is de-
posited as collateral for its return. In one case the debt Is money, in the other
stock. (See Dibble v. Richardson, 171 N. Y., 131, 187.) There can, of course,
be no doubt that the legal title to the money loaned iasseK in a real sense in
the case covered by the proviso, and for the same reason legal title to the stock
loaned in the present case passes with like reality to the borrower.

As to the second proviso, it is sufficient to say that the relationship between
the lender and the borrower in the present case Is not, in any sense, that of a
broker buying and selling stocks for a customer.

Respectfully,
JOHN W. DAys,

Acting Attorney General.
Mr. MALoNEY. If this tax produced quite a revenue, of course you

ought to continue to have it. As a matter of fact it does not produce
any revenue at all. For the first four months of the year it did, be-
cause we were not aware of this tax during the months of December,
January, February, and March, and the Internal-Revenue Depart-
ment collected and made it retroactive to December and collected a
lump sum from everybody who had these loans and it produced quite
a revenue for four months. But since that the operation of it has
been such that practically there is no revenue now being derived from
this tax by the Government, and it is placing a hindrance on the
operation of the business and it has forced borrowers to go to banks.
There does not seem to be any difference, in my mind, if I go to a
man and say," Have you go a hundred shares of Union Pacific Rail-
road stock? 4 and he says, "Yes." He lets me have it. I borrow it.
I am responsible for the value of the stock, but I can go to the bank
and get it at 6 per cent. I must pay him not only the prevailing rate
of interest, but $4 as well. If we were permitted to borrow among
ourselves, among the men who are members of the stock exchange and
who have capital and were willing to loan it, it would relieve the
banks of an embarrassing situation which is going to become worse
instead of better.

All trades that go through our clearing house, according to the
interpretation of the Attorney General, are taxable, although the
same operation may go through a bank and is not.

As I say, if it were producing a great amount of income or reve.
nue to the Government, we would hesitate very much about coming
here and asking for any reduction in the tax, but we know from our
own experience in the business that it does not produce anything. I
doubt if it runs up into six figures for the entire year.

We feel that we tire not asking to deprive the Government of any
tax which they ever expect to collect.

I will file this brief with you, Mr. Chairman. and I might also
s-ay in closing, that I have a telegram from a member of the Boston
exchange which says he was unable to get here, but is" in hearty sym-
pathy withyour contention."

Senator THOMAS. Mr. Maloney, I presume you speak for all the
exchanges ?

Mr. MALONEY. I do not speak for the New York Stock Exchange.
but, indirectly, for the business in general.
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There was another matter that I wanted to bring up before this
committee, but I was unable to secure the exact information from
the Internal-Revenue Department. Judge Graham informs me that
most ikely they would have it in a day or so-

Senator Tnons. We will probably extend these hearings for sev-
eral days.

Mr. MALONEY. It is in reference to the question of this tax on the
transfer of stocks. As it is to-day, the Government will most likely
get a little over $5,000,000 out of it. Six or seven hundred men pay
50 per cent of that tax-over $2,000,000--whi.h is an average of about
$8,000 a year tax. That is not a tax on their profits; it is a tax on
their losses as well, and we had a suggestion which we wanted to
offer-

Senator THOMAS. You can offer that when you get your further
information.

Senator PENROSE. Would you li~e another hearing?
Mr. MALONEY. Yes, sir.
Senator PENROSE. You canget it whenever you want.
Senator NUGENT. Do I understand you to say that the revenue

derived by the Government would run into six figures?
Mr. MALONEY. I doubt if it will. As a matter of fact, Senator, the

form with which the Internal Revenue Department supplied us-
Senator NUGENT. What do you mean by six figures?
Mr. MALONEY. A hundred thousand dollars; but I doubt if it

would be $50,000, because that is practically eliminated entirely. The
Government will not lose anything; otherwise we would not be here.

(Mr. Maloney thereupon submitted a brief, which is here printed
in full, as follows:)

CONSOLIDATED STOCK EXCHANGE OF NEw YORK,
President's Offce, September 11, 1918.

To COMMITTEE ON FINANCE, UNITED STATES SENATE:
Section 1107, schedule A., paragraph 4 (pp. 164-165) of the proposed revenue

law, has been interpreted by the Attorney General, in an opinion to the Com-
missioner of Internal Revenue, to hold that loans on borrowed stock and return
loans are taxable the same as sales of stock.

We are of the opinion that it was not the intention of Congress to impose
this tax nor did the Internal Revenue Department expect to collect such a tax,
for the following reasons:

First. When this act became effective, December 1, 1917, the Internal Revenue
Department issued instructions and had printed forms prepared which were dis-
tributed to those engaged as dealers In securities and no mention was made of
nor any attempt made to collect this tax. The matter came to the attention
of the department and an opinion wax rendered by the Attorney General. March
23, 1918. holding that stocks borrowed, loaned and returned, were taxable- We
call your attention to the fact that almost four months elapsed before any
attempt was made to collect this tax.

Second. This section was based on the New York statute, which does not
impose this tax.

The borrowing and loaning of stock is necessary in connection with shares
sold but not on hand for Immediate delivery, an lngtance of which is the shares
being in transit from abroad or the West o from some distant point. It also
frequently happens that a broker may sell shares for an estate and that certain
papers are required to insure valid title to the stock or that the transfer books
are closed. The stock being sold, the broker must borrow the stock to make
delivery. The actual operation of the tax on stocks loaned or borrowed is as
follows:

A client living in San Francisco wires his broker in New York to sell 100
shares of Erie Railroad common stock at $15 a share and notifies him that he
will mail the certificate. The customer pays $2 tax on sale. The broker must
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borrow the stock to make delivery to the purchaser. The loaner calls the stock
back the next day. The customer pays a $2 tax on the loan and $2 additional
when the stock Is returned-$4 in all. This operation continues for a period
of six days, until the certificate is received from San Francisco. Instead of $2
tax on the sale of 100 shares, as the law directs, he wuold pay $22.

Another illustration is a broker having a loan with a bank, the collateral of
which is made up of industrial and railroad stocks. A certain proportion of
railroad stocks and all 100-share lots secures a lower interest rate on the entire
loan. Part of this required minimum of railroad stocks is 100 shares of Erie.
If 50 shares is sold on order, the broker is unable to withdraw 50 shares from
his loan, so must borrow this 50 shares sold until his client sells the other 50
shares, and, under the opinion of the Attorney General, is required to pay a
tax an the borrowed and returned stock for an indefinite period, not a tax at
rate of $2 per 100 shares on the sale as the law requires, but a much larger
sum, the tax being equivalent to 96 per cent for one day in the case of Erie, 64
per cent in the case of Missouri Pacific, etc. Such cases, called borrowing and
loaning' of stocks, are In reality the exact opposite. It Is the money that is
borrowed and loaned. The average price of all stock listed on the exchange
to-day is about $60 per share. At the prevailing money rate of 6 per cent, the
tax on loans is equivalent to 24 per cent a day.

Another illustration: A broker received an order a minute before the close of
the market to sell 100 shares of stock and, physically unable to call the 100
shares from a broker, he may have it loaned to, before the close, he must bor-
row the stock for one day and thereby pay a tax of $4, making the tax on the
sale of 100 shares of stock $6, instead of $2, as required by law.

This tax prevents carrying of stocks by those with spare capital for others
who are willing to lend them and requires the borrowing of money from banks,
thereby placing an unnecessary demand on the money market.

There has been some doubt In the minds of those engaged in this occupation
as to the correctness of the Attoney General's opinion, but to test the question
In court has been considered unpatriotic and we have shouldered the tax with
the idea in mind that, in the bill to be adopted this year, Congress would clearly
exempt borrowed and loaned stock from the tax. We do not ask remission of
any tax producing any material revenue nor the annual tax on brokers. We
do ask for a removal of the existing uncertainty under which a ruling has been
made bringing in very little revenue at the expense of great inconvenience and
hardship in our daily transactions and one which we believe was not the inten-
tion of Congress to impose. We respectfully would suggest that the New York
statute be followed in this respect, so that section 1107, schedue A, paragraph
4, include clearly In the exemption " nor upon mere loans of stock and the
return thereof," read as follows:

"Capital stock, sales or transfers: On all sales, or agreements to sell, or
memoranda of sales or deliveries of, or transfers of legal title to shares or
certificates of stock or of profits or of interest in property or accumulation in
any corporation, or to rights to subscribe for or to receive such shares or certifi-
cates, whether made upon oi shown by the books of the corporation, or by any
assignment in blank, or by any delivery, or by any paper or agreement or
memorandum or other evidence of transfer or sale, whether entitling the holder
in any manner to the benefit of such stock, interest, or rights, or not, on each
$100 9f face value or fraction thereof, 2 cents, and where such shares are with-
out par or face value, the tax shall be 2 cents on the transfer or sale or agree-
ment to sell on each share, unless the actual value thereof is In excess of $100
per share, in which case the tax shall be 2 cents on each $100 of actual value or
fraction thereof: Provided, That It is not intended by this title to impose a tax
upon an agreement evidencing a deposit of certificates as collateral security for
money loaned thereon, which certificates are not actually sold, nor upon the
delivery or transfer for such purpose of certificates so deposited nor upon mere
loans of stock or the return thereof: Provided further, That the tax shall not
be imposed upon deliveries or transfers, to a broker for sale, nor upon deliv-
eries or transfers by a broker to a customer for whom and upon whose order
he has purchased same, but such deliveries or transfers shall be accompanied
by a certificate setting forth the facts, etc., etc."

Respectfully submitted.
J. W. B. MALONEY,
R. TRACY FALK,
L. B. WILSON,

Committee Representing the Consolidated Stock Exchange of New York.
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A PLUM.

[The Wall Street Journal, Monday evening Apr. 15, 1918.]

To sustain the ruling of the Attorney General's department on taxing short
sales, the distinction between a loan and an actual sale must be obliterated.

A baker's dozen of cases were cited as to the "fungible" (fusible) nature of
securities, which, like grain, need not be returned specifically by the pledge so
long as he delivers out of the whole outstanding Issue of the particular stock
or bonds the amount In nominal value called for. Banking and brokerage usage
in this respect have been upheld by the courts for over 50 years. The especial
use to which the pledged security may be put has not been singled out by the
courts, nor is it specified in the law of 1917 or any other law.

It was for this reason, and In accord with the authorities relied on by the
department, that "a deposit of stock certificates as collateral " was expressly
excepted from the 1917 law, and not embraced within any prior law, Federal
or State. Therefore, to rely on these cases for the eagerly sought conclusion
was to give them an interpretation making the exception of loan pledges from
the law wholly meaningless and absurd.

As claimed by the department, a lender of stock for delivery by the borrower
under contract of sale to a third party Is not under contractual relation, or
privityy," with them In the transaction. His contract is strictly one of loan,
and of loan with the borrower only.

There Is no Just or essential distinction, between a loan of money with "a
deposit of stock certificates as collateral " and a loan of stock and a deposit of
money as collateral for its return. This is not, as the opinion misconceives, the
statement of a reverse result but a reverse statement in words of the same
result. In each case one party wants the use of money and the other the use
of stock. In each case one owes stock and the other owes money.

If the gratuitous distinction is warranted, it makes the principle of "mu-
tuum," or loan exchange, Ilentical with sale. To clear the grain of several
owners from one elevator, for convenience, Into the vessel of a purchaser who
has not bought from any of them would be a sale. To Justify the banker's use
of current deposits, the fiction of sale would be indulged. So far afield, it is no
wonder the opinion in fact cites a case of bank deposits as an Illustration of Its
theory of sale fiction.

Senator THOMAS. The committee will take a recess until 3 o'clock,
and then meet at the rooms of the Finance Committee in the Capitol
building.

Senator PzNROSE. I would suggest in the presence of the witnesses
that that meeting is primarily to hear some theatrical people.

Senator THOMAS. We take a recess until that time in order to ac-
commodate some theatrical people who are here from New York and
want to get back.

Senator PENROSE. The others will get a fuller hearing if they will
wait until to-morrow.

Mr. CALLBREATH. May I add that the mining people indorse fully
the wording of the declaration clause of the present House bill.

Senator THOMAS. Certainly.
Mr. CALLBREATH. I would like to have that appear in the record.
(Whereupon, at 12.15 o'clock p. in., a recess was taken until 3

o'clock p. in.)
AFTER RECESS.

The committee reassembled at 3 o'clock p. in. pursuant to taking of
recess.

The CHAIRMAN. The committee will be in order. We will now hear
Mr. Ligon Johnson. Will you proceed, Mr. Johnson?
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STATEMENT OF LIGON JOHNSON, ESQ., GENERAL COUNSEL, REP-

RESENTING THE UNITED THEATRICAL MANAGERS' PROTEC-
TIVE ASSOCIATION.

Mr. JOHNSON. Mr. Chairman, I represent the United Theatrical
Managers' Protective Association. This association embraces every
theater of kny importance in the United States. covering the country
from Maine'to California, from the Great Lakes to the Gulf, and
also includes all 'producing managers whose attraction play in these
houses.

As a matter of fact, Mr. Chairman, and gentlemen, we have repre-
sentatives here with us from each of the important theatrical and
amusement enterprises in America- Mr. Marc Klaw, of Klaw &
Erlanger, Mr. Lee Shubert of the 9hubert interests, Mr. E. F. Al-
bee, of the vaudeville interests, Mr. Savage, representing the produc-
ing managers generally; Mr. Winthrop Ames, of the overseas work,
and others, and not only have we a representative of every other
theatrical interest but also every branch of organized labor employed
in theatrical enterprises, including stage hands, musicians, general
employees in theaters, theatrical shop workers, and so on. We know
that your time is limited and we do not expect you gentlemen to hear
from all of them.

The CHAIRMAN. You understand that you have a right to submit
briefs.

Mr. JOHNSON. Yes.
The CHAIRMAN. Will you divide up the time among these gentle-

men?
Mr. JOHNSON. I will ask the committee first to hear from Mr. Marc

Klaw, president of the Managers' Association.
The CHA nMAN. Will you please state to the stenographer your

name and address?

STATEMENT OF MR. MARC KLAW.

Mr. KLAW. Marc Klaw; New York City. I am not going to make
a set speech to you. I saw what you are up against this morning, and
I am going to le as brief as I can.

It. is rather unusual for a theatrical delegation of any kind to ask
anything. Our whole training in times of stress and trouble has been
to give. I think you gentlemen, if you would look over the minutes
of the hearing of a year ago, would probably find that there was no
effort made by the theatrical people to lessen any tax, and there was
no protest entered at that time, because we felt that the burden was
here, and it was our burden and our duty to stand it as far as we
could.

Senator THOMAS. Do you mean by that, that you had no delegation
here asking for reduction of the tax? I

Mr. KLAw. Yes, sir; I -was here, but I made no request for a lessen-
ing of the tax.

Senator THOMAS. I have a very lively recollection that there was a
request made of that kind.

Mr. KLw. Yes, sir: I understand the motion picture men were
here at one time and requested to be exempted; but we made no such
request. At the time I was here the only thing I asked of Senator
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Simmons was to have it clearly defined as to, how the tax was 'to be
collected, because I saw a great deal of trouble ahead at that time;
and I think I suggested that a stamp tax would have been the easiest
way to get the money,°and the most economical of collection.

But when you come to doubling the tax, gentlemen, we are all veiy
apprehensive after what happened last year in the first eight weeks.
that you will legislate at least a certain proportion of the smaller
managers out of existence. The public showed then that it did not
like to pay ten per cent. It is all very well to say that they will pay
any price for a good thing in New York, but New York is not the
nation, and we found in going throughout the country that there
was a great deal of objection to it. However, we got the public
finally, after eight weeks--which, mind you, is twenty-five per cent of
a theatrical season-where they paid it. But the business of the
theaters suffered just about in proportion to that tax. I....

When the season was over we felt that we had given one perform-
ance out of ten to the Government. I

The CHAIRMAN. Can you furnish the committee with any statistics
showing the extent of the falling off of the patronage of your. estab-
lishments ?

Mr. KLAw. The theatrical concerns.of the country?
The CHAIRMAN. Yes.
Mr. KLAW. I think I could; yes, sir.
The CHAmMw. We would be glad to have that.
Mr. KLAw. All right, sir; I will send that on.
Senator PENROSE. Roughly speaking, what percentage was it, do

you think?
Mr. KLAW. I understand it was about 10 per cent. I under-stand

that the New York Hippodrome looked into it and found out that it
was just about that. My idea was that the average man had just
about so much for amusements, and that was about as far as he could
gaaO This report shows that about fifty million dollars was collected

year, which would show that the per capita expenditure was
about five dollars.

The CHAIRMAN. Do you not think that in a great many sections of
the country, especially where these war industries are located, the
average man has a good deal more to spend for amusements now
than he ever had befotel .,

Mr. KLAw. We have not found it so. We have found that the
theater has been hit in many ways. I am glad you opened that sub-
ject. In the first plaec, in England and France the theater has been
helped. There are constantly a great many men at home, on fur-
lough. I understand that in London alone the home rest and fur-
lough men average about seyenty-five thousand all the time, and the
theaters are full with that kind of patronage. We do not have that.
Our men, unfortunately, go across the seas and they stay there until
they come home-for good, we hope. The result of that is that we
do not benefit by that kind of patronage at all.

In addition to that, I want you gentlemen to keep in mind the
self-imposed tax that the theater has put upon itself in many ways.
I happened to be interested in an entertainment that went out this
spring that handed over to the Red Cross over $700,000 as a result of
its performances. That was the production of "Out there," which
you may have seen here in Washington.
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I was at a dinner last night of 25 managers called together by
George M. Cohan and Mr. Ames, who is present here, who has charge
of the overseas entertainment. Gen. Pershing has intimated that
those boys there need more entertainment. There is no provision for
it, and no appropriation, and I hardly think thre will be any. The
theatrical men night before last at that dinner-and there were not
many men who are well-to-do there-pledged themselves somehow to
raise the money- necessary to send the additional units that are needed
over there, and each individual got on his feet and pledged himself to
send at least one unit, which means from four to six artists, to go over
there and entertain those boys back of the fighting lines and in their
rest places. Now, that is taking it directly out of our own pockets,
besides disrupting many theatrical organizations, because we also
pledged ourselves to stand in the way of no artist who wanted to go
over there, but we would release them from their contracts; we would
go further than that and extend the time when they returned.

In addition to this we are constantly giving these free entertain-
ments. We are giving these entertainments in the camps; because
you know, while there was an appropriation to build the theaters,
there was no appropriation made to furnish entertainments. I was
at the head of the military entertainment service at the* time that
was inaugurated. I do not want to become personal, but I am the
inventor of the smileage book, and I do not mind telling you that
when that was started, I advanced the money for the first one hun-
dred thousand of those out of my own pocket, to have them printed.

The profession is willing to go just as far as you will permit it:
but do not make it impossible for us to do the big things and the fine
things we would like to do. We feel that for the first time in the his-
tory of this country the theatrical profession has had a national recog-
nition. Strange as it may seem to you, this is the last country of the
civilized countries that has given it that recognition. It has been
recognized as an institution in foreign countries for many years. In
England its members have been knighted, and honored in many
ways. Until quite recently the theater has been tolerated in this
country rather than encouraged. It has found its opportunity
now, and I have never seen in any branch of industry or any pro-
fession anything like the willingness to take hold. We send men in
all directions. Every time we send a man to a camp we set up an
opposition to ourselves. If we send a company to Camp Gordon,
which is near Atlanta, and give a performance for 25 cents, you
know the big, percentage of people are not going to see that show
at Atlanta at $1 or a $1.50.

Senator SMooT. May I ask you a question there?
Mr. ' KLAW. Yes, sir.
Senator SMOOT. Is there any way of differentiating the class of

entertainments you speak of now and the class of entertainments
that does no public entertaining, and that is in business just for the
amount of money that can be made out of it?

Mr. KLAw. It is very difficult, because I believe nearly every
branch of amusement has been contributing; but none of them has
had the opportunity to do or has done as much of it as we have in
what *we call the spoken drama. We have got to do it. The spoken
drama, whivh after all you must preserve, is the reservoir of all
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theso dramas. There would be no motion pictures without the
spoken play, and yet we have become the by-product--or rather, say,
the by-product have eaten us up. They are making more money
than the original manufacturers. We are having a pretty hard time
to get along.
I ou never hear of a theatrical company or theater having a

strike. You have heard Mr. Johnson say that we are backed up by
the musicians and the theatrical mechamcs. We have raised the pay
of these men this year as-fast as w.can and as high as we could, but
we can not pu-s that up to the public. We are one class that can not
make the public pay it. The tendency of the theater has been on
the contrary in past years to lower prices.

Your bill is so framed that if we wanted to say tomorrow, " We
want to include the war tax in the admission and charge $2.25," it can
not be done. hecaue the war tax then would autoniaticallv become a
part of the admi'-sion and the tax would be charged upon the two
dollars and a quarter, and it would be twenty-two and a half cents
instead of 20 cents. I had that up with Secretary. McAdoo when the
tax was proposed. The tax must be paid on the increased rates.
I understand that it was framed in that way because you have no
other safe way of collecting it. I have alwaysfelt that a flat tax would
have yielded more revenue. If we had a graduated tax as we go up
the line. with a maximum of, say. 25 cents, Ave could say to the pubhc,
IHere is a $2 ti ket ,' :nd we cunld- pay the tax ourselves, and so long

as the Government gut 25 cents on every ticket of $2 and over I be-
lieve that we would sell more ti,.kets and you would get more revenue.

Senator THoMAS. IS it a fact that .ome theaters have not only
added the war tax to their prices of admission, but have increased
those prices also?

Mr.KAw. I do not know of any theaters, in what I call the legiti-
mate line, that have (lone so. I believe some of the motion picture
theaters have done so.

Senator THOMAS. Is Keith's a legitimate line theater?
Mr. KLAw. I would call that vaudeville.
Senator THOMAS. I am told that they have done it in this town

and in other places; that they have taken advantage of the tax and
added not only the tax but added to the price of the ticket.

Mr. KLAW. Keith's is a very mu i cheaper hu e than the legiti-
mate.

Senator THOMAs. It was.
Mr. KLAw. I do not know what their prices are. But do not forget

whenyou speak of Washington and New York-I do not know that
I need go any further than that-those two cities are exceptional,
just now, because of the immense population that is drawn to them.
You find the result in your hotels and everywhere else.

Senator THaOMAA. Yes. I was told by one man about being charged
an increased price at that theater.

Mr. KLAW. I know we have the tendency with us to lower prices.
In New York City the prices go up, but in New York we are cursed
with the middleman. the sp enator, which makes it impossible to get
the price down; and I wish to heavens you had made it, in framing
your bill, so that any man that buys a ticket outside of a ticket office
would be taxed 100 per cent.
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Senator MoCuma.Rt. I think we -an accommodate you.
Mr. KLAw. I wish you would. I have gone before the Board of

Aldermen, and have failed in it. I went before the Legislature in
Albany with a bill that the Bar Association of New York said would
hold water and was constitutional, and I was met there by a groat
arry of counsel representing hotel owners, who knew that if that
thing was done, these news stands in the hotels could not charge these
fancy rentals; because they do not make $10,000 a year selling news-
papers. We are helpless about that.

Mr. JOHNSON. There was an amendment like that, and it was
stricken out in conference of the two houses.

Senator THOM3AS. We can not take into consideration, in a bill like
this those peculiar things that differentiate Washington from New
York, and we have to legislate generally. A friend of mine tells me
that he went to Keith's a while ago, and he paid $3.80 for two
tickets--that is a dollar and half each and 30 cents war tax. Before
wed this bill the admission was about 50 cents, was it not?

Mr. KLAW. That may be true; but I will venture to say that the
expenses of Keith's and any other theater have gone up 70 per cent
in the last three years.

Senator THOMAS. They have gone up some, but not enough to
justify such public robbery as that.

Mr. Ki.Aw. I am not willing to admit that it is robbery, although
we do not do it. My personal experience is that our expenses have
nearly doubled in the last three or four years. It began just before
war was declared, and the tendency all the way through was to keep
the prices where they were. You may say that you can get $7
for a good show, and I will admit it; but you will not get it for
enough tickets to yield the additional revenue that you gentlemen
are after and that we all hope that you will get. I remember Joe
Jefferson said to me some years ago that he always liked to go
through the country in times of panic and in bad times, because then
everybody concentrated on a few shows. Concentrating on a few
shows will not answer your purpose. If you want to collect the addi-
tional revenue which you need, you need more admissions instead of
less. If you drive the people away from $2 theater and make them
depend entirely upon the cheaper priced theaters, you will not get as
much money.

Senator PtNRost. Do you think that a possible outcome of this
increased price might be a less revenue?

Mr. Kx&Aw. Yes, sir, it will result in less revenue, because I am
confident that there will be less companies. They can not exist.
Gentlemen, I would not make such a statement as that in a company
like this if I did not honestly believe what I was saying, because after
all, you are only asking us to be the collectors for you, to be the col-
lectors from the public, and if wq believed we could get it for you.
we would not hesitate for a moment to try to do so.

You know in Canada after three years of war they have no such
tax as this of ours, and in France some theaters are subsidized. In
Germany nearly all of them are subsidized, because they felt that
they wanted to keep the theaters open. I feel that the theater has
become an arm of this Government in the last eighteen months.
We set aside everything else and we open our doors for thrift stamps.
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for everything they ask of us. That has lessened patronage for us. I
have heard a man say, "I do not want to go to the theater any mOre,
because, in addition to sitting there, I am always boned to buy some-
thing." We are willing to "bone" them for you. We feel that we
should do it, and that we are in this hour public institutions; but we
are giving away a great deal. The income-tax reports are accessible
to you, and you can see what the theater managers have made. There
may be a few of them that have made a lot of money, but not many
of them, and we are talking now for the rank and file. I feel that we
are doing, and are going to do, everything we possibly can.

Senator THOMAS. Is yours an incorporated company?
Mr. KLAw. No, sir; we are a partnership. I understand that

the theaters last year raised over one hundred million dollars. I
know that the Stage Woman's War Relief raised over fifty. I know
that your theater here in Washington, Keith's Theater, sold $4,500,000
of Liberty bonds; and I believe that all the way through we are a
source of patriotic propaganda, and I think it would be a tragedy to
close any of them up. I believe honestly that some of them will have
to go by the board. I had a man tell me that in the-west they never
did-get over that 10 per cent tax all the season.

I do not know of anything more I can say. I am talking to a
sympathetic audience here, because most of you know what the
theater has tried to do.

The CHAIRMAN. Am I to understand that you suggest the tax shall
not be increased at all or that it shall not be increased as much as in
the House bill?

Mr. KLAw. I do not think that the tax should be increased at all.
I think if you tried for a few months the present tax you would find
that your revenue would increase. You may say, "We have a gentle-
man here representing the Metropolitan Opera House. Those people
can stand it." But the trouble is that even the Metropolitan Opera
House can not stand it. Mr. Ziegler wants to tell you they could not
exist if it were not for the balcony and gallery patronage. That is,
the so-called high-class people do not in the long run support the
theater. The best evidence that you can get of that is to go into any
theater in New York City that has a tremendous success, and I would
make a wager that after six weeks the boxes are empty. They last for
a very short while; and you know it is in the theater like in everything
else, the middle class support it. They will shy at paying 40 cents
on a $2 ticket, and they will simply say "I can go to a picture show
for 40 cents and take my wife." We can not do things that way.

The CHAIRMAN. You do not mean what you have said to apply to
movingpicture shows?

Mr. KLAw. No; I am not speaking for them now, because I under-
stand they had a hearing before. You add 20 per cent on a 25-cent
ticket and it is 5 cents. It is very different when it comes to a $2
ticket. This $2 theater, you may say, is a luxury. The adminis-
tration and others have told us that it is an essential in time of war.
We believe it is absolutely essential. It is the only luxury that the
poor man has. If it is a luxury, he can even once in a while pay $2
and see what he calls a high-class entertainment.

The CHAIRMAN. To what extent is the Government encouraging
these entertainments behind the front in Europe?
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Mr. KnAw. I do not believe that the Government has done any-
thing except to give it a formal recognition. I believe the Y. M.
C. A. has some money for that purpose.

The CHAIRMAN. I do not mean by pecuniary contributions, but is
the Government pursuing a policy encouraging it?

Mr. KLAw. Mr. Ames can tell you more about that. He is right
here.

Senator THOMAS. While you are on the floor let me ask you what
percentage approximately, of theater tickets are sold at the news
stands in the hotels and by scalpers.

Mr. KLAw. Where? Because I believe they are only sold-
Senator THOMAS. I mean in New York.
Mr. KLAw. In New York City?
Senator THOMAS. Yes.
Mr. KLAw. I really could not tell you, but it is entirely a question

of the play if you have a very big success.
Senator THOMAS. I supposed that being in the business you would

have some idea about it.
Mr. KLAW. I would not, and I will tell you why. This hotel ques-

tion is a very peculiar one. When we first went into the theaters of
New York, when I first came there we used to give to each hotel a
certain number of tickets. It usually amounted to about 80 in all,
sometimes as high as 90, which did not seem to be very much.

Senator THOMAS. You mean you left them there for sale?
Mr. KLAw. Yes, with 15 or 20 hotels. There soon came a time

when these hotels would put men in the line to do what we call "dig"
for them; they would get in line and buy all the best seats whenever
you had a big success. That led to the most natural thing in the
world, corruption in the box offices, where the treasurers-we call
the ticket sellers treasurers-some of them would get in with these
fellows and they would be bribed and they would sell them the
best tickets, and sometimes perhaps take them back if they were not
sold. I do not know that that occurred often, but we heard that it
did and we found one example of that and discharigd the man. A
great many of the theaters declined, then, to give tiem any tickets.
The hotel agencies then would go to a theater, just as they do in
London, and say, "We would like to make what is called a buy-out;
we will take so many seats a night for four or six weeks and pay you
for them and pay a premium besides." Some of the theaters made a
deal with them like that. I think, myself, they were justified when
you consider the uncertainties in New York on account of storms and
blizzards and other things. I believe it was a bad thing for the
theater, however, because the public never would believe that we sold
the tickets at only a slight increase, or that we did not stand in with
those who sold the tickets at exorbitant prices.

We then made an agreement with the hotels not to charge the
public more than 50 cents. That is, a $2 ticket would be sold for $2.50.
They signed an agreement to that effect, but it was the easiest thing
in the world to avoid it, because all they would do would be to have
some outside agency, and give him the tickets to sell at $2.50, and he
would sell them at what he pleased. All the hotels to-day are
pledged to sell those tickets for $2.50. But if you go to some hotel
to-day that does not want to be honest with you, it will tell you,
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"I have not any tickets, but perhaps I can get them for you from
some outside agency;' and that is the way it is worked. I do not
think there is a theater in New York city that would not like to
keep that thing down to $2.50, because I think the theaters would
mace a good deal more money: but the business has almost slipped
out of their hands when voU have a success in a city like New York.

Senator Tnou .ts. l Putting aside for the moment consideration of
the hotels, there is a ry large percentage of tickets that are qlso
put out hy scalper's?

Mr. KiA'. There atre no ticket scalpers in New York any more.
They have been legislated out of existence.

Senator NcCCu.%wR. I Want to jii-t ask one question for informa-
tion. What per cent of the expense of operating the theater is paid
out to actors and performers, etc?

Mr. KLAW. It is difficult to answer that question, because I think
it is founded onperhaps a lack of knowledge, if you will pardon me,
on your part. The theater and the l)erformer are two separate en-
ttlies entirely. A theater is leased by a manager-that is, what
we call a theater manager, a local manager, and the production is fur-
nished by a producing manager. It sometimes happens that the two
are identical, as in the case of Mr. Belasco and his theater. He rarely
plays anything in there except his own companies. I should say
that the salaries of actors in a dramatic company would be 70 per
cent of the entire running expense. That is, when I say "actors," I
mean to include in that tile mechanical facilities necessary to
give a proper performance. Then. as against that, the theater has
its expenses, with its orchestra and heat and light. etc. That is a
separate thing. We generally play on what we call a percentage
basis. If I had an entertainment and you were running the theater,
I would come to you and make the best terms I could for liy produc-
tion in your theater, giving you a certain percentage of the gross
receipts, out of which you, as manager, would pay the expenses, light-
ing and heating, and orchestra, etc.. and I, out of my percentage.
would pay my royalties on the play and my other expenses.

I would like Mr. Ames to say something to you. Senators.
The CHAIRMAN. Very well: he may proceed.

STATEMENT OF MR. WINTHROP AMES, OF NEW YORK.

Mr. AMES. In February last Gen. Pershing asked to have sent ovet
to France a representative actor and a representative manager to see
what could be done with reference to supplying entertainment to the
boys in France, and Mr. E. H. Southern and I went over and went
on a tour through France to see what could be done. We came back
and made our report to Gen. Pershing, who approved our scheme
and said go ahead with it, but to go ahead with it through the Y. M.
C. A., because they have the only available auditoriums in which en-
tertainments can -ie given.

We came back and reported to the Y. M. C A who agreed to pay
two-thirds of the expenses, and as Mr. Kiaw told you that the man-
agers agreed to furnish one-third of all these expenses, and we are
endeavoring now to send weekly at least 50 performers, of the best
clam, to France, and maintain at all times over there at least two
hundred performers, and they will need more than that, I think.
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That is, in a nut-shell, the whole thing. The Fosdick Commission
has approved it. But it is a purely charitable undertaking. on the
part of the theaters and the Y. M. C. A.

The CHAIRMAN. You do conduct performances fnr the boys behind
the lines?

Mr. AMES. In the case of the individual performer, they can go
almost up to the gas line.

The CHAIRMAN. Do any of our allies over there encourage like'
amusenments for their soldiers?

Mr. AMEs. Indeed they do, very much. I think the most interest-
ing thing is the Canadian experiment. For several years, of the war
they have made what they call an amusement factory. in which they
have a hut more or less like the hut they have overseas, with a camou-
flaged audience, and they will take an artillery gunner if he can
whistle through his teeth, for instance, and put him in there and
train him so that he can entertain the soldiers. He is still in the ser-
vice, he has got to get up at reveille, he is a soldier just the same, but
be is taken out as an entertainer to help maintain the morale: and
the person in charge of that told me that in the present stage of
development of the Canadian Army, instruction in fighting is put at
50 per cent and morale at 50 per cent, according to his idea after
three years of war. Is that what you wanted to know, sir?

The CHAIRMAN.- Yes, sir. Does any other gentleman desire to be
heard?

Mr. JoHNSON. It may interest you gentlemen to know what the
present taxes in Canada after several years of war, are in compari-
son to our taxes here. I have here a compilation made just a fev"
days ago.

The CHAIRMAN. What are you speaking about, the present tax
or-

Mr. JOHNSON. I am just giving you a comparison of the present
taxes in Canada and those of the United States.

The CHAIRMAN. Are you comparing that tax with the-existing tax
here or with the proposed tax?

Mr. JOHNSON. With either, because it follows that the relative
percentages under comparison would be doubled in the case of the
proposed new tax.

In Ontario the tax on admission from 1 to 20 cents is 1 cent, from
20 to 50 is 2 cents, from 50 cents to $1 is 5 cents, and anything over
$1 is 10 cents, the maximum tax in Ontario being 10 cents.

In Quebec the taxes are from 1 to 25 cents, 2 cents; from 35 to
74 cents, 3 cents; from 75 cents to $1.49 cents, 5 cents; and anything
over $1.50, 10 cents.

The CHAIRSMAN. Have you the taxes imposed in Great Britain
and France?

Mr. JolNsoN. Not of any laws enacted recently, sir. They were
(onsiderably less than our present taxes under the old rAgime. I do
not know whether or not any new revenue bill has been introduced
in Great Britain, and for that reason I am not able to inform the
committee as to the present rate. The United States taxes were
much higher in the beginning than those of England.

At one time France proposed to levy an excessive amusement tax,
and this resulted in clonIng the French theaters. That tax was
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subsequently revoked when it was found that the theaters could not
live under it.

I wanted to say one other thing. The theater alone of all enter-prises in war times can not pass its increased costs onto the public.
Compare, for example, a theater with a shoe manufacturer. The
shoe manufacturer pays more for his leather and more for his
labor and more for his cost of distribution. He adds that onto the
price of his shoes. The $5 shoe of two or three years ago is now
about $9 or $10. The theater manager pays more for his canvas,
more for his paints, and more for his costumes. He has been forced
to increase his overhead cost and the scale of wages for his labor.
He pays more to his actors. Yet he is unable to pass one penny of
all this along to the public. He can not increase his prices. So
that, regardless of taxes, the theater is now bearing a much heavier
burden than it did before the war.

Senator THOMAS. Does he not increase his prices?
Mr. JOHNSON. No; he does not. You may find one instance in

New York and one in Washington; but we are speaking now of the
country at large. It is absolutely impossible to increase the theatrical
prices, and the present tendency is, as Mr. Klaw said, to lower them
throughout the country. You see, the public has gotten the idea of
saving, investing in war-savings stamps and in partial-payment
bonds, so that all of the tendency of the times ii toward economy,
and any increase, even the 10 per cent tax increase, has a very
material effect upon the public at large. I have heard people say
of the 10 per cent increase, "We will not pay it," and time after
time we have seen people turn away and walk out just because of
this 10 per cent increase charge, and that after they had actually
gone to the theater to buy their tickets. We firmly believe that
increased tax will actually reduce the amount of revenue to the
Government, because the tendency is to go to the cheap-priced
amusements. The salaried man furnishes the main element of the
theater's audience. The average salaried man's income has not been
increased, while the purchasing power of the money he gets has been
woefully diminished. He must economize.

Now, the theaters furnish the real audience that the Government
desires to reach on its propaganda campaign. These audiences are
composed of the people to whom you sell your bonds and your thrift
stamps.

These are the people that the Food Administration wants to reach,
the Fuel Administration wants to reach, and the various other
agencies of the Government want to reach. There is not a theater
manager throughout the country whose desk is not piled with slides
from some agency of the Government. We receive and promulgate
all the Government propaganda, and while we all know the value
of the newspapers in bringing before the people the things that the
Government desires the people to know we believe the theaters are
hardly second to the papers in this work. A man with his news-
paper reads or not as he feels inclined, the articles which have been
put there through the intervention of some Government azency. It
is quite the contrary in the theater. To begin with, in the theater
you have a ready-made audience; you have an audience which i3
abliged to hear your four-minute speakers; you have an audience
which has to read the things that your slides show. If the theater
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managers gave the empty theaters to the Government, and instead
of spreading the Governmental propaganda at regular perform-
ancer-just gave the empty theaters outright-you could never get
an audience in them merely to look at slides or listen to four-minute
speakers. So that in all theaters wprk for the Government propa-
ganda not only goes a great way but is very materially aided by the
opportunity of reaching the type of citizen that the Government
most wants to reach, and we believe that by decreasing the audi-
ences in the theaters you will not only have a resultant loss of in-
come by the Government, but you will lose also the opportunity of
propaganda that I think the Government so much wants at this time.

Mr. KxAw. Senator Simmons, I just want to say one thing and
put one more thought in the minds of you gentlemen before we leave
you. I said that the theater is hit in many ways, and it is. The
new draft is going to hit the theater very severely. The average
man in the theater is wedded to an actress, and he can not claim
exemption on the ground of dependency and he will have to go;
and we need encouragement now about as much as any profession
or industry I know of.

The CHAIRMAN. Is there anybody else to be heard.
Mr. JOHNSON. We will ask the committee to hear Mr. Robbins,

of Keith's theaters.
The CHAIRMAN. We will be glad to hear from Mr. Robbins'.

STATEMENT OF MR. R. S. ROBBINS.

Mr. ROBBINS. I just want to say Mr. Chairman, since a member
of the committee has spoken of it, that the prices at Keith's Theater
for the first 12 rows are $1.50, and for the remaining rows $1. Last
year the first six rows were $1.50. Two weeks ago, the week of Au-
gust 27, we moved the price back six rows.

On the mezzanine floor, or the first balcony, where last year the
seats were 50 cents, and 55 cents including the war tax, they are now
83 cents, or 75 cents plus 8 cents war tax. That is the only increase
in prices at Keith's Theater.

Wow, anyone who is a regular habitue of Keith's generally assumes
that he gets his money's worth. Senator Smooth, I think, is a regular
attendant; I see him there frequently.

Senator MCCUMBER. President Wilson seems to be there pretty
often.

Mr. ROBBINS. Yes, sir; and they come regularly. And I do not
think if they were overcharged they would be so consistent in their
patronage. N

I might say that at Keith's local Washington theater we hold the
record for sales of liberty bonds. In four weeks in that house we
sold $4,271,000 worth of bonds.

In the war-savings drive I was made chairman of the committee
on activities in the theaters of the city of Washington, and I sold
$100,000 worth of stamps in 12 days in Keith's Theater, and through
my direction in the other theaters another $100,000 worth of stamps.

In the Red Cross drive, in a week I collected within $200 of
$25,000 for the Red Cross.

In addition to that, as a matter of fact, I would like to say here
that propaganda in all theaters began in this local Keith's Theater
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here. I started it myself with a babies' campaign, or a campaign for
the benefit of babies in the summer, four years ago.

I would like to say, too, that in the last few weeks we have in-
creased the wages of our stage employees 40 per cent.

Senator THOMAS. Do you not make an extra charge for Saturday
night performances?

Mr. OBBINS. No, sir.
Senator THOMAS. Have you never done that?
Mr. RoBBINs. The only extra charge on Saturday nights, last year

the first five rows in the mezzanine floor were 75 cents and on other
nights of the week 50 cents.

Senator THOMAS. What were your prewar charges-your charges
for tickets prior to our entry into the war?

Mr. ROBBINS. That was three years ago.
Senator THOMAS. No; I do not mean at the beginning of the war.

but at our entry into the war-in April of last year.
Mr. ROBBINS. Exactly the same as they are, expect we have this

year moved the $1.50 rows back six rows and made the first five rows
upstairs 75 cents.

Senator SMrrH of Georgia. You did not make any increase in
the fall of 1917?

Mr. ROBBINS. In August, 1917-that was last year, in August-
we made the first six rows in the orchestra $1.50 where they had
been $1.

Senator THOMAS. Are you going to keep moving that price back
as the war continues?

Mr. RoBBiNs. Well, that depends.
Senator ToWNSEND. How long ago was it that you raised the sal-

aries of your stage employees?
Mr. ROBBINS. That was August 1.
Senator TOWNSEND. Of this year?
Mr. ROBBINS. Yes, sir.
Senator TOWNFSEND. You had increased your prices for admission

before you raised any salaries?
Mr. RoBBIsS. On Augst 26 our prices were increased.
Senator TowNsEND. Why was it necessary for you. owning that

theater, to increase your prices of admission if you had not increased
the wages of your employees? Why did you increase your prices?

Mr. Ronni-s. Because the demand for the tickets warranted it.
Senator TloMAs. That is, your audiences increased; the number of

your audiences inereased?
Senator Tow-sSND. That was August 1 of this year. ivs I under-

stand, and you raised your prices of admission a year ago lfi't
Auut?

Ir. ROBBINS. Yes: that is true: $1.50 for the first six rows.
Senator TrunrAs. How many performances did you give before the

war here in Washington?
Mr. RoBiuNs. We gave two performance, a day.
Senator THOIIAS. Including Sundays?
Mr. ROBBINS. Yes.
Senator THOMAS. Just Its you do now?
Mr. ROBBINS. Yeg.
Senator THOMAS. When didyou begin giving 2 performances a dav

or 14 performances a week?
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Mr. ROBBINS. That has always been the policy of the theater.
Senator THOMAS. I know; but actually; when did you actually

be in that here ?
Mr. ROBBINS. Five years ago.
Senator THOMAS. Five years ago?
Mr. ROBBINS. Yes. Now, of course, Mr. Klaw has already drawn

your attention to the fact that the expenses of the theater have in-
creased steadily, too, in the last five years. Every year we pay a little
more to everbody.

Senator THOMAS. Everything has gone up except Senators' sal-
aries.

Mr. JOHNSON. I would like to have you hear for just a moment
from Mr. Savage.

The CHAIRMAN. All right, you may begin, Mr. Savage.

STATEMENT OF MR. HENRY W. SAVAGE, OF NEW YORK.

Mr. SAVAGE. I appear, gentlemen, as representing the type of man-
ager known as the producing manager, who has no theater or head-
quarters of his own, who engages a theater, gets together his own
show, goes to New York and stays there perhaps a few weeks, and
goes, then, on tour. Working in that fashion we have to keep very
closely in touch with the country throughout, and it took us at least
three months last year to get the public habituated to the payment of
the 10 cents extra tax. Since then I find in the smaller cities--not in
the larger centers like New York and Boston, but in the Romes and
Uticas and the smaller cities throughout the country-thiat it has
affected the theater business greatly.

We have now, according to the newspapers. some 1,500,000 men of
theater-going age in France. Those men used to go to the theaters.
to take their sweethearts or wives or sisters. Perhaps one or two out
of every three spent $1 to $2 a week in that way, which is not much.
that are not doing that now. That is over $1,000.000 a week which
has been taken out of our local market in the last fe*T months, and it
is increasing. This is being shown by the number of women who are
paying their own way. I have the practical experience, because in
this matter of traveling attractions I am used to having to watch
these things closely. In more than half the cases under the present
tax increase it was the woman who would decline to pay; it was the
woman who would take the man by the sleeve and say. "'Come
away "-who objected to paying that extra 10 cents tax.

Mr. Johnson has spoken to you of the shoe business, contrasting it
with the theatrical business. There is this difference between the
man who manufactures light opera, like I do, and the man who manu-
factures shoes: The man who makes those shoes can sell those shoes
for some time after they have been manufactured. I can not do that.
If a ticket is not sold for a performance then that place is vacant;
that is a positive loss. We can not wait until the sixth performance;
we can not wait for my lady to make up her mind to come back again.
In other words, gentlemen, it seems to us as a purely business propo-
sition that when our business is decreasing and is going to decrease
more, it is a mighty poor time to increase prices, on a falling market.

Now, turning to the enormous by-product which the theater ha
given in and through the presentation of information to our audi-
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ences, that hurts us, psychologically, gentlemen. It hurts more than
the amount that they take out, for this reason: A member of the
audience is interested in a production and his interest is keyed up at
the end of the second act, and then comes an eight-minute speech,
telling of the horrors of war. His mind is taken away from the play
and we can not get him back, and if most of the audience feels the
same the new piece is likely to be a failure. That is actually hap-
pening. We have given our intermissions to the Government and
are going to do it. But so far as I can make out, thinking over it,
with my knowledge of it, I think the proposed tax would make a
difference of 30 per cent in the business.

Senator THOMAs. Let me ask you whether this was submitted lot
the consideration of the Committee on Ways and Means of the
House ?

Mr. SAVAGE. No, sir.
Senator THoAs. You gentlemen did not appear there?
Mr. SAVAGE. No, sir.
Mr. KiAw. It has never been presented to anybody except you,

here.
Senator SMOOT. What is the price of the lowest-priced ticket of ad-

mission with the companies you refer to?
Mr. SAVAGE. That is according to the house. Usually it is 35 cents

for the gallery and $1.50 for the orchestra. In the cities we charge $2.
I was talking to a man yesterday moving who used to be my

Vienna representative on the other side, and he tells me that there,
and. also in Berlin, far from imposing any tax, the subsidies were
being increased. There are 75 houses in the German Empire that
are subsidized. Many theaters were closed, and. they were so con-
vinced of the necessity of maintaining the theaters that they said,
"The theaters must remain open i the morale of the people rhust be
maintained. Go ahead and we will pay the bills."

Senator TOWNSEND. Do you show any of this war work in con-
nection with your performances?

Mr. SAVAGE. We show it between the acts. This is furnished by the
departments of information. It is particularly true throughout the
west They would not give a performance without war propaganda
any more than we would without playingithe Star-Spangled Banner,

Senator TOWNSEND. Do you maintain that those entertainments are
a detriment to you ?

Mr. SAVAGE. "No, sir ; and it is not the four-minute man that hurts
us, but it is sometimes the speaker who is in love with his own voice,
like one who on the night o a new production told me that he would
take 4 minutes and spoke 14 minutes.

Senator TOWNSEND. What I speak of is a performance of war pic-
tures and propaganda, so advertised.

Mr. SAVAGE. It is not so with us. If there is anything of that
kind it is between the acts.

Senator TOWNSEND. But do not those performances help you by
drawing more people?

Mr. SAVAGE. No, sir; they deter them.
Senator TOWNSEND. It is my experience, from what I have seen,

that where those were advertised on the bill the theaters have been
crowded.
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Mr. SAVAGE. Our theaters, Senator, are what are known as the
legitimate shows; that is, the two dollar attractions, not the moving
picture houses.

Senator TOWNSEND. I asked you if you had used those things in
connection with your performances?

Mr. SAVAGE. I understood you to mean in connection with the war
work, the propaganda.

Senator TOWNSEND. In connection with your play?
Mr. SAVAGE. They are shown between the acts of the play.
Senator TOWNSEND. And it is advertised that they will be shown?
Mr. SAVAGE. Not usually, I believe. How about that?
Mr. JOHNSON. The slides that we show are of the Food Adminis-

tration and the Fuel Administration, "Save the wheat," and "Save
the meat," and "You are limited to two lumps of sugar." It is that
character of slides. We do not show in our theaters at all the pic-
tures that are taken abroad of the troops. Those are in the paid
motion picture houses, and are a part of the paid entertainment. As
a matter of fact, the Government is getting considerable revenue from
that. Gen. Newton can tell you about it. He, as a western theater
manager, can tell you better about that.

Mr. KiLw. Mr. Chairman, Gen. Newton is manager of a theater
at Springfield, Mo., 'representative of that kind of theater to-day, in
a city of about 50,000, which is a better average to judge by than
New York.

The CHAIRMAN. Gentlemen, after this speaker has finished I think
we will have heard enough.

Senator PENROSE. I want to ask one question of this last witness,
about the Government and the moving picture houses. Do you pay
the Government so far as the receipts of those houses are concerned?

Mr. JOHNSON. We have one film that is doing an enormous busi-
ness that was exhibited in the Cohan Theater, I think, in New York.
For that film a regular admission was charged, and a very large busi-
ness was done, and on those pictures, of course, no tax whatever
was exacted from the public.

Senator PENROSE. What is that picture you refer to?
Mr. KLAw. America's Answer. It was the second of the Creel

series. I
Senator PENROSE. Then the Creel Bureau is a profitable, money-

making concern?
Mr. Iaw. That picture did a very good business.
Senator PENROSE. That is very cheering. They are nice people,

and I have been only familiar with their expenditures.
The CHAIRMAN. Proceed. Gen. Emmett Newton will be heard

now.

STATEMENT OF GEN. EMMETT NEWTON.

Gen. NEwToN. In towns of 50,000, towns that we call the one and
two night stand attractions, where we are only open a part of the
time, we depend on road shows. Now, our theater is the only place
for the people to gather in that town. If you have meetings o any
kind they are held in our theater. I have given my theater 165
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times since the war opened, free. My desk is packed with slides from
the Food Department, from the Fuel Department, from all branches
of the Government. If they call for stenographers the send us
slides and that propaganda is thrown on our screen. *We run our
screen down during the performance, and if a four-minute speaker
comes in we give him the right of way. He occupies not only 4
minutes, but sometimes 30 minutes or 40 minutes. We are glad to
respond in any way, and we are called on at all times for the Red
Cross and for all kinds of charities.

In towns of our size the theater is the only place where meetings
can be held in the town. Now, if you put the extra tax on us we
will really have to close our doors, because we have so few attrac-
tions, and with the patronage curtailed as it has been it will abso-
lutely put the theaters of our sized town out of business.

The CHAIRMAN. Next gentleman to appear is Mr. Edward C. Crow.

STATEMENT OF MR. EDWARD C. CROW.

Mr. CRow. Mr. chairman and gentlemen, I know that .you are
anxious to get away; you have been here a long time. I just want to
say that I represent a different class of amusements from, any that
have been mentioned, and I would like to have the privilege of filing
a statement.

The CHAIRMAN. What class of amusement do you represent?
Mr. CROW. The outdoor park amusements.
The CHAIRMAN. You may do that.
Mr. CROW. I will just file a statement, and permit me to say that

if the tax proposed is put upon our class of entertainment we will
have to retire from business.

(Mr. Crow subsequently submitted a statement, which is here
printed in the record in full, as follows:)

The old act, effective October 3, 1917, provided as follows:
"(a) a tax of 1 cent for each 10 cents or fraction thereof of the amount paid

for admission to any place, including Admission by season ticket or subscrip-
tion, to be paid by the person paying for such admission: Provtded, That the
tax on admission of children under twelve years of age where an admission
charge for such children is made shall in every case be 1 cent; * * * "

This enactment, of course, covered admission to outdoor parks, the charge for
which to most first class outdoor amusement parks is 10 cents. *

There was attached to this section of the act, effective October 3, 1917, the
following amendment, to wit:

" These taxes shall no? be imposed in the case of a place the maximum charge
for admission to which Is 5 cents, or in the case of shows, rides, amd other
amusements (the maximum charge for admission.to which Is 10 cents) within
outdoor general amusement parks, or in the case of admissions to such parks."

The amusement parks. as a rule, have a great many shows, rides, and other
:miusements within the general enclosure, and the charge for admission into the
gei eral inclosure does not Include entrance into or rides upon these various
amusements located within the general inclosure. As a rule, these shows, rides,
andl similar amusements within the park charge an admission of 5 cents or less
and are largely patronized by children and ladies. In case of the St. lT)uiN
Park, ladies and children are admitted every day during the short season
(which is four months, begInning in May and ending first of September'
free of charge at the outer gate up to 6 o'clock p. m., and hundreds of thousands
of free admission each summer are given in this way to mbthers and their
children.

Under existing law the tax upon the amount paid for admission to the park
IN 1 cent for each 10 cents or fraction thereof of the amount paid for such
admission. The proposed new revenue bill Increases this tax to 2 cents for
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each 10 cents or fraction thereof of the amount paid for admission. Under
existing law and under the new revenue bill, In the case of children under 12
years of age, the tax upon such admission will be 1 cent, regardless of the
amount paid for admission.

As will be observed from the foregoing statement, tnder existing revenue lum
there Is no tax levied upon admission to any place tile naxinuin charge for
admission to which is 5 cents, or in the case of shows, rides, anid other amuse-
ments within outdoor general amuwenent parks, or in the case of admission to
said park where the inaximumn charge for admission is 10 cents. Tle prlotel
revenue bill provides, in lien of this provision, that In caes where tle clitrge
for admission is 7 cents or less the tax shall be 1 cent.

The proposed tax will decrease very largely t:e revenue tax received f-oln
outdoor amusement parks, If it does not, in fact, close most of them, for the
eason that it Is the tax upon the aninusements of a class of people who cSIIn nt

meet the increased cost proposed in this revenue bill. The following is a copy
of the proposed new section in the pending revenue act.

"(1) A tax of 2 cents for each 10 cents or fraction thereof of the amount paid
for admission to any place on or after such (late, including admission by seu.mi
ticket or subscription, to be paid by the person paying for such admission:
Provided, That in cases where the charge for admission is 7 cents or less. and
In the case of children under twelve years of ale where an admission charge for
such children Is made, the tax shall be 1 cent."

The bid enactment of 1917 produced a very handsome revenue from parks for
the four months' season which has just closed, and in the opinion of those best
acquainted with this business the proposed act should lie in the terms of the
act of 1917, which would make it read as follows:

"(a) A tax of 1 cent for each 10 cents or fraction thereof of the amount paid
for admission to any place, Including admission by season ticket or subscription,
to be paid by the person paying for such admission: Proridcd, That the tax on
admission of children under twelve years of age where an admission charge for
such children is made shall In every case be 1 cent; * * *."

"These taxes shall not be imposed in the case of a place the maxlmim charge
for admission to which is 5 cents, or in the case of shows, rides, and other
amusements (the maximum charge for admission to which is 10 cents) within
outdoor general amusement parks, or in the case of admissions to such parks."

It would seem that there could be no justification for imposing a 2-cent tax
on free admissions to any place of amusement.

The above taxes have no reference to theatrical performances which many of
the larger parks have within the general inclosure and upon which theatrical
tickets the usual levy under the revenue act for theatrical exhibition is made in
collecting.

The CHAIRMAN. This ends the hearings for to-day. We will now
adjourn until to-morrow.

(Thereupon, at 4.05 p. m., the committee adojurned to meet at 10.30
o'clock a. In., Thursday, September 12, 1918.)
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THURSDAY, SEPTEMBER 12, 1918.
UNITED STATES SENATE,

COMMITTEE ON FINANCE,
Waahington, D. C.

The committee met, pursuant to adjournment, at 10.30 o'clock a. in.,
in the committee room, Senate Office Building, Senator Boise Pen-
rose presiding.

Present: Senators Smith, Thomas, Robinson, Jones, Gerry, Nu-
gent, Penrose, Lodge, McCumber, Smoot, Dillingham, and Town-
send.

The committee resumed the consideration of the bill (H. R. 12863)
to provide revenue, and for other purposes.

Senator PENROSE. In the absence of the chairman, I will call the
committee to order. The first gentleman on the list to be heard this
morning is Dr. Lindsay, who wants to be heard on the inheritance
tax. What is your present position?

INHERITANCE TAX.

STATEMENT OF DR. SAMUEL MeC. LINDSAY, OF COLUMBIA
UNIVERSITY.

Dr. LINDSAY. Professor in Columbia University, New York City.
I need only a minute or two to state the matter to which I want to
invite your attention, as I think it is already familiar to all the mem-
bers of the committee, and I think has their sympathetic interest.
It is the question of introducing in the proposed revenue act, under
the deductions allowed in section 403, the proposal to exempt from
the estate fax bequests and legacies for charitable, educational and
religious purposes.

An exemption is already allowed for gifts and donations for such
purposes from the income tax. That was put into the revenue bill
ast year, up to 15 per cent of the otherwise taxable income. There-

fore the principle was recognized of exempting from taxation prop-
erty already devoted to a public use. It would seem almost like a
double tax to tax a gift for a public use.

It was not applied, however, to the estate tax, and the matter I
want to call to the attention of the commitee is that, from the point
of view of the interests of the educational institutions in the country
and of the philanthropic institutions, especially the hospitals, it is
even more important, if you want to encourage that work, to exempt
bequests and legacies from the estate tax than it is to exempt gifts
and current contributions from the income tax, because these insti-
tutions rely very largely upon the accumulation and succession of
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gifts, many of them in large amounts, that come from bequests and
legacies.

I need not say very much, I think, further than to call attention to
that point, because the need of this thing is so apparent, there is
ample evidence of it and I think that has been presented perhaps to
the committee already in the form of letters from former Nresidynt
Taft, and President Lowell of Harvard University, President Butler
of Columbia University, President Hibben of Princeton University,
and practically all of the college presidents.

I would also like to call attention to the fact that a very great deal
of evidence of the need of this thing has been presented lately to the
Ways and Means Committee by the American Hospital Association's
committee on war emergency, in view of the great work that has been
put upon hospitals in cooperation with the Government, and their
extreme financial need at present. Hospitals, perhaps more than any
other class of institutions, are affected by any falling off in the small
legacies that are usually part of a residual estate, and therefore meet
the full burden of this tax.

The only question involved is whether you must necessarily con-
sider the effect of a tax upon the general policy of the country, which
has been to rely upon private benevolence to support the great insti-
tutions of education and of philanthropy. That has been our tradi-
tional policy from the begining of this Government. Of course, if
it is the intention of the Government to change that policy, and to go
over to a police that is more familiar to Europeans than it is to
Americans. of Government subsidy and support of such institutions,
that is another matter. In Germany the 21 leading universities are
practically supported entirely by government contributions, that is,
by taxation. In England and France and other European countries
the amount of tax support that is given to universities and colleges
and hospitals, and charitable institutions of all kinds, is enormously
larger than anything we do in this country, or ever have done.

(Senator Simmons thereupon entered the room and took the chair.)
Senator THoMAs. You mean larger than anything we have done?
Dr. LINDSAY. Or anything we are doing now.
Senator THOMAS. I understand the Government has taken over

400 educational institutions, and is practically supporting them at
the present time.

Dr. LINDSAY. the Government is planning this year to send a
great many of the soldiers for training, the drafted men,-to some
400 institutions. How much support that will be I do not think any
;f us know vet. It would affect, however, only a small number of
the institutions.

Senator ROBINSON. My information is that there is to be an allow-
ance of $1 a day to cover all expenses of students in these various
institutions, which, of course, is in some respects a nominal allowance,
designed to meet the actual expenses to be incurred by the institu-
tion.

Senator THOMAS. That is exclusive of board for students?
Senator ROBINSON. No; for subsistence. I have a letter on 'my

desk to that effect.
Senator PENRosE. It seems to me you entirely overlook the enor-

mous appropriations made by State legislatures. In Pennsylvania



TO PROVIDE REVENUE FOR WAR PURPOSES. 225

three-quarters of the revenues of the State go to charitable and edu-
cational work.

Dr. LINDSAY. Pennsylvania is quite an exception in that respect.
Pennsylvania does give a very large appropriation for charitable
work; not so much for educational work, except for the public
schools.

Senator PENROSE. It gives the University of Pennsylvania quite
a large sum every year.

Dr. LINDSAY. Yes; but I think relatively to the total income of
the university, it is not by any means supporting the university.
Of course there are many States where they have State universities
supported entirely by taxation. The enormous burdens of the in-
creased taxes, the money the Government must have, will have to
borne by private wealth, and that will diminish the ability of people
to contribute to these things, inevitably; that you can not avoid.
Therefore it seems all the more important that if you can, by a wise
provision of law, encourage rather than discourage people making
further sacrifices voluntarily to support these public institutions of
education and charity, it wobld be a wise thing to do.

I want to say particularly that this will be a very small financial
sacrifice on the part of the Government. You will lose very little
revenue in proportion to the great gain you will get from stimulating
these bequests and legacies.

Senator ROBINSON. Have you any figures as to how it will affect
the bill?

Dr. LINDSAY. No. You can not get figures on it. . I have con-
ferred with officials of the Internal-Revenue Bureau and the Treas-
ury Department, and they all say that their estimates of the returns
from estate taxes are only guesses. They can not tell what propor-
tion of the bequests last year were bequests to charitable and educa-
tional institutions. But you will see here in the report of the House
Ways and Means Committee that the estimate is that approximately
$50,000,000 were received from the estate taxes. They estimate that
with the increased rates in this proposed bill, that will increase to
$75,000,000, and that for the first full year under the new rates pro-
posed here they will get $110,000,000, and that ultimately they will
get as much as $140,000,000. Those are mere guesses, but those are
the totals of the estimated returns.

Senator DiLLINGHAM. What will those totals cover coming from
the estates?

Dr. LINDSAY. The revenue from the Federal estate tax.
Senator DILINGHAM. I understood that.
Dr. LINDSAY. That is the tax on all estates collected during the

fiscal year. Those are the estimates of the revenue to be expected
from that tax.

Senator DILLINGHAM. I did not know but what you could tell me
what the details of the taxes were, that is, the nature of the tax on
estates.

Dr. LINDSAY. The tax is a graduated succession tax on the net
estates of all decedents during the year.

Senator GERRY. I think I can probably answer your question, Sena-
tor. The tax is on the net estate ipatead of on the beneficial interests.
In most States the tax is either on the beneficial interest or a small

81608-18-15
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amount on the net estate, and then a surtax on the beneficial interest.
This tax is on the entire net estate.

Senator DimINGHAM. It does not relate to the benevolences that
he was discussing particularly.

Dr. "LiDSAT. t aoes, in this way: The tax is to be paid after the
deductions. There are certain deductions allowed in the law-ad-
ministrative expenses, funeral expenses, debts of the decedent, and
a lump-sum deduction of $50,000, which is intended to protect the
interests of the immediate wife and children. After that the net
estate tax is a graduated tax upon that. That has to be paid as the
first claim out of the estate. Therefore, it comes as a burden upon
the residual estate. If the residual estate is wiped out, then any be-
quest out of the residual estate disappears.

The CHAIRMAN. You would only have to pay a tax on a bequest
for charity in case there was no residual estate. First, you pay the
debts, the taxes, and then you pay the legacies and the bequests.

Dr. LiNDSAY. No; you first have to pay the Federal estate tax.
The CHAIRMAx. No; you do not have to pay the Federal estate tax

first. You pay the legacies first, and if there is a residuum, you pay
the whole taxes out of the residuum.

Dr. LINDSAY. I beg pardon, Senator.
The CHAIRMAN. That is the way I understand it.
Dr. LINDsAy. That is not the way it is administered. I just had to

administer an estate. The executor is not allowed to pay a single
legacy until he has paid the estate tax.

Senator SMOOT. No; no legacy can be paid until the taxes are
paid.

Dr. LINDSAY. The debts can be paid, but nothing else
Senator RoBiNsoN. That must be the rule. Otherwise the legacies

might be paid and the tax not paid.
Dr. LINDSAY. Yes.
The CHAiRMAN. My theory was that the tax would be paid out

of the legacies, of course, if there is no residuum, but if there is a
residuum, then the tax is paid out of that to the relief of the legacies.

Dr. LrNDSAY. To the relief of the legacies, yes.
The CHAIRMAN. That - is the point I am making. It is only a

contingent case when the legacy left to charity would have to pay
the tax.

Dr. LI NDSAY. But the point I am arguing for is this, particularly
in the case of hospitals. The common and ordinary thing that hap-
pens; as I think most lawyers who have to do with the settlement
of estates will tell you, is that a man leaves a small legacy or bequest
to a hospital out of his residual estate, after he has made his specific
bequests. He says, "All the rest of my estate shall be divided equally
between the Metropolitan Hospital and Columbia University." we
will say. Of course, the Metropolitan Hospital and Columbia Uni-
versity will pay the entire tax, because their interests will be reduced
by the amount of the tax.

Senator PENRosE. You can take by way of illustration the Ster-
lint bequest to Yale Colleg.

r. LINDSAY. Yes, that is a very good illustration.
Senator PrNnosz. The Government takes pretty near half of it.
Dr. LINDSAY. The Government will take pretty nearly half of it.
Senator SMOOT. If the program as so many, many wish is carried
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out, that is, to take all of it over and above $25,000, then they would
not get anything. Many, many people in this country believe that
every dollar of it ought to be taken by the Govermnent over and
above $25,000.

Dr. LINDSAY. I think the principle of an inheritance tax is a
sound principle, and I think also we ought to keep in mind that
this provision is probably going to 'be a permanent provision of
law. This is not a temporary tax. This is an estate tax, and there-
fore it is all the more important that we should consider now the
effect in the long distant future of discouraging, or making im-
possible, the support of public institutions for public purposes by
private benevolence.

Senator GRRY. Professor, if the tax were on the beneficial in-
terest instead of the entire net estate, or the surtax was on the bene-
ficial interest, would not that to a certain extent aid what you are
contending for?

Dr. LINDSAY. To a certain extent that might relieve the bene-
ficiaries under the residual estate, because they carry not only their
share but they carry their share of the specific bequests.

Senator SMOOT. They do not carry anything if there is enough of
an estate to pay all that they give the university and pay the tax
besides. If there is not enough to pay the tax then, of course, it
falls upon the university or any other institution.

Dr. LINDSAY. Yes. But, Senator that is the point I am insisting
on most here. That is true of a great many cases, as you have stated.
But there are also many cases where a proportion of the residual
estate is given, or the whole residual estate, as Senator Penrose sug-
gested a moment ago, goes to a beneficial purpose. Therefore, that
interest is reduced by the amount of the tax on the whole net estate.

Senator SMOOT. There is no doubt about it.
The CHAIRMAN. Dr. Lindsey, I was not incorrect in the idea I had

a little while ago, and I do not think I was quite understood by you
and some members of the committee. The point I have in mind is
this, that if the testator desires to do so he can make a specific be-
quest in favor of a charity, 'ust as he can make a specific bequest to
one of his kinsfolk. If he 'ants this money to go to a charity with-
out reference to whether he has a residuum or not, he can make a
specific bequest to that charity. If he does that, and if there is
enough money to pay that and his other specific bequests, and there
is a residuum left, the tax would have to be paid out of the residuum
in that case.

Dr. LINDSAY. Yes.
The CHAIRMAN. So that very likely the testator can control that

situation, provided he does not specifically devise all of his estate.
Dr. LINDSAY. Yes.
Senator THOMAS. I think the understanding which we had of your

statement was that the legacies be actually paid over before the ex-
penses of administration.

The CHAIRMAN. No, I did not mean that.
Dr. LINDsAY. The chairman is entirely correct in that statement.

that if a man has a large enough estate he can make a provision for
' specific bequest and specify that that shall go free from all tax,
and if the rest ;f his estate is large enough to pay the tax he car
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give a charity or educational institution a specific sum which would
not be reduced by the tax.

Senator SMOOT. The Government sees, though, that they are going
to get the tax.

Dr. LINDsAY.The Government gets the tax, and if the tax is very
large, as it is under these new rates, and the executor has to sacrifice
property. perhaps to pay it. even within the extended time that is
allowed inthis ill, it sometimes is going to be very difficult to settle

an estate and pay the Government tax and leave specific bequests
without being reduced in some way by the amount of the tax.

Senator JONs. Professor, to what extent have the educational in-
stitutions of the country been affected by the war, so far as their
attendance is concerned .

Dr. LINDSAY. Most of them have been shot to pieces, as we say.
Senator JONES. If that be the case, for war purposes why would

it not be advisable for us to try to get a revenue from the war and
take care of these institutions after the war is over?

Dr. LINDSAY. That has been suggested. But y-ou must remember.
in the first place, that these educational institutions are only a part
of those for whom I am speaking. The hospitals. the charitable insti-
tutions, are under greater pressure for work now than they were
before the war.

Senator JONES. As I take it, the Government is going to establish
a very great number of hospitals.

Dr. LINDSAY. Yes.
Senator JoNI>s. On its own account.
Dr. LINDSAY. Yes. It is also calling upon all of the privately

endowed hospitals to do their utmost to cooperate with the Govern-
ment. and supplement what the Government' can do itself. Surg.
Gen. Gorgas wrote a letter to the House Ways and Means Commit-
tee in which lie expressed his earnest desire that this help be given
as a necessary means of cooperating with the Government in the mat-
ter of hospitals.

Senator JONES. Would you suggest, then, that we make a distinc-
tion as between hospitals and colleges? _

Dr. LIN DSAY. No; because I think that the colleges have large
plants that must be kept up. They are everywhere being devoted to
war purposes. At Columbia University, for example, where I hap-
pen to be, we have devoted three buildings this year to a Government
arracks, practically, and we turned over before that other buildings.

I think certain chemical laboratories have been turned over to the
Government work. I do not know the details of how the Government
is going to meet the support of that work. I should be very much
surprised if that is not going to cost the institution more than it will
get from any compensation the Government may pay for the use of
those buildings. These plants have to.be kept up whether there are
students there or not. In many cases, in many institutions, there are
students coming, not the regular, class of students, but there are
women attending some of the colleges where women are admitted.
and there is an educational work to be done there.

Senator JONE. Do you not think it advisable for the Government
to directly compensate for that accommodation, rather than leave it
to the haphazard hope of getting something through legacies and
bequests?
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Dr. LINDSAY. I think it will be very much more expensive for the
Government to do it that'way, and it will be a departure from our
traditional policy, which has worked so successfully that it has been
one of the things we have boasted most of in America.

Senator JONES. This war has caused several departures from the
ordinary course of conduct.

Dr. LINDSAY. I know it has.
Senator GERRY. Professor, are not your medical Qchools running

very nearly normal?
Dr. LINDSAY. Yes; as far as number of students go.
Senator ROBINSON. Reference was made a while ago to what the

Government proposes to do to compensate the institutions where
instruction is to be had for soldiers. I made the statement then
as to my understanding of the matter, and with your permission I
will read into the record just a few lines from Philip H. Driscoll,
major of infantry. United States Arny, executive officer, in which
he says (reading) :

The present S. A. T'.( Mhools are ii, be covered by temporary contract
which must be signed by the Jonesboro AgriculturaI College. This temporary
contract will provide for *l per ihly per man, mid covers sulsistence and
quarters, and the average yearly tiuition divided liy 270 to pay for thi.. Then
this allowance of $1 per da. Barrack:, will have, to be erected by the iiistitu-
tion and paid for by it.

I think that confirms the opinion I expresse(I.
Senator SMooT. The only' thing I had in mind, I will say to the

Senator, was as to what the Government actually paid. The Gov-
ernment pays the $1 a day for the purpose named. The Government
also furnishes the uniforms for every boy who goes to this school.

Senator RoBiNsoN. But out of this subsistence and quarters must
be provided, which is contrary to the statement made by some Sen-
ator.

Senator THoMAS. I was informed yesterday by a student from the
Drexel Institute that he was notified that he would to required to
enter the service and wear a uniform if he expectedoto enjoy the
privileges of that school longer, and that upon entering the service.
he would receive the pay of a private, $30 a month, his uniform and
has subsistence. That letter, I think, is erfectly consistent with
that statement. The institution gets. in addition to that, $1 a day
from the Government.

Senator SMoOT. For that purpose.
Senator MCCUMBER. Then the Government furnilh-e the subsil -

ence after all.
Senator ROBINSON. No.
Senator THo'i.s. I think so. I base that upon the statement to me.
Senator ROBINSoN-. The $1 a day that the Government pays to the

institution must cover the subsistence of the student, his tuition, and
the cost of providing barracks, whatever that may he. If barracks
are not already provided by the institution and available, an ar-
rangenent may be made, and all that is charged back to the institu-
ton at the day rate per man.

Dr. LINDSAY. If that is all the institution would get, I do not think
the larger institutions will be able to furnish that without an aduli-
tional cost upon their own funds.

Senator ROBINSON. That is undoubtedly true.
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Senator PENROSE. Is there any evidence that that applies to all
educational institutions?

Senator ROBINSON. No, sir. The statement is as to these train-
ing schools that can be availed of now. That temporary contract
has to be made. It is probably uniform, and it is a temporary con-
tract which may not be changed to meet future conditions. We are
speaking about the arrangement that the Government has made in
taking over these schools.

The CHAIRMAN. Are you through, Mr. Lindsay?
Dr. LINDSAY. Yes. I should like to add to this a reference to the

fact that I presented to the Ways and Means Committee, ani there
are printed in part 1 of the hearings before the Committee on Ways
and Means on the proposed revenue act of 1918, pages 887 to 910, a
good many documents and letters in support of the statement I have
made here. I do not think it is necessary to introduce them into your
record.

Senator SooT. I think we have all received letters similar to the
one you put in the record in the House hearings.

Dr. LINDSAY. I would like to call the attention of the committee
to another matter, not with respect to the estate tax, but with re-
spect to the income tax.

In the draft of the new revenue act there has been a change made,
on page 16 of House bill 12863, subdivision 11, in the provision thAt
is now a part of the present law, which- was introduced by the pro-
vision adopted by the Senate and accepted by the conference last
year with respect to the income tax. There has been a change
made in the language of this exemption:

Contribut!o:n, or gifts made within the taxable year to corporations organized
und operated exclusively for religious, charitable, scientific, or educational
purposes.

The present law reads, "to corporations or associations." It
would seem that this change would limit the benefit that was granted
in the act of fast year somewhat to. incorporated societies. It was not
the intention to give that benefit only to incorporated institutions,
but also to include societies and association not incorporated. There
is one exception. however. The change is not made, and therefore
this paragraph, as it now stands, is hardly consistent.

The CHAIRMAN. If you will turn to the first page you will find
1 he term "corporation " is defined:

The term "corporation includes associations. Joint stock companies, and in-
surance companivs. as well as private corporations.

Dr. LINDSAY. Then that covers the point very well.
The CHAIrMAN. That includes, necessarily, associations.
Dr. LINDSAY. Yes.
The CHAIRMAN. Is there any other point you want to call *to our

attention?
Dr. LINDSAY.' No. sir. I thank you very much.
The CHAIRM1AN. Mr. Hunt. we will hear you now. Before you bv-

gin, is there any other representative of the industry you are speak-
ing for who desires to be heard?
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MEDICAL PREPARATIONS.

STATEMENT OF MR. ATHERTON N. HUNT, 84 STATE STREET,
BOSTON, MASS.

Mr. HUNT.'I think it is possible some other representatives de-
sire to be heard in regard to this section. I am not acting in co-
operation with them, neither am I antogonizing any suggestion they
have to make, so far as I know.

The CHAIRMAN. We have made the suggestion here, and I think
our time would be greatly conserved if it were followed that where
there are several representatives of the same industry, that they get
together and agree that some one or two, and not more than two,
shall speak for the industry. We can not have indefinite hearings,
you know. There might be 20 men desiring to speak for the same
industry, and it would take too much of our time. If there is one
other, that Would place a limitation upon your time. If you speak
solely for the industry, we could give you more time.

Mr. HUNT. Mr. Chairman, it was my purpose to speak for the
American Association of Pharmaceutical Chemists, a nation-wide
association embracing practically all of the pharmaceutical manu-
facturers. There are, of course, the drug associations, and other
branches of the trade, that perhaps will look at the matter from a
different angle- from the angle taken by my clients. I desire to
present briefly to the committee one phase only.

The CHAIRMAN. How long will you want? We have to fix some
limit of time. or we will not begin to get through these hearings in
the time we have set for them. You are here. and here is another
gentleman who has asked to be heard representing the same inter-
ests. How 'much time will you want?

Mr. HUNT. I shall want only a few minutes.
The CiAnnzi-1N. Very well: Go ahead. We will give you 15

minutes.
Mr. HUNT. The American Association of Pharmaceutical Chem-

ists, Mr. Chairman and gentlemen of the committee, is composed of
40 or 50 manufacturing corporations and firms making medicinal
products, and the difficulty with tile situation of the proposed act
from their point of view is this. I am not here for the purpose of
objecting or protesting against taxation as such. My whole duty
in the matter is to call attention to what appears to us to be
unjust taxation, not intended by Congress, and that unjust taxa-
tion is a matter of history and inheritance, the language adopted
in the proposed act being a relic of the past, and not being applicable,
as we believe it, to the present situation as now interpreted by the
Commissioner of Internal Revenue.

I took the liberty of sending to each member of the committee,
within 48 hours, a copy in print of a brief which has been prepared.

The CHAIRMAN. Will you give that to the reporter for incorpora-
tion in the hearings ?

Mr. HUNT. I will present a copy. In that brief I have called at-
tention to what appear to be to us two necessary changes in the
statute, The old section 600h of the 1917 revenue law has been re-
produced in part in section 908a. subsection 2, page 58 of the printed
abstract of the proposed bill. I will not take my time to read the
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section, but I will call attention to the words "or trade-mark," which
appear in connection with various other specifications; and words"4or as remedies or specifies for any disease, diseases, or affection
whatever affecting the human or animal body." Those two phrases
are added to a lot of other phrases describing, in the main, proprie-
tary articles or medicinal preparations.

As I conceive it, Coigress meant, and means now. to tax proprie-
tary medicines. It has been a consistent policy of Congress for 60
years in emergency taxation measures to tax proprietary medicines.
That phase of it I do not care to discuss. That I gladly leave to
others. Whatever my personal feelings may be about it, I believe
that to be the settled policy of Congress.

Those two phrases, however. have brought about a curious situa-
tion. The Commissioner of Internal Revenue has interpreted those
words "or trade-mark" to mean that tiny pharmaceutical manufac-
turer who uses what I call a general business trade-mark; that is, a
trade name or trade symbol, that is applicable to all of his goods.
whatever they may be-not a specific trade-mark claiming any pro-
prietary rights of any kind-subjects the goods sold under it to taxa-
tion. I am informed, after conference last night with the solicitor
of the department, that possibly the department will recede from
the decision which was rendered to me on this particular phrase. I
emphasize it now because, whether the ruling of the department i
right or wrong makes no difference in our contention as to these two
phrases. The phrase "or trade-mark" simply creates this confusion.
and laid foundation for the opinion that was sent to me early in
this year that such matters were taxable. I think the department is
about to recede from that, under the advice of the solicitor.

The other phase of the matter is this phrase, "or as remedies or
specifics for any disease, diseases, or affection whatever affecting the
human or animal body."

That phrase is, verbatim et literatim, an inheritance from the
past. It is the same phrase used in the act of the Civil War, in that
of the Spanish War, and in that of last year-every emergency .meas-
ure. When all of us were boys we were familiar with the kidney
cures and consumption remedies and rheumatic specifics, and thing-
of that kind, special medicines which had designations of that kind.
that were sold as remedies or specifics for some particular disease.
I apprehend that that is what Congress meant by the phrase in
1860 and in 1898 and in 1917. But the Commissioner of Internal
Revenue says that what Congress meant by that phrase "or temedie,
or specifics for any disease, diseases, or affection whatever affecting
the human or animaly body," is that where a pharmaceutical mani-
facturer has on his label therapeutic limitations; that is, any of the
ordinary things we see printed on the bottles. such as "Fever. (For
children.)". I have put in what I meant to be some horrible exam-
p les, on page 18 of this brief, which I have submitted to the mem-
bers of the committee. One of them is "Coryza Compound, No. 4.
Dr. Kenyon." Of course, all of these medicinal remedies are the
result of formulas discovered and approved by doctors years ago.
Every one of these formulas on which these thousands of medicinal
products are manufactured originated in the mind of some healer,
some physician or surgeon, and has come down through approval
and experience, until it has received the approval of the profession.
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This coryza compound is very old. It is manufactured by every
pharmaceutical manufacturer in the country.

Senator Lonot. It is open to the public?
Mr. HUNT. It is open to the public, Senator, and nobody claiuis

:iny proprietary rights in it whatever.
Senator TH1OMAS. Let me see if I understand you. The construc-

tion given by the commissioner to this clause is so broad that it
includes nonproprietary as well as proprietary medicines?

Mr. HUNT. That is the point wich I am about to reach. The
result of these two rulings on the words "or trade-marks." and "or as
irinedies or specifics for any disease. diseases, or affection whatever
tuffecting the humnn or animal body," is that the entire distinction
which has been preserved through all these years. RInd that Congress,
I believe, meant and still means to preserve, between proprietary
remedies and medicinal products, is entirely abrogated.

There seems to be a settled policy of taxing proprietaries. I can
not persuade myself that Oongress ever meant to tax medicines in
general. and add that burden to the sick.

Take. for example, the particular trade I represent. It is the
trade which manufactures the ordinary working tools of the phy-
sician, the physician throughout all the country who dispenses his
goods. The National Drug Company, for whose representative, ir.
Pratt, I am now speaking, with the other members of that associa-
tion. I am told has over 13,000 open accounts on its books. Those
physicians are scattered from Eastport to the Mississippi River, and
many of them are' miles and miles from a prescription desk, and they
are compelled to carry the medicines which they dispense at the bed-
sides of the sick, and those medicines are the ordinary working tools
of the physician. and are the things which I am suggesting Congre-s
never meant to tax. But under the act as it now stands the commis-
.ioner says, they are subject to the tax of two per cent under the act
of 1917. and inder the present act were supposed to he subject to a
tax of 10 per cent, and under the act as now contemplated are now
subject to a tax of more than 10 per cent, because one cent in ten runs
it to over 10 per cent.

That tax on general medicinal products is prohibitive, for this
reason: The traae can not absorb any such tax. Proprietary medi-
cines, of course, are sold upon a monopolistic basis. I will let the rep-
resentatives of the proprietary medicines speak about that. But cer-
tainly they are sold upon a monopolistic basis-almost every one of
the manufacturers for whom I speak. as well as the proprietaries.
There may be part of their products proprietary, but the great part
is general medicinal products. But the general medicinal products
are sold upon a very close competitive market, and sold by salesmen
who travel all throughout the country to see the different doctors.
That tax can not be paid by the manufacturer on any present scale of
prices. It seems a kind of fatalism that surpasses even the Oriental.
to pass that tax to the doctor, who is struggling to save human life.
W\re do not want to tax the patient for his inadvertence in being sick.
There is no place to put the burden. The manufacturer can not carry
it and stay in business, the sick man ought not to carry it, and the
doctor can not carry it without increasing his charges.

The CT.AIniAx. T1'he bill does require the sick man to carly it, does
it not? -



TO PROVIDlE REVENUE FOR WAR PURPOSES.

Mr. HUNT. I think not.
Senator THoM s. It will be passed 6n to him.
Senator SMooT. They can not charge any more than they are

charging now, any how.
Mr. HUNT. What I meant to say was that it was entirely imprac-

tical to pass the tax along, because you can not pass it along. It will
not go.

Senator THOMAS. That is one of the taxes I want to find. I am
looking for that kind of a tax, that can not be passed along.

Mr. HUNT. And the manufacturer can not pay it.
Senator TOWNSEND. Can not the physician increase his charges?
Mr. HUNT. The physician ordinarily dispenses that medicine at

the bedside of the sick without addition charge, and my feeling is
that the physician can not increase his charges. I think it would
create such resentment throughout the community-

Senator TowNSEND. Do I understand the physicians have not in-
creased their charges since the war opened?

Mr. HUNT. Not in connection with medicines, so far as I know. I
am now talking about the possibility of a physician increasing his
charges because of the medicine which he dispenses at the bedside.

Senator SmooT. The medicine is such a little part of what he
charges that it does not amount to anything.

The CHAIRMAN. You are not talking about the medicine sold by
the dealer but sold by the physician?

Mr. HUNT. In the main. That is very little of the product of the
Manufacturers' Association which I represent.

The CHAIRMAN. I notice in the bill here that you are talking about
it requires that a stamp be affixed to. the article by the vendor, the
cost of which shall be reimbursed to the vendor by the purchaser.

Mr. HUNT. That is one of the alternative methods of collection.
That is part of the machinery of collection. Whether or not that
machinery can be made to operate in the case of these medicinal
remedies is the point I was trying to explain. I do not believe it
can be made to operate, because what we are under now. under this
ruling, is this, that we can put upon our labels "Made by X Y Z"
we can throw away all our generaltrade-marks and use a legend like
that "Made by A B," and he can wipe off the labels, obliterate from
all of our labels the scientific therapeutic indications that are a guide
to the mind and hand of the practitioner and not pay any tax.
Under the ruling of the commissioner, if we take off those therapeutic
indications, we do not pay any tax. My characterization of that
situation is that it is too absurd for argument, that the therapeutic
indications that are ordinarily now printed on additional labels--

Senator LoDE. You mean the formula ?
Mr. HUNT. Fever, heart tonic, cardiac stimulants, conjuctivitis.

When we get a cinder in the eye we get-what we call a sore eye. The
doctor calls it conjunctivitis. We all know that boracic acilis what
goes into all eyewashes, and the doctor who is reaching for eyewash
does not want a cardiac stimulant, and anything on the label that
guides his hand immediately to what he wants, whether it is a label
showing the manufacturer, the origin of the article, or whether it is
the trade-mark of the house with which he wants to deal, or whether
it is the name "conjunctivitis" or " cardiac stimulant,'? or something
of that kind that he is after, the thing that guides his hand to that
bottle in his bag quickly is the thing that is wanted. It may make
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a difference whether the remedy is administer at 4.30 or 4.35. The
ruling of the commissioner and the statutes together, now mean that
if we take off all that sa Ieuard of the general public and of the
doctor and the nurse, and tirow it away, and throw away our gen-
eral business trade-marks, we escape the tax, but if we put them on
and give the public the benefit of those trade-marks, that is, the
hall-mark of respectability attached to these medicines, and give
the doctor and the patient the benefit of the therapeutic indications,
which are based on experience, and not the proprietary name-if we
use those we are subject to the tax.
Senator LODGE. Mr. Hunt, this whole section is drawn to cover

medicinal preparations, compounds, or compositions (not including
serums and antitoxins) upon the amount paid for any of the above
as to which the manufacturer or producer claims to have any private
formula, secret, or occult art for making or preparing the same."
They do actually rule in the Treasury that if the Squib Manufactur-
ing Co., for instance, put out bicarbonate of soda and put their name
on it it is taxable as a proprietary medicine?

Mr. HUNT. I did not follow your question.
Senato r LODGE. You spoke about the trade-mark.
Mr. HUNf. For example, the trade-mark of a concern for which I

am general counsel and director prints a representation of the
Sphinx. It is printed on the boxes, printed on all the cartons and
labels and everything else, and the concern has been known for years
as a manufacturer of Sphinx pharmaceutical articles. The commis-
sioner rules that because that has the Sphinx on it it is taxable. I
think the commissioner is bout to recede from that ruling, because
I understand the solicitor of the department has rendered an opinion
that that is not what it means.

Senator LODGE. That is not quite my question. Suppose Mr. Squib
makes a peculiarly good quality of an article, and they put on it
-" Squib's Bicarbonate of Soda." Does the department hold that that
is taxable?

Mr. HUNT. If you say "Squib's Bicarbonate of Soda," that is the
possessive, if you claim anything which indicates you have a su-
perior way of making it from anybody else, if you claim any occult
or peculiar right or proprietary right or right of property, or claim
of any kind that your remedy is better than somebody else's, that is,
that it is not bicarbonate of soda as we know it, but an extra quality
of bicarbonate of soda, that is the instant you claim it is not what
it says, it is taxable. But ii you say " bicarbonate of soda" or
"sulphate of quinine," or' any of these things, and put on a general
trade-mark like, for example, the entwined hearts of the Hart
Bros., the red cross of Johnson & Johnson-those things have
been in difficulty during this last year.

The CHAIRM1AN. Did you not tell us a few moments ago that you
thought, after consultation between you and others, that the depart-
ment would change this ruling in regard to that matter?

Mr. HUNT. I think the department is going to recede from that
position. But what I am about to say is this, that the appearance of
those words in the section made that misunderstanding, and all this
controversy possible, and the words are of no value whatever in the
e',tion, because I defy the imagination of anybody to conceive of
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anything which is included in those words which is not included in
the other-

The CHArR..N. Suppose the words are stricken out, and the de-
partment changes this ruling. What other point have you?

Mr. HUNT. If those words are stricken out, and the department
changes this ruling, the other point is, "or as remedies or specifies
for any disease," etc. Those words were put in there 60 years ago.
as applying to kidney cures and consumption remedies. But they are
now obsolete. because the Pure Food and Drugs Act makes it un-
lawful to sell anything which says " Kidney cure." You can not
sell a consumption remedy now without being prosecuted, and those
two items, as I view it, were meant to apply to those specific things.
and not to remedies, because if vou take the word "remedy" in ifs
broadest possible sense, you find that the definition is as stated in
the brief. The instant you take the broad definition, as the com-
missioner says we must. we would land with general medicinal
products. The definition of "remedy" as contained in this brief, as
taken from Webster's International Dictionary, is (reading) :

First, that which relieves or cures a disease; any medicine or application
which puts an end to disease and restores health.

Second. that which corrects or counteracts an evil of any kind; a corrective;
a counteractive preparation; cure.

Can anybody conceive of anything used in medicine or surgery
that does not come within that definition "remedy" as used in it-
broadest sense? If we use "remedy" in its broadest sense, we mean
general medicinal products. and I respectfully submit 'to this com-
mittee, 'as I have in my brief, that that is not what Congress meant.
and I do not believe that Congress means it now. If that is what
Congress does mean now, that is the thing which I am here to protest
against-not against taxation, but against taxation which is unjust
in taxing as luxuries this great class of general medicinal products
which are imperative necessities, as imperative necessities as food to
eat or water to drink, the medicine that protects our families.

The CHAIRMAN. Then you want us to strike out the words "or
trademark" and "or as remedies or specifics for any disease, diseases
or affection whatever affecting the human or animal body"?

Mr. HUNT. Yes, Mr. Chairman.
Senator THOMAs. Do you propose any substitute for those word-
Mr. HUNT. No, Senator, because my contention is that that phrase

"or trademark ", as well as the other, is entirely superfluous and obso-
lete, and should be stricken from the statute, because whether the rul-
ing of the Commissioner of Internal Revenue is right or wrong
makes no difference, except to point out and emphasize the necessity
of having this statute in such clear shape that there can be no miscon-
ception of it either by the Department of Internal Revenue or b
any one else.

senator McCtINnRw. Did I understand you to say that under the
pure food law you are prohibited from selling an article denominated

Consumption Cure " or" Kidney Cure "?
Mr. HUNT. Yes, in interstate commerce.
Senator McCu-ixBER. On what theory? The law does not pro-

hibit it.
Mr. HUNT. It is a claim that can not be sustained that it coni-

under the misbranding section.
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Senator McCUMBER. In other words, you have to prove that it is
a cure?

Mr. HUNT. Yes. If you say "consumption cure ". you are held to
defraud the public.

Senator MCCUMBER. That there is no such thing?
Mr. HUNT. That there is no such thing as a consumption cure, and

that a remedy, in the sense we use the word, is a thing which is
used to alleviate disease. It may or may not be successful.

Senator PENROSE. As a matter of fact, that regulation is largely
ineffective, because these proprietary articles do contain a long list
of com plaints which they are said to relieve.

Mr. HUNT. I apprehend that most of the proprietary remedies do
have some virtue. I presume there must be some virtue in all of
these things.

Senator PFNnOSE. It has been ,aid to one of my associates that
many of them relieve the craving for alcohol.

Mr. HUNT. I think that lijay be ,o. However. of course, the
medicinal trade is a peculiar one in that respect. because it requires
high percentages of alcohol to maintain in solution the different
drugs, especially the alkaloids. There has been much question before
this committee, especially about Jamaica ginger. and I doubt now if
inany people (Aitside of the profession understand why Jamaica
ginger has in it such a large percentage of alcohol.

The CHAIRMAN. I think the committee understands you. I think
we have given you very liberal time. If there is any other statement
now you want to make we will be glad to bear that. but I think we
understand what you have been saying about this; particular phrase.
When we take that up. if we see proper. we may confer with the
department about the construction of the department on this section.

Mr. HUNT. There was only one other phase of the matter I wanted
to speak about. There has been submitted. prior to this time, by
general counsel for the American Association of Pharmaceutical
Chemists, with whom I am associated, a memorandum calling at-
tention to the distinction between drugs which are dispensed by
physicians and drugs which are sold to the laity. If the committee
feel that for any reason those words can not be stricken from the
statiute, I think that careful consideration should be given to the
alternative suggestion, of discriminating between the things dis-
pensed to physicians and things sold to the laity. I believe, and I
respectfully submit to this committee, that the way to reach this
thing, the way to clear it up without friction and to put everything
on the basis where it should be sold, is to strike out the word from
the statute. But I do not want to retire without bringing that other
s,ggestion to the attention of the committee for just a moment. to
make that distinction between the things which are dispensed or
used under the direction of physicians and surgeons and veteri-
narians and the things which you and I. Mr. Chairman and gentle-
men, all know as proprietary medicines, the things which are sold to
the laity, and which are sold on request off the shelf.

Senator PENROSE. Did you have an opportunity to submit your
objections to this phraseolo.gy to the House committee?

Mr. HUNT. I am delighted, Senator, to have you ask that question,
if I may have time to answer it. The matter was brought to my at-
tention professionally very late, and I obtained a conference with
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Mr. Kitchin, of the House Ways and Means Committee. He told me
that I had better refer the matter at once to the chairman of the
subcommittee, Mr. Hull of Tennessee. But he said," I want to say to
you frankly that even if Mr. Hull's subcommittee reports in favor
of these changes, I do not believe that we will take the bill to pieces
at this stage, because it is substantially in print, ready to come out
of the committee. The most feasible plan for you to adopt is to
take your suggestions before the Senate Finance Committee, when
the bill comes to them, and have it dealt with in conference if Mr.
Hull's subcommittee favors the suggestion." The reason he gave me
was that it was so late, and it was very late. It was not until this
month, about the first of the month, that I was retained to present
this to Mr. Kitchin and to Mr. Hull. I think the attitude of Mr.
Kitchin and Mr. Hull was favorable, so far as I could view it. But
they did not wish to obstruct the passage of the bill at that time,
because it was printed and ready to come out of the committee.
That was the fault, perhaps, of my clients in not bringing it to
their attention earlier, rather than the fault of the committee.

(The brief submitted by Mr. Hunt is here printed in full. as
follows:)
BRIEF ON BEHALF OF AMERICAN ASSOCIATION OF PHARMACEUTIbAL CHEMISTS

AND NEW ENGLAND DRUG MANUFACTURERS' ASSOCIATION.

SECTION 600 (H) WAR-REVENUE LAW, OCTOBER 8, 1917.

"(h) Upon all pills, tablets, powders, tinctures, troches or lozenges, sirups.
medicinal cordials or bitters, anodynes, tonics, plasters, liniments, salves, oint-
ments, pastes, waters (except those taxed under section three hundred and
thirteen of this act), essences, spirits, oils, and all medicinal preparations, com-
pounds, or compositions whatsoever, the manufacturer or producer of which
claims to have any private formula, secret, or occult art for making or prepar-
ing the same, or has or claims to have any exclusive right or title to the making
or preparing the same, or which are prepared, uttered, vended, or exposed for
sale under any letters patent, or trade-mark, or which, if prepared by any
formula, published or unpublished, are held out or recommended to the public
by the makers, venders, or proprietors thereof as proprietary medicines or
medicinal proprietary articles or preparations, or as remedies or specifts for
anp disease, diseases, or affection whatever affecting the human or animal body,
and which are sold by the manufacturer, producer, or importer, a tax equiva-
lent to two per centum of the price for which so sold."

The Italics are ours, and attention Is particularly directed to the two phrases
emphasized.

PROPRIETARY MEDICINES DISTINGUISHED FROM GENERAL MEDICINAL PRODUCTS.

Medicinal products are divided by a very sharp line of distinction into two
great classes.

First. Proprietary medicinal articles or preparations prepared, manufactured,
and sold under some claim of exclusive proprietary right.

Second. General medicinal products in which no exclusive proprietary right
is claimed, manufactured and prepared according to well-known scientific for-
mulm proved by experience and demonstrated in practice.

Proprietary medicinal articles or preparations included In the first class are
manufactured and sold on the basis of an exclusive monopoly. General medici-
nal products, other than proprietary medicinal articles or preparations, are sold
on -the basis of a close competitive market. The general medicinal products
include the ordinary scientific medicinal preparations or articles prescribed,
dispensed or used by or under the direction of physicians or surgeons. In the
main, proprietary medicinal articles or preparations find their market among
the general public apart from the direction of the medical profession. Atten-
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tion is directed to these distinctions not In any spirit of disparagement toward
proprietary medicinal articles or preparations but merely to point out the two
lines of cleavage between the great classes of medicinal products.

PURPOSE OF CONGRESS.

Under the above section It is apparently the settled policy of the Congress
to tax proprietary medicinal articles or preparations. This is not a new Idea
and is consistent with prior statutory enactments. The statute does not pur-
port to tax general medicinal products.

NO INTENT TO TAX GENERAL MEDICINAL PRODUCTS.

The language of section 600 (It) necessarily implies the intent of Congress
to tax only proprietary preparations,* because if the intention of Congress had
been to tax medicinal products generally, the care displayed in defining the
various classes of proprietary medicinal articles or preparations would have
been unnecessary. The only object in definifig the various kinds of medicinal
preparations in which proprietary rights are claimed must have been to dis-
tinguish the proprietary medicinal articles or preparations taxed from the gen-
eral medicinal products which were not taxed. If the Congress had intended to
tax medicines in general it would have used apt language. The present lan-
guage would have been without justification or excuse.

REASON FOR THIS BRIEF.

Under the above section, as the two phrases emphasized are interpreted by
the Commissioner of Internal Revenue, a manufacturer of pharmaceutical
products who uses a general trade-mark or prints therapeutic indications on
his labels must pay a 2 per cent tax on his gross sales and under the proposed
amendment must pay a 10 per cent tax not on his proprietary products alone
but on his gross sales.

Such a result would be a public calamity.

PROPOSED MOUIFICATIONS SECTION 600 (h).

On the assumption that the Congress meant to tax and now means to tax
only proprietary medicinal articles or preparations and did not intend and
does not now intend to tax general medicinal products, it is submitted that the
words, "or trade-mark" appearing after the words, "under any letters patent,"
and the words, "or as remedies or specifics for any disease, diseases, or affec-
tion whatever affecting the human or animal body," appearing after the words,
"proprietary articles or preparations," have no proper place In the statute and
should be stricken therefrom.

GENERAL TRADE-MARK DISTINGUISHED FROM SPECIFIC TRADE-MARK.

There are two great classes of trade-marks:
First. General or business trade-marks, otherwise known as trade names.
Second. Specific trade-marks.
These two classes of trade-marks differ from each other in character, use,

purpose and effect.
Di#erence in character.-Such trade-marks differ in character, In that a

specific trade-mark is applicable to one or more articles of a particular char-
acter, while a general business trade-mark is applicable to all the merchandise,
however varied in character, held out for sale by the business house entitled
to use it.

Difference in use-Such trade-marks differ in use, In that a specific trade-
mark, owing to its origin and character, can be used in only a very limited way,
having no force nor meaning apart from the particular merchandise with which
It is associated and which it is designed to protect, while a general business
trade-mark is customarily used by a merchant in connection with all the kinds
of merchandise in which he deals, irrespective of the kind or variety of mer-
chandise and without regard to whether specific trade-marks may also be ap-
plicable or not.

Difleretwce in purpose--Such trade-marks differ in purpose, in that a specific
trade-mark is intended to assert and does assert some exclusive claim of
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proprietary right in the specific articles to which it is attached, while a general
business trade-mark asserts no such claim and is intended to protect the owner
of the trade-mark from fraud and imposition by other merchants who might
otherwise deceive the public as to the identity of the manufacturer whose goods
they were purchasing.

Difference in effect-Such trade-marks differ in effect, in that a specific trade-
mark Is a warning that the manufacturer claims some exclusive proprietary
right in the article to which it is affixed and protects the manufacturer against
Infringement of such right, while the general or business trade-mark asserts
merely the name and identity of the owner of the trade-mark and protects the
public against purchasing other goods designed to be sold as his.

EXAMPLES OF TRADE-MARKS CLASSIFIED.

As examples of a general business trade-mark, I would cite:
"In Er Seal," the trade-mark of the National Biscuit Co.
"Necco," the trade-mark of the New England Confectionery Co.
The trade-mark of the Gorham' Manufacturing Co., the silversmiths of New

York and Providence, consisting of three plaques combining an adaptation of
part of the old English "Hall Mark," an anchor and the letter "G."

"Kodak," the trade-mark of the Eastman Co.
As examples of specific trade-marks, I would cite:
"Gold Medal," the trade-mark of the Washburn Crosby Co. for flour.
"Bon Anti," the trade-mark applied to the well-known cleaning preparation.
"Postur," the trade-mark applied to cereal coffee.
"Fatima," cigarettes.
"Ivory," soap.
The general business trade-mark of a pharmaceutical house used to indicate

the origin of its products and not to.assert any proprietary right in any special
article manufactured or sold, is in reality a trade name. As such it stands for
built up reputation; it is a link that connects the ultimate consumer with the
manufacturer. It preserves the identity of merchandise, and, in carrying out
this function, it is a device of inestimable value to the commercial world. Its
use should he protected and encouraged; and the manufacturer should not be
deprived of ltb advantages by measures of taxation which makes its use im-
possible.

V.%I.E OF GENERAL IUSINESS TIAII-IARI{S.

A general business trade-mark asserts no claim of proprietary rights it the
article to which it Is affixed. It is only one way of announcing the identlt.
of the manufacturer. It is a convenient and concise way of telling Ia purchaser
that he is dealing with a commercial house with which he desires or intends
to deal. Such trade-marks assume value to the vendor according to the reput;-
tion obtained for honesty, fair dealing, and excellence of product. It is a
great Injustice to deprive a business house of the benefit to be derived from
its own reputation, front its continuity In business, or front the well-recognized
quality of its products. The names of various hhsiness houses are synonyms
for honesty 1nd sincerity: and the value of a good reputation Is nn asset which
is jealously protected by law. The law does not allow at man to steal hi-
neighbor's business by falsely masquerading under his neighbor's name or
trade-mark. The wrong perpetrated by such a fraud is jusit as much a wrong
to the purchaser as it is to the pretended seller who is impersonated. The
public relies, as it has a right to do, on the mark, of identification which di.--
tinguish the products of one merchant or manufacturer from the products of
another; and a theory of taxation which destroys the value or diminishes the
use of general business trade-marks Is a penalty for honesty and a premiti
established for Insincerity and careless business.

THEORY OF "EJ 4DEM GENERIC " AN APPLIED TO SEMTION 00 (H).

First. As to the words, "or trade-mark ": In the first part of the section Ilhe
Congress has specified five classes of proprietary preparations, the manufac-
turer or producer of which claims': First, to have any private formula; second.
to have secret or occult art for making, etc; third, has or claims exclusive right
or title to tanking, etc.; fourth, which are prepared, vended, etc., under any
letters patent; and fifth, which are prepared, vended, etc., under any trade-
mark.
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As the first four classes necessarily relate to preparations In which exclusive
proprietary rights are possessed or claimed, under the theory of ejusden generals,
the fifth class must also relate to preparations in which exclusive proprietary
rights are possessed or claimed. Therefore, the words, "or trade-mark" as
they appear in the section must relate to a specific trade-mark under which
exclusive or proprietary rights in the preparations designated are possessed or
claimed. The various particulars recited in the statute relate to such proprietary
rights and any particular Included in the list of specifications must be properly
Interpreted to refer to something of the same general character or kind as the
other particulars which are grouped with it in the same class. It is not reason-
able to suppose that the Congress intended to group together five classes of
preparations, carefully define four classes which related to exclusive proprietary
rights and then add a fifth class, including general medicinal products, thus
subverting the purpose and meaning of all the language preceding and making
the definition of all classes of proprietary remedies in Idle ceremony. Unless the
words "or trade-mark" refer to a specific trade-mark applied to a specific
arctile or articles In which exclusive proprietary rights are possessed or claimed,
the words would alter the whole intent of the section as otherwise expressed.
The rest of the language in the section completely negatives the idea that the
words, "or trade-mark" were ever intended by the Congress to mean a general
business trade-mark used for the purpose of identifying the maker or manu-
facturer.

Second. As to the words, "or as remedle,4 or specifics," etc. In the latter
part of the section the Congress has specified three classes of proprietary
preparations which are held out or recommended: First, as proprietary medi-
cines; second, as medicinal proprietary articles or, preparations; and third, as
remedies or specifics for any disease, etc.

The first two classes necessarily relate to preparations In which exclusive
proprietary rights are possessed or claimed. Therefore, under the theory of
ejusdem generis ns Just explained, the third class must relate to preparations
in which exclusive proprietary rights are possessed or claimed. The arguments
set forth as to the words, "or trade-mark," apply multandis to the words,
"or as remedies or specifics," etc. I

Unless the words refer to a specific article or articles In which exclusive
proprietary rights are possessed or claimed the words would alter the whole
intent of the section as otherwise expressed. The rest of the language of the
section completely negatives the idea that the words, "or as remedies or spe-
cifics," etc., were ever intended by the Congress to mean general medicinal
products sold under medicinal labels setting forth well-known and scientifi-
cally recognized therapeutic Indications.

RULINGS OF THE COMMISSIONER OF INTERNAL REVENUE.

The Commissioner of Internal Revenue has ruled, however:
First. That the words, "or trade-mark" must be interpreted literally and in

the broadest sense to include any trade-mark of any kind, general, business or
specific, and that any medicinal products, whether proprietary medicinal ar-
ticles or preparations, or general medicinal products, sold under any trade-mark
are subject to the tax at present imposed.

Second. That the words, " or as remedies or specifics for any disease, diseases,
or affection whatever affecting the human or animal body," must be interpreted
literally and in the broadest sense to include any remedies sold under a label
bearing any therapeutic indications, and that any medicinal products, whether
proprietary medicinal articles or preparations or general medicinal products,
sold under such a label are subject to the tax at present imposed.

These rulings have practically abrogated the distinction between proprietary
medicinal articles or preparations and general medicinal products.

It is assumed that the Congress meant and now means to tax under this sec-
tion only proprietary medicinal articles or preparations and the suggestions
offered are submitted on that assumption. If the Congress Intended the words,
"or trade-mark" to include only specific trade-marks and not to include general
business trade-marks, otherwise known as trade names, or if the Congress in-
tended the words, "or us remedies or specifics for any disease, diseases, or
affection whatever affecting the human or animal body, " to apply only to pro-
prietary medicinal articles or preparations and If that intent is expressed in
statutory language which in any way warrants the Commissioner of Internal
Revenue In ruling that medicinal products sold under general business trade-

81608-1 8- 16
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marks or sold under labels bearing therapeutic indications are taxable within
the scope of the language used, surely, in a general revision of the war revenue
law, the opportunity presents Itself to express the will and intent of the
Congress in such language that it can not be misunderstood or misinterpreted
either by the Commissioner of Internal Revenue or by declarants submitting
themselves for taxation.

WORDS, " OR TRADE-MAUK " NOT ESSENrIAL.

If the Congress mean and now meams to tax only proprietary medicinal
articles or preparations, the words, "or trade-mark" are entirely unnecessary
In the section. Articles sold under a speelfic trade-mark asserting some claim
of proprietary right are taxable under the other specifications; and the words,
"or trade-mark" used with that limitation add nothing to the language which
goes before. There is no medicinal article or preparation capable of being sold
under such a specific trade-mark which does not come within the four classes
Immediately preceding. A private specific trade-mark used on a special article
or articles means that the manufacturer or producer claims either a private
formula, or secret or occult art, or exclusive right or title to the making, or
claims to act under letters patent. A specific trade-mark must mean one of
the things already referred to in the preceding language or it would have no
meaning, value or commercial worth. It Is submitted that the imagination can
not conceive of a medicinal preparation in any way justifying the use of a
specific trade-mark which does not fall within one of the classes of proprietary
remedies previously defined. If, therefore, the words, "or trade-mark" are
not essential to secure the taxation of -proprietary articles or preparations and
as now included In the section merely lead to obscuring the dlstinctlon between
specific trade-marks and the general business trade-marks, the words should
be omitted from the section. Unless the Congress means to tax all medicinal
products, the words are superfluous. If, on the other hand, the Congress means
to tax only prietary medicinal articles or preparations, there is no reason why
by the Imposition of a prohibitive tax manufacturers should be debarred from
the use of general business trade-marks, the identity and business value of
which have been established by years of hard work and honest dealings. It
has already been ruled that general medicinal products can be sold under
labels bearing the legend, "Made by XYZ." It is submitted that the use of
a general business trade-mark on wrappers and packages on articles of mer-
chandise means nothing more, nor nothing less than, "made by XYZ." General
business trade-marks are merely the guaranty of business reputation and assert
nto proprietary claim except the right of a business concern to its own name
and reputation.

NATIONAL TRADE-MARKS UNDER SECTION 600 H.

Following the example set by Franch manufacturers and producers in adopt-
ing a collective trade-mark, " Unis-France," there are already before the Con-
gress two bills, "the Sims national trade-mark bill" and " the Pomerene na-
tional trade-mark bill," both looking toward the establishment of a national
trade-mark. If the words, " or trade-mar'k " remain In section 600 1 as revised,
does the use of the national trade-murk subject tb taxation all goods uttered,
vended or exposed for sale under it?

If the Commissioner of Internal Revenut is right in his ruling that the words

"or trade-mark" include every kind of trade-mark, how can we reach any
other result?

The absurdity of such a situation merely serves to emphasize the Intent of
the Congress to tax only proprietary medicinal articles or preparations uttered,
vended, or exposed for sale under a specific trade-mark asserting some proprie-

tary right in the articles to which it is attached and further emphasizes the

necessity for having the manifest intent of the Congress expressed in clear and

explicit terms.

THE WORDS, " OR As aFRMEDIES OR SPECIFICS," ETC.

The words, "or as remedies or specifics," etc., are a survival from earlier

revenue laws and as such are entirely obsolete in view of more recent.legisla-

tion. Prior to the enactment of the pure food and drugs act, so-called, remedies,

cures, and specifies abounded. The kidney remedies, consumption cure. and

specifics for rheumatism with which we were familiar years ago are now a

thing of the past, such designations being now unlawful.
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If the Congress had intended to tax all remedies, using the word in its
broad sense, it would have used apt language and would not have complicated
the statute by such careful classification of proprietary medicinal articles or
preparations. It is submitted that the Congress means to tax remedies, cures,
and specifics of a proprietary nature, so far as the same may be saleable, if
at all, under existing legislation and did not mean to tax all remedies.

The word "remedy" Is a very broad word and is defined in Webster's Inter-
national Dictionary as follows:

First. That which relieves or cures a disease; any medicine or application
which puts an end to disease and restores health.

Second. That which corrects or counteracts an evil of any kind; a corrective;
a counteractive preparation: cure.

The word " remedy" therefore includes every conceivable article, intended
or designed to cure or alleviate disease of any kind, if we use the word in its
bromd sense. Such a use of the word can not be reconciled with the intent of
the Congress as evidenced by the rest of the language of section 600 I. Unless
the Congress meant to tax medicines of all kinds, the words, " remedies or
specifics" must be interpreted as referring only to remedies or specifics in
which some proprietary right is claimed. The general language and tenor of
section 600 It completely negatives, however, the idea that the Congress ever
meant to tax general medicinal products including such everyday household
remedies as sulphate of quinine, cascara, salicylate of soda, and a multitude of
equally well-known medicinal agents. The words describe no new class and add
nothing to any class previously described unless they refer to general medicinal
products. If the words, " remedies or specifics" as used in section 600 i are
means to apply only to proprietary medicinal articles or preparations, they are
not longer necessary in the statute and are superfluous. If they include general
medicnal products, as the Commissioner of Internal Revenue has ruled, they
subvert the meaning of the rest of section 600 h1, fail to express the will of the
Congress and ought not to be retained. In either case they should be eliminated
from the present revision of the war-revenue law.

THERAPEUTIC INDICATIONS.

The therapeutic iilications ordinarily printed on medicinal labels are not
mysterious nor occult nor do they assert any claim of proprietorship. They are
merely the result of experience and serve to guide the mind and hand of the
medical practitioner, of the nurse, and even of the patient himself in the treat-
ment of disease. It Is a strain upon the reasoning powers to comprehend how
any claim of proprietorship can be gathered from a label. on which a medicinal
formula is printed and which bears the legend "Fever (for children)." Yet,
such a label has been held by the Commissioner of Internal Revenue to be
within the scope of the language of section 600 h.

The following labels would all seem to be within the ruling of the Comnmi-
sioner of Internal Revenue as to therapeutic indications.

Conjunntiviti.-R acid boracic C. P.. 2 grs. Zinc sulpho carbolate, j gr.
Cholera infantuvn-Zinc sulphocarbolate, 1-20 gr.; salol. 1-10 gr.: bismuth,

subnitrate, 1-2 gr.; calomel, 1-60 gr.; pepsin, pure, 1-4 gr.
Cold laxative. Revised.-Each tablet contains acetanilid. 2 grs.; hyoscyamus,

1-4 gr.; Ipecac, 1-10 gr.; atropine sulphate, 1-600 gr.; strychnine sulphate, 1-150
gr.; podophyllin, 1-10 gr.; cinchonidia sulphate, 1 gr.
Xen ralgfo headachc.-Acetanilid. gr. morphinee sulph., 1-50 gr.; sodium

broTr., 5 grs. ; caffeine alkaloid. 1-4 gr. ; hyoscyamus, 1-2 gr.
Tonic.-(For children.) (Calium phos., 1-10 gr. iron phosphate, 1-10 gr.

One to two before weals, or four to six times daily.
Rhcnineatic.-Resln guaiac, 3 grs.; fllud ext. poke root, 1 gr.; potass iodide,

2 grs. ; colchiclne. 1-100 gr.; digitalin, 1-100 gr.
Coryza eompomnd, No. 4.-Dr. Kenyon. Revised. Each tablet contains: Cam-

phor, 1-2 gr.; h',oscyanius, 1-30 gr.; quinine sulph., 1-2 gr.; atropine sulphate.
1-2000 gr.

Glip preferred.-Each tablet contains acetanillid 1-2 gr.; cinchonidia sulphate
11-2 gre.; strontium sallcylate 1-2 gr. ; tr. aconite 1900. 13-4 win.; capsicum,
1-60 gr.; ext. cascara 1 gr. Dose: 1 tablet every three hours. 2 at bedtime.

Elixir-Strontiuni Bromide Conip.-Revlsed. Constituents: Each fluid ounce
contains alcohol about 5 per cent and 60 grs. of the combined bromides of
Potassium, sodium, a1m1onhin1, strontium, calcium, and lithium. Indications:
Migraine, epilepsy, uterine congestion, acute mania, alcoholism, etc.
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Dose: One to two teaspoonfuls in water 3 times a day.
Fever.-(For children.) Tinet. aconite. 1-10 m.; tinct. belladonna, 1-20 In.;

tinct. bryonia, 1-20 in.; chocolate, q. . (Strength U. S.. 11. 1890.)
Flhid Extract of Cascara Sagrada.-(Fluidextractum cascarae sagradae U. S.

P. L. X). Contains alcohol 23 per cent. Made from thb dried bark of the trunk
and branches of Rhuimaus purshlana, properly seasoned. Average dose-metric,
1 mil: apothecaries, 15 minims. Properties--An excellent laxative. Partic-
ularly indicated in habitual constipation.

EFFECT OF THE TWO OBJECTIONABLE PHRASES.

The 2 per cent tax substantially on gross sales of general medicinal products.
exclusive of proprietaries, under the existing statute is oppressive to the manu-
facturers. A 10 per cent tax oil such products can not be absorbed; and, If the
tax is to be paid. the manufacturer must add the tax to his price list. This
would transfer the burden either to the practicing physician or to the sick, on
neither of whom such a tax should be allowed to fall. It is incredible that the
Congress ever meant or means now to Impose any additional and undue burden
of taxation upon those suffering from illness and infirmity or upon the physi-
cians who attempt to alleviate such suffering. Such a 10 per cent tax on gross
sales, moreover, ought not to be passed on to the ultimate consumer. The
doctors who dispense the ordinary remedies in the sick room ordinarily include
the medicine in their regular fees and make no extra charge for it. They
certainly ought not to be subjected to the tax and must protect themselves
by additional charges.

A TAX ON GENERAL MEDICINAL PRODUCTS DF'EATS ITSELF.

Under the present statute, as interpreted by the rulings of the Commissioner
of Internal Revenue, general medicinal products are subjected to the tax, if
uttered under a general business trade-mark or under a label bearing any
therapeutic indications. In order, therefore, to take general medicinal products
out from under the operation of section 600 h, a pharmaceutical manufacturer
must abandon the use of his trade name or symbol used as a general business
trade-mark and nunt cease to publish any therapeutic inications on his labels.
The alternative thus presented to the pharmaceutical manufacturer is not only
unjust to them but is full of peril for the public. General business trade-marks
-really trade names-are important to the commercial world and should in
every way be encouraged. Therapeutic Indications are essential for the public
';Ifety and the convenience of doctors and nurses. Proper marks upon con-
tainers of medicinal agents are a necessary protection against error and mis-
u'e. The ordinary dictates of prudence and propriety call for such marks on
a medicinal product al will identify in the shortest possible time the origin
of the product, the name of the manufacturer and the therapeutic use of the
product indicated by professional and scientific experience. The loss of either
of these safeguards would be a matter of grave public concern and a matter
of peril to the public health.

The Commissioner of Internal Revenue may be right in his rulings. If
he is right the tax defeats itself. General medicinal products ought not to
bear a 10 per cent tax. If the rulings of the Commissioner of Internal Revenue
are correct the only way out of the difficulty under a statute containing the
two objectionable and unnecessary phrases referred to above is to deprive the
medical world. the commercial world and the -general public of the manifest
advantages derived from the use of general business trade-marks or symbols
used as trade names and of the protection assured by setting out therapeutic
indications on medicinal labels.

OBJTCTIONAL PHRASES TO BE STRICKEN OUT.

It is therefore submitted that the words "or trade-mark" and the later
words, " or as remedies or specifics for any disease, diseases, or affection what-
ever affecting'the human or animal body" should be stricken from section 600 h
or from any proposed revision thereof.

SUMMARY.

It is therefore submitted-
First. That the Congress intended to tax under section 600 b. only proprietary

medicinal articles or preparations.
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Second. That the language of section 600 h. taken as a whole, necessarily
negatives any intent of the Congress to tax general medicinal products.

Third. The words, "or trade-mark " are meant to refer only to special trade-
marks asserting some claim of proprietary right.

Fourth. That the words, "or trade-mark " add no new class and extend no
previously mentioned class of proprietary medicinal articles or preparations,
:!nd are unnecessary unless the Congress intends to tax general medicinal
products.

Fifth. That the words, "or as remedies or specifics," etc., are meant to refer
only to special remedies or specifics in. which some claim or proprietary right
is made.

Sixth. That tl)e words, ' or as remedies or specifics, etc." are a survival of
earlier revenue laws and are now obsolete ii view of later legislation.

Seventh. That the words, " or trade-mark" ts interpreted by the Commis-
sioner of Internal Revenue tend to embarrass, diminish, and perhaps to destroy
the |i~e of general busine's trade-marks as trade nanes or symbols.

Eighth. That the words, "or as remedies or specifics " tend toward a discon-
tinuance of the Naluable practice of printing therapeuti, indications on medici-
nal labels.

Ninth. That the use of general business trade-nmrks is of great value to the
commercial world and to the public, and should not be interrupted or disturbed.

Tenth. That the use of therapeutics indications on medicinal labels is a safe-
guard for the public health, and of -reat importance to the medical profession.

Eleventh. That a tax of 10 per (ent on general medicinal products can not be
properly absorbed.

Twelfth. That the two objectionable phrases if applicable only to proprietary
medicinal articles or preparations are unnecessary and should be stricken from
the statute.

Thirteenth. That the two objectionable phrases, if applicable to general
medicinal products, as the Commissioner of Internal Revenue has ruled, fail to
express the will of the Congresq. and should be stricken from the statute.

Fourteenth. That the rulings of the Commissioner (if Internal Revenue,
whether right or wrong, merely serve to emphasize the confusion resulting from
the statute and point out the necessity of having the will of Congress expressed
in such clear language that it can not be misunderstood either by the Commis-
sioner of Internal Revenue or by declarants submitting themselves for taxation.

Respectfully submitted.
AMERICAN ASSOCIATION OF PHARMACEUTICAL CHEMISTS.
NEW ENGLAND DnuG MA:SUFACTI'RERS' ASSOCIATION.
ATHERTON N. HUNT,

84 State Street, Boston, of Counsel.

The CIRMAN. ,, there any other representative to be heard now ?
We will hear one other gentleman on this same point, if he desires
to speak, but only one other. Is there any other?

Senator SirooT. Is there not some one here on the proprietary
medicine subject?

The CHAIRMAN. Yes, there are several on this list that represent
the Association of Retail Druggists. Is Mr. Brokmeyer here?

Mr. MIyicH. I represent the proprietary medicine interests, but
the interest I represent is an entirely different interest from thut rep-
resented by the last speaker. I

The CHAIRMAN. We will then hear Mr. Alfred Lucking. State to
the stenographer what subject you wish to discuss.

STATEMENT OF MR. ALFRED LUCKING, OF DETROIT, MICH.

Mr. LUCKING. The taxation of dividends! 5 to 10 minutes.
The CHAIRMAN. We will give you 10, Mr. Lucking. and ask you to

conform yourself to that time, if you please.
Mr. LtTCKING. I will do it. This statement is more to call your

attention to a couple of concrete illustrations of the injustice, as we
conceive it, of a certain proposed change in the taxation of dividends
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under this proposed act from the existing law on the subject rather
than to make a general argument. In the first place, I will call your
attention to the report of the committee of the House. It will, 1
think, state the whole question in a nutshell. Then I will give you
the concrete examples.

Senator McCr.rtnEnR. To what page of the report do you refer?
Mr. Lt- Klnc.. This is report No. 767, Sixty-fifth Congress, second

session. - Revenue bill of 1918" and "Report." I refer to page 3.
under the head of "Definitions." I will read about 20 lines, com-
mencing at the last paragraph on page 3 [reading]:

The dividend provision makes any distribution made by a corporation out of
its earnings or profits accrued since February 28, 1913, and payable to its
shareholders or members, whether in cash or in other property or in stock of
the corporation. subject to tax in the hands of the shareholder, the same as
under the present law. It also provides that any distribution made in 1918 or
subsequent years shall be deemed to. have been made from earnings or profits
accrued since February 28, 1913. The present law lrovides that dividends dis-
tributed to the stockholder shall be taxable to the individual at the income-tax
rates in effect in the year in which the dividend is received, unless the corpora-
tion distributes more than its earnings for the taxable year, ili which case the
additional amounts so distributed are taxable in the hands of the individual at
the rates in effect during the year In which the corporation earned the same.
Under the proposed bill all distribution of earnings accrued since February 28,
1913, will be taxable in the hands of the stockholder acolding to the rates in
effect during the year in which the dividend is received.

I think the chairman of the Ways and Means committee e in draw-
ing that stated, with substantial accuracy. the present law as inter-
preted by the department, but not it exact terms, which might have
been susceptible of a different interpretation. The exact language of
the act of 1917 is contained on pages 102-103 of the pamphlet Rev-
enue Laws," and with your permission I will take one minute to read
that. [Reading: ]

SEC. 31. (a) That the term "dividends" as used in thi- title shall be held
to mean any distribution 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 1. 1913, and payable to the shareholders, whether in cash
or in stock of the corporation, Joint-stock company, association, or insurance
company, which stock dividend shall be considered income, to the amount of
the earnings or profits so distributed.

(b) Any distribution made to the shareholders or members of a corporation,
joint-stock company. association. or insurance company in the year 1917 or
subsequent tax years shall be deemed to have been made from the most re-
cently aecutilated undivided profits or surplus, and shall constitute a part
of the annual income of the distributee for -the year in which received, and
shall be taxed to the distributee at the rates prescribed by law for the years in
which such profit or surplus were accumulated by the corporation.

Now, I want to give you a concrete example of the injustice of
the proposed change. The Canadian Bridge Co. is a Corporation
under the laws of the Dominion, organized by and its stock owned
entirely by citizens of Detroit, Mich. I do not remember the date
of its organization, but in 1911 it took the contract to build the
Quebec bridge, the longest and largest bridge in the world, and
they have been building it ever since. You will all remember that
the middle span fell. That disaster cost them $800,000. Practically
their entire capital has been invested in that enterprise for the last
seven and a half years. It will be eight years by the time the profit,
and the only profit, will ever come to them. They are nearing the
end now, the bridge will soon be accepted, and all of their net earn-
ings will come to them early in 1919.
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Those profits they would like to distribute if they can. It is a
Canadian corporation; it is not a United States corporation, but it is
owned by our own citizens, and if permitted to distribute they will
distribute largely these profits which come, and which are earned, all
in a lump. On account of the investment being so hazardous during
the whole period they never have been able to distribute any profits
up to this time, and now to have the earnings of eight years taxed
at the extraordinarily high rate of the new bill it would seem would
be a very great injustice to the proprietors who have worked all these
years at so great a risk.

Senator SMrrf. You say the earnings of eight years would be
taxed as the earnings of one year?

Mr. LUCKING. Yes; and at the rates in effect this year, which are
higher than the rates in effect a year ago or the year before, and
perhaps higher than they will be in one or two years more. It just
happens to come at this juncture, when it would take from most of
the principal shareholders one-half of their earnings for eight years.

The CHAIRMAN. I understood you to say, too, that you have not in
any of these previous years received any profits?

Mr. LUCKING. None from the Quebec bridge operation. They have
also done some miscellaneous bridge work, and have earned about
3 per cent during that time-received about 3 per cent-upon the
value of their stock. That is my information.

The CHAIRMAN. You will get all your earnings in the final pay-
ment?

Mr. LuCKING. Yes; all the profits.
The CHAIRMAN. You have not had these earnings in previous years

to be distributed?
Mr. LUCKING. No, sir. We could not have distributed them, be-

cause we did not have them.
Senator SuOOT. The same thing applies to railroad and other con-

tractors.
Senator MCCuMBER. It applies to any business that has dividends

after years of work and preparation. How would you remedy it?
Mr. LucKING. The existing law is a pretty fair law, and is, I

think, practical. It caused some little trouble, I know, in some
other cases that I had, in the administration, but a just and satis-
factory administration was reached. You tax all that the corpora-
tion has earned this year-whatever portion of the diivdends is
earned this year-tax it at the rate of this year, what it earned last
year at the rate of last year. and what it earned the year before at
the rate of the year before. It all comes in in a lump to the Gov-
erinent,' and it is fair and just. This particular case of the bridge
company was not brought to the attention of the committee of the
House.

Senator JONEs. As a matter of bookkeeping, did your company
estimate any profit during these previous years upon that contract
in proportion to the amount of work performed, or any other basis?

Mr. LucKriG. I am not able to answer you, but I will be glad to
file an answer. No member of my company is here, and I do not
know personally. I will have to inquire. I will have that question
written out for me and an answer will be filed.

Senator SMOT. I suppose the estimate was made by those who
paid for the bridge, and that was based upon the estimated amount
of work on the bridge?
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Mr. LucKING. Yes; and all of their capital was at hazard that
they would complete this undertaking.

Senator SMOOT. Yes; of course.
Mr. LUCKING. And they lost $800,000 on the falling of that span.
Senator JONES. Senator Smoot suggests that this involves a prin-

ciple that is applicable to many transactions.
lr. LACKING. Yes.
Senator Jo.NEs. You take a town-site corporation, for instance: It

buys land and begins selling land at a profit, but the transaction will
not be closed for several years. Now, under the present ruling of the
Treasury Department, when a lot is sold the proportionate profit is
estimated and is considered as income, as the work progresses.

Mr. LACKING. Yes.
Senator JoNEs. And the query which rose in my mind was whether

your company should not have estimated from year to year the
amount of profit and paid tax on it.

Mr. LUCKING. It has distributed no dividends. You see, that is a
Canadian corporation. Anyway, in this particular instance, it dis-
tributed no dividends out of the Quebec Bridge earnings, and could
not do so; and therefore the gentlemen whom I represent received
nothing in the way of dividends or distribution, so that they could
not pay any income tax upon it.

Senator JONES. Ought not the Government in such cases as that to
at least get the normal tax as the work progressed?

Mr. LACKING. Yes.
Senator THOMAS. That is what you want now-for the Govern-

ment to go back and collect that?
Mr. LuCKING. Certainly, Senator.
Senator THOMAS. There might be no profit at all.
Mr. LUCKING. If the bridge had had a second fall, there probably

would not have been any profit at all, and all their capital was at
hazard.

Senator JONES. It amounts to this, that you have been keeping in
a reserve fund, free from all taxation, what you have estimated to
meet a contingent liability in the event the bridge should fall or some-
thing else might happen, so that you have chosen to allow your
profits to accumulate as a reserve fund and insurance fund, we will
say, until the completion of the transaction. Now, that is not per-
mitted in a great many law, in business, and the question arose in
my mind whether it should have been permitted in your case or not:
whether you are not delinquent now for at least a normal income tax.

Mr. LU-CKING. I think not. Senator. because even if this had been
a domestic corporation, there would not have been any income tax
upon the individual until the corporation declared a dividend, and
we had an opportunity to receive something and pay on it.

Senator JONES. But the corporation itself is liable for a tax.
Mr. LucKING. Yes; of course, the corporation itself pays.
Senator JONES. But in this case-
Mr. LUCKING. Not in this case, because it is a foreign corporation,

and it did this work in Canada in that case.
Now, I have one other concrete example. I have exceeded my 10

minutes, and will quickly finish, but I think the time has been ex-
ceeded partially on account of the questions. Just one other exan-
ple. There is a smaller corporation in Detroit known as Nelson,
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Baker & Co., a pharmaceutical house, which is not as large as Parke,
Davis & Co., but is doing the same line of business. For a number
of years they have been each year laying aside a small sum to sur-
plus, and, having a capital of $400,000, they accumulated something
over $100,000 surplus in a period running over-I do not remember
how many years--from five to eight or nine years, laying aside a
small amount each year, and they had over $100,000 at the beginning
of this year, and on about the 1st of March they declared a stock
dividend of 25 per cent, which is $100,000.

Senator SMooT. The first of this year?
Mr. LucKING. Yes, the first of this year, out of earnings of last

year and the years before. That company was paying its taxes
regularly, right along, of course, and its stockholders were paying
their taxes upon their dividends of 6 per cent which have been
drawn regularly for quite a number of years.

Under the proposed bill that will be taxed; that stock dividend,
which is of course a mere matter of bookkeeping or at least a paper
evidence of the interest of the several stockholders, will be taxed at
the rate, for this year, not because they received money but because
they received a piece of paper showing that they have 25 per cent
more stock.

It seems to us that that is unjust, not only to tax it this year at
the rate of this year when the surplus was earned the year before
and the year before that and the year before that, in small amounts,
but it is unjust entirely because it is not money received; and if this
proposed law had been in existence of course in the exercise of wise
administration they would not have declared a stock dividend at all.

Senator THOMAS. Then do you think that if earnings are distrib-
uted in anything but money they ought not to be taxed?

Mr. LUCKING. I would not want to take quite so broad a position
as that, but in this particular case to which I am calling your at-
tention, it seems to me it is not just. Now, they face the position
under the existing law that they would have to pay the tax upon it
according to the rates when it was earned, in 1917 and 1916 and 1915,
and they are perfectly willing to do it; but it seems unjust to tax it,
ex post facto, now, by a new law making it a very much higher rate
than when they committed the act.

I will file a statement of facts about the subject inquired about.
Senator JoNFS. Yes.
(The following statement was subsequently submitted by Mr.

Lucking and is here printed in full, as follows:)
The bridge company having the contract for the bridge (The C.inadian Bridge

Co. is a subsidiary livin- :i one-half interest in the entire contract and a one-
half liability) made a return each year to the Canadian Government of its
business, under the business profit tax act, giving its estimated profit for the
preceding year, upon the assumption that the lut:i profit was earned at a
uniform rate per year during the continuance of the contract. The company
paid its tax each year to the Government of Canada, based on these estimated
figures, with the understanding that an adjustment would be made wvhen the
contract was completed and the final figures could be obtained by which the
company would make up to the Government any underpayments of previous
years or receive a credit for any overpayments. The estimated figures were
made by the company and audited and approved by representatives of the
Government. it was understood between the company and the Government
that the final total profit should be figured as having been earned at a uniform
rate per year during the continuance of the contract and the tax for each
year be figured at the rate applying for the year.
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The CHAIRMAN. The committee will next hear from fr. Minich.
Mr. Minich, how much time do you want?

STATEMENT OF MR. VERNE E. MINICH.

Mr. MINICH. I requested a half an hour when the appointment
was made for me.

The CHAIRMAN. What branch of the bill are you going to take up?
Mr. MINICH. I am going to discuss the matter of allowances, with

special reference to patented articles, where the thing which is tax-
able here is largely the fruit of the efforts of previous years.

The CHAIRMAN. Do you think that will take a half an hour?
Mr. MiNICH. I thought perhaps it would, to present it properly.
The CHAIRMAN. Is there any other gentleman here who wishes to

be heard on this?
Mr. MINICH. No, sir.
The CHAIRMAN. What is the wish of the committee about that?

Will you allow half an hour?
Senator TOWNSEND. Let him go on-let us see how interesting

he is. I
Senator JONES of New Mexico. The question he raises is one

which others doubtless will want to discuss.
The CHAIRMAN. We have ten men on the list to-day. If you can

finish in twenty minutes you will confer a favor upon the com-
mittee.

Senator DILLINGHAM. Have you a brief?
Mr. MINICH. I have prepared this paper. I will certainly make an

effort to finish in the shortest possible time.
The CHAIRMAN. We will be obliged to you. because we do not want

to hear any arguments; we simply want to hear a statement of a
man's position and hear his reasons.

Mr. MINICH. Mr. Chairman, I could not make a speech if my life
depended upon it. I have prepared here a clause for relief which
I would like to place in the hands of the members of the committee.
if I may, before I start.

Senator ROBINSON. You want it to go in the record of course?
Mr. MINICH. I do.
In House Bill No. 12863, entitled "A Bill to Provide Revenue and

For Other Purposes," insert on page 40 between lines 14 and 15 the
following additional matter, to wit [reading:]

(14) In the case of business done under an unexpired patent or patents
where the taxable income largely represents the fruits of activities antedating
the taxable year an, allowance equal to the difference between the net income
from the business done under such unexpired patent or patents for the taxable
year and the total net income from the business done under such unexpired
patent or patents since issued. Including the taxable year, divided by the num-
ber of years since such patent or patents were issued.

Mr. McCUMBER. This is a proposed amendment, is it?
Mr. MINICH. It is a proposed amendment for insertion on page 36.

under the head "Deductions allowed," lines 2 and 3, section 234, of
the language I have suggested.

I will use this as an example tb illustrate the operation of the law
as proposed in this House bill 12863 as printed-the effect it would
have in my own particular case. We have a machine which is used
for the preparation-that is, our chief device-of moulding sand in
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foundries. In making preparations for moulding in foundries mold-
ing sand is used, and it necessary to moisten and mix that sand,
which has always in the past been done with shovels, very laborious
work, and at night the labor is performed and the plans prepared
for making the castings the following day.

This machine performs the labor much more effectively, and it
,aves a vast amount of labor; but when the machine was invented
and placed on the market it was a new art. Foundrymen are now
very.much more progressive than they were 10 years ago, and they
are looking for labor-saving devices, but at that time they were not,
and the way that had been good enough for their father and their
grandfather was good enough for them. As the result, the intro-
duction of a machine of this kind wits a very difficult matter, and the
field was rather limited in that the machine could be applied only
to foundries making a specialty of doing a certain class of work
where the foundry layout and the size of the foundry would make
its introduction applicable.

Reviewing the entire situation we decided that the only practical
way of getting the machine on the market profitably and getting a
return for our investment and the effort we realized it would be
necessary to make to introduce the machine would be to place it on
a royalty basis, and it was largely placed on that basis. I personally
-tarted the business early in 1908. Then. June 1, 1910, my personal
capital being exhausted, I organize a close corporation of $175,000.
distributed $75,000 in preferred stock and $100,000 in common stock.
This represented the money which the company, as then organized.
paid for the patents.

The device was owned by a small concern which was nearing
bankruptcy when I personally took hold of it and marketed the
device for a couple of years until my capital became exhausted, and
showed what there was in the device to the people that owned it then,
to the extent that it was necessary, in order to procure control of
it-I was then operating under a contract with the owners, during
the fist two years-for us to pay them $175,000. and also to assume
about $9.000 *worth of their indebtedness to acquire this. Now, we
operated up until about 1916, under this patent-or, there were
-everal patents-and for the period I had spent. 1908 to 1910, and
the balance of the tine that the corporation had spent. the net profit
we realized was $4,778.54 for all those years of time.' We had had
our machine manufactured under contract outside, not having suffi-
cient capital to start a plant of our own, but in 1915 we did finally
start a plant of our own. We were getting our machine pretty well
perfected then and we were begimi to get a good many royalty
contracts that were on an earning basis, and the tide commenced to
turn.

I want to make the point that while we are making a return from
our years of effort that would repay us for the nearly ten years that
we spent--at least eight years, it was--in getting the thing on its
feet, we did not. get anything for the eight years, and the returns
we are now getting very largely are the result of efforts we made
before war was declared, the result of contracts that we had actually
closed, and are, in fact deferred profits that we are now securing.

A Feat majority of the contracts that we had closed before war
was declared on a royalty basis are to-day in operation, and as it
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happens the machines are being used by foundries that are making
anywhere from 30 to 100 per cent of their product for the Army
and Navy in the prosecution of this war.

I do want to make it clear, however, that ours is not a war
product and that our growth has only been in proportion, as I can
support by figures, to the growth that we enjoyed before war was
declared; but it does so happen that the tool is now proving of
tremendous value to the foundrymen who are turning out the basic
materials out of which machine tools and ships and farm imple-
ments, and all the other important requisites of war, are being made.
and those tools are rendering a valuable service.

The CHAIRMAN. Is your objection to the income tax on the earn-
gs of the corporation?

_Mr. aH. Not at all. We have no objection at all to the income
tax.

The CHAIRMAN-. To what tax are you objecting?
Mr. MINIcH. We are objecting to the excess profits tax, or to the

so-called war tax, whichever, or both of which, may be enacted in
this law. We are objecting to that only to the extent that we con-
ceive it takes inequitably as against years of effort that we spent in
establishing in the market and improving a valuable device, which
effort was spent under the belief that we had protection from the
United States Government in the form of a patent. Patents are
granted, as we understand it, by this Government to protect the in-
ventor and the manufacturer of some article for a period of time
that will enable such manufacturer to obtain a return for the risk
and years of effort that he has taken and made in establishing a
market for the device, and unless some form of protection was
granted to such inventions it is perfectly obvious that large sums of
capital and years of time would not be invested in inventing, per-
fecting, developing, and creating a market for such devices; and
our progress would be very much slower unless some form of pro-
tection was granted, by patent or otherwise.

Senator JONES of Arizona. Is your case any different in principle
from that of the mining prospector who discovers a prospect, or
something which he thinks is liable to develop into a mine, and who
spends several years in prospecting that, and finally runs a tunnel
ahd strikes a paying body of ore that is very rich; is your case any
different in principle from that?

Mr. MiNICH. Yes; I should say it is decidedly different. This
law. as I understand it, makes some provision for depletion of that
mine, and he is going to -enjoy the income of that mine as long a-
there is ore there. We are going to enjoy protection under our patenI
until 1923, during which time this law will probably be operative.
during which period of time we will have paid the bulk of our returns
under the patent out in the form of taxes, and at the end of which
time every foundry manufacturer who has another line of machiner-y
on the market and established, conceiving that we have made a tre-
mendous venture out of this, or at least recognizing that it is a very
valuable piece of equipment, prepares to manufacture and bring it
out and put it on the market as soon as our patents have expired, and
he can market it at a very low profit comparatively and deprive us in
that way of an opportunity to get any returns for years of effort that
we have made in establishing this market.
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Senator JoNEs of Arizona. Then you simply want the exemption
to take into consideration the life of the patent as a depletion charge?

Mr. MiNiew. Yes; I think, if I understand your question correctly,
Senator. The substance of this amendment which we have proposed
is as follows. It being very brief, perhaps I may be permitted to read
it. It is as follows [reading:]

In the case of business done under an expired patent or patents where the
taxable income largely represents the fruits of activities antedating the tax-
able year an allowance equal to the difference between the net income from the
tuisiness done under such unexpired patent or patents for the taxable year and
the total net income from the business done under such unexpired patent or
patents since issued, including the taxable year, divided by the number of years
since such patent or patents were issued.

In other words, we are simply seeking the opportunity to pay what-
ever tax may be levied upon the average returns that we enjoy from
t his patent.

Senator JONES of Arizona. How different is that from the case of
the prospector to which I referred a while ago, who puts in ten years
discovering a body of ore, and when he discovers it, he discovers
enough to warrant operation for ten years longer; but under your
plan, you would have the profit distributed over a period of twenty
years.

Mr. MINICH. Seventeen years, Senator; pardon me.
Senator JONFS of Arizona. Well, seventeen years in the case of the

patent, and twenty years in the case of the mine, which I mentioned.
Is not that just the same thing?

Mr. MINICH. As I understand it, he is permitted to deduct for the
depletion of his mine, assuming it is going to be exhausted in ten
years, each year, 10 per cent; so that each year he pays on the average
income he gets from his mine.

Senator SMOOT. But in the case of the mine, you have not anything
left at the end of the time, while in your case you have the right of
manufacturing that machine as long as you want to.

Mr. MINICH. Quite so; but all of our royalty income, all of the
income upon the basis upon which we have done business, is extin-
guished. We must discontinue; when our patent expires, we can no
longer secure a royalty on this machine.

Senator SmooT. Take any class of business; many of them run for
Years without any profit at all, but in your case you are protected by
your patent for seventeen years.

Mr. Mix ICH. Precisely, and we worked on it for eight years.
Senator SMOOT. What is the difference between you working eight

years and a merchant working eight years to get his business on a
paying basis?

Mr. MINICH. I should have explained that four years of our patent
had expired when we acquired the right to it, leaving us only thir-
teen years.

Senator SMOOT. Yes.
Mr. MINICH, The difference is this, that the merchant is building

up his business upon an ordinary competitive basis, but it is built up
in competition all the time. All of the profits lie obtains under that
he is in position to enjoy equally at the end of the period. We are
110t.
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Senator ROBINSON. You enjoy all the benefits during the period.
You have in effect a monopoly (luring the life of the patent.

Mr. MINIcH. Precisely so.
Senator ROBINSON. And at the end of the patent period you go

upon the basis that the merchant is now occupying.
Senator SMOOT. Yes: and that you do not want to do.
Mr. MINICI. What I am pointing out is this, that presumably the

United States Government is giving us some form of protection in
the form of a patent, which protection by the operation of this law
we are deprived of.

Senator ROBINSON. But in granting your patent it (lid not giveyou
an immunity from taxation. That is the fundamental error, if I
may say so, in your position.

Senator GEmY. What you would really like to have to-day is to
have your patent lengthened.?

Senator JONES of Arizona. You want the period of your patent
to begin when you begin making a profit out of the business.

Mr. MINICH. No. I am not seeking any of those things. I am
simply seeking the privilege of paying a tax based upon the patent,
based upon the average return that we realize from this patent.

Senator ROBINSON. But you did not realize those returns during
former years?

Mr. MINxcn. How is that?
Senator RoBiNsoN. You did not realize substantial returns during

the former years?
Mr. MNncic. I have explained these things. You take a standard

article of merchandise and start in to manufacture; that device is
known to the trade; it is a device that the trade is using. You do not
need to go to the great expense of developing that device mechani-
cally, to the great expense of creating a trade for something that is
not known, the value of which is not recognized or known. You go
into the market and place this device upon an ordinary competitive
basis; it is something that is already known and for which a market
is already established. It is simply a question of salesmanship, of
showing him that your device, for something he wants, is going to do
better than his device. You are in a vastly better position; I submit
that no one would go to the trouble of inventing devices-I mewn
something that covers a new art-inventing such devices-

Senator Jo.ES of Arizona. I think you are touching upon a phase
which has caused some of us, at least, a great 'deal of concern, but I
cannot distinguish between your point where a patent is involved.
and other lines of business which meet with the same difficulty.

Mr. MfincH. My proposition is this, that patents, the development
or improvement of devices covering a new art. will be greatly dis-
turbed and there will be very much less in the way of invention dur-
ing the period of the war on devices which relate to a new art, which
it is well recognized in the commercial world requires a vast deal
oftime and expenditure of effort, and so on, before there is any
hope of return, if some protection cannot be obtained; so that the
fruits of the effort put upon that patent can be enjoyed upon a basi-
somewhat equal to the marketing of a standard commercial device
by the commercial manufacturer.

Senator THOMAS. Substantially. then. you think that the profit
which this will would reach as war profits should not lie considered
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as a war-profit because it is based upon previous years of very
earnest effort I

Senator SMOOT. That is it.
Mr. MiNIcn. Partly that, and partly because it so happens that

coincident with the passage of this bill which takes the largest per-
centage 9f our returns, we are just beginning to get returns.

Senator SMOOT. I know a mine in my own State that has been
working now for nearly 20 years. About six months ago, or at the
beginning of this year, they struck a very rich body of ore. They
have made a million dollars out of that body of ore. Perhaps the)
will never make a hundred thousand dollars out of it again as long
as they live. Under this bill they are taxed, and it will take at least
eight hundred thousand dollars out of that million dollars.

Senator THOMAS. That is not war profits, at all.
Senator SMOOT. Mind you, now, if they did what you want done

they would divide that by 20 years, because of the fact that they
hadbeen spending money all of that time and never struck ore suf-
ficient to pay the running expenses of the mine. The only difference
between this mine and your business is this, that they have taken
the ore out and nobody but God Almighty could put it back. It
will never be found again. They paid out their capital. You are
not doing that and you are protected for so many years, and then
you can meet them on the other basis and make the same machine in
competition with anyone else, and you stand a chance there of mak-
ing your profits there just the same as you would if you were in com-
petition with business men in any line of endeavor.

Senator McCuMBER. Both cases are unjust; there is no question
about that.

Senator SMooT. Both cases are unjust.
Senator MCCUMBER. The only question is whether we can avoid it.
Senator TOWNSEND. There is another feature of that case, if I

understood your illustration correctly, that I would like you to con-
sider. You want this profit which you receive this year distributed
over the period of years during which you have been operating.
You also stated a moment ago that there had been additions made to
that patent from time to time.

Mr. MINICH. Yes.
Senator TOWNSEND. You have been making additions?
Mr. MINICH. Yes.
Senator TOWNSEND. Maybe your patent was not worth much of

anything to begin with, but you have got something recent, within
the last year, maybe, that has made your patent profitable. Do you
think you would have any right to ask the Government to go over
those unprofitable years and distribute these earnings now, as of the
period when it was not profitable?

Mr. MINICH. I do not think so, if that was the case. It is not the
case. The patent which we are really relying upon for protection
was issued in June, 1906, and will expire in 1923, and then we will
be without protection after that date.

Senator TOWNSFND. But you said a moment ago that you have
been making additions to it. I take it that something was not right
about it.

Mr. MiNicH. We have been main mechanical changes in our de-
Vice. Our first model, to illustrate the point, was type A, and that
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was made under our patent. Our next model was type B, and there
followed types C. D,E, F and G, and now again we have double A,
all of those models being made and protected under the original
patent only. That was simply mechanical development work, not
patent work.

Senator SMOOT. What will your income be for the year 1918?
Mr. MINICH. As near as I can judge, around $90,000.
Senator SMOOT. With an investment of $175,000?
Mr. MINImH. We have more investment than that now, I should

say. Perhaps the investment will be $200,000.
The CHAIRMAN. When did you commence to make this profit?
Mr. MINicH. We commenced to make a profit in about 1916.
The CHAIR-MAN. That was after the war began?
Mr. MIniCH. Yes sir.
The CHAIRMAN. fou had made no profit up to that time?
Mr. MiNicH. We had made up to that time $4,778.54 net profit.
The CHAIRMAN. That was in 10 years?
Mr. MINICH. No; that was in eight years.
The CHAIRMAN. You said a little while ago that since the war

broke out a great many additional uses have been found for this
machine?

Mr. MInCH. No; what I said was this, pardon me, Mr. Chair-
man-that it happened that the foundries with whom we had placed
these machines before the war under royalty contracts were now turn-
ing out their product especially for the United States Government or
for those industries which are regarded as essential in the winning
of the war.

The CHAIRMAN. Does not that mean that your patent is used in
connection with industries that are connected with the winning of
the war?

Mr. MINICH. It is being used so, largely, now; but let me explain
this point, that those concerns which are now turning out this mate-
rial, we will take for example the Oliver Chilled Plow Works at
South Bend, Ind., an agricultural implement concern, making agri-
cultural implements which are considered very essential in winning
the war, in growing crops.

Then there is the Bath-Avery Co. at Louisville, Ky, a similar con-
cern. Then there are still other concerns like the American Blower
Co., who make blowers and exhaust pans, and so on. They are
making the same material that they were making before the war,
and they were using the same machines before the war, to the same
extent that they are now.

'Senator McCuMBn. The war, because of the fact that it has caused
a shortage of labor, and conditions growing out of the war, compelled
these people to use your machine and thereby your machine became
more valuable and your income larger because of the war?

Mr. MIWICH. I can show that our income has only increased in
proportion in the same ratio as before war was declared. I simply
make the point that the machine is prow of very material value;
the fact being that these people who had the machine in service be-
fore the war are now using it on products which the Government is
now taking. They were using it before the war to the same extent,
and I will say that the income frdm the machines from these same



TO PROVIDE REVENUE FOR WAR PURPOSES.

people was relatively the same as it is now, but it so happens that it
has proved of material value in that these materials which they made
before the war are now being taken by the Government and are be-
ing used by the Government.

Senator SMOOT. In increased quantities?
Mr. MINICH. Yes.
Senator McCuMBER. They are doing a greater business, and there-

fore you are getting a greater income ?
Mr. MINIcH. Possibly they are being used in greater quantities.

Our income, which is based upon quantities, does not indicate an in-
crease of the output. These concerns with whom we have always
done business were the leading concerns, which even under the pre-
war period were running at full capacity, and their capacity has not
been materially increased. They do make the point, that under
present labor conditions they could not maintain the capacity which
they did maintain before the war but for the assistance of the ma-
chine now gives them.

The CHAIRMAN. Have you a brief?
Mr. MINICH. I have only what I have submitted there in the form

of an amendment. I shall be very pleased to submit a brief.
The CHAIRMAN. If you desire to submit a brief you may do that.

1 think the committee understands your point.
Mr. MINICH. Thank you, gentlemen.
(The brief referred to is here printed in full, as follows:)

Szzxbn 16, 1918.
The (HAIIUAAN AN! MEmmEas,

SENATE FINANCE COMMITTEE,
Washingon, 1. 0.

SIms: In support of our proposed amendment to H. R. 12863 for insertion on
page 40, between lines 14 and 15, attached hereto:

I wish to outline, as an illustration of the hardship and inequality of the
operation of existing law and the proposed new law, a brief financial history
of our own business.

This business is founded upon a patented invention for the daily preparation
of sand for making castings in gray iron, malleable, steel, and aluminum. It
was started in 1908 by myself, operating as an individual under exclusive rights
which I obtained from the owners of the patent. After exhausting my capital
I organized a company on June 1, 1910, which was incorporated for $175,000,
all paid in, in cash. This entire sum was paid to the original owners for the
patent and good will.

The work performed by the machine had previously been done by hand. To
overcome prejudice against a new method was slow and costly. The early ma-
chines were crude and imperfect and had to be scrapped and new types de-
signed. Seven types were designed and completely scrapped after being built
tnd.put In service in some numbers and found wanting, before the present type
was adopted, In 1916. In this way practically all of the profit of the previous
years' efforts was spent in the development of the machine to bring it to a
state of practical perfection. Not a dollar of the earned profit, which was put
into the mechanical development of the machine, was added to the capital
account, but was all charged off to expense. No stockholder other than myself
ever drew a dollar of salary, or compensation in any other form, and all of
these years, and up to date, I have drawn a salary equal to only 60 per cent
of what I was receiving when I resigned my previous position to start this
business. The net surplus and undivided profit from May 1, 1908, to June 1,
1916, was only $4,778.54. The machine was marketed on a royalty basis from
the outset. Just as soon as the expense for designing and scrapping machines
was stopped by the perfecting of the machine, the Income from royalties,
which was the result of eight years of cumulative effort, commenced to show a
profit. That the larger net income enjoyed thereafter was not due to the war
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is shown by the following table giving the gross income from royalty collections,
year by year:

1908, June 1-Dec. 81, 7 months ---------------------------- $892.16
1909 ----------------------------------------------- 10, 101.68
1910 ----------------------------------------------------- 21,007.49
1911 ----------------------------------------------------- 82, 178.62
1912 ----------------------------------------------------- 42,211.32
1913 ----------------------------------------------------- 58,113.04
1914 ----------------------------------------------------- 57,083. 18
1915 ----------------------------------------------------- 64. 059. 75
1916 ----------------------------------------------------- 82, 794.91
1917 ---------------------------------------------------- 122,657.32
1918, Jan. 1-Aug. 31, 8 months ------------------------------- 100,485. 26

EXPLANATORY No.-At the middle of 1916 we had unfilled orders on our books which
had been accumulating for almost one year while we were changing from the p an of
obtaining machines under contract to making them ourselves. This accounts for the
slightly disproportionate increase between 1916 and 1917.

From the foregoing figures It will also be evident that a large proportion of
the Income upon which we are being assessed excess-profits taxes and war-
profits taxes is Income from royalty contracts closed before the war. It will
further be evident that if these machines now out on royalty had been sold
and the proceeds added to our capital the lawful deductions would be much
greater and the Income subject to the present tax would be appreciably less.

Our belief is that in the granting of a patent the Government Intends to give
a limited monopoly to encourage Inventions. Our machine was not merely an
improvement upon some device already known and accepted and in demand
by the trade. On the contrary, it constituted a completely new art. It is a
well-known fact that years of costly effort are always necessary before any
device which' represents a new art can be made commercially profitable. If,
as is true in the present instance, a tax scaling up to 60 per cent or a fiat tax
of 80 per cent Is levied upon the income from a patent upon which years of
effort and substantial sums have been unprofitably spent, and which has but
few years remaining before it expires in which to earn a compensating income,
the effect will be to defeat the obvious original purpose of the Government in
granting such protection. This will surely remove all Incentive to men to
risk their time and money in inventing and perfecting valuable mechanical
devices. The case is quite different from that of a standard article of com-
merce, sold In competition, for the reason that for such articles the demand
has already been created, the market exists, and it is only a problem of good
salesmanship to promptly secure a profitable sale for such products. But with
an unknown Invention the demand must be created, which is always a slow and
costly process, regardless of the merit and the value of the device.

Also the case differs from that of mines or oil wells in that, even though as
much time and money may have been unprofitably spent in finding the oil or
uncovering the ore, the owner of the well or mine may use his discretion as to
when he will pump out and sell the oil, or mine and dispose of his ore. But
with a patented article it is now or never, as. with each "passing day, the
expiration date draws nearer.

Therefore, we submit our belief that, in the case of such patents, the excess-
prbfits tax and the war-profits tax should be levied upon the average income
during the life of the patent, as provided In our proposed amendment, and'nqt
upon the Income of the few years only during which it makes a profit.

Yours, very truly, V. E. MINIcH,

Vice President and General Manager.

PROPOSED AMENDMENT.

In House Bill No. 12883, entitled "A bill to provide revenue and for other
purposes,' insert on page 40 between lines 14 and 15 the following additional
matter, to wit:

"(14) In the case of business done under an unexpired patent or patents
where the taxable income largely represents the fruits of activities antedating

the taxable year an lillowance equal to the difference between the net Income
from the business done under such unexpired patent or patents for the taxable
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year and the total net income from the business done under such unexpired
patent or patents since Issued, including the taxable year, divided by the num-
ber of years since such patent or patents were issued."

The CHAIRMAN. The next gentleman on this list is Mr. Frank A.
Blair, vice.president of Foley & Co., Chicago, Ill., manufacturers of
proprietary medicines.

Mr. BLAIR. I have also been asked to represent the National Whole-
sale Druggists' Association, their representative being not able to get
here on account of illness.

The CHAIRMAN. How much time do you want?
Mr. BLAIR. Give me 15 minutes and I will try to take less.
The CHAIRMAN. You may take 15 minutes, but be as brief as you

possibly can.
STATEMENT OF MR. FRANK A. BLAIR, VICE PRESIDENT OF FOLEY

& CO., OF CHICAGO, ILL.
Mr. BLAIR. We simply wish to call to the attention of the commit-

tee two or three what seem to us to be injustices to our industry
under the present tax, which under the pending bill will be accentu-ated because of the increased rate. If they are unjust on the pres-
ent basis, as the basis is increased and there are changes, the injustice
becomes greater.

The first thing is the definition of "invested capital." Proprietors
or manufacturers of proprietary medicines have their greatest invest-ment-in fact it amounts to 85 per cent of their investment-in goodwill, formula, trade-mark, brand, and secret process, none of whichis recognized under the present definition of "capital.' This is allfamiliar to the committee, and I do not intend to elaborate on it, butfile a short brief and simply to call attention to the fact that under
the new bill we have not been given any relief.

In administration the Treasury Department appointed an advis-ory committee before whom we appeared, and that advisory commit-tee did give us at this time a temporary relief--that is, they have,
to use their own language,.gone as far as they could under thie limi-tations of the act in recognizing our claim. We are not claiming anyvalue for nonearned increment. We are claiming just for moneythat we have actually invested in the business. It is actual invest-
ment, running over a period of years; and it is unfair as betweenmanufacturers in our own business. One manufacturer, for instance,having bought his business outright and having Paid for it a definitesum of money, the sum of money which he has paid is usually equiva-lent to, or somewhere near equivalent to, the amount of money which
the man has paid into the business to build it up. A man who sellsit does not make anything. He simply cashes in on his expense up
to that time.

Senator JoNEs of New Mexico. Do they not often make a profit?
Mr. BLAiU. Do they not often make a profit?
Senator JONES of New Mexico. Yes.
Mr. BLAIR. I think not. I think often businesses are sold for lessthan what was put into them, cashing in a large amount on directsale, but not getting back all that was put in it. These direct sales

have usually been made on the basis of five or six years' earnings. A
few organizations in the country have been buying businesses whichwere going businesses, established, going, prosperous companies.
They will buy them on this basis; they will put their bookkeepers
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and auditors in your plant and they will pay based on the earnings
of from five to six years.

Senator JONEs of New Mexico. You take a concern that has built
up a very valuable trade-mark; it is not willing, ordinarily, if it has
been very successful, to sell it simply for the amount of money that
has been spent on advertising 'and making the trade-mark vai-able,
is it?

Mr. BLAIR. The records would indicate that it has been sold for
frequently, one-third of the amount of money spent in advertising
It is the tradition of the trade that probably two-thirds of the
amount is sales expense, and one-third might be justly charged to
constructive expense. It has not been our custom, however, to do
that, but we have charged all the advertising to sales expense, and
we have that judgment, that one-third is chargeable to constructive
expense.

Senator JONES of New Mexico. It is not profitable to build up a
trade-mark, then, is it?

Mr. BLAn. We have been taking profits out of it at the same time,
of course.

Senator JoNEs of New Mexico. But yet you say that when you go
to sell it you will sell it for about one-third of what it cost?

Mr. BLAR. No, I said one-third of the advertising expense, Senator.
Senator JONES of New Mexico. Is not that about the same thing?
Mr. BLAIR. No, I said two-thirds are justly chargeable to'sales

expenses. Some of us use no salesmen. Others use salesmen. Where
we use no salesmen, the advertising expense is our only expense.

Senator JoNEs of New Mexico. You would not consider that as
part of the cost, then ?

Mr. BLAIm. No; I say approximately one-third of this money which
we have spent for advertising has given a real value to our property.
The trade-mark is property which has a real value. It passes as a
part of an estate. It is admissible in a general assignment for the
benefit of creditors, and is in every way recognized by the law as
property, except in this definition of invested capital, where it says
not. Now, we simply ask that in the rewriting of the revenue bill
taxes shall be imposed on an equal basis; that we shall be given the
same opportunity as the manufacturers in other lines of business and
as competitors between ourselves. I have elaborated somewhat on
that in a short brief which I shall file.

The CHAIRMAN. How are you going to ascertain the value of a
trade-mark unless it has been sold

Mr. BLan.. Under the act of September 8, 1906, if I remember
right, a tax is imposed on the capital stock--a Federal capital stock
tax. The Treasury Department has collected that. The present bill
doubles that tax. It is small. They have collected that and they
have ascertained the actual value, based on the earnings, and they
have taken into account, they have recognized there, the good will of
the trade-mark, the brand, and the secret process, and they have there
the machinery for doing so. If our business is overcapitalizd-
, The CHADMIAN. YOU are speaking about the tax on the capital

stock, now?
Mr. BLAIR. Yes.
The CHARMAN. We allowed there the value on the market of the

capital stock.
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Mr. BLAIR. Yes; and it is based on that, and the Treasury Depart-
ment has there the machinery for th at purpose.

Now, I have another suggestion. My suggestion would be under
section 210 of the old bill, or 827 of the new bill, where the Treasury
or the commissioner have the light to compare like or similar busi-
nesses. And do not forget that under the bill he is prohibited
from considering trade-marks as having a value. He is not allowed
to do it, although he is allowed to consider legal inequalities. He is
prohibited from considering them, and they have said, "Your relief
is in Congress. We have gone as far as we can.."

The CHAIRMAN. Your point is that in capitalizing you they should
place some fixed value upon a trade-mark ?

Mr. BLIR. Yes.
The CHAruxAN. Now, the question I asked you was, how will you

compute that value? What standard will they fix it byl How do
they know what the value of the capital stock is, measured by the
trade-mark; and if there is no capital stock to measure it, on what
basis would they estimate its value? Of course, if the trade-mark
has been sold, then under the bill it can be considered, because it rep-
resents an actual outlay; but where the trade-mark has not been sold,
would not any estimate that they might make be a mere guess?

Mr. BLAIR. My suggestion, outside of the machinery which the
Treasury Department has for that purpose, would be under section
210'or under section 327 comparison with like or similar businesses.
If A has a business which has been sold for which he is paid
$1,000,000, A's business may have brought $200,000 last year; it may
be 20 per cent. B, we will say, has a business that has been con-
ducted over a similar number of years, and he made $200,000, but he
has an investment of only $25,000 or $30,000. That is all he has
invested. It is patent that that does not represent all the money that
has been put into it, and yet, by comparison of like or similar busi-
nesses, the Commissioner might well arrive at a fair valuation of
these businesses.

The CHaRMAN. Your contention, then, is that if the taxpayer
owns a trade-mark which he thinks constitutes a valuable part of his
assets, that fact ought to entitle him to the benefit of the like business
clause of the bill?

Mr. BLAre. I do. Do not overlook the fact that it is not the trade-
mark alone; that the trade-mark without the good will is not worth
anything. No matter how valuable a suggestion the trade-mark may
be, if it is only worth $50 or $2002 it is just a suggestion, and you
have got to put the money behind it and advertise it and create the
good will before it is worth anything. It is trade-mark and good
will.

I think I will not say anything more on the score of proprietary
manufactures. I think you are all familiar with that.

But we have a second and still a third place in which we are heavily
taxed. Alcohol is used in medicines. It is practically impossible to
secure the strength of the drug without alcohol. It is also used as a
preservative, and it is used for triturating and in granulating. We
must use alcohol. Formerly there was a tax of 90 cents a proof
gallon. It became $1.10. Under the present bill it is $2.20 a proof
gallon. It is proposed to make it $4.40; $4.40 a proof gallon becomes
$8.20 a wine gallon on alcohol such as the medicine manufacturers
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use) $8.20 a wine gallon is a higher tax than it is proposed to put on
whisky. It is proposed to be taxed $8 a gallon, and it is less than
proof-proof or less.

Now, I took a survey of some of our industries to find out what
percentage that would amount to of their gross business. I found
in the case of one of the old liniments, which you will find in most of
the stables of the country as well as in most of the homes, because it
is used for beast as well as for man, they told me that if they had
paid the tax on their alcohol consumption of 1917, it would have
amounted to 51.7 per cent of their gross sales. Other manufacturers
reported from 10 per cent to 35 per cent of their entire sales. The
larger percentages were in the cases of manufacturers who had lini-
ments in their lines, and the smallest. 10 per cent, was in the case
of a manufacturer who markets nothing in liquid form, but only
pills and tablets, and who used it only for granulation and extrac-
tion; so that there is a tax imposed there which ranges from 10
up to 52 per cent.

The CHAIRMAN. Would this apply to proprietary medicines -only
or to all medicines?

Mr. B-Ai. It applies to all medicines.
The ClAntN. This 51.7 per cent you speak of?
Mr. BLAIR. That applied to liniments.
The CHAIRM[AN. Liniments have a large percentage. of alcohol.
Mr. BLAIR. A very large percentage.
The CHAIRMAN. The fact is that the proprietary medicines have a

great deal larger percentage of alcohol than the common medicines.
Mr. BLAR. No; a much smaller per cent. When you say "com-

mon medicines," I take it to mean physicians' prescriptions.
The CHAIRMAN. I mean the medicines that are sold over the

counter.
Mr. BIR. The medicines that are sold over the counter? They

are proprietary medicines.
The CIAIRMAN. They are not proprietary medicines?
Mr. BLaIR. Yes, they are almost all proprietary medicines; and

I am addressing myself only to such preparations as may not be sold
for beverage purposes. We have not in our list a single article that
may be sold for beverage purposes. Do not make the mistake of
thinking for a moment that these articles are taxed under the liquor
tax, for we are representing only such manufacturers as manufacture
such medicines as may not Se sold for beverages, which are medicated
sufficiently so that they can not be so sold; and that is covered under
the pure food and drug act of October, 1916.

There are other liniments besides this to which I have referred in
which, in my opinion, the percentage of alcohol would be hi her
than 51.7. I did not happen to get the information, but I b leve
that the percentage of alcohol would he even higher than 51.7 per
cent of their gross sales.

Senator TowNSEND. That sane thing applies in extracts very
largely. does it not?

Mr. BLAIR. Yes; extracts come pretty close to that. We do not
have extract manufacturers in our organization.

There is one other feature I would like, to mention, there. De-
natured alcohol does not pay a tax. I do not believe the alcohol used
in the manufacture of medicines has any more right to pay a taz
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than denatured alcohol. I do not see why it should. Medicine is
for the sick, and why should it be taxed at the rate of $8.20 a gallon?
I do not believe, in the first place, that the members of the Ways and
Means Committee realized that they were placing that tax. We must
use wine gallons in our computation, because we are required by law
to state on our package the percentage in volume of alcohol, so that
we always state it in wine gallons.

Senator THOMAS. Did you appear before the Committee on Ways
and Means of the House?

Mr. BLAIR. If you noted the hearings, this was put in at the
eleventh hour. It was put in at the last minute. I appeared before
the other committee on the subject of excess-profits tax, and the defi-
nition of "invested capital" and the specific tax, but not on this,
because we had no opportunity on this.

The CHAIRMAN. You knew that it was the purpose of that commit-
tee to develop this tax all the way through? That was announced
in the papers.

Mr. WLAm. No; but, Senator if you will remember it-
The CHAIRMAN. You had a differentiation in favor of spirits used

in medicine in the last bill, and that differentiation is simply carried
forward in this bill.

Mr. BLAiR. But if you will remember, the recommendation of the
Treasury Department was this. Under the previous bill we were
taxed $2.20.

The CHAMXAN. Yes.
Mr. BLAIR. On beverage alcohol the recommendation of the Treas-

ury Department-at least the printed recommendation, which is all
I have-was that the tax should be doubled.

The CHAIRMAN. Yes.
Mr. BLAIR. We took that literally and did not make any report

regarding nonbeverage, because we thought it excepted; that the
recommendation of the Treasury Department in that respect would
be followed. Instead of that the tax was doubled.

The CHAIRMAN. While the tax on spirits used in medicine was
doubled, the tax on spirits not used in medicines was more than
doubled.

Mr. BLAIR. Yes.
The CHAIRMAN. As I say. substantially the same differentiation

was carried through.
Mr. BLAIR. We are even at a greater advantage.
The CHAIRMAN. What is that?
Mr. BLAIR. There is even a greater differentiation in this present

bill.
The CAIRMAN. Slightly, 'es.
Mr. BLAI. Yes; but the burden has already become very high.

We pay to-day approximately 80 cents a gallon for alcohol on which
we are to-day paying $4.10 tax. Under the proposed bill we are
goingto pay $9 for alcohol; that is, we will pay 80 cents for the
alcohol and $8.20 tax.

Now there is still another feature of it.
Senator McCuMBER. I think you can add Sherman's phrase about

war there.
Mr. BI.R. Yes, we can do that very well. You will think so,

after I call your attention to the next one.
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The CHAIRMAN. Somebody else besides taxpayers finds that
out, too.

Mr. BLAIR. Yes; our boys.
Under the present bill a sales tax of 2 per cent is imposed on the

manufacturer. Under the proposed bill a tax of 10 per cent will
be imposed. I am using the term "10 per cent" because it is for
comparative purposes. That means 1 one cent on each 10 cents or
fraction thereof. We have asked that this be, instead, 4 per cent,
and we are basing our request upon the proposed volume of the bill.
We are paying 2. It is proposed to double the bill, and it seems to
us that it would be our fair share of the burden in addition to the
other thing if we were charged 4, but we suggest that this be made
a consumption tax paid by the consumer at the time of purchase
from the retailer, by affixing a stamp; and again I am using the term"4 per cent" for comparative purposes. We suggest that it be 1 per
cent on each 5 cents or fraction thereof. As the sales are going
to-day, it would give approximately five times as much as the man-
ufacturer's 2 per cent tax, and would not be burdensome, par-
ticularly.

The CAIRMA. Do I understand you to say that you are willing
for the tax to be increased if we would .relieve the vendor and let
it go to the purchaser?

Mr. BLaIR. It will go to the purchaser, no matter where you put it.
The CHAIRMAN. But you want it directly put on the purchaser?
Mr. BLAIR. I want it directly imposed on him.
The CHAIRMAN. You do not want simply the privilege to put it

on, but you want the right to put it on?
Mr. BLAR.. I ask the committee to collect in that manner. The

consumer will then pay 25 cent- for his bottle of medicine and 1
per cent tax.

The CHAIRMAN. The law requires the seller to pay the tax?
Mr. BLAIR. Yes.
The CHAIRMAN. You are willing to have us double the tax if we

are willing to require the purchaser to pay it?
Mr. BLAIR. Yes, sir.
Senator THOMAS. That is very humanitarian and philanthropic.

[Laughter.]
Mr. BLAIR. Perhaps not so much as you think. Our costs have in-

creased. We will not absorb it, no matter where it is put. We did
not absorb the last tax,- taking it as a whole, as anybody who is in-
formed about it knows.

Senator Jons of New Mexico. Have you any objection to making
that 2 cents instead of 1?

Mr. BLaIR. Well I think that 1 cent is enough. It collects five
times as much as the present tax. But we are only trying to raise
twice as much money. The suggestion of the Ways and Means Com-
mittee was somewhat higher.

Senator JoNES of New Mexico. If a fellow should be sick and
wanted a sure remedy, he would not hesitate on paying an additional
cent would he? I

Mr. BLAIR. Sometimes the man who is sick and wants the remedy
has not the money to pay. We must not ask him to pay too much.

Senator JONES of New Mexico. If he had not the 2 cents he would
not have the 1 cent.
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Senator THOMAS. This bill practically, in its ultimate consequence
imposes the great bulk of this $8,00%000,000 upon the consumers ol
the country?

Mr. BLnI. Yes; it will be passed there. It must be passed there.
Senator THOMAS. They are the ones that should think of Sher-

man's celebrated and truthful saying.
The CnAIMAN. Are there any other questions. Have you any-

thing further?
Mr. BAIR. No, sir. I will file a statement for the record.
(The statement referred to is here printed in full, as follows:)

STATEMENT BY FRANK A. BLAIR, VICEoPBIU4IDENT OF FOLEY & CO., CHICAGO, ILL.,
MANUFACTURERS OF PROPRIETARY MEDIC] NES, ALSO PRESIDENT OF THE PROPRIErARY
ASSOCIATION, A NATIONAL ORGANIZATION OF MANUFACTURERS OF PROPRIETARY
MEDICINES.

We appreciate the demands of the country for Increu ed revenue. The pend-
Ing revenue bill will greatly increase the taxes. We appear only for the
purpose of discussing the subject of Inequalities 4n the present system, with
the hope that we may aid the committee In arriving at mmie method of pro-
curing the required revenue in a just and equitable way.

The President in his message pointed out that there are inequalities in the
present revenue bill, and necessarily the proposed Increase in rates upon the
present basis will emphasize such inequalities.

One instance under the present law in which inequalities appear par-
ticularily unfair results from the definition of invested capital. Undet this
definition concerns engaged in similar businesses, having identical amounts of
investment, whether such investment represents a purchase or an increased in-
vestment of profits, are unequally taxed.

For example a manufacturer began business many years ago. By reason
of the excellence of his product, large investment in advertising, careful and
conservative management, and faithful attention to his business, he has built
up a large and profitable concern.

His competitor, engaged in the same line of business, has acquired his
property by direct purchase, paying therefor a sum of money equivalent only
to its value and in an amount not In excess of the amount expended by the
first individual in the building up of his business. The former is penalized
by a tax of 8 per cent upon what is really the actual value of the capital In-
vested in his trade-mark, brand, and good will. This Is an unjust, unfair, and
Inequitable system of taxation.

If, therefore, the basis of determining the point at which taxes upon income
are to be imposed is made the actual value of the property rather than an
artificial definition of invested capital, like taxes would be assessed upon all
engaged In similar business.

We appreciate that If it be the purpose of the Congress to impose a tax upon
unearned increment or upon values which have been developed irrespeetive of
the amount of money actually originally invested in an enterprise, It would
probably be within the power of Congress to impose such tax, but as we are
treating the subject of taxes imposed upon incomes, based upon the percentage
of income to investment, the tax should be alike in all instances.

If the income is the same and if the credits or property which produces that
income Is the same, the tax ought to be the same. If, however, a tax is to
be imposed upon values which have been developed then that should be the
subject of substantive legislation and all treated alike. But if you are Im-
posing this tax upon incomes then the tax should be fairly and equitably dis-
tributed.

Manufacturers of proprietary medicines have expended large sums in ad-
vertising to give real value to their property; therefore it can not be said that
the value of their property depends upon something unearned. This value is
not an unearned Increment, but represents actual money invested, although not
within the definition of invested capital found in the present revenue law.
* The value of a proprietary medicine concern is largely represented by its

trade-mark and good will, which usually represents approximately 85 per
cent of its total value.
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This trade-mark and good will is property which has a real value, which
passes by purchase, is transmissible under a general assignment for the benefit
of creditors and may ,be administered as a part of a decedent's estate. Why
should it not be considered as well as any other class of property in determining
the amount of invested capital?

Under the proposed revenue law not only is this value excluded in determin-
Ing the deduction but it is in the nature of a penalty imposed upon the manu-
facturer who is conservatively capitalized and who has built up his business,
and places him in an unfair and Inequitable position with respect to his Com-
petitor, who has purchased the property outright for its value.

We ask that in the rewriting of the revenue bill the taxes shall be imposed
upon an equal basis. That in determining the amount of excess profits, which
is to be taken by the Government by way of revenue, that all manufacturers
shall be treated alike. Reference to the records of the Bureau of Internal
Revenue will give you full and complete information as to the amount of our
earnings. If for the conduct of the war, it Is necessary to take our earnings,
take from us as from others and we will have no complaint. We ask only 'that
you shall impose a tax upon us that is imposed upon other industries and that
the tax imposed upon our industry shall fall with equal burden upon all en-
gaged in the industry.

In this behalf your attention is called to the fact that the Congress In the
revenue law of 1917 realized that the hard and fast rules already laid down
were apt to work Inequalities and for that reason provided in Section 210 a
partial means of relief. The advisory committee appointed to assist the Treas-
ury Department in the administration of the income and excess profits title,
so far as they were able, tried to grant relief to the owners of franchises and
trade-marks. It was pointed out by them, however, that they had gone as
far as they could in the matter and they suggested that the only way In which
proper relief could be obtained would be through amendments to the titles
by Congress.

It has been stated that it would be extremely difficult to determine the
actual value of capital invested. We respectfully suggest that to obtain this
basis is not at all difficult. On September 8, 1916, an act of the Congress of
the United States was approved, which contained; among other things, a pro-
vision for the assessment of a tax based on the fair value of its capital stock
and in estimating the value of its capital stock, the surplus and undivided
profits should be included. Under the provisions of this Act, the Bureau of
Internal Revenue have devised a system of imposing taxes whereby the actual
value of the property has been as nearly arrived at as can be. Where the
capital stock has been of less value than its face, the corporation has been
billed for the real value. Where the corporation has been conservatively
capitalized, the corporation has been billed for the actual value irrespective
of the outstanding capital issued and in determining this value they have taken
into consideration the value of trade-marks and good will. So that the Treas-
ury Department have already the machinery with which to arrive at the ac-
tual value of the capital of a corporation and if the definition of Invested
capital should be rewritten we submit that It can be arrived at in the same
manner as the actual value of capital stock is determined under the provisions
of Section 401 of the act of 1916. What I have stated here, Indeed, is empha-
sized by the provisions of title 10 of the bill reported to the House by the
Ways and Means Committee, wherein this identical tax Is Imposed, being in-
creased, however, to $1 instead of 50 cents on the fair average value of Its
capital stock.

But we, the manufacturers of proprietary medicines, are not asking that you
shall set aside your present definition but are perfectly willing that you shall
proceed upon the basis of capital invested irrespective of the actual value of
the property, but we ask that In determining this actual Investment, you shall
give credit to us for the amounts of money which we have expended for con-
structive purposes. We hve made a careful survey of this matter, and think
we can state to you with a reasonable degree of accuracy that the money which
is expended for advertising can be approximately divided into two classes, two-
thirds of this money being expended for sales expense and one-third for con-
structive purposes. That Is to say, that one-third of the money which has been
expended for advertising goes directly Into the value or cost of purchasing the
value with as great a degree of certainty as money which would be leriended
upon a building which would be erected upon a vacant lot and, therefore, we



TO PROVIDE REVENUE FOR WAR PURPOSES. 267

respectfully ask that if the definition of invested capital shall remain, there
shall be modifications that the manufacturers of trade-mark goods shall be
permitted to Include, under such rules and regulations as may be published for
the enforcement of the act, that part of the money which has been permanently
and constructively invested in trade-marks and to receive the benefit thereof in
arriving at the basis for the computation of the amount of taxes to be imposed
upon our income.

Of course the Secretary of the Treasury must be satisfied, just as under the
present law the Secretary of the Treasury must be satisfied by proper evidence
of the amount of capital necessarily retained or used in the business for the
purpose of determining the point at which 10 per cent will be imposed on
undivided profits.

Permit me at this time to show you that the manufacturers of medicines are
now paying and, under any system of taxation, will pay, a larger revenue than
any other group of manufacturers. Alcohol is a necessary and essential in-
gredient in medicines, either for the purpose of extraction, solution, or preserva-
tion, and we are compelled to pay a direct tax upon alcohol which the bill
pending in the House proposes to increase to $4.40 per proof gallon, or approxi-
mately $.20, per wine gallon.

The tax proposed on alcohol for nonbeverage purposes would amount to
about ten times the cost of the alcohol itself.
I An illustration of the onerous character of this tax is found in the case of a
manufacturer of an old, well-known household liniment used both for human
beings and animals, which if it had paid a tax of $4.40 per proof gallon on the
alcohol used In 1917, would have paid the equivalent of 51.7 per cent of its
gross sales. Other manufacturers of family remedies report their alcohol tax
for their 1917 consumption if figured at $8.20 per wine gallon, would have
amounted to from 12 per cent to 32 per cent of their gross sales.

In many Instances these preparations are marketed in dry form, the alcohol
being used as a solvent and for granulation purposes. The tax on alcohol
for medicinal purposes must be considered, in wine gallon units, $8.20, as we
are required to state the percentage of alcoholic content by volume under the
provisions of the food and drugs act.

We respectfully submit that this is an unjust and unusual burden to be
placed upon a raw chemical ingredient. Indeed, there is no more justification
for such a tax upon one of the ingredients which enter into the manufacture of
drugs than there would be for a special excise tax to be imposed upon any
ingredient which entered into the manufacture of any substance. Indeed, we
contend that there Is less reason and justification in this instance for the reason
that it is a tax upon an Ingredient entering into the medicines of the sick.
We ask only that this relief be granted for ingredients for the manufacture of
such preparations as can in no wise be used for beverage purposes. Your atten-
tion is respectfully called to the fact that manufacturers using denatured
alcohol do not pay a tax and we submit that there should be no difference in
this regard between denatured alcohol, used as an ingredient, and alcohol used
as an ingredient in the manufacture of medicines.

Permit me to'say right here, that it is now and always has been my view
that a necessity such as medicine ought not to be made the subject of special
taxation. That there exists in my judgment no real excuse for the imposition
of a tax of that kind.

If it be the judgment of this committee that a tax of this character shopld
be retained. I have to respectfully submit my approval of the method of collec-
tion suggested by the Ways and Means Committee in the pending bill, namely
by the affixing of a stamp by the vendor at the time of sale to the consumer
and the reimbursement by the consumer of the amount of the stamp. We
respectfully submit, however, that the amount to be raised by the pending bill
is double that of the act of October 3. 1917, under which was Imposed a manu-
facturer's tax of 2 per cent and that If you substitute a 4 per cent tax at the
time of the retail sale, the consumer to pay it at the time of the purchase, the
revenues which the Government will obtain from the sale of these proprietary
articles will be nearly five times the present receipts. The amount which the
consumer pays will be only equal to the tax imposed and not a larger amount,
which may result from' the manufacturer passing it on to the jobber and the
Jobber to the retailer, and there will be less trade irritation.

Respectfully submitted,
FRANK A. BLnn.

President of the Proprletwry Association.
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The CHAIRMAN. Senator Penrose says there is a gentleman here
who will take only about two minutes.

Senator PEcNRosE. Mr. Horace Stern.
The CHAIRMAN. How long will it take you, Mr. Stern ? The Sena-

tor from Pennsylvania suggests that it will only take you two nin-
utes.

Mr. STEa. I think I can do it in two minutes.
The CHADMAN. Very well. We will give you five minutes.

STATEMENT OF fR. HORACE STERN.

Mr. STERN. Very well, Mr. Chairman. I wanted, if I might, to
say a word in reference to section 1007 of the bill. This is on page
149. It reads as follows [reading:]

Szc. 1007. That on and after January 1, 1919, every manufacturer of auto-
matic vending or weighing machines who operates such machines shall pay
annually a special excise tax equivalent to 5 per centum of the gross amount
received by him from such operation during the preceding year ending June 80.

Senator PENROSE. In order to get the record straight, Mr. Stern,
may I ask you to state whom you represent?

Mr. STm. Yes; the Harn & Hardart Automat Co. of Pennsyl-
vania, operating automatic restaurants in the city of Philadelphia.

The CnAxn. Go ahead.
Mr. STERN. Section 1007 puts a tax of 5 per cent on the gros

amount received from the operation of automatic vending or weigh-
ing machines when they are operated by the manufacturer. Now,
it happens that this Philadelphia Automat Co. does manufacture its
own machines. My thought was that when the clause was put in it
was intended to apply to machines selling luxuries, such as chocolate
and chewing gum and things of that kind, and that the draft men of
the bill never intended that it should apply to food, because an
automat restaurant, selling food, is in many respects a public bene-
factor. It does away with the necessity of waiters, and it is sanitary.
The competitors of the company I represent who do not use automatic
vending machines would not be obliged to pay this tax, for example,
such well known places as Childs, that operate these cheap res-
taurants.

Senator THOMAS. Did you say they operated cheap restaurants?
Mr. STERN. As cheap as anything can be nowada s. It is cheaper

than the Willard and the Shoreham, and places of tat kind.
Senator PNR osE. You mean that the Childs concerns do not manu-

facture the automat machinery, or they do not operate it?
Mr. STERN. No, sir; they do not operate the machines. I do not

know if the Senator has ever indulged in that kind of an orgy or
not. You go up to one of these machines and put a coin in a slot
and there comes out a sandwich, or coffee, or any other article for
which you put in a coin. [Laughter.]

I saw the Treasury Department in reference to this, and I saw Dr.
Adams, who I believe originally suggested the draft of this bill, and
in a letter written by, him to Mr. Morris Wolf he says that the auto-
matic restaurant was not thought of when the bill was drafted. I
would like this letter to go in the record.
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(The letter referred to is here printed in full, as follows:)
TRAsunY DEPARTMENT,

Washington, July 27, 1918.
Mosws WoLF, Esq.,

1118 Real Estate. Trest Building,
Philadelphia, Pa.

My DEAR Mr. WOLF: In reply to your letter of July 24, 1918, I am frank to
say that the automatic restaurant was not in mind when the suggestion of a
tax of 10 per cent of the gros collections on sales of all articles made by
automatic vending machines was Incorporated In the memorandum sent to the
chairman of the Ways and Means Committee.

I am sending your letter together with a copy of my reply to Mr. Kitchin.
Yours, very truly,

T. ADAMS.

Mr. STERN. We caught this thing rather late. I notice that while
originally the tax was put on the proceeds of sales from all automatic
vending and weighing machines, it is restricted now to apply only
where the manufacturer himself operates the machine. I do not know
what the reason for that distinction was, but it hits only the com-
pany in Philadelphia. There are Horn & Hardart concerns in Chi-
cago, New York, and Boston, but those are not affected because they
do not operate their own machines.

Senator PENROsE. This clause discriminates between the operator
who is the manufacturer of his own machine and the operator who
is not the manufacturer?

Mr. STERN. Yes. On page 29, line 9, it provides a tax of 10 per
cent for vending and weighing machines on the selling or leasing
price when the machine is sold or leased. In other words, if a man
sells or leases one of these automatic slot devices, weighing or vend-
ing machines, there is a' tax of 10 per cent on the selling ice or
leasing price, but if the manufacturer operates the machine hxe pays
a tax not on the cost of the machine, but he pays a perpetual tax of
5 per cent on the income derived from the operation of the machine.
That seems to me to be rather an unusual discrimination.

Senator PENROSz. I can not see why such a distinction should be
made, even on the chewing gum apparatus, not to mention the res-
taurant. Why a distinction at all?

Mr. STRzN. I do not see it, either; but, of course, I was trying to
confine the argument to the special point, that it was never intended
to tax food. We feed forty million people a year, so that it is quite
an item.

Senator PIewNRo. You eliminate the tip system with the auto-
matic waiter also, do you not?

Mr. STERN. Yes, we eliminate that, too. It has a great many ad-
vantages, as you can see by reason of the fact that a city with a
population of two million sends forty million people a year to
patronize it. It is very popular, and the company has many places in
Philadelphia, and it seems to me a hardship that a cheap food con-
cern-if I may so call it--selling to so many people and selling only
the vital necessities of life, should be so taxed. It indulges in the sale
of nothing more luxurious than ice cream. It seems to me a hardship
not only that it should be subjected to a tax, but that it should be
subjected to a tax only because it sells its food in a sanitary manner.
not using man power, or even woman power, for that matter; and I
do not think it was intended that the tax should be applied in
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that way; and this apart from the suggestion that Senator Penrose
makes, that it is an unfair discrimination against the manufacturer
who is also the operator. I think that in line 19, if after the words
"vending machines" the words "excepting automatic restaurants,"
were inserted, it would confine it to vending and weighing machines
for everything but food.

Senator PENROSE. I think if you will introduce your system here
in Washington you will have a great deal of patronage.

Senator THOMAS. I think the burden of proof is with him.
Senator PENROSE. The high cost of living has not affected these

restaurants since they raised their prices, has it?
Mr. STERN. No; we can not raise our prices even if we were

tempted to do so, because the machines are made for a certain sized
coin. [Laughter.]

Senator THOMAS. This is one of the cases where mechanics pre-
vents profiteering.

Mr. STERN. Yes.
Senator THOMAS. I think you ought to be exempted in this case.
Senator PENROSE. You could cut down the amount that comes out

of the machine.
Mr. STERN. You can do that, yes; but you can not do that beyond

the point where you have to satisfy a hungry man. Of course, we
cater to the working masses who want to appease hunger rather than
to satisfy fastidious tastes.

Senator THOMAS. You have made a pretty convincing argument,
and I think you had better not go on.

Senator P 1 mosE. You do not use it in other restaurants?
Mr. STERN. No, sir; we use it only for our own purposes in our

own restaurants. So far as I know this machinery is used only in
Boston, Chicago, Philadelphia, and New York. The Philadelphia
company makes the machines and operates th6m.

The CHAIRMAN. Why do you not make the machines and sell then
to everybody?

Mr. STERN. In other cities?
The CHAIRMAN. Yes.
Mr. STEN. It requires, of course, capital, and we had it in mind to

extend the system, but we went lately before the body that controls
the issue of stocks and bonds, I forgot the technical name of it.

Senator THOMAS. The Priorities Committee ? -

Mr. STERN. No, the Capital Tssues Committee, and we wanted
more capital. Of course the extension of those restaurants is not so
vital as compared with some of the bigger phases of the war interests,
but we think this is a time when the extension of the system might
be considered, and I may say in every city where it has been in-
troduced it has met with success after people have become used to it.
It was opened in Chicago a year ago.

Senator McCuB. is it used in Washington?
Mr. STzRx. No. sir. It originated in Philadelphia, - and then it

went next to New York and to Boston, and lately to Chicago.
Senator P nRosz. I should think it would do well in Washington.

The committee would gothere.
Senator MCCuMBEn. You might locate one in the Willard.
Senator THOMAS. Put one in the Senate restaurant.
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(Mr. Stern at this point submitted two letters, which are here
printed in full, as follows:)

WASHINGTON, D. C., September 18, 1918.
The WAYS AND MEANS COMMITTEE,

House of Representatives.
The FINANCE COMMITTEE,

United States Senate.
GENTLEMEN: The war-service committee of the Sanitary Drinking Cup Manu.

facturers' 'Assosciation respectfully urge that sections 900 and 1007 of H. R.
12863 be amended so as not to apply to vending machines selling sanitary
paper cups, for the following reasons:

1. Sanitary paper drinking cups cooperate with the United States Public
Health Service under the Treasury Department regulations and also under
the various State laws, which have abolished the Infectious common drinking
cups in preventing the spread of venereal and communicable diseases.

2. We supply hospitals, hospital ships, hospital supply bases, American Red
Cross divisions, Navy supply depots, Army post exchanges, Young Men's Chris-
tian Association branches, factories, schoolhouses, railway trains, Government
departments and bureaus, and publis places In general.

3. This Nation is now confronted with the scourge of venereal diseases, as
indicated by investigations of health officers of five training camps in different
parts of the country, which show 32 per cent of the boys 'entering these camps
were infected with venereal diseases, all of which may be contracted through
the use of common drinking cups.

4. Surg. Gen. Rupert Blue, of the United States Public Health Service, says
in the attached letter:

"This industry is In existence largely because of the necessity, in the interest
of the public health, for the abolition of the common drinking cup. The product
of this industry is a sanitary necessity essential to carrying out Federal and
State laws forbidding the use of the common drinking cup. The work of the
United States Public Health Service and of the State and municipal health
departments in preventing the spread of communicable diseases can not be
efficiently continued unless an ample supply of these paper drinking cups is
assured."

5. A few paper drinking cup vending machines might stand such a tax, but
the great majority would not pay and be abandoned.

Instead of taxing them out of existence, an appropriation ought to be made
by the Government to extend their use for the purpose of protecting the public
health.

We respectfully request, In view of the foregoing facts, that sections 900
and 1007 be amended so as not to include sanitary cup vending machines or
that the matter be submitted to the Surgeon General of the United States
Public Health Service for his opinion thereon.

Respectfully submitted.
WAR SERVICE COMMITTEE OF THE SANITARY DRINKING

CUP MANUFACTURERS' ASSOCIATION,
L. W. LUELLEN, Chairman,

220 West Nineteenth Street. New York Oty.

TREASURY DEPARTMENT,
OFFICE OF THE SURGEoN GENERAL, PUBLIC HEALTH SERVICE,

Washington September 6, 1918.THE PRIORITIES BOARD OF THE WAR INDUSTIEs BOARD,

Washington, D. C.
GENTEMEN: There has been referred to me by the pulp and paper section

of the War Industries Board for "comments, suggestions, and possible Indorse-
'nent" the question of the classification of the industry of making individual
Paper drinking cups.

This industry is in existence largely because of the necessity in the interest
of the public health for the abolition of the common drinking cup. The prod-
uct of this industry Is a sanitary necessity essential to carrying out Federal anfd
State laws forbidding fhe use of the common drinking cup.
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The work of the United States Public Health Service and of the State and
municipal health departments in preventing the spread of communicable dis-
eases can not be efficiently continued unless an ample supply of these paper
drinking cups is assured.

I have the honor, therefore, to indorse the application of the committee of the
Sanitary Drinking Cup Manufacturers' Association that their industry be in-
dorsed as essential In order that they may secure the materials and substances
necessary for the manufacture of sanitary drinking cups.

Respectfully,
RUPERT BLUE, Surgeon General.

Senator PENROSE. I desire to file for the record a brief submitted
by Mr. Stern on the automatic restaurant proposition.

(The brief referred to is here printed in full, as follows:)

TAx ON AUTOMATIC VENDING MACHINES.

[Section 1007 of proposed revenue bill.]

The CHAIRMAN OF THE SENATE COMMITTEE ON FINANCE,
Washington, D. 0.

DEA SIR: On behalf of the Horn & Hardart enterprises In Philadelphia,
New York, Chicago, and Boston, we beg to submit the following argument in
favor of the exemption of automatic restaurants from the provisions of section
1007 of the proposed revenue bill, which section reads as follows:

"That on and after January first, nineteen hundred and nineteen, every man-
ufacturer of automatic vending or weighing machines who operates such
machines shall pay annually a special excise tax equivalent to five per centum
of the gross amount received by him from such operation during the preceding
year ending June thirtieth."

1. In July, 1918, the Treasury Department submitted to the Ways and Means
Committee of the House of Representatives a memorandum of possible sources
of revenue secured from taxes on "luxuries and nonessential expenditures."
In the memorandum the department stated that the taxes which it suggested
were designed "not only to raise additional revenue but for the equally impor-
tant purpose of discouraging wasteful consumption and unnecessary produc-
tion," and further that "the really needy consumer is amply protected by ex-
empting from the tax altogether those classes of articles which the poor actually
buy or need to buy." Among the taxes proposed was a tax of 10 per cent on
the sales of all articles made by automatic vending machines.

2. The general language of this recommendation appeared to include the
automatic restaurants, known as "automats," operated by the Horn & Ilardart
enterprises In Philadelphia, New York, Chicago, and Boston.

These automats are large restaurants centrally located, In which, instead
of securing food from waiters or from exposed counters, the food Is 0vifin
closed glass compartments, and the patrons, by dropping a coin beside the com-
partment containing the article of food which they desire, are enabled to unlock
the glass door and take out the article of food.

The advantages of this method of selling food are: First, it is highly sanitary,
because the food Is not exposed to the air or handled by waiters when delivered;
and, second, that by avoiding the necessity for service in delivering the food
there Is a saving of time, an avoidance of the necessity for tipping, and an
economy in the number of employees required.

As a result of these advantages, the enterprises have grown from a small
restaurant operated by Mr. Hardart in New Orleans to 48 establishments In
the business centers, which take care of about 40.000,000 patrons a year. That
these patrons are of the working classes i evident from the fact that the
average expenditure per person per meal is under 15 cents.

3. A consideration of these facts made it evident that the Treasury Depart-
ment did not mean to include the automats in the luxuries list, and when the
matter was taken up with the Treasury Department that department stated
in a letter which has been presented to the committee, and which iU in its.
record, that automats were not in contemplation when the 10 per cent tax was
suggested to the Ways and Means Committee.

4. Accordingly the Ways and Means Committee did not include in the bill
which It passed any such provision as was embodied in the memorandum from
the Treasury Department.
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It did suggest a tax of 10 per cent on the sales price of automatic vending
machines. (See. 900, par. 21.) This tax we consider entirely fair.

In section 1007, however, quoted at the beginning of this brief, a tax of 5
per cent was laid op the receipts of automatic vending machines operated by
the manufacturers. No tax was- laid on such machines not operated by the
manufacturers, nor was the tax limited to machines that should be manufac-
tured after the date of the passage of the bill.

5. When Mr. Horn and Mr. Hardart adopted the idea of the automats, such
machines were not built In this country, and in order to secure them they were
compelled to build machines themselves. The result is that they now operate
many machines which they built, some many years ago and some more recently.

A tax of 5 per cent of the receipts of these machines would be prohibitive,
as the Horn & Hardart restautrants have to compete with other popular priced
restaurants, such as Childs's and Thompson's, whose receipts are not taxed
In any way.*

In these disturbed times the profits of the business in most cases do not
amount to nearly 5 per cent of the receipts, and the result of the passage of
the bill In its present form would be that Horn & Hardart would have to go
back to the selling of their food by waiters, thereby sacrificing the cleanliness
and saving which the automat machine secures. As far as they are concerned,
therefore, the tax would not produce revenue for the Government, but would
simply cause a return to less efficient methods of selling the food.

6. We therefore ask that if the new bill embodies any tax on automatic
vending machines, it except automatic restaurants, by adding the words "except
automatic restaurants" after the words "automatic vending or weighing ma-
chines," In section 1007.

Respectfully submitted.
STERN & WOLF.

SEPTEMBER 13, 1918.

Senator McCuMaBR. Before we adjourn, Mr. Chairman, I would
say that I received a telephone message from Chicago last evening,
indirectly coming from Congressman Britten, of Chicago, who
wanted to be heard Friday or Saturday, and wanted to try to fix
a time. I could not call you up and I told him that I was certain,
if he wished to be heard, he could be heard Friday afternoon.

The CHAIRMAN. Does the Congressman want to be heard?
Senator McCuMBR. Yes, I presume so; I understand so.
The CHAIRMAN. All right, we will hear him.
(Thereupon, at 1 ol'clock p. n. the committee took a recess until 8

o'clock p. in.).
AFTERNOON SESSION.

The committee reassembled at 3 o'clock p. in., pursuant to taking
the recess.

The CHAIRMAN. The committee will next hear Dr. Klein. Dr.
Klein state what interests you represent and what you wish to speak
about in the bill.

WAR PROFITS TAX.

STATEMENT OF DR. JOSEPH 3. KLEIN, NEW YORK.

Dr. KLmN. I represent no interest. I am tax editor for a New
York newspaper. I am a certified public accountant, and represent
a number of tax-paying entities--corporations, partnerships, and in-
dividuals. But I appear here in my private capacity, representing
no interest whatsoever without retainer.

Senator PENROSE. In what business are you engaedI
Dr. KLrx. I am a certified public accountant in lew York City.

81608-18----18
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Senator PENRosE. To what phase of the bill do you address your-
self?

Dr. KrN. I am going to speak, if I may have a few minutes, on
the possibility of removing the excess profits and the alternative war
profits tax provision applying, as it does in the proposed bill, to cor-
porations only, and in favor of some consumption tax that I pre-
viously brought to the attention of the Ways and Means Committee.The CHAIRMAN. HOW much time do you want?

Dr. KLEIN. Within 15 minutes unless you wish to keep me' longer.
Senator PENROSE. Did you have a bearing before the Ways and

Means Committee?
Dr. KLI~N. I did; they gave me 15 minutes and kept me there for

about an hour and a half.
Senator PENROSE. Then you simply want to repeat what you stated

to them?
Dr. IUmN. No, sir, because at that time the restriction of the excess

war profits tax to corporations only was not thought of.
Senator MCCUMBE. If he can give us some new subjects of taxa-

tion, I think we should give him all the time he wants.
Senator THoMas. I understand you want to argue for the extension

of these profits to others than corporations ?
Dr. KmN. No, sir; just the reverse. I propose to point out a way

to do away with those profit taxes entirely. I will try to develop that
thought.

Senator SbooT. That is, you mean excess profits?
Dr. Kin. Yes; and the war profits tax.
Senator PENOSE. You want to advocate consumption taxes.
Dr. KLmin. No, sir; but to make it easy to do away with the other

taxes.
. The first matter, the application of the corporations' profit tax,
including both the excess profits and the war profits; has been re-
tained, in my opinion, whether consciously or unconsciously, by tie
committee, on the other side of the Capitol, because there has b6en no
practical means found thus far to force a corporation to ditributt
its earnings.. The attempt was made in the bil, of October 3, 1917,
to compel that distribution by the tax on undistributed profits.. One
of the deputy commissioners is of the opinion that very little, if any-
thing, will ever be collected under that provision of the law. ,

In the present proposed law the 18 per cent on corporation ptOfits,
compared to the 12 per cent on the profits that remain after payment
of dividends, is another attempt to force the distribution of corpora-
tion earnings.

I take it that every thinker on taxes will agree that if there were
only some means available whereby every organization, regardless of
the form of the organization, regardless of the proprietary form-
individual, partnership, or corporation-if each one of these forms
of organization could be made to pay a tax depending exactly on some
basic factor--capital the poorest of all factors, earnings probably (he
best factor-I believe that we would grasp at the opportunity so to
tax.

So I propose as an alternative proposition to the proposed excess
profits tax at the higher rates than proposed by the Secretary of the

treasury, and for the alternative war profits tax, based, as it is' upon
the British provision, a compulsory distribution of corporate earn-
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ings applicable to the year in which they are earned, and not to the
year in which declared-and I will make that clear in a moment-of
at least 25 per cent in cash, and the balance in script, and the pro-
vision for the mininium of 25 per cent is a very poor attempt on my
part to strike an average of the amount payable in cash to the Gov-
ernment by each shareholder on the assumed basis of his share of
corporate profits.

Pardon this illustration. I think it will make it clearer. In a
partnership consisting of five or six individuals, each partner ispresumedto have full possession, in law and in fact, of the share of
partnership profits to which his interest in the entity entitles him.
He reports that share of profits in his individual income tax return,
and then he must seek some way of paying the tax bill, despite the
fact that he may not have those profits distributed to him in cash,
because the organization, the partnership must retain some of its
earnings for future development, for renewals of its activities, and
so on. Despite the fact, however, that in many cases the partnership,
as such, does not distribute its earnings, the individual partner is sup-
posed to have received the profits, a share of the profits, to make his
return and to pay the tax thereon.

In a close corporation, consisting, let us say, of the same number
of shareholders, on an assumption which may or may not be consti-
tutional, but, in my. opinion, is at least as constitutional as the
tax on the salaries paid to State officials an employees, and
municipal officials and employees, for which I was somewhat
responsible on the other side of the Capitol, I. feel that by
assuming that corporations' profits are distributed .merely on the
basis of having been earned, to individual shareholders, we would
attain the object that tax legislators have been trying to reach for
years, now, namely, to force a distribution of corporate earnings; and
if you do so legislate that a corporation's earnings shall assume to
have been distributed, you place on an absolute par, on an absolutely
equitable relationship, one as to the other, all partnerships, all in-
dividuals, and all corporations. Of course, the thought could bedeveloped to greater length, but I think I have presented the basic
idea and I am willing to leave it with you, unless you wish to ask
questions regarding it.

Senator SMOoT. Do you mean 25 per cent of the earnings of all
partnerships, corporations, and individuals, should be paid as a flat
tax to the Government?

Dr. KLrw. No, sir. I propose that at least 25 per cent of the cor-
porttions' earnings shall be paid in a cash dividend to the share-
holders so as to enable those shareholders to meet their tax bill, based
upon such earnings.

Senator SxooT. There is more than 25 per cent now.
Dr. KLEIN. Yes, sir, 25 per cent, plus the flat 12 per cent income

tax, would make it 37 per cent, and I am merely guessing on the
amount that is required to be distributed. You have a statistical do
£artment at the Treasury Building. I see Mr. McCoy here. They

ave available the data which is not mine. I know in some cases the
amounts distributed will be entirely too large, in other cases en.-
tirely too small. But, of course, the 'whole provision is a war ex-
pedient, and the only economic objection I have ever come across re-
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guarding corporations' profits as having been distributed to share-olders, is the fact that you then call upon shareholders in a corpora-
tion to pay a tax without giving them the means with which to pay
that tax. They are not presumed to be placed in possession of the
profits until by action of the board of directors, or corresponding
body, the dividend has been declared, of course.

Senator THOMAS. They do not pay a tax on their income until they
receive it.

Dr. Kr ix. That is exactly what I am trying to say. I am trying
to provide a means whereby every organization. inelud ing corpora-
tions, will pay the full measure of tax, based upon earnings for that
year. At the present time I have tried to approximate the relation-
ship between an individual's tax, a partner's tax, and a corporation
tax, and I find that there is a close approximation, so that thoe who
developed the scale of rates, built well. Of course, there are
extremes.

Senator THOMAS. I do not understand you. My impression is that
what you are arguing for is to relieve the corporations from the bur-
den of the excess and war profits tax by shifting it upon the in-
dividual stockholders, and then giving them a guaranteed cash in-
come from the corporation in which they are stockholders of not
less than 25 per cent of the earnings.

Dr. KIzzN. Yes, sir.
Senator THoys. And then increase the tax upon the stock-

holders. Is that correct?
Dr. KiN. To have the stockholder's tax on the same basis as any

other individual's tax. My bigger point there is that every organiza-
tion, regardless of its form, which is an incident, should pay the
same tax based upon its earnings.

Senator StooT. The result would be, you would desire to raise
money by income rather than by excess profts.

Dr. KLzxn. And one reason for that, Senator, is that everybody is
agreed that the artificial excess profits tax is inequitable.

Senator SMotr. No doubt. Everybody knows it.
Dr. KLziN. I anm trying to propose an exemption whici would be

more equitable in this. No real patriot objects to high taxes. He
objects to what be believes at times to be inequitable burens, incl.
dents that are not fair. I am trying to make the incidents of tht
taxes fall equally upon every taxpayer. and that is a consmnmation
much to be wished.

Senator THOMAS. If you can do that, you will be entitled to a
monument.

Senator McCuMBni. If we had a system that would be far wore
equitable, what effect would it have on the amount of tarts that
would be raised, after you make your allowances for exemptions to
individuals, which would not be allowed, of course, to crporating?

Dr. Kxamw. A few moments ago I took a cor oration, a partner-
ship, and an individual, with invested capital of$100, 000, and earn-
in of various amounts', and a rough approximation showed me that
the. amounts to be paid by each of these organizations moes t

radically differ in any case due to corporate organization, except in
this, the provision in the law frees from normal tax dividends. But
here is W ht actually hap ens. Corporation A has paid an excess
profits or war profits tax of$90,000, and an income tax of $10,000 and
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then has a balance of profits of $80,000 or $40,000. or $50,000. which
it ought tot of course, and sometimes does, actually distribute to its
shareholders. Those shareholders then pay surtaxes, but do not pay
any nor al tax, on the assumption that the corporation has already
p aid a 12 per cent normal tax on the earnings distributed. But the
fact remains that had this distribution to A, B, and C been made
through a partnership, or to A himself through his own business,
the war profits and the excess profits tax would not have applied.

Senator McCuuiiwit. But here is the point I make. Suppose a
corporation makes $100,000 net profits, it is taxed upon those net
profits under the present system.

Dr. KLFIN. Yes, sir..
Senator McCUMBER. Suppose that is divided, however. among a

hundred stockholders, and each of them receives a thousand dollars,
and each one claims his exemption of $1,000. Then the Government
gets no tax. That is the point.

Dr. KLEzw. That is right. I show that that is not an undue hard-
ship. due to this fact, that if in a partnership the same condition ex-
i9ted, then the partners pay the smaller tax, and if it is fair in a part-
nership, it is surely no less fair in a corporation. I do not believe
anybody, surely on this side of the Capitol, wants to strike at a cor-
poration merely because it is a corporation.
Senator MOCUIIIER. I was not speaking of the fairness of it. I

was asking what affect it would have on the amount to be received.
Senator THOM).As. I am not so sure about that last proposition. No-

body has ever accused me of being a friend of the corporations,
particularly. But I cannot understand why this war profits and this
excess prodts is limited to corporations.

Dr. KLXiN. My point is this, Senttor, if the war profits and the
excess profits taxing is basically good, it ought to apply to every line
of business, and if 'it applies to corporations only, the only economic
reason for it I can find is because it is so hard to get at the profits
of a corporation.

Senator THOMAS. I think there is a political reason behind it,
myself.

Senator SMOOT. How are you going to make up for the loss in
i taxes if we adopt your suggestion ? Because if your mggestion is
adopted, we have to fnd other sources to collect at least $2,p ,000,000.

Dr. KLFIN. I will give you from two to four billions in this
way. One of the striking features of the last excess profits tax,

- in so far as it related to the individual taxpayer, was the difficulties
encountered in interpreting that law. That was the difficulty that
the taxpayer experienced and the Treasury Department experinced.
They had to call in outside help, and they threw up their hand and
the outside help threw up their hands. The remarkable part was
that this artificial tax netted less than one per cent of the net sales
of the country. One of the most difficult statistical figures to obtain
is the turnover of the volume of business done in the country. I have
estimated it to be more than two hundred billions of dollars.

Senator SMotr. You are too high.
Dr. KIzCN. The 1917 figures are as follows. The result of min-insg. The value of mining prodtats produced $8,000,o000ooo; of

building operations and materalF, $I1000,000,000, and of farm
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products, $40,000,000,000. Those figures, taken from the "Statistical
Abstract," refer to initial or original factors. Take, for example,
the price of wheat is included here, but not the value of the flour or
the value of the products of the flour. The steel and iron figures are
here, but not the value of the beams, and rails and so on. In ordinary
business there are at least three hands through which product flows
from the initial stage until the consumption stage, and so these figures
of $63,000,000,000, not including transportation, not including com-
munication of any sort and not including rents and leases, amount
to $63,000,000,000, and i have taken the factor of three, which.g~ves
us approximately $200,000 000 000 for 1917. Whether the ftgures
will be increased or decreased ?or 1918 I have no means of knowing
now.

Senator SMoO'r. I think you are about $750,000,000,000 too high.
Senator LO)GE. Do you mean the turnover and all?
Senator SMOOT. Yes. That is not over 100 per cent.
The CHAIRMAN. I think we pretty fairly understand your propo-

sition, Mr. Klein.
Dr. KLEIN. Give me just two more minutes, and I will give you

the sources of other taxation that you have not had. The 2 per cent
on what I have given you would give you anywhere from two billions
to four billions. The other consumption taxes I have not presented
are the following. I thought this first one would be accepted by
the House, but for some reason or other it was dropped. One is a
tax on telephone messages, 5-cent and 10-cent calls. There is a tax on
15-cent calls. That would net, I estimate, 150 millions of dollars.

Senator SMOOT. Five-cent calls?
Dr. KLEIN. Five cent and 10 cent calls, not including subscribers

calls, would net 150 millions of dollars. There ar4 20,000,000,000
telephone messages of which we take one-fourth to be toll messages
and uncontrolled. A flat tax of 2 cents on mercantile invoices or
bills would yield, I estimate, thirty millions of dollars. Why the
tax on checks was ignored I can not find any reason for. In our Civil
War and our Spanish" American War we had that tax. A fiat tax of
2 cents would yield $30,000,000. A flat tax of 3 cents-

The CinmMAN. We have all that data, and have been over it re-
peatedly. You need not bother about it.

Senator THOMAS. Suppose you put your statement in the record,
and then we can get it.

Dr. KLEIN. That is all, then, Mr. Chairman. I thank you.
The CHAIRMAN. Your proposition is simply to substitute a tax

upon the undistributed earnings of cororations that now escape
taxation, as a substitute for the excess profits and the war tax?

Dr. KLEIN. Assuming that the distribution has been made as in a
partnership.

The CHAmAN. Assuming the distribution has been made, and
provide for forcing it to be made.

Dr. KLznr. Yes, sir.
The CHAIRMAN. The substance of your proposition after you have

eliminated all the machinery, is that we wi1 provide a method by
which what is now known as the undistributed earnings of corpora-
tions will be compelled to pay the income tax we impose?

Dr. KLEIN. Exactly.
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The CHAIRMAN, And you propose that as a substitute for the
excess and the war profits.

Dr. KLEIN. Yes, sir.
(The chairman submitted a petition from the New York Board

of Trade and Transportation, which is here printed in full, as
follows:)

NEW YORK BOARD Or TRADE AND TRANSPORTATION,
New York, September 17, 1918.

To the FINANCE COMMITrEE OF THE UNITED STATES SENATE, and the
COMMITTEE ON WAYS AND MEANS OF THE HouSE OF REPRESENTATIVES,

Washington, D. C.
GENTLEMEN: The undersigned fully comprehend the perplexing nature of the

problems which confront your committees in their efforts to prepare the law
under which the moneys that are necessary to carry on the war shall be
raised. We sympathize with you in your arduous labors and, therefore, the
suggestions herein are made in no spirit of criticism, but with the same inspira-
tion of loyalty to our country which we are confident actuates your members.

1. We believe that under the pending bill the sum to be raised by taxation
during the year Is too large in proportion to the amount to be raised by the
sale of bonds. It Is unnecessary to place so large a share of the burden of
cost upon the present generation who are fighting this war by their man
power. The greater benefits which are to be achieved will be enjoyed by
posterity who should In justice carry a large share of the cost. -

2. At no time should taxation reach a height which will make it impossible
for any part of our people to take their proper share in subscribing for liberty
bonds. Under the pending bill persons with the largest incomes and paying
under the highest surtaxes will find their current income and their power
to purchase bonds seriously curtailed.

It is proposed to put every available dollar into the war. It Is proposed to
raise $8,000,000,000 by taxation and $16,000,000,000 by bond sales. These
bonds must be purchased and these taxes paid out of the available cash
resources of the Nation.

The larger purchasers of bonds are those having the larger resources. But
under the pending bill these larger resources are taxed as high as 70 per cent,
which leaves a total of only 30 per cent of such resources available for bonds,

3. The bill is avowedly based upon the principle that those who are best
able to pay shall pay. This principle is worked out In the bill to such an
extreme as to become not only inequitable but unwise, because it will deprive
the great mass of our people from carrying any adequate part of the financial
burden. The law should recognize the principle that it is the patriotic privi-
lege, as well its the duty, of every American citizen, and of every other person
who enjoys the unparalleled advantages of living under our American condi-
tions and institutions, to contribute to the extent of his ability whether much
or little. Taxes should be so levied as to give the smallest wage earner an
opportunity to contribute something and such distribution of the tax to the
entire community would make the burden light for all and impose no unjust
share on any.

4. No extra tax should be placed upon undistributed earnings of corporations,
as such tax would foster bad finance and compel distribution of larger amounts
than would be safe for the corporation and would make it difficult Or impossible
to provide the capital necessary for the protection and extension of the business.

In this connection it must be borne In inind that the present high cost of labor
and of materials make the cost of production several times greater than before
the war, and, therefore, necessitate a much larger working capital. This con-
dition affects the whole business interests of the country alike, financial, com-
mercial, manufacturing, ai'l agricultural.

Nothing should be (lone that will curtail industry, for the Government has no
other resources than the combined resources of the people of the Nation, and
the people have no resources other than the returns from the active industries
ii which they are engaged, and such industries must be fostered and encouraged
or their revenue-yielding rower will dwindle or lapse.

Any unusual or extra tax upon undistributed earnings of corporations, there-
fore, would be dangerous and unwise and lend to disaster.

5. None of the available sourcesof revenue should be neglected, and the dis-
tribution of the burden should be made as broad and general as possible. We
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therefore recommend a stamp tax on bank checks and on receipted bills or
Invoices. We also believe that a general consumption tax of a very small per-
centage should be imposed and collected through the retail seller.

All persons receiving an Income of $1,000 and less should pay a tax of at least
1 per cent. which could be collected with small expense through the Internal-
revenue officers or the local post office.

If Incomes of $1,000 and less should he taxed the exemption of $1,000 now
allowed should be repealed and the normal tax rate of 6 per cent reduced
proportionately upon Incomes of up to $4,000, in order that there shall be no
inequalities or inconsistencies, and to avoid making the tax on such incomes
excessive.

Respectfully submitted.
J. FREDERIcK TALcorT, Chairman.
FRANK BRAiNARn,
Jossrn H. E.rznx,
NATHAiN T. PULsrTER,
STEPHEN FARDELLY,

Special Committee on War Revenue,
New York Board of Trade and Tt-ansportation.

LEE KouNS, Ircisident.

A true copy.
FRLNK S. GARDNER, Secretary.

The CHAIRMAN. You may be heard now, Mr. Bond.

NONBEVAGE ALCOHOL.

STATE MENT OF MR. RICHARD H. BOND, OF BALTIMORE, XD.

Mr. BOND. Mr. Chairman, I represent the Flavoring Extract A.sso-
ciation of the United States. I desire to speak to the raising of the
tax on nonbeverage alcohol as applied to flavoring extracts.

Gentlemen, it is a conceded fact that flavoring extracts are a neces-
sity in the modern world. You gentlemen would all know what a
flavorless dietary would mean. The United States Government
also recognizes the necessity of flavoring extracts in the dietary of
the Anny and of the Navy, and is today the largest single purchaser
of extracts in the world. You have the data before you gentlemen,
I have no doubt, of their purchases of these items for use in the
Army and Navy. Due very largely to that fact, our men composing
the Army and the Navy are the best cared for Army and Navy in
the world, particularly in their dietary.

The food authorities are continually asking our.people to conserve
food and not to waste food. The flavoring extract is the most im-
portant factor in permitting the people to conserve and not ,waste
other things that formerly wouldhave been thrown away. In the
average household I believe you gentlemen who know of these things
and come in direct contact with the rank and file of the people
know that they are now using foods that formerly went into the
garbage can, and they are being used in advantageous and palatableways, and very largely by the use of flavoring extracts.

Alcohol is a necessity in the manufacture of flavoring extracts.
Manufacturers have tried, and scientists have, for many years, to
find some other ingredient which will dissolve and hold in solution
and extract the flavoring prnciples which are used for the flavoringof foods and what not. It is an absolute necessity.

Flavoring extracts are recognized as foods and necessities by the
legislation of all of the States. The former cost of the alcohol used



TO PROVIDE REVENUE FOR WAR PURPOSES.

in flavoring extracts was $1.10 per proof gallon. That is about $2.09
a wine galon. We have to figure on the wine gallon. The last
revenue act placed a tax of $2.20 per proof gallon upon nonbeverage
alcohol, of which flavoring extracts are made. That makes a tax
paid to the Government figure about $4.18 per wine gallon of flavor-
ing extracts used;

I say to you that a comparison-and not selecting them for the
high alcohol contents, but a few of the more popular ones--shows
that they will average about 57 per cent alcoholic contents in all
flavoring extracts per volume. Figuring on raising this tax to $4.40,
which we will have to pay on it, basing it upon the two-ounce
package, at the price now received, it would make the consumer pay
to the Government 42 per cent of the entire price which the manu-
facturer receives for the flavoring extract, basing it on an average of
57 per cent, selecting these .flavors, and not selecting the high grade
ones.

When you placed the tax on before, due to other conditions brought
about by the war, the little six spoonsful, the six dram bottle, as we
call it, had to be sold at 15 cents to the consuming public. With the
placing of this tax of $4.40 upon it, the consuming public will have
to pay, more than likely, 25 cents, and certainly beyond 20 cents, for
this six teaspoonsful of flavoring extract.

Senator THOMAS. What per cent of that is alcohol?
Mr. BOND. About 57 per cent.
Senator THOMAS. Do you not think a gradual disuse of these

flavoring extracts would promote the cause of temperance?
Mr. BOND. I would say to you that the department has had that

matter entirely in hand, for this reason, that we have to give bond
to the Treasury Department that these flavoring extracts shall not be
used for beverage purposes; also, that we are liable, and the men
who sell these goods are also liable, to the State authorities in the
prohibition States, if they sell these foods as beverages, or if they
sell them under circumstances which would permit a reasonable man
to believe they were going to be so used. And the people of the
country ought not to be cut off by reason of the temperance propa-
ganda from these necessary things of modern life.

Senator THOMAS. I just wanted to get your idea about it.
Mr. BOND. I believe a price of that sort would be prohibitory. I

do not think a price of that sort ought to be placed upon this neces-
sary article of the people's use.

Senator SMOOT. Is it your idea to make a special tax upon alcohol
that enters into the extracts?

Mr. BOND. We are satisfied, and I believe that the people had
adjusted themselves to the present pnce, $2.20 per proof gallon.

Senator PNROSE. What kind of flavoring extracts are these? I
was out when you began your remarks.

Mr. BOND. r said selecting a half dozen at random of the flavoring
extracts, such as lemon and pineapple and strawberry, and not seek-
ing those which contain a }igh alcoholic content, but taking the
average.

Senator P-NRoSa. They are the popular ones?
Mr. Bo"m. They are the more popular ones; yes, sir. The largest

sale of flavoring extracts is of vanilla and lemon. The South, even
before the days of prohibition, bought about three times as much
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lemon flavor as they used of vanilla flavor, and in the northern '4c-
tion of our country, also before, and in the middle section before that
section went dry they used about three times as much vanilla as they
did of lemon, a difference i the ditary ideas among the people.

Senator PEROSE. Has th on pt these terri-tories went drj?
Mr. BoND. can hardly refer to that as tonnage, but I would say

that the volume of business, as represented by the price received fprit, is slightly larger than before. Some of them are less. I would
say, however, that te tonnage, so to speak, is smaller than it has
been.Senator MVCUMER. Do you think the housewife will cease to put
vanilla in her cakes because she has to pay 25 cents where she used
to buy it at 15 cents?

Mr. BOND. I think she will not make so many cakes. I think she

will not take so many crusts of bread and make them into bread
pudding, and the thousand and one things that go into these house
economies.

GASOLINE.

The CHAIRMAN. Mr. C. G. Howes desires to be heard now. Pro-
ceed, Mr. Howes.

STATEMENT OF MR. C. G. HOWES.

Mr. HowEs. Mr. Chairman, I represent the dying and cleaning
industry of the United States. I would call your special attention
to page 130 of the bill, section 902, excise taxes, regarding the im-
position of a tax of 2 cents a gallon on gasoline.

Because of the peculiar use which we make of gasoline this tax, as
roposed, probably unintentionally, is going to work a. very grave

hard ship on us by placing a tax entirely out of proportion to our
capitalization, our gross business, our net income, and our ability to
pay. We do not seek, however, to have this tax entirely eliminated.
as far as it enters into the consumption of gasoline as fuel, or as it
enters as an ingredient or factor into some other product. But we
do fear that this tax, which will be placed on this commodity which
we use so extensively, is unwarranted and unjustifiable, and I am
going to appeal to your sense of justice by showing you a few figures
to bear me out in my contention.

Our investment is $60,000,000. Our gross business is $90,000 000.
Our net profit, on the basis of 10 per cent, is $9,000,000. We Lve
2,000 plants. Our capacity at present of gasoline for cleansing pur-
poses only is 50,000,000 gallons. That is outside of the 5,000,000 gal-Ions we use for motor delivery. Two cents tax on 50,000,000 gallons
will be $1,000,000, which will be 11 per cent on the net profit, and
that will ie about 2j per cent of the entire return estimated from
this source by the Ways and Means Committee-$40,000,000.

Our industry as a whole, as an entirety, is really small compared
with one factor in one of the larger industries which could well afford
to pay three or four times this amount.

Senator MCCUMAER. You use about a gallon of alcohol for clean-
ing one suit of clothes ?
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Mr. HowEs. A gallon of gasoline?
Senator McCuMxnz. Yes.
Mr. HowE. Hardly; I would say it woqld average that.
Senator MCCUMBER. You think it would average a gallon?
Mr. Hows. Yes.
Senator McCUMBFn. Do you not think the consuming public could

stand that 2 cents ?
Mr. HowEs. I will tell you, Senator, that is just the point. The

increase in materials since the war started, not only of gasoline, which
has jumped from 11 cents to 20 and 26 cents, but the denial by the
Government of ammonia and acids, which we used to supplement
that work has made us entirely reliant, for the most part, on gaso-
line. To meet that, and with the ,normous increase in cost of labor
and other factors, rents, and so forth, which have increased, we have
got to charge our customers up to the very limit, where further in-
crease will decrease the business.

Senator McCUMnnR. If you charge an increase of almost a hundred
per cent in labor, the point with me was that you could probably put
2 cents on it for gasoline.

Mr. Howzs. In fact, we have considered that very carefully, and
feel that any just and equitable assessment of our charges to the
public to spread it over would be impossible, because our charges are
so small. Where you previously had to pay a dollar and a quarter
to have a suit of clothes cleaned, it is 1n1w up to $2, and it has gone
as high as you or any gentlemen of ordinary means would care to
put into having his clothes cleaned.

Senator PENROSE. Do you mean to state it takes a gallon of gaso-
line to clean a suit of clothes?

Mr. HowEs. I do.
Senator PENROSE. I had no idea it took that much.
Mr. HowEs. You take the fresh gasoline, and with the bath that

is used, and then the rinse subsequently, and the evaporation, it
takes about a gallon of gasoline.

Senator SMOOT. Just the cleaning and the pressing of a suit of
clothes does not take a quarter of a gallon, does it?

Mr. Honga. To have it thoroughly cleaned. The ordinary tailor,
asyou may notie, is not a fair representative of the capacities of our
in meustries.

Senator SMoOT. Do you clean children's clothing?
Mr. Hows. Yes; every manner of clothing and household articles.

And I might mention here that the War Department has mentioned
this industry as a most powerful factor in the conservation of wool.

Senator SMOOT. I am quite sure that you can not raise the price
of cleaning now, because if it was raised just a little higher you could
go and buy a new dress or a new suit for the amount you charge. I
am positive of that.

Senator THOMAS. You speak from personal experience?
Senator SMOoT. I Speak from the bills I get every month.
Mr. Howzs. I feel this way about it, really, that the tax could not

be distributed equitably among all the people and in its effect on our
industry it becomes a license to operate. In my particular business

use 25,000 gallons of fresh gasoline a year. That would mean a
tax of $500, and my tax is about $700. 'hat increases my contribu-
tion to $1,20 0, which I feel is quite out of proportion to the impor-
tance of the industry.



284 TO PROVIDE REVENUE FOR WAR PURPOSES.

We do not wish to evade our just proportion of the motor e
tax, and as it is now that tax would be $100,000 with us. e use
5000,000 gallons of gas for motor purposes, and it is our impression
gat it should either be 8 or 4 cents a gallon used for fuel purposes.
That hits the agricultural people as well as motor people. But we
feel that tax would be justifiable and equitably distributed. We
want relief from the tax on gasoline as it pertains to cleansing pur-
poses.

Senator McCuxnun. You now charge $2. After this law goesinto
effect you would charge $2.02. Do you think you would loss any
business by that?

Mr. Howus. I think we would have hard work convincihg the
people about it. They would haggle at this odd figure.

Senator StooT. They would just charge $2.25.
Mr. Howis I do not want to take any more time. That is my

main contention.
(The following brief was subsequently submitted by Mr. Hlowes,

and is here printed in full, as follows:)

BRIEF PiSNIEDr TO THE F'XNANCE COMMITTEE OF THE UNITED STATES SENATE BY
THE CLEANING AND DYInNG INDUSTRY OF THE UNTED STATES, ,EPTEMBEl 12.
1918.

To the honorable, the Comnuittee 'm Finance, United States Senate.
GENTLEMEN: The proposed tax'levy of 2 cents a gallon on gasoline, as con-

tained in section 902, Title XI, excise taxes, H. R. 12888, entitled, 4'A bill
to provide revenue and for other purposes," occasions this proteR tin the
cleaning and dyeing industry of the United States.

The cleaning industry utilizes gasoline In two ways:
1. As fuel for its motor delivery.
2. As the basic agent for Its cleansing processes.
In so far as the tax applies to motor consumption for fuel, the industry

heartily acquiesces, being willing to accept not only the proposed rate, but any
other rate deemed advisable to bring the necessary amount of revenue from this
source into its proper preportion-to the whole.

We do not desire exemption from any tax, if that tax is equally and equitably
distributed. What we earnestly oppose Is what appears to u as double taxa-
tion. Our contention is based on these grounds:

1. In paying a tax on gasoline for motor or fuel consumption we share with
others equally, proportionately, and come tinder the original intent of the law.
This we most heartily endorse.

2. The payment of a tax on gasoline for cleansing purposes Is an unjust
added burden, taxing the principal Ingredient used in our industry, In addition
to that which we will share with the automobile users.

Because of the unprecedented Increase in the cost of labor and other ma-
terials used In our industry, the present price for service to the public has
reached a figure where it now has a tendency to discourage the individual of
moderate income.

The following facts reveal the small size of the industry and the great Im-
portance of gasoline In its operation:

STATISTICS FOR 1017.

Number of plants --------------------------------------------- 2,000
Invested capital -------------------------------------------- $0, 000
Total gross business -------------------------------------- $90, 000,000
Estimated net profit, 10 per cent ----------------------------- $9,000,000
Consumption of gasoline -------------------------------- gal 50,000,000
The estimated total net revenue from all sources Is ------------- $40, 000, 000
The tax on 0,A0O,000 gallons, our consumption, will yield --------- $1,000.000
This $1,000,000 shows a ratio to the whole tax of ---------------- 2j%
This $1,000,A00 represents 11% of the net income of this industry .11%
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This Is a levy entirely out of proportion to the capitalization, gross business,
and net return of this industry; it is an injustice and will prove a veritable
burden and an unwarranted hardship.

No other industry to-day renders the service in conservation and reclama-
tion of woolen stock, for which there is such urgent need, as the cleaning and
dyeing Industry. This service has been completely recognized by the Govern-
ment by its adoption of the dry-cleaning processes in reclaiming millions of
pieces of uniforms for the War Department. It has further been recognized
by the Government as a corrective and preventative factor In the matter of
sanitation. These advantages so recognized officially are equally essential to
and available for similar needs of the civilian population.

Without emphasis on the injustice of our position in the application of this
tax, we believe that the revenue derived from this taxation for cleaning pur-
poses would be more than offset by the resultant loss to conservation, which at
this time should be urgently fostered rather than In any way discouraged.

Respectfully submitted.
ARTHUR BERG, Chairman,
C. G. HowEs, Secretary,
WAR SRc CoMMrrTrf,

Cleaning and Dyeing Industry of the United States.

INCOME, EXCESS PROrITS, AN W WAI PROFITS TAXES.

The CHAIRMAN. Mr. Ben Watson is the next gentleman who de-
sires to be heard. Mr. Watson, what interest do you represent?

STATEMENT OF MR. BENSON G. WATSON, REPRESENTING THE
NATIONAL ASSOCIATION OF CREDIT MEN.

Mr. WATSON. I appear on behalf of the National Association of
Credit Men, which is a business organization representing approxi-
mately 25,000 of the leading jobbers, manufacturers, and financial in-
terests of the country; in fact, the largest organization of business
units in the world.

Senator SMooT. Where located?
Mr. WATSON. The headquarters are at 41 Park Row, New York.
The CHArRMAN. To what section of the bill are you going to direct

our attention?
Mr. WATSON. The purpose of my appearance is to point out some

apparent inequalities, and to suggest some additional means of reve-
nue which seems to have been overlooked.

Senator PENROsE. You represent the jobbers. In what particular
line I

Mr. WATSON. Every line, every industry in the United States en-
gaged in jobbing, manufacturing, or financial industries is a member
of our association.

At the beginning of the present year when the results of the pres-
ent income tax law became apparent, t'he question of its effect upon
credit granting became very important. The robbing and manu-
facturing industries sell to retailers and distributors who are cor-
porate, partnership, and individual. ,

Their situations, so far as capital stock or invested capital is con-
cerned, and their volume of business, their probable income, in order
to mike credit granting safe and consistent, should be comparatively
the same. We found, however,*that under the law of 1917 there were
very grave inequalities as the result of different forms of business
organization. So that at the beginning of the year a committee was
appointed, consisting of Mr. R. G. Elliott, chairman, of the Jaques
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Manufacturing Co., of Chicago, Ill.; Mr. Charles D. Joyce, of the ...
Colburn Co., of Philadelphia, Pa.; Mr. E. H. Jaynes, of the ,Clee-
land Cliffs Iron Co., Cleveland, Ohio; Mr. W. M. Kennard, of Graup-
ner, Love & Lamprecht, New York, N. Y., and Mr. S. J. Whitlock,
of Belding Bros. & Co., of Chicago, Ill., with myself as counsel for
the committee. We met on June 1 for our first formal me6ting, and
at that time prepared what we designated as a brief of the National
Association of Credit Men, which was in turn submitted to all of the
above 120 local associations in the various principal cities of the
United States, in this way seeking to direct to the attention of the
members of the Association the apparent inequalities and the recom-
mendations and suggestions which we had, which we -felt would
equalize the burden. That brief was filed with the Ways and Means
Committee, and I am pleased to say that some of the suggestions con-
tained it have been recognized in the bill. In connection with this
brief, and as a part of it, we included, at the end thereof. a graph
showing the inequalities of the present law, taking seven distinct
business conditions growing out of similar property holdings, in-
vested capital, and distributive share to the individual. This graph
shows clearly the inequalities, and the figures of the certified public
inequalities, and the figures of the certified public accountant follow.
and I desire to include that brief as a part of the suggestions which
I will have to make before the committee. ., ,1

The purpose of our work, which has continued since that time,
has been. to seek to equalize business organizations and business con-
ditions subject to the tax, and to maintain what we call going values;
that-is, that the burden of the tax should not be so severe upon in-
dustry that it will curtail production, and thus limit income tpxes
and earning capacity in future years. and we have directed our at-
tention to that in particular.

In going over the various matters which we had to suggest, there
were two matters that came to our attention which we had not sought
to find, but which we desire simply to suggest to the committee as
being uncertainties in the proposed law which should be remedied,
Section 213-B, page 9, is the provision which excepts as a deduction
from gross incomes the proceeds of life insurance policies pad upon
the death of the insured to individual beneficiaries, or to the estate
of the insured. Section 233, page 35, provides that gross incomes of
corporations shall be as defined in section 213.

The question that arose in our minds is as to whether, or not in-
surance paid to the corporations is to be an allowable deduction.
I am familiar with what the ruling has been under the present law,
that is, that the excess of the amount paid over and above the pre-
miums paid should be regarded as income. But I think there ii an
inconsistency in the law here which should be cured.

The other suggestion is in regard to. the section following, the
proceeds of life insurance policies paid upon the death of the insured
to individual beneficiaries or to the estate of the insured; and the
one following:

"The amount received by the insured as a return of premium
or premiums paid by him under life insurance, endowment," etc.
The question I wish to suggest, without commenting on it to the
committee, is as to whether or not where endowment policies mature,
which have been made payable to a beneficiary, and the amount of
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the endowment policy is paid to an individual beneficiary, it is ex-
empt under the law. I think the law is indistinct in that regard, and
that should be remedied.

In other words, if your insurance is life, and you die, the amount
paid your widow is exempted as income. If you have an endow-
ment policy, and she is a beneficiary, at the maturity of the endow-
ment it is paid to your wife; there is no provision for the exemption.
I think it is clearly the intension that that should be done, and I
think that ought to be remedied.

Senator THOMAS. This, I think, is a copy of the present law.
Mr. WATSON. Perhaps so; I am not sure.
Section 214-A (2), page 13, covers a deduction allowed to indi.

viduals, which is carried into the deductions allowed corporations.
It provides:

All interest paid or accrued within the ,i'xable year on indebtedness * * *
iii excess of interest received free from taxation under this title.

We believe that is a provision which will result not only in-
equitably, but will constitute a tax which is not intended. The law
of 1917 permitted the deduction of the interest to the extent of capi-
talization on the rates selected or paid, equal to the capital stock
plus one-half of the indebtedness. It has been suggested as being
sound economy that the interest is a proper business expense, and I
believe that is usually so conceded. If it is a proper business expense,
and, under this law it can not be capitalized and added to invested
capital, then the business entity should have the privilege of charg-
ing, as a business expense, the total amount of interest paid. That
is our position from the business point of view.

The other is thit by deducting tax free interest received, you are
indirectly charging a tax upon municipals which you specifically
exempt, and upon Liberty bonds. I think that position is clearly
sound, and that that is the effect; that is, if one has a tax free interest
coming from Liberty bonds, and is not entitled to take credit for all
the interest paid, but must reduce the amount of the deduction by
the amount of his tax free interest, he is indirectly paying a tax at
the same rate on Liberty bonds.

Senator MCCUMBER. And that is contrary to the agreement made,
at least, when the first Liberty bonds were issued.

Mr. WATSON. Yes sir; and contrary to the expressed purpose of the
bill.

Section 214, A-3, page 13, (a), (b), and (d) provide [reading]:
Taxes paid or accrued within the taxable year imposed (a) by the authority

of the United States, except income, war-profits and excess-profits taxes; or
(b) by the authority of any of its possessions, except the amount of -income,
war-profits and excess profits taxes allowed as a credit under section 222; or
(d) in the case of a citizen or resident of the United States, by the authority
of any foreign country, except the amount of income, war-profits and excess
profits taxes, allowed as a credit under section 222.

The same exception is repeated at other places in the measure,
and it is our belief that that is not a sound business principle, that
the effect of it is to charge a tax upon the tax, which is not a recog-
nized principle of taxation; that it has the 'effect of disturbing the
ordinary methods used in business, and that all taxes are proper
business charges against expenses, the same as all interest charges. I
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recognize the fact that by changing that provision and going to what
we consider a sound business principle it would release some of the
tax which you will collect Our answer to that is that if that is the
case, the proper way to reach that tax is to readjust the rates.

Senator THOMAS. Concisely stated, your position is that there
should be allowed deductions for all taxes paid?

Mr. WATSON. All taxes in the taxable year in which they accrue.
Senator McCu-mnim. Because unless you do that, you are not tax-

ing on your net profits, but you are taxin on a portion of your
gross profits. t y a t o a

Mr. WATSON. Exactly so. Section 213-A, page 8, provides a defi-
nition for gross income, which I believe is the same as in the pre-
vious law, and the matter to which I desire to call your attention
grows out of a very possible contingency which does not frequently
occur, to one either preparing a tax law or one considering business
policies. Under the definition of invested capital, as used in the pre-
vious acts, and as in this act, there is no permissible appreciation
credit allowed to be added to invested capital. A conservatively
managed business, having a property, which, according to its book
accounts, is worth $100,000, by reason of its appreciation, the cost
of replacement, or the increased value of real estate in the neighbor-
hood, becomes worth $200,000. Being a conservative man, the busi-
ness man insures to the amount of the appreciated value, either by
co-insurance or a straight insurance plan, whichever may be selected,
and has a fire. Assuming that it is a total loss, the insurance com-
pany pays to him $200,000. His business accounting system only
p rovides for that property as, being worth $100,000. The rulings
have been to the effect that that is income. It is our contention that
that item, if used in replacement, should not be counted as income.

If money is kept and used in other channels, it may be a proper
item of income, and should be charged if the appreciation accrued
since March, 1913. I shall not argue that. That may be correct and
maybe sound. But if the man is required to use the $200,000 to
epLace the building consumed, lie has no more after his building is

completed than he had before. Nor is he entitled to add that
$200,000 to his invested capital, unless he pays the income tax on the
increase in value.

There is a Treasury decision, No. 2706, which relates to war losses,
which provides that where a loss is occasioned by reason of war times,
or war destruction, and the building is replaced, the aniount of the
increase in value shall not be regarded as income; and provides, fur-
ther, that if on account of business conditions the replacement can not
be made immediately, the corporation or the individual may set tip it
replacement charge in his account of income retained for lsies in his
business, and he shall not be taxed on that account, within a given
period, providing he gives bond and complies with other requirements
of the TreasuryDepartment.

It seems to me that pr6vision should be embodied in the law, that
where property consumed is compensated for by insurance, the in-
crease over the book value of the property, if used in replacement, or
if placed in a reserve for replacement, should not be treated as in-
come, but proper safeguards should be thrown around the using of
that sum for replacement when building conditions are normal.



TO PROVIDE REVENUE FOR WAR PURPOSES. 289

Section 2, page 2, of our brief which was submitted contains the
following recommendation:

Equality of the basis of the tax is essential so that the varying needs of the
Government may be supplied by a change In the schedule of rates only, as fre-
quent change of the basic principle of the law serves to cause disturbance to
liusiness and creates an unnecessary expense to the Government.

We, therefore, recommend that corporations, copartnerships, associations, and
individuals enagged In business or trade be treated Identically.as to rates and
exemptions.

Section 210, page 5, provides for the normal tax of 12 per cent on
individuals.

Section 218-A, page 19, is the provision relating to partnership,
which provides that partners shall report and pay the tax in their
individual capacities only.

Section 230-A, page 31, provides a tax of 18 per cent on corpora-
tions, with a differential of 6 per cent for distributed profits.

It is our position and our contention that this is an income tax. It
is not a privilege tax, not an excise tax, so far as these features of it
are concerned. Corporations are creatures of the laws of the States
in which they are incorporated or organized. They are not given or
entitled to any Federal privilege other than that which is given to
an individual or a partnership. The partnership is either the crea-
ture of the State in which it is organized, or it is contractual, and it
likewise is not a creature of the Federal Government.

Before the lawmaking powers of the Federal Government a cor-
poration, an association, a limited partnership, a partnership, and an
indvidual en gaged in business, stand upon identically the same bab,
and are entitled to the same rights and privileges, and should not
be penalized by reason of their being organized in one manner am
agaginst others organized differently.

Section 801, being the alternative war-profits and excess-profits tax
provision, relates to corporations exclusively, and makes no provision
or such taxes against an individual or a partnership. The proposed

law is discriminatory against corporations, grossly so, in favor of in-
dividuals and partnerships, as the proposed draft is prepared. I do
not ask you to accept the conclusions of the committee or the state-
ments which I shall make but I have had prepared by a certified
public accountant, which I will submit as a part of the record, a
tabulation containing the income the taxes, the rate of tax, on capi-
tal, and the rate on income, of three different situations, one an in-
dividual in single proprietorship, having an invested capital of
$100,000, an income of $25,000 -

The second being an individual who, as one of three copartners
owns a business of $300,000, having in the prewar period a taxable
income of $80,000 having in the taxable year an income of $75,000,
one-third of which goes to the individual partner owing the same,
making his capital invested $100,000, and his income $25,000 ;

The third being one of three owners of a corporation of $300,000,
having prewar earnings of $80,000, having current earnings for the
taxable year of $75,000, which does not distribute any of its earnings
made in the taxable year.

Another provision of the same kind for a corporation which dis-
tributes all of its earnings and another which distributes its earn-
ings in. excess of the amount of its taxes.

8160 8-18---9
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They are all identically the same, having the same invested capital
and earnings.

The individual proprietor pays $4,245 in income taxes and surtax.
The individual owner in the copartnership, having the same capi-

tal has taxes of $4,245.
The individual owner of one-third of the corporation not dis-

tributing its dividends pays $13,564.
The individual owning one-third of the capital stock of a corpora-

tion the income of which is all distributed as dividends pays $14,501.
The individual owning one-third of the capital stock, the income

of which is all distributed with adjustments made for Federal in-
come tax deductions so as not to tax at 18 per cent, that portion of
income represented by the payment of income tax to the govern-
ment, being the dropping out of the tax on the tax, $18,469.44.

The individual owning otne-hird of the capital of a corporation,
the income of which is all distributed as dividends except adjustment
made for deduction of Federal taxes paid by corporations to arrive
at residue available for distribution as dividends $13,056.60.

The rate of taxation on the capital stock for the partner is 4.24 per
cent; the individual, 4.24; the individual owner of the corporation is
13.5, and so on down the list. The tax on the income of the indi-
vidual is 16.97 per cent, both for the sole proprietor and the partner.
For the corporation it becomes a 54 per cent tax in one instance, and
58 in another, 53 in another, and 52 in another.

Senator THOMAS. Does that include the war-profits tax?
Mr.WATSON. Yes, figured on the basis of the alternative plan.

either the war tax or excess profits, whichever is greater.
The comparison on the basis of $100,000 invested capital and

$25,000 taxable year earnings was chosen for the reason that in our
opinion that comes the nearest being the average case and would
apply to a larger number of individuals and partnerships engaged
in business or trade than any other amount which could be selected.
The discrepancy would not be so large when the higher percentages
of surtax are reached but there would be fewer instances to which
the rule would apply.

There is no sound economic reason why this distinction should be
made; for if a partnership .or an individual is sufficiently large so
that, if incorporated, it would be the subject of the excess profits or
war profits tax, then by the very necessities of its business it will
have a system of accounting to which the war profits and excess
profits tax could be applied as well as a corporation, and the proper
distinction between the business, as such, and the individual could be
clearly drawn.

It is our contention that if it is the business entity which is to be
made the subject of the tax all business entities or units regardless
of the form of their organizations should be treated similarly.

Section 214A (11), page 16, provides for exempting contributions
by individuals, but this provision is not made to extend to partner-
ships or corporations. The effect will be to reduce the income of the
Red Cross and other relief organizations, for if corporations and
partnerships are to be discriminated against in the matter of deduc-
tions and made to pay the tax upon their contributions they will
obviously be curtailed.

Section 230A, page 31, provides for 6 per cent deduction for dis-
tributed earnings of corporations. It is our recommendation that in-
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dividuals, partnerships and corporations should be treated alike, as
to the exemptions, deductions, rates, and the war profits and excess
profits taxes. Then a provision should be made to prevent the ac-
cumulation of unwarranted surplus accounts to prevent the pay-
ment of the surtax on dividends b the individual. It is our opinion
that the plan for forcing distribution and providing for a tax on un-
distributed profits, provided for in the act of October 3, 1917, is
preferable to the plan proposed in this act, as the plan in the pro-
posed bill is in reality a tax upon capital increase which may be
necessary for he reasonable requirements of the business.

Passing, now, to section 326, page 61 of the act, which is the pro-
vision which defines invested capital, it is our very firm conviction
that the definition of invested capital is not sufficiently broad in
that in paragraph A-3 it specifically excludes a large amount of
sound capital assets. I mean by that the concluding paragraph,
which provides [reading]:

And not including the Increase in the value of.any asset above the original
cost until such increase Is actually realized by sale.

The sixteenth amendment, which made possible the present pro-
posed law, became effective March 1, 1913. It is our contention that
on that date all assets, regardless of the question as to whether they
were tangible or intangible, admissible or inadmissible, constituted
invested capital of the citizen corporation, or entity; that the in-
vested capital was to be based upon that date. The proposed act
makes it available for capital purposes when it has been the subje'-
of purchase, but excludes it in the hands of the originating owne-
That refers to so-called intangible property-good will, trade-marks,
trade names, and property of that character. It very frequently
happens that good will, developed in the hands of the original
owner, is more valuable than it is when it is sold. It is actually
sold, however, while yet in the hands of the original owner, when-
ever a share of the stock in the original corporation, or an interest in
the partnership, is transferred to another owner, yet the corporation
is not permitted to 'capitalize it.

If an organization develops the good will which makes its stock
of $100 a share par value worth $300 a share the person who pays
$300 a share for that stock in the concern, having the good will,
which has not been sold t) it, is just as much and just as well entitled
to have his investment protected as is the man who paid $100 for a
share of stock in a corporation having a par value of $100 which
corporation had purchased good will on the market. Our sole pur-
pose is to equalize that provision, and it is our contention that good
will, trade-marks, and trade names, having a determinable value,
whether they have been sold or not, should be-either permissible
invested capital items to the corporation which originated them, or-
the corporation which purchases those intangibles on the market
should not be entitled tAo them. We do not care which way you go.

The proposition is recognized in this law, because, in section 201,
page 4, we find the provision:

That for the purpose of ascertaining the gain derived or loss sustained from-
the sale or other disposition of property, real, personal, or mixed, the basis
shall be-

(a) In the case of property acquired before March 1, 1913, the fair market
price or value of such property as of that date; and

(b) In the case of property acquired on or after that date, (1) the cost
thereof, or (2) the inventory value.
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It is our contention that that provision in this act recognizes thefact that property, regardless of its ownership, regardless of its
transfer, regardless of its character, if it had a value on March 1,
1913, is recognized as invested capital.

Senator THOMAS. Has not a good deal of this intangible wealth of
which you speak been converted into capital stock ?

Mr. WATSON. I think there has been an attempt to do that in many
quarters. On the other hand, practically every soundly managed
business concern that is closely held has not done so, and could not
do so under the law, because in order to do so they must transfer the
ownership to somebody else. They can not retain 50 per cent of
the ownership themselves and increase the capitalization under the
present law, and this fact creates an obvious inequality,

The proposition is recognized in another place in this bill, where
you provide for the basis of the capital-stock tax. There you pro-
vide, first, that you must submit your assets and liabilities; second,
the market price of youx stock; third, your average income for the
five previous years, for capitalization purposes, and that the capital-
stock tax is based on whichever is highest.

The principle has also been recognized by judicial* decision, in the
Big Four case, to the effect that the change of situation after the
adoption of the law can not be taken advantage of to change the
basis of tax.

Our recommendation on page 2, section 3, of our brief contains the
following [reading]:

We believe that so far as possible all classes of citizens and residents should
hear a part of the expense of winning the war.

Wve. therefore, recommend that personal exemptions remain as at present.
but that a flat individual income tax not to exceed $5 be assessed against all
individuals whose income equals or exceeds $800, this to be In addition to what-
ever taxes are now or hereafter levied, and to be collected and paid at the
source wherever possible.

In the proposed bill reporting at the source has been increased
from $800 to $1,000. We very graciously accept that change, and
suggest that the provision which we recommend apply to that pro-
vision, because the thought of the law was suggested by the seeming
uselessness of reporting the amount of income less than the amount
of exemption which was required by the old law.

The present requirement of reporting $1,000 when $1,000 is the
minimum exemption, and the amount at which the tax begins con-
tains a great deal more in its favor. But the thing we had in mind
in recommending this tax is twofold. In the first place, we estimate
that there are 30,000,000 people in the United States earning $1,000,
and that a tax of $5 will produce $150.000,000.

If, however, you pass to section 1001, page 144 of the act, you
will find a provision of the law which in some respects closely re-
sembles our recommendation, except that it is made to apply to all
persons who are proprietors of any trade, business, or profession,
and having an income exceeding $2,000, the tax to be $10, with the
provision, however, that it should not apply to certain specified
clauaifications.

Senator THOMAS. To agriculture.
Mr. WATSON. Yes, sir; and we seriously object to the exemption

of anyone. We are of the opinion that it is vitally important for
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the interests of the country to bring home to every citizen, every
person, every individuat- that fact that he or she has some part in
the Government's plan of financing the war. We believe it is not
only the duty of everyone having an income of $1,000 to pay some-
thing directly, whether he is subject to an income tax or not, but we
believe it is a privilege which should be extended to him. We be-
lieve it will produce considerable revenue which will be easily col-
lectible. Our suggestion is that wherever possible the tax be col-
lected and paid at the source, and as a workable means of affecting
this purpose we suggest that the tax be collected by the employer
and deducted from the earnings of every employee whose rate of
wage equals $1,000 a year, deduction to be made upon a definite date
to be fixed by the act at the date as shown by the statistical bureau as
being the one upon which most people are employed; that it also be
included as a part of the fixed tax of every one required to- make a
lax return under the present law, but deductible from the individ-
ual's tax if paid by his employer; that an affidavit be required from
all others who are employed upon the date fixed, or who are not
required to make the individual income tax return by reason of ex-
isting exemptions, stating whether or not their earnings equal the
sum of $1,000 per year, and if so, the tax shall be collectible. This
plan would seem to have the effect of reaching all classes of em-
ployes and citizens whose earnings or rate of earnings equal $1,000
per year, and without imposing an undue expense in the collection.

The provision has been submitted to a large number of people
throughout the country, and as reflecting the manner in which it has
been received I have here a letter signed by various business men in
Indianapolis, Ind., which I would like to read to the committee. It
is aq follows [reading]:

INDIANAPOLIS ASSOCIATION OF CREDIT MEN,
Indianapolis. Ind., August 28, 1918.

We are strongly in favor ofra flat Individual income tax of not exceeding $5.
believing that it is a wise policy that permits many individuals, who now have
no opportunity of doing so, the privilege of having a more pet sonal interest in
the carrying on of the war by means of payment of this direct tax. The majority
of the committee were in favor of a minimum income of $1,000 against which
to base this tax, believing that Individuals having an income of less than that
amount would on account of the high cost of living find a direct fiat tax some-
what of a hardship, although it was conceded that there are individuals with-
out dependents receiving Incomes of less than $1,000, who not only could pay
such fiat tax, but would be perfectly willing to; in fact, would feel that an in-
Justice was being done by refusing to permit them to furnish this part of the
sinews for carrying the war to a successful conclusion.

I thank you very much for your attention, and shall be pleased to
answer any inquiries or to submit any further statements you may
desire.

Senator ToW.NSEND. Did I understand you had revised this brief
you have filed in the House?

Mr. WATSON. This brief was prepared before any bill was in-
troduced in the House. We have not changed our position from the
position laid down in the brief.

Senator RomwsoN. Some of the suggestions in the brief have
already been incorporated in the bill?

Mr.-WATSON. Yes, sir.
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Senator ROBINSON. I think you ought to indicate on the brief, or ini
connection with your statement, what suggestions have been incor-
porated. You can do that at your leisure.

Senator PENROSE. Mark the paragraphs that are incorporated in
the bill, so that they may be indicated when the hearing is printed.

(The document referred to by Mr. Watson is here printed in full,
as follows:)

BRIEF OF THE NATIONAL ASSOCIATION OF CREDIT MEN.

I Prepared by R. G. Elliott, chairman, Jaqucn Manufacturlng Co., Chicago, 1ll.: Charles
D. Joyce, the A. Colburn Co. Philadelphlia, Pa * . H. a Cleveland-Ciffs Iron
Co Cleveland, Ohio, W M Kennard, rauiner, Love &*Lamprecht, New York. N Y.;S. J. Whitlock, Belding.Bros. & Co., chicabo, Ill.; and B. . Waon, counhtl, son,Mtouffer, Davis & Gearbcart, Columbus, Ohio.]

I.

The National Association of Credit Men, comprising 24,636 of the leading
manufacturers, jobbers, and financial Institutions of the United States, and
being the largest organization of commercial units in the world, fully recog-
nizes its obligations to the Government and pleges Its fullest support to the
winning of the war.

The Government organization of Its war activities now progressing so
splendidly places upon organized business the fullest responsibility of furnish-
ing Increasing financial support.

Fully recognizing the inadequacy of existing measures for the production of
sufficient revenues for the Government's expanding operations, we have never-
theless had constantly before us the fact that future requirements must inevi-
tably be still greater and that productive industry must furnish the principal
source from which the Government secures its revenues, we therefore, tender
our fullest support and cooperation to the end that an economically sound and
equitable basis for future taxation be laid in the measures now under considera-
tion.

From an exhaustive study of the present Income and excess profits tax laws,
we find that the operation and results of the same are Inequitable, and In
many instances, impose unwarranted hardships, and In others correspondingly
unwarranted exemptions, which In the aggregate do not result In producing
maximum revenues with minimum disturbance to the source of revenue. To
Illustrate the character of the inequalities, we have caused to be prepared and
appended hereto a compilation of a variety of conditions taken from actual
business operations which show the effect of the law, not only upon the entity
but upon the constituent holders thereof These inequalities arise largely from
the different manner in which different forms of business operations are treated
by the law and the varying sources from which taxable income is derived.
In arriving at the conclusions and recommendations hereipafter set out, we
have had in mind, the equal encouragement of productive industry to the end
that not only more current revenue may be obtained from income but that the
sources of future taxable Income may remain undisturbed.

II.

Equality of the basis of the tax is essential so that the varying needs of the
Government may be supplied by a change In the schedule of rates only, as
frequent change of the basic principle of the law serves to cause disturbance
to business and creates an unnecessary expense to the Government.

We therefore recommend that corporations, copartnerships, associations, and
individuals engaged in business or trade be treated Identically as to rates and
exemptions. III.

We believe that so far as possible all classes of citizens and residents should
bear a part of the expense of winning the war.

We therefore recommend that personal exemptions remain as at present,
but that a fiat individual income tax not to exceed $5 be assessed against all
individuals whose income equals or exceeds $800, this to be In addition to
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whatever taxes are now or hereafter levied, and to be collected and paid at
the source wherever possible.

IV.

It Is the duty of every citizen, resident, corporation, copartnership, or asso-
elation to contribute in equal proportion to his or its ability to pay from his or
its normal income.

We therefore recommend that the normal rate be increased to not to exceed
8 per cent, and that the surtax be continued. It would seem that incomes under
$100,000 could be fairly expected to bear a relatively higher rate of surtax
than they at present bear, while at the same time the entire schedule might be
materially Increased.

V.
Double taxation should be avoided.
We therefore recommend that corporate, copartnership, and association

earnings in the hands of individuals be exempt from taxation to the extent of
the normal tax paid by the corporation, copartnership, or association on their
earnings.

We further recommend that income taxes assessed be an allowable deduction
from gross income for the year in which they accrue.

VI.

We believe that so-called unearned incomes should be taxed on the same
basis as earned Incomes.

VII.

The war relief activities are calling largely upon corporations for assistance;
we therefore recommend that contributions by corporations made to strictly
war relief organizations be an allowable deduction from gross income.

VIII.

We believe that there is no sound economic relation between invested capital
and income, and that an excess profits law based thereon penalizes conservative
business management and personal effort, and places a premium on over capi-
talization and loose management and can not be equitably assessed.

We therefore recommend that an excess profits tax be formulated by the
terms of which the trade or business be allowed an earning equivalent to Its
prewar earnings before an excess tax is levied. A business or trade not In
existence during the prewar period or with subnormal earnings therein should
have the average earning of the industry for the prewar period In its line;
that after the exemption of Its prewar earnings a substantial graduated In-
creasing rate should be assessed, based on a percentage increase over prewar
earnings. This tax to be levied on all corporations, copartnerships, associa-
tions, and Individuals engaged in "trade or business," which last terms of
"'trade" or "business" shall not Include professions or personal service.

Ix.

We recommend that undistributed earnings of a copartnership should be
treated the same as the undistributed earnings of a corporation, including a 10
per cent tax on undistributed earnings not necessary for the reasonable re-
qulrements of the business.

X.
In the event that the law is to be based on the relation of invested capital

to income, then provision should be made whereby good will, trade name,
patents, or other intangible property having a determinable value should be
Placed on the same basis, whether produced by the present owner or paid for
In cash or tangible property.
And further, that in arriving at the amount of invested capital, due regard

should' be given to the market value or earning value of the stock or share as
well as to the average amount of borrowed money customarily employed in the
business.
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I The foregoing provisions are each vitally important in order to maintain
the market value and avoid unnecessary shrinkage of security in the hands of
small investors who are to a greater or less degree dependent thereon for their
personal Income.

XI.

In order that an unnecessary drain upon the financial resources of the country
may be avoided at tax paying periods, we recommend that the same be payable
one-third on June 15, one-third on July 15, and one-third on August 15 of each
year, and that anticipation certificates of indebtedness be available throughout
the year.

XII.

We suggest that in the framing of the present revenue measure due considera-
tion be given to the fact that since the conclusion of the prewar period a large
number of industries have been organized, many of which do not have a parallel
in the prewar period by which to measure its adequate prewar earnings; in
others of which the operations have been conducted upon individual responsi-
bility of its officers who are affiliated with other kindred industries, and in
which, by reason of the requirements of the business a large capital during
the year, as a whole, Is not necessary and whose earnings are so disproportioned
to its capital requirements as to render a comparison with similar lines during
the prewar period impossible without an injustice to the principals engaged.

XIII.

In formulating the foregoing suggestions and recommendations we have had
constantly in mind the fact that, while organized business will produce the
larger part of the earnings from which the Government must obtain its revenue,
yet these units, either corporate, copartnership, or association, comprise a
large number of Individual partners or shareholders who rely for their source of
income upon the earnings of the larger units.

We believe that the embodiment of our suggestions and recommendations in
a revenue measure will have the effect of placing the ultimate burden of the
tax upon the individuals in whose hands only the income is liquid and available
for tax purposes, on an equitable basis of income and ability to pay.

CHICAGO, May 21, 1918.
We have compiled the following statements in order to show the variation

in amounts and percentages of the tax on the same amount of Income derived
from investment under varying conditions or received without investment as
salary.

Yours, respectfully, WM. W. THOMPSON & CO.,
Certified Public Accountants.

SUMMARY.

Taxes on investments and incomes under following conditions would be as
shown below:

AMOUNT AND PER CENT ON CAPITAL INVESTED.

A. B. C. D.

Condition. Per A Per mon Amount. Amount. PerAmount, cent. Amount. oun. cent. cent.

1. Capital invested on corporation at

three times par ..................... 8,586.92 &72 $5,067.62 5.63 81,674.36 5.58 5837.18 5&
. Capital invested in reorgNhmzd
corporation, which ba bought good
will, etc., for cash .................. 3,488.11 2.33 1,984.03 2.15 602.76 2.01 301.38 2.01

& Capital Inveted In M nd
aa~ortpo which bought good
w=fllt., forstok ............. 5,883.25 11.76 3,401.37 11.31 1,107.00 O1.07 553.50 11.07

4. Capital invested in single pro-
pIletwuhip ......................... ,008.00 L84 610.00 .8. 60.00 .2 5.00 .10

5. Capitallunvestedinpartnershi..... ,21&40 .48 4,761.16 5.29 1,508.24 .02 744.00 4.9
6. Capital, none; entire incometrot I7O

a....inv.ted.nbonds.pita......... 2,641.80. 1,16200. . 00 5..00 ... .................bond.......... 1,48.00 :ig o1.o 00 .i®6.0. 2Do0 5 . 0&
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AMOUNT AND PER CENT ON EARNINGS OF INVESTMENTS.

1. 0pi invested on corporation at
thWe tmw pat...................

2. Capital I tnv et In reorganize
cor tailn wih has bought good
w , etc., for cash ..................

3. Capital invented in reorganized
corroton which bought good
wil, etc., for stock .................

4. Capital Invested in single pro-
prietorship ........................

s. Capital investedin prtnershi.-
6. Capital, none; entre income frm

salary inve.ted.in.bonds.......7. Capital invested in bonds ..........

98,586.92

8,488.11

5,883.25

2,008.00
8,215.40

2,641.60
1,480.00

38. 16 85,067.62

15.50 1,9"4.03

3,401.37
610.00

4,761.16
1,162.00

610.00

37.54 11,674.36

14.32 602.76

25.20 1,107.00
4.52 00D.0

35.27 1,508.24'

QasaMM

Condition No. .- Smith & Co. is a corporation organized in 1900, with a
capital stock of 10,000 shares of a par value of $100 per share; total par value,
$1,000,000. The market value of this stock, measured by sales for past five
years, has been $300 per share; total market value# $3,000,000.

The earnings on the above stock for past seven years has been an average of
$45 per share, which is equal to 45 per cent on par or 15 per cent on market
value.

The stock is all outstanding and was purchased at $300 per share by indi-
viduals who are married but without children; and the income from this Stock
constitutes their entire income.

After computing the Federal taxes and deducting same from net profits, all
the balance of net income was distributed as dividends to stockholders.

Under the above conditions the taxes and rate per cent of Income and rate
per cent of Investment are as shown below:

Stockholder.

A..........
B........
C.........
D ........ *Others .....

Actual
capital

invested.

$150,000.00
90, 000. 00
30,000.00|I AOb

Earnings
of invest-

ment.

522,500.00
13,500.00
4,600. 009 9.r Ai

1 00 .00 2009,0o 2,715,000.00 407,250.00

1o,Oo 3, OD0, OD0. D 450,000.00

Share of
gorpor-
ation
taxes.

", 371.806,023.08
1,674. 36

837.18
161,52.58

167,436. 00

Balance of
earning

receivesdividends.

$14:12K. 208, 476.92
2,825.64
1,412.82

255,720. 42

232,564.00

Total
corpora-
tion and
personal

taxes.

88, 58 925,087.62
1,674.36

887.18

Per cent of
taxes on-

aital Ings of

vested Invest-ment.

38. 16
37.54a.m
3.3

Condition No. 2.-Jones & Co. is a corporation organized in 1900 in same
business and with same capital as Smith & C., but in 1912 reorganized; a
new corporation taking over the business and paying In cash $2,000,000 for the
good will, trade-marks, and trade brands of Smith & Co. and $1,000,000 for the
net tangible assets; making the total invested capital of the new company
$8,000,000.

Otherwise the conditions are the same as Smith & Co. stated above.
The taxes and rate per cent of Income and rate per cent of investment under

condition No. 2 are as shown be low:

Stockholder.

t r............

D..............Other ......

Tol..

Actual
capital

invested.

$150,000.00g0,0Mo.00
80,000.00
15,000.00

715,000.00

3,000,000.00

Earings

ment.

622,500.0013,500.00
4,500.00
2,250.00

407,250.00

450,000.00

Share of

taxes.

, 018 801,808.2

301.38
54,549.78

60,276.00

Balance
of earn-

as divi-
dends.

819, 486. 2011,691.72
3,8.24
1, 94S. 62

852, 700. 22

389,724.00

Total.corp ora-
tdon and
personal
tarot

48L 
11

301.8

Per cent of
taxes on--

vested. Invest-
Mont.

its
13. 39

$837.18

301.38

5M.80

5.00
744.00

5.00
&00

I ........
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Condition No. 8.-Assume that all particulars under condition No. 2 are the
same under this caption except that $2,000,000 stock was issued for good will,
trade-marks and trade brands instead of cash paid for same. Then in that
event the $2,000,000 good will, etc., can only be valued for purpose of deter-
mining the invested capital at 20 per cent of outstanding stock, or $600,000, thus
making the total invested capital of company $1,600.000.

The taxes and rate per cent of income and rate per cent on investment under
condition No. 8 is as follows:

Stockholder.

A.....
B........I
C.........I
D ............
Others .......

Num-
bar of

1,500
900
300
1SO

27, 150

Total .... 30,000

Actual
capital

invested.

150,000.00
30,000.00
10,000.00
5,000.00005,000.00

1,000,000.00

Earnings
of invest-

mont.

$Ai, 5m.00
13,500.00
4,500.00
2,250.00

407,250.00

450,000.00

Share of
corfora-

taxes.

1,535.00
3, 21.00
1,107.00

553.50
100,237. 50

Balance
of earn-

ings
received
as divi-
dends.

1e, 905.0010,179.00
3,393.00
1,696.50

307,012.50

110,754.00 339,246.00

6348. 2580. 37
None.
None.

Var.

Total
corpora-
tion and
personal

taxes.

65,833.25
a, 401.37
1,107.00

553.50

Per cent of
taxes on-

Capital
in-

vested.1

26.15
20

26.0025.0OD

Condition No. 4.-If there were no corporation taxes and the stockholders
under condition No. 1 received all of their pro rata of earnings of the corpora-
tion without any tax deduction, which in effect would put each stockholder in
the position of a single proprietor, then the taxes and rate per cent of income
and rate per cent on invested capital would be as follows:

Proprietors.

A ..... .

D .............
C .............

Nun-
ber of
shares.

Actual
capital

invested.

$150,000.00
90,000.00
30,000.00
15,000.00

Ment.

$22,500.00
13,500.00
4,500.00
2,250.00

Individual taxes.

Exess-
profits

100. 00
None.
None.
None.

Income
tax.

81,408.00
610.00
80.00

S5.00

Total
taxes.

12,008.00
610.00
80.00

5.00

Per cent of taxes
on-

Capital
Invested. of invest-

ment.

Condition No. 5.-If the proposition as stated in condition
as a partnership the results would be as follows:

1 was treated

Partners.

A ...........
B .............
C ...........

Nam-
ber oi
sharm$.

Actual capi-
tal invested.

$150,000. 00go,ooo.oo
so,000.00
B5,000.00

Earningsof invest-
mento

$22,500.00
13,500.00
4,500.00
2,250.00

Excess
profits.

$7,440. 0
4,464.00
1, 4S8. 00

744.00

Individ-
udin-
come
tax.

$775. 40
297.16

None.

$8,215.40
4,761.16
1,508.24

744.00

Percent of taxes
on-

Capital
inveted.

5.48
5.29

.02
4.96

Earnrnof flvelf
mont.

36.52
35.27
33.51
33:06

Condition No. 6.-If the stockholders of Smith & Co. had not Invested their
money in that company, but received salaries of a like amount as the earnings
of the stock of the stockholders of Smith & Co., then the tax on their income
would be a follows:
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Per cent of taxes
on-

Employees Actual capl- Salary re- IndividualI

tal invested. celved. Incometax. Earnings
Cnvpital, of Invest-invested, ment.

A .......................................... None. 522,500.00 $2,641.60 None. 11.74
B .......................................... None. 13,500. 00 1,162.00 None. 8.61
C .......................................... None. 4,5 00 60.00 None. 1.33
D ....................................... None. 2,250.00

Condition No. 7.-If income of Smith & Co. stockholders had all been derived
from bond interest:

Per cent of taxes
on-

Bond holders. Actualin- Earnings of Individual
vestment, investment, taxes. Earnings

Capital of invest-
invested. ment.

A .......................................... $150,000.00 $22.500.00 $1,4S0.00 0.986 6.57
B .......................................... 90,000.00 13,500.00 610.00 .877 4.52
C .......................................... 30,000.00 4.500.00 60.00 .200 1.33
D ......................................... 15,000.00 2,250.00 5.00 .033 .22

TAX ANALYSIS -FOR NATIONAL ASSOCIATION OF CREDIT MEN.

THE NATIONAL ASSOCIATION OF CREDIr MEN,
Chicago, Ill.

GENTLMEN: We have compiled the following statements in order to show
the effect of the combined Income and excess profits or war profits taxes, as
proposed In House bill No. 12863, on the income of an individual with an invest-
ment In any one of the four following different business organizations:

(a) Single proprietorshipr.
(b) Copartnership.
(c) Corporation not distributing its income as dividends.
(d) Corporation distributing all Its income as dividends.
We show the amount of taxes in each case as well as the rate per cent of the

taxes based on both the invested capital as well as on the Income.
You will note that with Identically the same investment and identically the
iame income the amount of tax varies from $4,245 against an individual en-

gaged in business as a single proprietor or as a partner In a copartnership to
$13,564 against an Individual with his money invested in a corporation, which
does not distribute its income as dividends, and to $14,501 against an individual
with his money invested in a corporation wbich distributes all its income as divi-
dends., The percentages also vary from 4.245 per cent to 14.501 per cent on capi-
tal invested; and on income from 16.97 per cent to 58 per cent.

The amount of tax and the relative percentages in class C will be increased
if and when the corporation does declare dividends providing this action takes
place during a year in which the tax laws are in force. The increase will de-
pend entirely on the tax rates in force at that time.

We have compiled Exhibits C and D in strict accordance with the text of the
House bill as it now stands, but call attention to the wording of paragraph (a)
of section 280, page 14, which is as follows:

"In the case of a domestic corporation 18 per centum of the amount of the
net Income in excess of the credits provided in section 236: Provided, That the
rate shall be 12 per centum upon so much of this amount as does not exceed the
sum of (1) the amount of dividends paid during the taxable year, plus (2) the
amount paid during the taxable year out of earnings or profits in discharge of
bonds and other interest-bearing obligations outstanding prior to the beginning
of the taxable year."



300 TO PROVIDE REVENUE FOR WAR PURPOSES.

This paragraph should be changed so as to give the taxpayer the benefit of
the 12 per cent rate on that portion of the corporate net income used to pay
the Federal income tax with, as it is obvious that while a corporation may pay
out all its net income for a single year in dividends and treat its taxes as being
paid out of succeeding years' income it can not continue this process Indefinitely.
We have prepared Exhibit E to give expression to an anticipated change in
paragraph (a), section 230, which will give the taxpayer the right to compute
the tax on income used in paying income tax with at the 12 per cent rate instead
of the 18 per cent rate as now called for In House bill.

We have also prepared Exhibit F to give expression to the amount of divi-
dends available for distribution, as it is clear that a corporation can not con-
tinually distribute all its net income as dividends. It must pay the Federal
taxes (which are not allowed as an expense of the business) and the residue
Is the only amount available for dividends.

If the present bill H. R. 12863 becomes a law it will penalize those individ-
uals who are engaged in business under a corporate form, and will place them at
a serious disadvantage over those engaged in business as single proprietors or in
copartnerships and it is to show this variation in taxes that we submit the fol-
lowing summary supported by exhibits and schedules, showing the details by
which the summary is made up.

Respectfully submitted.
WM. W. THOMPSON & Co.,
Certified Public Accountants.

COMPARATIVE SUMMARY.

Rate of tax

Capital Income. Taxes.
invested. On On

capital. income

Per cent. Per cent.
A. Individual in single proprietorship ............. $100,000.00 $25,000.00 84,245.00 4.245 16.97
B. Individual as one of 3 copartners ............... 100,000.00 25,000.00 4,245.00 4.245 16.97
C. Individual owning one-third of capital of corpo-

ration the income of which is not distributed
as dividends ................................ 100,000.00 25,000.00 13,564.00 1&564 54.26

D. Individual owning one-third of capital of corpo-
ration the income of which is all distributed
as dividends ................................ 100,000.00 25,000.00 14,501.00 14.501 58.00

E. Same as C except adjustment made for Federal
income tax deduction so as not to tax at 18
per cent, that portion of income represented

paymentof income tax to Government... 100,000.00 25,000.00 13,469.44 13.469 53.AS
F. Same as D except adjustment made for deduc-

tion of Federal income taxes paid b cor-
poration to arrive at residue available for
distribution as dividends ................ 100,000.00 25,000.00 13,056.68 1&067 52.23

EXHIBIT A.

Computation of tax on income of an individual citizen or resident of the United
States whose invested capital in trade is $100,000, and income 'is $95,000.

Normal tax: Tax.
Net income ------------------------------------------ $25,000
Less personal exemption-----------------------------2,000
Net taxable income -------------------------------- 28,000
Taxable at 6 per cent --------------------------------- 4,000 $240

Taxable at 12 per cent ------------------------------ 19,000 2,280

Total normal tax ------------------------------------------- 2,1520
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Surtax:
Net income. - $25, 000
Less exemption - 5,000

Net taxable income -.--------------------------- 20, 000
2 per cent on $7,500-$5,000=$2.500----------------------- $50
3 per cent on $10,000-$7,500-$2,500 ----------------------- 75
7 per cent on $15,000-$10,000=$5,000 ------------------ 350
10 per cent on $20,000-$15,000=$5,000 -------------------- 500
15 per cent on excess over $20,000=$5,000 ----------------- 750

Total surtax ------------------------------------- 1, 725

Total normal and surtax --------------------------- 4, 245
(Not subject to excess profits or war profits tax.)

EXHIBIT B.

Computation of tax on income of one of three members of a domestic co-partner-
ship whose invested capital in trade is $300,000, and income is $75,000.

Normal tax: Tax.
Net income -------------------------------------- $25,000
Less personal exemption ----------------------------- 2, 000
Net taxable income -------------------------------- 23, 000
Taxable at 6 per cent ------------------------------- 4,000 $240

Taxable at 12 per cent ------------------------------ 19, 000 2,280

Total normal tax ---------------------------------------- 520

Surtax:
Net income --------------------------------------- 25,000
Less exemption ------------------------------------ 5, 000

Net taxable income ------------------------------- 20,000
2 per cent on $7,500-$5,000=$2,500 ------------------------ 50
3 per cent on $10,000-$7,500=$2,500 ----------------------- 75
7 per cent on $15,000-$10,000=$5,000 --------------------- 350
10 per cent on $20,000-$15,000=$5,000 -------------------- 500
15 per cent on excess over $20,000=$5,000 ----------------- 750

Total surtax ------------------------------------- 1,725

Total normal- and surtax --------------------------- 4,245
(Not subject to exce.-s profits or war profits tax.)

EXHIBIT C.

Cornput nation of tax on income of 1 of a total of 3 equal stockholders owning all
the stock of a domestic corporation whose invested capital in trade is $800,000
and income is $75,000, none of which income distributed bs dividends.

CORPORATION TAX COMPUTED.

[No dividends paid.]Normal tax : Tax.
Net income -------------------------------------- $75, 000
Less-

War profits tax ------------------------- $33,600
Specific exemption ------------------------ 2,000

35, 600

-Subject to 18 per cent tax ---------------------- 39,400 $7,092
War profits tax, computed as per schedule No. 1 -------------------- 33,600

Total corporation tax -------------------------------- 40,692



802 TO PROVIDE REVENUE FOR WAR PURPOSES.

INDIVIDUAL TAX COMPUTED.

[No dividends received.]

Normal tax: One-third of the above tax paid Indirectly by individual
through corporation. There is in this case no tax direct on the indi-
vidual. The tax paid by corporation for account of the individuals
was ----------------------------------------------------- $13,

EXHIBIT D.

Computation of tax on income of 1 of a total of 3 equal stockholders owning Qi
the stock of a domestic corporation whose invested capital in trade is $300,000
and income is $75,000, all of its income being distributed as dividends.

CORPORATION TAX COMPUTED.

(All income distributed as dividends.]
Normal tax: Tax.

Net income --------------------------------------------- $75,000
Less-

War profits tax ------------------------- 33, 600
Specific exemption ------------ ------------ 2,000

35,600

Subject to 12 per cent tax ---------------------- 39, 400 $4, 728
War profits tax, computed as per schedule No. -------------------- 33,600

Total corporation taxes ------------------------------- 38,3

INDIVIDUAL TAX COMPUTED.

[Entire corporate earnings received as dividends.]

Normal tax: None on dividends.
Surtax:

Net income from dividends ---------------------------- $25, 000
Less exemption of ---------------------------------- 5,000

Net taxable income ------------------------------- 20,000
2 per cent on $7,500-$5,000=$2,500 ----------------------- $50
3 per cent on $10,000-$7,500=$2,500 ---------------------- 75
7 per cent on $15,000-$10,000=$5,000 --------------------- 350
10 per cent on $20,000-$15,o0=$5,000 -------------------- 500
15 per cent on excess over $20,000=$5,000 ------------------ 750

Total surtax ------------------------------------- 1,725
Add individual's share of tax paid by corporation In his behalf as

per above, being one-third of $38,328 ------------------------ 12,776
Total taxes paid direct by Individual and indirectly

through the corporation ------------------------- 14,501
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EXHIBIT E.

Computation of tam on income of I of a total of 8 equal stockholders owning
all the stock of a domestic corporation whose invested capital in trade to
$800,000 and income is $75,000. None of which income is distributed as
dividends.

CORPORATION TAX COMPUTED.

No dividends paid.

Normal tax: Tax.
Net income ------------------------------------- $75,000.00
Less--

War-profits tax (see schedule No.
1) -------------------------- $33,600. 00

Specific exemption ----------------- 2,000.00
35,600.00

Subject to 12 per cent tax ----------------- 39, 400. 00 $4,728.00
Less normal taxes ------------------------------ 4,728.00

Subject to additional tax of 6 per cent on ac-
count of not being distributed ------------- 34,672. 00 2,080. 32

War-profits tax, computed as per schedule No. 1 ------------------ 33,600.00

Total ----------------------------------------------- 40. 408. 32

INDIVIDUAL TAX COMPUTED.

[No dividends received.]

Normal tax: One-third of the above tax paid indirectly by indi-
vidual through corporation -------------------------------- $13, 469.44

ExHiBT F.

Computation of tax on income of 1 or a total of 3 equal stockholders owning all
the stock of a domestic corporation whose invested capital in trade is $300,000
and income is $75,000, all of its residue of income, after paying Federal taxes,
being distributed as divi'lenda.

CORPORATION TAX COMPUTED.

[All income, after paying taxes, distributed as dividends.] Tan.
Normal tax:

Net Income ------------------------------------- $75,000.00
Less-

War-profits tax (schedule No. 1)--- $33,600. 00
Special exemption ----------------- 2, 000.00

35, 60. 00

Subject to 12 per cent tax ----------------- 89,400. 00 $4, 728. 00
War-profits tax, computed as per schedule No. I ------------------ 33,600. 00

'Total corporation taxes ------------------------------- 38,328.00
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INDIVIDUAL TAX COMPUTED.

[Entire corporate earnings, less taxes paid, received as dividends.]

Normal tax: None on dividends.
Surtax:

Net income from dividends--
One-third net income of $75,000 ------------- $25,000. 00
Less corporation taxes paid ------------------ 12, 776. 00

Dividends received ----------------------- 12, 224.00
Less exemption of -------------------------- 5,000.00

Net income subject to surtax ---------------- 7, 224.00
2 per cent on $7,500-$5,000=$2,500.
3 per cent on $10,000-$7,500=$2,500.
7 per cent on excess over $10,000=$2,224

$50. 00
75.00

155.68

Total surtax --------------------------------- 280.68
Add individual's share of tax paid by corporation In his behalf

as per above, being one-third of $38,328 ------------------- 2, 776.00

Total taxes paid direct by individual and indirectly
through the corporation -------------------------- 13,056.68

Schedule No. 1.-War-profits and excess-profits tax computations supporting
Exhibit "C ".

WAR-PROFITS METHOD.

Net income ---------------------------------------------- $75,000.00
Less.-

Specific exemption -------------------------- $3,000.00
10 per cent prewar profits -------------------- 30, 000.'00

- 33,000.00

Income taxable at 80 per cent ------------------------------- $42, 000.00
Total war-profits tax 80 per cent of $42,000, equal ---------- $33, 600. 00

EXCESS PROFITS METHOD.

Net income ---------------------------------------------- $75,000.00
Less.-

Specific exemption -------------------------- $3, 00o.00
8 per cent invested capital -------------------- 24,000.00

Income taxable as.below --

15 per cent of invested capital ---------------- $45, 000. 00
Less exemptions---------------------------- 27,000.00

Taxable at 85 per cent ------- ---------------- 18,000.00

20 per cent of Invested capital ----------------- 60,000. 00
Less 15 per cent of capital -------------------- 45,000.00

Taxable at 50 per cent ----------------------- 15,000.00

Excess of income over 20 per cent of invested capi-
tal taxable at 70 per cent ------------------ 15,000.00

Total taxable Income ----------------------- 48,000.00

27, 000. 00

-_ 48,000.00

Tax.
6,300.00

7,500.00

10,500.00

Total excess-profits tax -------------------------------- $24, 300.00

14orz-Inasmuch as the war-profits method gives a larger tax than the ex-
cess-profits method it is the tax to use in computing the income tax return and
amounts to $88W00.
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Conforming to the request of Senators Penrose and Robinson that we indicate
the principles in the brief which have been embodied in the proposed law, we
suggest that they are as follows:

First. In paragraph 2 the basic exemption and tax rate on income as between
individuals, partnerships, and Incorporations.

Second. In paragraph 4, our recommendation, " it would seem that incomes
under $100,000 would be fairly expected to bear a relatively higher rate of
surtax."

Third. In paragraph 5, recommending the exemption of dividends to the
amount of the normal tax paid by the entity.

Fourth. Paragraph 6.
Fifth. Paragraph 8, suggesting the prewar earnings as the basis of the exemp-

tion, has been recognized in the war-profits tax.
Sixth. Paragraph 11, recommending the payment of the tax in Installments,

has been adopted with modifications as to dates.
Seventh. Paragraph 12, the lower maximum rates provided for smaller cor-

porations and a provision for a proper exemption to entities for subnormal
earnings (luring the reward period has been provided for.

During the hearing, but too late to be presented in the argument, the follow-
mg telegram was received from a prominent member of the association:"Urge * * * that if invested capital is reduced by dividends paid dur-
ing current year, current earnings should be an addition to invested capital.
Consistency is a virtue which should not he overlooked."

(The following letter was subsequently received, and, by order of
the chairman, is here printed in full, as follows:)

EX(ES S-PIUFIT TAX. AS IT AFFECTS MODERA'r-SIZED CORPORATIONS ENGAGED IN A
HAZARDOUS FORM OF BUSINESS.

BUF AirO, N. Y., Septcmber 17, 1918.Hon. F. M. SIM ONS,
S nate Fibance Committec, llashington. 1). C.

DwEAR Sia: The excess-profit tax bears most heavily on small or medium-sized
corporations engaged in any hazardous form of business, such as mining or
producing oil.

Owing to the uncertain nature of such business, the annual profits fluctuate
u-rt':tly, except in the case of very large corporations whose business is on

.M-,, ;i scale that the element of chance Is practically eliminated and whose
annual earnings, therefore, are fairly uniform and approximate the average
profit of the business. The smaller companies do not do the volume of business
to obtain such a uniform rate of profit each year. Their profits depend largely
on chance or luck, and It is often the case that they have several bad years
of little or no profit, and then, due to a- lucky strike, an exceptionally good
year showing a very large profit for that year, which profit may be very
badly needed to average up with the lean years.

To illustrate how tile proposed new rates might work. A large company
makes 20 per cent profit each year for five years; a small or medium-sized
company averages 20 per cent profit for five years the same as the large
company, but It makes only 5 per cent profit during four of these years and
then 80,per cent in the fifth year.

Large company.

81608-18----20

Per ent-Sage of
Profits. Tax. tax tod

invested
oaptal.

Per cent. Per Ct. Per cow.
8. ..........

20 ....... *
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Medium company.-Four years, 5 per cent annual profit; no tax; one year,
80 per cent profit.

Pereelt-
age of

Profits. Tax. tax onInvested
capital.

Per cent. Pr cent. Per c*et.

7 35 2.45
a 60 2.50

60 42. 0
80........... 48.95

Average for 5 years, 9.39 per cent.

It will be noted that the smaller company, with the same average percentage
of profits, pays nearly twice as much excess-profits tax as does the large com-
pany. Or, to put it in another way. the large company pays in excess-profits
taxes about 25 per cent of its profits and the smaller company nearly 50
per cent.

The difference would be still more marked If in some years the smaller
company should not have profits, but losses. If It sustained a very serious
loss involving a large portion of its capital, it could, with these excess-profits
taxes (which, too, would be greatly augmented on account of the company's
dwindled invested capital) never possibly recover, no matter how fortunate it
might again be in another year.

Being engaged In the oil-producing business, and realizing the great ups and
downs of the same and the tremendous risks that have to be taken in this
business and the great losses that are part of this business, I seriously fear
the excess-profits tax will hflrt so severely the smaller companies engaged in
this business that many can not survive.

The large companies will get along all right because, on account of their
large volume of business, they will earn fairly uniform profits, and therefore
are less likely to have to pay any taxes at the higher rates; also, because, as
a rule, they are heavily capitalized.

Herein seems to lie the serious defect of the excess-profits tax. It bears
most heavily on small and conservatively capitalized concerns, and the larger
a company Is and the more it has been capitalized, and possibly overcapitalized,
the less is the burden.

How can smaller concerns, engaged in hazardous business and so landi-
capped, compete with the great corporations?

It is my understanding, although I am not sure it is true, that the English
law allows a refund to taxpayers wvho, having paid heavy excess-profits taxes,
In subsequent years sustain losses or greatly reduced earnings. This idea would
seem to have a merit, and, if it could be carried out, would doubtless in the
future save many concerns and enable them to continue in business.

Yours, very truly, G.A. Point

(The chairman here presented a letter in the nature of a brief from
the National Association of Cotton Manufacturers, which is printed
in full, as follows:)

THE NATIONAL ASSOCIATION OF COTTON MANUFACTURERS,
Boston, Mass., September 18, 1918.

Hon. F. M. SIMMONS,
-Chairman Finance Committee, United Statea Senate,

Washington, D. 0.
SIR: The National Association of Cotton Manufacturers, through its taxation

committee, begs to submit to you the following as Its views upon the new war
revenue bill drafted by the Ways and Means Committee of the House and now
under consideration by your committee:

It id the belief of the National Association of Cotton Manufacturers that ex-

tremely important economic fundamentals have been almost entirely neglected
by those who, up to the present time, have had the measure in hand. Speaking
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in the broadest way, the entire bill rests upon the assumption that when a
nation is engaged in a war, the larger the part of- the cost of the war that is
met out of the current income of the nation (luring the war period itself, the
sounder the economic condition of the nation is kept, both (luring the war and
in the years succeeding the war.

As a basis for this assumption, much has been made-and a few professional
economists have lent their weight to the contention--of the argument that, inas-
much as the materials of all kinds required for the prosecution of the war must

clearly come out of the nation's current production of goods, therefore, these
materials should be paid for out of the current income of the nation. It is de-
clared that the customary process by which important enterprises are carried
through in peace times, I. e., the use of materials currently produced but paid
for in subsequent years through the machinery of credit-is contrary to the
public welfare In war time. Accordingly, it is asserted, despite the fact that the
w;vr itself, through its withdrawal of millions of men from their usual activities
in the wvay of multifarious production and service, actually (if not in terms of
tioney, ince price inflation is a usual accompaniment of war), very greatly
reduces the national income, the war period ought to be marked by an enor-
mously greater reduction in the part of this national income which is regularly
applied to the normal production and consumptive uses of the community than
wva-; the ease in the prewar peace days or than is contemplated for the postwar
period. Whereas the entire economic fabric of the modern world has been built
up through resort to the use of credit to the greatest possible extent for the dis-
tribution of economic strains and stresses over long periods of time, in order
that these stresses and strains may not be thrown all In a moment upon the com-
munity, absorbing so much of its current income as to impair its productive effi-
ciency, the new doctrine of war finance seems to hold that the very reverse of
thi' practice should be employed'in war time, the abnormal economic strains
and stresses of the war being met at the moment of their occurrence by the
severest reduction in the part of the national income left free for normal uses
which the population will endure.

It must. of course, have been largely by rule of thumb that the proportioinato
distribution between taxation and credit of the current year's war costN of the
United States was arrived at by the administration and the Ways and Means
Committee. There is no discoverable basis in the available statistics of the
country's wealth and national income as a whole, or of the wealth and income
of the various classes of persons and productive instrumentalities (corporations,
etc.) in the country, for the determination of the apportionment of the total
estimated war costs of $24,000.000,000 (including loans to our allies) in the pro-
portion of one-third ($8,000,000,00) and from the Nation's income (taxation?
and two-thirds ($16,000.000,000) from the country's savings and credit re-
sources (liberty bonds, war savings, annd thrift stamps, etc.). Economically
speaking, the most that can be said of the proportions, one-third taxation (for
the country's war expenses on its own account the proportion is near one-half)
and two-thirds borrowing, is that, besides being convenient round amounts,
they outdo, in respect of the relative largeness of the taxation and the relative
smallness of the resort to credit, the figures of any other nation in this or any
other war. In other words, the proportions carry out, to the largest extent
thought endurable for the country's population, the new and so-called "ideal
theory of war finance.

It may le remarked in passing that there is a certain economic incongruity
between the $8.000,000,000 a year set by the Ways and Mfeans committee e as the
Proper measure of taxation while the war is actually being fought and its dis-
turbance of the national economy is at its height, and the $4,000.000,000 of
annual taxation which the committee's chairman, Mr. Kitchin. has recently
stated to be the probable annual rate when the war is over and our armies
have returned to their usual productive occupations and services at home. The
questionn inevitably arises why, with the greatly reduced number of producers
of the war period, the population should be called upon to pay double the
amount of taxes it is expected by the lawmakers to have to pay when the nm-
ber of producers has been restored by the termination of the war? The answer
that, while we are actually at war we are compelled to meet inordinately heavy
immediate expenses, while after the war is, over we shall have to meet, more
or less at our leisure, only the interest and amortization costs of that part of
our war expenditure which. we have obtained by borrowing (plus. of course,
ilensions or their equivalent, and some other charges having a war origin), is
very fur from convincing. It is of supreme importance to the national economy,
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in fact, that such extraordinary wide alternations of relatively heavy and rel.
atively light annual drafts upon the current national income should be avoided,
or at least mitigated, to the utmost possible extent, since the dlisalTangements
and inpairnents which they occasion-and particularly which the heavy
drafts, suddenly thrown on, bccasion-far outweigh in importance any andi all
gains derived front making the population, as i productive entity, for i time
"pa y ls it goes" all inordinately large part of current expenses which it is
compelled to meet. In it lies the primary function of credit In the interest
of the general productive efficiency, and hence in that of the public welfare, to
lessen the harmful pressure of sudden increases of exigent expenses by dis-
trilbuting such Increases over longer periods of time and enabling them to be
met by the community out of Its future as well as its present production. It is
In accordance with this principle that all the great enterprises of tills and
otlier countries have been carried through in modern times, and It is in reality
idle at this late date to as 't that the entire system is wrong and should be
replaced by one permitting the least possible use of the machinery of credit
ani the naximnun possible expenditure or tying up of current Income.

It is for these reasons that the entire theory upon which rests the distribu.
tion of the country's war expenses on the basis of one-third (actually nearly
one-half) taxation and two-thirds borrowing, is open at least to the gravest
doubt with respect to its hn liony wit the heqt teacling of modern experience
in the matter of the financial and fiscal methods most conducive to the main-
tenance of the productive economy of nations unimpaired through the severest
stresses and '4rain'n. Nations. like important public and private enterprises
of leNs scope, do bet for themselves when they use credit, in so far as this is
possible, as a mean of distributing abnormally heavy present costs over rela-
tively long future periods of national production. And If, In a spirit of sui-
posed self-secrifice or of idealizing effort to keep as close as they can to that
traditionally excellent condition of "being out of debt," 'they undertake the re-
verse practice, they will find thnt the outcome In the end is the same for them
as It would be for a private enterprise following the same rule.

Much has been said in this country of the excellence of the methods pursued
by Great Britain iln her war finance, especially a, regards the comparatively
high proportion of the .ost of the war for her. which she has met from the
proceeds of taxation. One of the specific objects of our own lawmakers seems
to be to outdistance Great Britain in this respect. Yet the student of the
fundamental.A of national economics will doubt whether the praise lavished
upon Great Brltaln' war finance is really merited.

It is commonly asunmied on this side of the Atlantic that British war finance
is far founder than French war finance for the very reason that the French
have kept their taxation down to the Irreducible minimum necessary to meet
the permanent cliirges ili the way of Interest on debt, pensions, etc., which tile
war has imposed an(i Ik still Imposing on the country. The French, however,
are the most lucid of all nations in the matter of financial and fiscal thinking,
as itn so many other directions; and as the expert studies the position in which
France will probably be left at the end of the war, comparing it with the
probable position of Great Britain, he finds it hard to avoid the conclusion
that in the end the national economy of France as a whole will be found to
have been relatively less impaired by the war than that of Great Britail--ad
thi ili spite of the vast destruction of Industrial equipment and the extensive
interruption of industry which Francte has had to endure. Eonomically,
France is in a Ie constricted condition tn-day-has a greater freedom of
movement financially and Industrially-than appears to be the case with Great
Britain. So far as we can foresee what will occur in the various belligerent

nations at the end of the war, France will make her new start decidedly more

easily than will Great Britain, though she Is naturally much the poorer nation,

and besides has suffered far greater nmtllation at the hands of the connnOO
enemy. And for tills advantageous position of France the avoidance'of exceS-

sive taxation during the war, even at the cost of a proportionately heavier

debt at the conclusion of the war, will be to a large extent responsible.
Though it can not truly be said either of the heavy taxation proposed by

the W\ays and Means Committee or of that imposed by the British Government
that the national incomes of the respective nations can not endure such levies with-

out acute distress for the population mw a whole and serious risk of a penerll

economic breakdown, the practical conditions under which the levies have to be

imposed in war time are of a character to yield a maximum of economic hara

Thus it is practically impossible to devise adequate machinery, amidst the
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pressing necessities of the war Itself, whereby every class in society, from the
lowest to the highest, can be made to contribute its proportionate share of the
great sun total. War will not wait for the constructing and perfecting of this
machinery: Its demands are peremptory and iinediatte. Hence tile lawmakers
Inevitably tuln at once for much the greater part of the expected tax yield to
tile particular limited classes of persons and economic instrumentalities fron
which the largest amount of liquid return can most easily be derived. Taxes on
individual Incomes and profits of corporate enterprises answer this description,
and it is upon them that the great burden of taxation is inevitably imposed.

When this Is done, however, a collateral result of the gravest consequence
is Immediately obtalned-a result that almost at a stroke deeply iznmirs the
general national economy. In so far as the proceeds of taxation of this kind
involve a reduction of the net yield 9f income-producing properties, Ilhe market
value of these properties Immediately reflects, by the process known as
"capitalization," the loss of net yield; and while the properties may remain
physically and productively as good as ever they were, their value to their
owners, especially as a basis for credit, is very much less. Thus the raising
of the British Income-tax rate at the beginning of the war was soon followed
by a decline in the aggregate value of :187 selected and seasoned securities on
the London Stock Exchange, of over 20 per cent, or nearly. $3,500,0000,000.
Similarly our own income-tax laws have reduced the market value of securities
dealt in on the New York Stock Exchange in an amount of approximately
$5,000,000,000, while the market worth of urban real estate in this country has
notoriously declined on the average by some 15 or 20 per cent, and in some large
cities by nearly 30 per cent. Thus, while there has been a very great enliance-
mert in the market values of primary commodities and articles of manufacture
and trade in both the United States and Great Britain as a result of war
conditions, the particular forms of war taxation necessarily adopted by the two
countries to give the high tax yields desired have probably to quite as great
an extent reduced the market values of the countries' income-producing
properties, and In this wise Impeded tremendously the provision of the credit
resources upon which, after all, the respective (overnments must for tile most
part rely. Hence come all kinds of uncomfortable conditions in the securities
markets In general, and especially In the markets for the great war loans that
have been or must be floated. This point is perhaps best illustrated by tite
disparities In the quotations of the liberty loan bonds of the United States-
disparities which are only too likely to become greater and more harassing to the
Government as the process of adjustment of the market prices to the net yields
for so-called "marginal " puechegers approaches completion.

These " marginal " purchasers In the securities markets are, of course, those
wealthy persons known as speculate, rather thaii pernllaent inveshIs. wi ,
make it their business, in whole or it part. to bu. aind carry the floating supply
of the various securities, Liberty Loan bonds alimg the rest. The zreat ma-
jority of these " marginal " purchasers. are called upIll to pay high rati*s ot
Income tax and surtaxes; and with every increase of these rates they reduce
the prices at which they are willing to carry the floatif supply of securities,
II order that the ret yield to them may be the " groin-_ " rate for invtinent
capital. It is by this process, or one essentially the sanie. that tile m-r1ncet
Vflt U( ' of all forms of inc tl le-Podn.ing property are slvowlw but surely re-
(led by3 heavy and increasing income taxation. And the further this process
goe, the more the permanent credit resources of the country are reduced,
11vct:er1(' these properties in the last resort serve as the basis (f the permanlent
credit resources, Just as commodities in process of distribution serve as the
blisis of short-time or commercial credit resources.

'What has Just been said brings out the general prilnc'ile that is made oper-
ative by the chief forms of taxation embodied in the war revenue measure now
before your committee. Something should be s;aid. however, of the Illusiry
notion that these forms of taxation are peculiarly effective fit restricting so-
called " inflation," whether price Inflatlon or, its a sequel to price inflation.
monetary Inflation. Nothing could be further from the truth thami this notion.
There is not the faintest evidence that price inflation has its beginning in tile
increased buying of the well-to-do lasses, whose number and aggregate con-
Sumption' are too small to have an appreciable effect upon the movement of
prices, except those for a few pure luxuries. Domestic price inflation In-
varlably has its origin in an increased purchasing power andi in actual in-
creased purchasing of the great mass of the comnmity, who can he reached
by taxation In the actual period of a war by no government, because no gov.
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eminent has or can devise quickly enough the elaborate machinery necessary.
One qualification should perhaps be made at this point, i. e., that by general
consumption taxes the mass of the population can be reached am11made to
reduce its purchases.

Turning now from the larger aspects of the new war-revenue bill to the taxes
imposed by the bill upon corporations. it may be said at the outset that the
entire treatment of what is designated as "invested capital" in the bill is
without economic justification. The true invested capital of a business enter-
prise consists of the sum of the following items: (1) Value of lands, build-
ings, and machinery; also patents and good will; (2) value of raw materials
on hand; (3) value of goods in process; (4) value of outstanding accounts and
bills receivable; (5) cash. It makes not the slightest difference whence came
the funds, when they came, or in what form they came, from which the above
values are derivable. In any case, the sum of these values is the actual " in-
vested capital" of the business. The complex elaborations, differentiations.
and so oi of the bill, in its attempt to give a catch-all definition of "invested
capital." do no more than give rise to inequalities, injustices, and absurdities
We trust your committee will effect abandonment by Congress of this inco-
herent and, in many respects, wholly senseless treatment of the subject of "in-
vested capital." '

A further economic absurdity of the bill is its treatment of " excess " profits.
The phrase "war profits" means something Intelligible and at the slime time
real: for it is certainly possible to see in the enhanced profits of many enter-
prises an element-often a very large one-which is undeniably attributable
to the war and to nothing else. The umoral feeling of the community is un-
doubtedly-and i most cases properly-averse to the making of profits'purely
and simply out of war, which means loss and suffering for the vast majority;
and the heavy taxation of profits arising from this source alone has the sanc-
tion not only of society at large, but usually of the very persons or enterprises
called upon to meet such taxation.

The phrase "excess profits," on the other hand, is an entirely meaningless
one. except where actual monopolies are involved. Wide differences in earn-
ing power, as between different' individuals and different business enterprises,
are indubitable facts of nature, and must be recognized nt such by any sound
polity. The high earnings of the skillful, the enterprising, the Inventive, the
farseeing, are not "excess" profits; for without them we should soon have all
economic activity at a standstill and the case of society would be desperate
Indeed. Accordingly, there is no economic defense-aud in reality no social
defense--for the general treatment of profits above the average, or "excess"
profits, in the new war-revenue bill.

We feel that American business men should stand out against this part of the
bill as a matter of the highest ultimate welfare of the country.

Very truly, yours,
RUFUs R. WILSON, Scrtar/Y.

DRUGS.

The CHAIRMAN. The committee will now hear Mr. Eugene Brok-
meyer.

STATEMENT OF MR. EUGENE C. BROKMEYER, COUNSEL FOR
THE NATIONAL ASSOCIATION OF RETAIL DRUGGISTS.

Mr. BROKMETER. Mr. Chairman and Senators, my name is Eugene
C. Brokmeyer, and I am general attorney for the National Associa-
tion of Retail Druggists, and speak for the 50,000 druggists of the
country.

Senator Smoot has said he supposed I would like to address some
of my remarks to the proposed repeal of section 6 of the Harrison
Act. It seems rather a cunous and odd occasion to discuss narcotics
when your committee is considering revenue measures, and it was
rather a surprise to the drug trade that the pending revenue bill
should have been made the occasion for an attempt to repeal section
6 of the Harrison Act, after you gentlemen and Congress spent so
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much time with the Harrison Act three years ago, -and thrashed it
our thoroughly.

Senator THOMAS. You know the basis of the action of the Ways
and Means Committee is that the act, as we then passed it, has not
proven effective in practice.

Mr. BRORMEYER. Senator, I am quite familiar with that conten-
tion, and the answer is simply this, that the evidence submitted to
the Ways and Means Committee was submitted by some representa-
tives of the Internal Revenue Department, and the decision of the
Ways and Means Committee is based entirely on ex-parte testimony.
The drug trade have not had an opportunity to analyze that testi-
mony, or to rebut it.

Senator SMOOT. The mere repeal of it will do a great deal more
harm than it will do good.

Mr. BROKMErER. Exactly.
Senator LODGE. Will you point out the clause in this bill which re-

peals the Harrison Act?
Mr. BROK3fFYER. Yes, sir. Page 154, at the bottom of the page,

section 1009 [reading] :
That section six of such act of December seventeen, nineteen hundred

fourteen, is hereby amended to read as follows:
"SEC. 6. That the provisions of this act shall not apply to decocanized coca

leaves from which all cocaine and other related alkaloids or associated salts
have been extracted, npr to preparations of such decocanized leaves."

Senator SMOOT. That is the milk in the coconut.
Mr. BROKMEYER. That simply means that all the other provisions

of section 6 are repealed.
The other provisions repealed represent the exemptions of all the

narcotics laws of every State and Territory in the Union. The
exemptions were suggested and recognized by the International
Opium Convention, article 9 of which said that it was the pur-
pose of the treaty powers, including this country, to regulate and
control the use of habit-forming narcotic drugs, but not to so re-
strict them as to interfere with legitimate and medical uses, and
Confess, recognizing that, in the passage of the Harrison bill, very
wise incorporated the exemptions of section 6. For years informa-
tion, these exemptions, in a few words, simply provide that prepara-
tions containing negligible quantities of narcotics, when mixed with
ingredients of medicinal virtue, possessed and used, administered in
good faith, and not for the purpose of evading the provisions of the
Harrison law, shall be exempt from the provisions of the Harrison
law That is section 6. And under those exemptions it has been
thought that preparations containing these negligible quantities,
which experience shows renders them impossible to become habit-
forming. and which the House committee's report at the time, in ex-
plaining swtion 6, said it was the purpose of Oongress to exempt for
the reason that the quantities which they contain were negligible,
and when mixed with medicines in these small quantities could not
become habit-forming, should not be subjected to the provisions of
the act, the purpose of the act being to control the use of narcotics.• Senator THOMAS. What have you to say as to this statement of
Mr. Kitchin in the report to the House [reading] :

Under the present law only prepared smoking opium seized by the United
States Government from any person violating the acts of October 1, 1890, as
amended by the acts of March 8, 1898, February 9, 1909, and January 7, 1914,
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may be sold to the highest bidder, pursuant to the provisions of section 340o
of the Revised Statutes of the United States. The Secretary of the Treasury
does not have any authority to dispose of coca leaves. their malts, and deriva-
tives, or compounds, or .opium, except smoking opium, in any manner what-
ever, when seized for violation of any of the above acts, or when seized under
the act of December 17, 1914. Neither are the courts authorized by any statute
to dispose of coca leaves, their salts and derivatives or compounds, or any
opium, except smoking opium.

Mr. BnOKMEYER. I think that is a wise provision. We have i.
earthly objection. Our protest is simply against the repeal of set
tion 6.

Senator LODGE. I do not understand how that repeals section (.
Mr. BROKMEYER. By simply amending section 6 so as to preserve

the particular clause here that is written in the bill. All of the other
provisions of section 6 are excluded by this amendment.

Senator SmooT. All the proprietary medicines were excluded, a,
the gentleman has said.

Senator LODGE. This applies only to coca.
Mr. BRoKMEYER. It now eliminates that exemption that we in-

tended to make for these proprietary medicines.
Senator TOWNSEND. Who has section 6 here?
Mr. BRoKMEMTR. I have it in a brief which I was going to file.
Senator PENROSE. Let section 6 be read in the record.
Mr. BROXX ER. Here is section 6, for your information, if I may

be permitted [reading]:
Section 6. That the provisions of this acl shall not be c(nstrued to apply

to the sile, distribution, giving away, dispensing. or po)ssession of preparations
nnd remedies which do not contain more than two grains of opluln, or more
than one-fourth of a grain of morphine, or inore than une-eiglith of a grain 'f
heroln, or more than one grain of codeine, or any salt or derivative of an3 of
them In one fluid ounce, or, if a soil or semisolid preparation. In one avo rdu-
pois ounce, or to liniments, ointments, or other preparations which are pre-
pared for external use only, except linlments, ointments, and other preparations
which contain cocaine or any of its salts or alpha or beta eucalue or tiny of
their salts or any synthetic substitute for them: Provided, That such remedies
and preparations are sold, distributed, given away, dispensed, or possessed as
medicines and not for the purpose of evading the Intentlis and provisions of
this act.

Our contention is that if any of these preparations containing
these negligible quantities should perchance he used in gross quan-
tities to satisfy the craving of an addict, and the Treasury Depart-
ment has any evidence of that fact, that evidence iq proper evidence
for the Department of Justice, upon which a conviction may im
obtained. But we do not admit that these preparations can be con-
sumed in sufficiently large quantities, for the reason that they are
mixed with ingredients of medicinal properties, and if taken in large
quantities they would be ejected from the system either by nausea or
otherwise,

Senator THOMAS. The report in regard to that particular section
recites that [reading]-

In the administration of the act it has been found that the exemption his
made the adequate enforcement of the act almost impossible, and that many
preparations are marketed which contain a lawful amount of the drugs, but
which are of great harm to the consumer.

Mr. BRONMEY-R. In reply to I hat our answer to the Internal-Reve-
nue Department, when it made that contention, was that we asked
them whether they had, submitted evidence upon which that state-
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went as made, and upon which the Ways and Means Committee
predicates that statement to the prosecuting officials in an attempt
to secure conviction, and it was found, as far as I have been able to
learn-I confess I was not given definite information-that the evi-
dene was collected and held by the Treasury Department's repre-
sentatives for the very purpose of preparing this case which they
have submitted, and that a bona fide attempt has never been made
to secure convictions.

Senator LODGE. What was the proportion of opium in that section?
Mr. BBOKMIEnVR. It varies with the different narcotics. In the

vase of opium it is two grains.
Senator LOnaG. One-quarter of a grain of morphine is pretty big.
Mr. BROKrIYE. To two ounces. Let me call your attention to

this fact, that a reputable physician of Washington, re-writing a
popular remedy for cold for a patient of his, who was a client of
mine, prescribed one-quarter of a grain of morphine to 1 ounce of
mixture, using other ingredients suitable for a cold, and that did not
produce an addict, and any reputable physician does that right along.

Senator SMOoT. Senator Tomas was chairman of the subcom-
mittee that had that Harrison bill up for consideration, and we gave
(lays of hearings upon the question as to the quantities in that bill,
and it was decided by every person who was before the subcommittee
that those quantities named in the Harrison bill were not detrimental,
and would no form and could not form a drug habit.

Mr. BROKmE YR. And the best proof is that all the States of the
Union have identically the same thing in their narcotic laws. and
it is a reasonable presumption that their experience perhaps has dic-
tated that.

Senator LODGE. Your objection to this thing is its wording, that
it sweeps oway all of that.

Mr. IIItOI iEYEU. It wipes it out entirely.
The CIIIMAN. Was not that unintentional ?
Mr. BROKM.EYFR. No, sir; it was apparently deliberate; and perhaps

it aight be well, for your information, to say that this was brought
About by the Deputy Internal Revenue Commis;sioner Mr. Keefe, and
his assistant Dr. Reese, who was charged in the administration of
the Harrison law regulations, with preparing this bill, submitting
it to Mr. Rainey, who adopted it for them and introduced it in the
ltou,: and then before the bill wais reported to the House, when we
got copies of the bill and asked for a hearing, Mr. Moore of Pennsyl-
%nni told us that it wits unfortunate, that we were too late; that the
bill had been incorporated in the revenue bill without a hearing:
whereas, three years ago, due to the kindness and indulgence of your
committee here and of Mr. Burton Harrison of the Ways and Mfeans
Committee we were given practically a year with Dr. Harrison
Hamilton Wright fully considering all this, and Dr. Wright ex-
plained it to the retail druggists, an( later went on record as joining
one of the speakers in his opinion this morning, and Mr. Black has
asked that the tax on medicines be made 4 per cent rather than 2,
for the reason that although the consumer pays the tax the druggist
is vitally interested, and tlat no tax shall be imposed that will have
the effect of decreasing the volume of his business. We feel that if
an exhorbitant or unduly high rate is imposed in addition to all the
other costs, the high cost and advanced costs of drugs, and many



TO PROVIDE REVENUE FOR WAR PURPOSES.

other items, the business of the druggist will become so small that
it will be difficult for him to continue.

Place this 10 per cent tax proposed in the bill on proprietary p rep-
arations. Of course you understand every preparation madebDy a
druggist according to his own formula, not only patent medicines,
but everything made by a druggist in his own shop and according to
his own formula, is under this tax, because the provision in the law
is so broad as to include that. This tax, I say, in addition to doubling
the alcohol tax-you understand the druggist uses alcohol in com-
pounding prescriptions; it is one of the most widely used articles
that he handles, and while the tax on proprietary medicines is paid
by the consumer and the proposed tax on nonbeverage alcohol used
by the druggist in compounding his prescriptions will be put
the prescriptions, we fear that the cost to the druggist himself will
so decrease the volume of his business that the druggist can not
continue.

Senator TOWNSEND. How do you think that would effect the peo-
ple as a whole,.to decrease the amount of drugs that they use?

Mr. BROKMETER. The effect on the prescriptions alone would be
to double the cost of prescriptions, which already has been doubled
as the result of the high price of alcohol.

Senator TOWNSEND. I am thinking of the health of the people
as a whole, if they did not use but half the amount of drugs they
now use, would it not be better for them ?

Mr. BROKMEYEt. That is something that each person must answer
for himself. I assume that the development of the pharmacy and
of the practice of the physician and all those things express what
people require, or at least what they demand, so that that is prob-
lematical.

Senator ROBINSON. Have you investigated the question as to the
profits that are usually made on retail drug transactions?

Mr. BROKMEYER. In a casual way only; but I can say this, that
if it seems that profits are high, I have here a few items showing the
advance in cost of the drugs to the druggists since the beginning of
the war.

Now, ammonia, which before the war could be bought by the
druggist for 81 cents a pint, he now pays $1.50 a pint for-ammonia
being very generally used.

Digitalis, which before the war cost 81 cents a pint, now costs $1.60.
Belladona has been increased from $1.25 to $1.88..
Spirits of camphor has increased from $1.20 to $2.20.
Essence of pepsin has increased from $1.60 to $2.60.
Senator RoBiNsoN. I understand about that.
Mr. BROKMEYER. Yes, sir.
Senator ROBINSON. But the inquiry I am making is, the point that

is implied in my question is, that the retail drug trade as a whole is
enormously profitable, considering the amount that is invested in it.
I have made some investigation into that, and my inquiry leads me
to beeve that very eat profits indeed are made on drugs.

Mr. BROIKME-ER. Might call your attention in relation to that, as
a member of this committee, to the fact that druggists are compelled
to sell sandwiches' and tea, and chocolate and coffleein their places of
business, so that the modern drug store can hardly be recognized as
an apothecary's shop, and I take it they are compelled to To that in
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spite of themselves, because I assume that seeing they are specially
qualified and trained men jn their profession, it must be humiliating
to them to do it, and the would not do it if they did not have to.

Senator ROBINSON. I o not think that is true. I think the ordi-
nary drug store in the country town sells its products at 150 to 250
per cent profit. I do not think you ought to complain about a small
tax like this, if that is the case.

Senator TOWNSEND. I will give you an instance. I have an in-
stance that has given me some little disturbance, and perhaps you
can give me some information on it. I was advised by a reputable
doctor to get a bottle of Squibb's Pectrolatum. I had bought some
of thatbefore the war. As remember, I paid 40 or 50 cents a bottle
for it.

Senator SMOOT. What sized bottle?
Senator TOWNSEND. It is a pint bottle, I think. It is the same

bottle that I had seen. There are two drug stores in the block where
the Portland Apartment House is. One drug store is out on Thomas
Circle and the other is at the other end of the apartment house. I
stepped into one of those drug stores and asked the price of a bottle
of this medicine and was told it was $1.25. I thought it was a pretty
large amount, so I went down to the other drug store, and they told
me there that it was 85 cents; the same brand of product; one store
charging $1.25 and the other 85 cents. I wonder what law of reason
or of the war it was that made those prices differ.

Mr. BROKMEYER. I know nothing about the conditions in this par-
ticular case, but I want to assure you that the experience of drug-
gists differs,'particularly as to the effect of the draft. Some have
qualified help and others have not. Some, who are able to get quali-
fied help are paying to-day two or three or four times for it what
they paid before.

Senator MCCUMBER. There is no standard, is there, by which
druggists agree upon what a prescription costs, but each one charge
what he thinks he ought to get.?

Mr. BROKM1EYIER. He can not, under the law, agree with his com-
petitors.

Senator'MCCUMBER. There is no price fixing?
Mr. BiIOKMEYER. He can not agree, under the Sherman law. Now,

just before leaving that proprietary-medicine tax, the druggists are
interested in the alternative proposed, which allows the Commis-
sioner of Internal Revenue to collect the tax in the form of a stamp,
paid by the purchaser and affixed by the vendor. I have no fault to
find, though the druggsts would naturally contribute their time and
trouble to that part of it; but the other provision, which requires the
druggist to collect the tax, to keep records and make an inventory
and make returns,- will impose upon him additional burdens.

Senator THOMAS. Two years ago the people whom you represent
complained very strongly because they were required to place these
stamps upon their commodities.

Mr. BROKxMEYER. You are quite right, Senator; that is a fact.
Senator THOMAS. They said that it required so much time that it

would be unjust.
Mr. BROKmEYER. That is true, and we would be opposed to a stamp

tax to-day if it were not that we realize we have got to make our
-acrifices and contribute our part toward the general war program.
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There is just one other part of the bill I want to speak of, and that
relates to the tax on soda fountains. The bill fixes a tax on 7-cent
drinks, 1 cent; from 7 cents to 10 cents, 2 cents; and with the tax
on the drinks selling at 7 cents we have no fault to find.

Senator THOMAS. There is a temptation to charge 15 cents instead
of 10 cents; that is the objection I see there.

Mr. BROKMEYEFR. There is a limit as to what we can charge.
Senator THOMAS. What is the limit?
Mr. BROKMEYER. It depends on the druggist's customers what he

dares charge.
Senator THOMAS. That is it exactly. This 1 cent stamp tax will

probably result in the imposition of an increase of 100 or 200 per
cent on the consumer.

Mr. BROKMEYER. Here-is what I ias getting at. If you will im-
pose a tax of 1 cent for every 10-cent drink, and you will make it
2 cents for every drink selling between 10 cents and 20'cents, you will
goet more revenue for the Government. because you will take care of
the most popular of all drinks-that is, the ice-cream soda.

Senator THOMAS. My objection to that is that I think it can be
used to increase very greatly the cost to the consumer and to increase
the profit to the vender, beyond what he would otherwise realize.

Mr. BIEOKMEYEIR. That is true; but if he increases his prices too
much he will destroy his trade. Ice-cream sodas are tip to 15 cents,
and the effect of this would be to put a 4-cent tax on a 15-cent ice-
cream soda, which would make it 19 cents; and the druggists hon-
estly tell me that if they were to charge 19 cents all over the country
they would not sell ice-cream soda. The effect of that would be to
drive people to the 5-cent drinks. That would mean that the Gov-
ernment would get more revenue from the 1-cent tax.

Senator THOMAS. Will there be such a thing as a 5-cent drink after
this of any kind.

Mr. BROKMEYER. Yes. Five-cent drinks may go to 7 cents, but they
will not go over that.

Senator THOm.As. Do you know of any such thing as a 5-cent
drink?

Mr. BROKRMEYER. Oh, yes; Coca Cola and things like that. But
my idea is that if you will apply the 2-cent tax to the drinks selling
between 10 cents and 20 cents you will preserve the trade as it is
to-day, and you will get for the Government the income from the
2-cent tax; whereas if you keep the provisions as they are here you
will drive people to the lower priced drinks.

Senator THOMAS. That would allow you to have a 10-cent drink
and pay the tax?

Mr. BROKMEYER. Yes. I will ask permission to submit a brief.
(The brief referred to by Mr. Brokmeyer is here printed in full,

-is follows:,
NATIONAL ASsOCIATION OF RETAIL DRUGGISTS,

Waslhington, D. C., Se cptember 12. 1918.
THE FINANCE COMMITTEE, UNITED STATES SENATE,

Wa hington, D. C.
GENTLEMEN: The National Association of Retail Druggists, speaking for all

of the drug stores of the country, upon which the public depends for the corn-
poullng and dispensing of necessary drugs and medicines, and many other
things, respectfully protests against the proposed amendment of the Harrison
Narcotic Act (an act of Congress approved Dec. 17, 1914) in the form of a
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"rider" tacked onto the pending revenue bill without notice to the drug trade
and pharmacy interests and an opportunity to be heard before the Ways and
Means Committee of the House had determined the matter on testimony sub-
mitted alone by representatives of the Internal Revenue Department.

The proposed amendiment was prepared by the Treasury Department, Intro-
duced in the House of Representatives as H. R. 12787 a few days before the
revenue bill was reported by the Ways and Means Committee and Incorporated
bodily in the revenue bill without discussion by practical drug and pharma-
ceutical men, who alone might have Intelligently advised all of the members
of the Ways and Means Committee as to the effect of the proposed amendment
on drug and pharmaceutical interests and the public welfare. ' Your honorable
committee will recall how you considerately and wisely codiperated with repre-
sentatives of all branches of the drug trade and pharmacy before the Harrison
Act wis enacted, in order that no Injustice be done the public and drug and
pharmaceutical interests in the manufacture and sale of habit-forming narcotic
drugs when used for legitimate and necessary purposes. It is noteworthy that
the Ways and Mlean4 Committee of the House also cordially cooperated with the
representatives of drug and pharmaceutical interests before the enactment of
the Harrison Act, with gratifying results to all concerned.

Sections 1008, 100) and 1010 of H. R. 12863, Union Calendar No. 256, are the
sections which incorporate the Rainey bill, to be found on pages 149, 150, 151,
152, 154, 155 and 156. Under the guise of a revenue measure these sections
are no more or less than a proposed exercise by the Federal Government of
the police powers of the several States, guaranteed to theni and to them alone
under the Federal Constitution. While most of the Rainey bill Is devoted to
prescribing the rates of taxation and the method of collecting the taxes pro-
posed, next to the last section, section 1009, repeals section 6 of the Harrison
Act except a provision exempting decocalnized coca leaves and preparations con-
taining them from the provisions of the act. That part of the Harrison Act
repealed is as follows:

" SECTION 6. That the provisions of thiN ;iwt shall not be construed to apply to
the sale, distribution, giving away, dispensing, or possession of preparations and
remedies which do not contain more than two grains of opium, or more than
one-fourth of a grain of morphine, or more than one-eighth of a grain of heroin,
or more than one grain of codeine, or any salt or derivative of any of them in one
fluid ounce, or, if a solid or semisolid preparation, in one avoirdupois ounce: or
to liniments, ointments, or other preparations which are prepared for external
use only, except liniments, ointments, and other preparations which contain
cocaine or any of its salts or alpha or beta eucaine or any of their salts or any
s5 nthetlc substitute for them: Prorided, That such remedies and preparations
are sold, distributed, given away, dispensed, or possessed as medicines and not
for the purpose of evading the Intentions nd provisions of this act."

The foregoing section Is substantially the exemption provision of all the nar-
eotic laws of the States and Territories of the Union, which are based upon
the practical experience of the people of this country and have stood the test
of many years' operation.

The language underscored in section 6 was used by Congress to make it
impossible for any person to abuse the exemption provisions and privileges of
section 6 without subjecting himself to the penalties of the law, and If the
Treasury Department hits evidence of abuses of the law, it should be called
upon to explain why this evidence has not been furnished the Department of
Justice for purposes of prosecution.

The repeal of section 6, us proposed, would nullify one of the purposes of the
International Opium Convention, which is," to limit the manufacture, the sale,
and the use of morphine, cocaine, and their respective salts to medical and
legitimate uses only," as declared in article 9 of the treaty. The proposed
repeal of section 6 would seriously interfere with rather than limit the manu-
facture, the sale, aind the use of narcotic drugs for medical and legitimate pur-
poses, and it was because your honorable committee and the Ways and Means
Committee appreciated this fact that Congress wisely incorporated section 6 in
the Harrison bill when it vias enacted.

The proposed repeal of section 6 would also conflict with the purpose of Con-
gress as declared in House Report No. 23, Sixty-third Congress, first session, as
follow's:

"There l. a real, and one might say, even desperate need of Federal legis-
lation to control our foreign and interstate traffic In habit-forming drugs, and
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to aid both directly and indirectly 'the States more effectually to enforce their
police laws designed to restrict narcotics to legitimate medical channels."

The same purpose as stated in the foregoing House report is recorded in
Senate Report No. 258, Sixty-third Congress, second session.

In other words, the intent of Congress in the enactment of the Harrison act
was to aid the States, not usurp the police powers of the States, in the enforce-
ment of laws limiting narcotics to legitimate medical uses, and for other recog-
nized necessary purposes.

It is contended that conditions have changed and that thousands of addicts
have been found of draft age in Baltimore and New York City. Granting this
to be true, it certainly does not follow that the large number of these addicts
should or can be attributed to the abnormal use of preparations containing
narcotics In negligible quantities as provided in section 6. In fixing respon-
sibility it would be more reasonable and fair to take the Treasury Department
it its own word when it reports In successive annual reports of the Internal
Revenue commissioner that far more violations of the Harrison act have been
committee by. physicians than by druggists or any other class. It is more
probable that these addicts, like all other addicts, were created by the admin-
istration of narcotics upon the prescriptions of physicians than otherwise.
because it can easily be established that the consumption of preparations con-
taining a narcotic in a. quantity exempted by section 6 in any considerable
quantity would result in nausea, or some other form of elimination of the
'preparation from the human system. Recognizing this obvious fact, Congress
explained the exemptions of section 6 in the House report referred to as
follows:

" Section 6 exempts from the provisions of this act preparations and remedies
which contain so small a proportion of narcotics as to render it impossible that
they should become habit-forming drugs."

The Senate also concurred in this report, when submitted by your honorable
committee.

The contention of the Treasury Department that 35,000 gallons of paregorli
were sohl in 15 States within three months should not be regarded as serious.
or significant. The department does not state the purposes for which the
paregoric was sold and therefore there is no way of determining whether it was
used for legitimate and necessary purposes, or not. It certainly does not follow
that all of it or any considerpble part of it was used for illegitimate purposes.
in the absence of proof to that effect. There are anywhere from fifteen tui
twenty million persons In 15 States and this large population surely needs a
considerable quantity of this popular and widely used preparation. Thirty-
five thousand gallons equals 4 480,000 ounces, or 2j drains per person In three
months, on the basis of a population of 15,000,000 persons, the lowest estimated
population of 15 States. One ounce of paregoric contains 1.8 grains of oprin,
so that assuming that one person consumed 2- drams of paregoric in threl,
months and that every one of the 15,000,000 persons consumed paregoric, each
person would have consumed less than one-half a grain altogether in that length
of time. Nor would he have consumed one-half a grain of opium in its state
as opium. Paregoric contains benzoic acid, camphor, and oil of annise in quanti-
ties proportionately the same as that of the opium content, to which Is added
a small percentage of glycerine, the remainder of the preparation consisting of
diluted alcohol. To consume paregoric, therefore. in any considerable quantity.
or in suflicent quantity to satisfy the craving of an addict, would undoubtedly
result In the consumer's illness, or in the rejection of the preparation by the
system before its effect could be felt. Repeated experiences of this kind would
hardly be conducive to the development of paregoric addicts, If the Iawq and
experience of human nature count for anything. What the Treasury Depart-
ment has in mind is to obtain from Congress the authority to make any find all
regulations it pleases for the manufacture, sale, possession, compounding, and
dispensing of narcotic drugs and preparations containing them in any quantity.
however negligible. If this power Is vested in the department, it will proceed
to permit the administering of narcotic drug and preparations containing theta
upon' physicians' prescriptions, thus perpetuating the principal source of the
narcotic evil, while denying to the public the right to purchase preparations
which can not possibly become habit-forming In package form as found on the
shelves of drug stores. How the proposed repeal of section 6 would improve the
situation is not clear. How it would furnish additional opportunities for
abuses of the use of habit-forming narcotic drugs is plain.
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It should be remembered that druggists purchased opium, morphine, and
similar drugs for use In making their own preparations, including paregoric,
before the enactment of the Harrison act and sold them In quantities of 10
or 20 cents' worth at a time. The restrictions of the act were such, however,
that they soon found it unprofitable and inadvisable to purchase these narcotic
drugs. The temptation to burglars was great, as was the responsibility of
druggists. They therefore changed their policy and bought narcotic prepara-
tions already prepared, so that to-day the average druggist carries in stock
little or no narcotic drugs in their original state. It is not surprising, there-
fore, that the sales of narcotic preparations by druggists have Increased 100
per cent, or more, according to the Treasury Department. If they had increased
1 000 per cent it would not necessarily mean that as much opium had been dis-
pensed in narcotic preparations since the form of distribution was changed as
was sold when druggists were making their own narcotic preparations and dis-
peasing them in small quantities.

For the foregoing and other reasons, the statement of which the lack of time
and space will not permit, your honorable committee is earnestly requested to
strike out of the pending revenue bill sections 1008, 1009, and 1010. The ob-
jections entertained against sections 1008 and 1010 are based on the contention
mainly that if Congress in its wisdom sees fit to amend the Harrison act, It
should be done through legislation independent of revenue legislation, after
careful consideration of the 'subject and a full ind fair opportunity for the
organized drug trade and pharmacy to be heard.

Very respectfully,
EUGENE C. BROKMEYEU,

General Attorney.
FRANK T. STONE,

Chairman, Legislative Committee.

NATIONAL ASSOCIATION OF RETAIL DRUGGISTS,
Washington, D. C., September 12, 1918.

TiE FINANCE COMMITTEE,
United States Senate, Washington, D. C.

GENTLEMEN: The National Association of Retail Druggists, representing the
more than 50,000 drug stores of the United States, asks the Indulgence of your
honorable committee for the privilege of submitting for your careful considera-
tion the following in relation to the proposed tax on beverages as provided in
section 630, page 115, of H. R. 12863:

The tax on soda-fountain drinks.-This provision levies "a tax of 2 cents for
each 10 cents or fraction thereof of the amount paid to any person conducting
a soda fountain, ice-cream parlor, or other similar place of business, for drinks
commonly known as soft drinks, compounded or mixed at such place of busi-
ness. or for ice cream, ice-cream sodas, sundaes, or other similar articles' of
food or drink, when any of the above are sold for consumption in or In prox-
imity to such place of business: Provided, that in cases where the charge for
any such article is 7 cents or less, the tax shall be 1 cent. Such tax shall be
paid by the purchaser to the vendor and shall be collected, returned, and paid
to the United States by such vendor in the same manner as provided in sec-
tion 502."

Section 502 provides that vendors shall collect the tax imposed from the per-
son making 'the payment of such tax and shall make, monthly returns under
oath in duplicate and pay the taxes so collected to the local collector of revenue.

Retail druggists have no complaint against the tax itself; they merely ask your
honorable committee to readjust the rates of taxation, so that neither the revenue
of the Government nor the profits of the druggist will suffer. We are entirely
satisfied with the tax of 1 cent for each drink selling at a fountain or stand for
7 cents, or fraction thereof. We suggest, however, that the bill be amended so
as to provide a tax of 2 cents for each drink selling for more than 7 cents
and not more than 20 cents, with such additional tax for each drink selling at
more than 20 cents as the good judgment of your honorable committee may
dictate. Ice-cream sodas as a general thing nowadays sell for 15 cents. Under
the bill as it now reads the tax on such sodas would be 4 cents, because a tax
of 2 cents is imposed for each 10 cents or fraction thereof paid for a soda;
fountain drink. The effect of raising the selling price of ice-cream sodas to 19
cents. including the proposed tax, would be to greatly discourage the purchase
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and sale of ice-cream sodas and force the consuming public to the 5-cent drinks.
This, of course, would Increase the proceeds of the Government from the

1-cent tax proposed, but would cause lrge loss of revenue front tile 2-cent tax
proposed. Aside from the consideration of revenue anti the profits of retailers,
which would greatly shrink under the rates proposed, the far more linpor-
tant consideration Is the effect of the proposed rates onl the public. Depriving
the American people of ice cream soda-that Is, a large majority of then,,
or those able to pay 15 cents for a drink and no more-would be unwise froi
two points of view: It would deprive the consuming public of the benefit of
the food value of the large majority of drinks consumed at the soda fountain
by forcing them to consume the 5-cent drinks containing no Ice cream or milk,
and would also take away from them one of their most popular luxuries anti
forms of diversion. The "movie" and the soda fountain have come to be the
common form of entertainment and pleasure for the masses ant anything vhichi
tends to discourage this form of diversion or entertainment without providing
a good substitute for them would be against public policy, particularly in the
hour of the Government's trials.

Your honorable committee is therefore earnestly urged to amend section 630
in accordance with the suggestions herein respectfully submitted.

InI these trying times for the Government no special Interest has aly clahis
for consideration at its hands, especially where the needs of the Government
for the prosecution of the war are concerned. It this Instance, however, It
should be remembered that the public welfare Is the highest consideration. The
health and life of the Nation demand adequate and efficient pharmaceuticll
service. Drug stores can not be operated by the sale of drugs anti mediciht's
alone because the volume and profits of such business will not maintain any
drug store alone. The soda-fountain business Is the largest and most profitable
item of the average drug store. Many druggists depend upon the profits de-
rived from this source In the spring, summer, and autumn seasons to tide theni
over the lean days of the winter. It would, indeed, be unfortunate and unwise
for Congress to cripple this phase of their busine.-s while at the sanme time
Imposing a 10 per cent tax on medicines, cosnetics, and similar articles ant
twice the present tax on alcohol used for plmrmacneutical purposes. These
burdens, together with the loss of qualified help caused by the draft, will nmake
it a serious question as to whether or not drug stores can continue as agencies
for the compounding and dispensing of necessary drugs and medicines.

Very respectfully,
EUOENE C. BaOKMEVER,

( lncl l A tiolmey.
FRANK T. STONE.

Chairman Legialatire ('nmr itt,'.

N %TIONAI.. Aso( IATION OF ItET.AL D)UGGISTS,
ti'ashingtoa, D. C., Scpteutber 12, 191S

TniE FINANCE OIMMITrEE,
United States Senate, W'ashington, D. C.

GENTLEMEN: ()ln behalf of the more than 50,000 retail druggists of th1.
United States the National Association of Retail Druggists has the honor to
submit for your careful consideration the following brief in relation to the
proposed tnxintion of distilled spirits for medicinal and Industrial purposes
and proprietary preparations in H. R. 12,868, Union Cnlendar No. 256:

Poor man's medicine taxed many ways.-Your honorable committee wisely
and justly differentiated between medicines and cosmetics and similar articles
and excluded the proposed tax on the former In the revenue act of 1914. You
promptly sustained the point that medicines tire necessaries while cosmetics
and similar articles are luxuries.

The War Industries Board recently has classified drugs and medicines as
essentials and placed them on the preferred list so as to Insure their continued
manufacture and distribution in the Interest of the health and life of the
Nation.

The Ways azd Means Committee of the House, however, has classified
medicines and cosmetics and similar articles alike in the pending bill and iw-
-posed a consumption tax of 1 cent for each 10 cents or fraction thereof paid
by the consuming public. The tax on both under the present law Is 2 per cent
of the manufacturer's selling price.
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The national administration recommended doubling tf existing taxation to
meet the requirements of the war, and the pending revenue bill 'has 'been framed
in accordance with that recommendation, ,except in the came of medicines and
ceemetles aud similar nrtioleu. A consumption tax of 4 per cet, thereoire,
weekd meet the needs of the Government and not prove a discrimination aga4nt
a recognized necessary of Me, so far as medicines are concerned.

Besides the 10 per cent tax on medicines and (ometies and similar articles,
the pending bill levies a tax of $4.40 per proof gallon on nedinal and in-
duidtval -alcohol, 4emxnonly called nonbevetrage alcohol, double ,the present tax.
This amounts to $8.20 per 'gallon os used for the mnufacture of 'mediinal
preparations, b excuse alcohol so -used must ,be 188 per cent proof. Your honor-'
able committee is doubtless aware that alcohol Is indispensable as a "olvent,
preservative, or because of its therapeutic value in 'making medicinal prepara-
tions and Is largely used for such purposes. It is estimated -that the proposed
tax on nenbeverage alcohol would amount to not less than 51 per cent -of the
entire gross sales of a certain popular and widely used -liniment during the
past year, and to from 10 to 85 per cent of the gross sales of other similar
preparations. Add to thi, a 10 per cent consumption tax and your honorable
committee will perceive the extent of the additional burdens proposed for the
poor man's medicine, as well am the medicine of all classes, Including that
manufactured for the use ,of the naval and military forces of the nation. Nor
is this all. In addition to these specific -taxes the manufacturers of drugs and
medicines are required by the pending bill to pay Income, war, and excess
profits and the other taxes 'levied on manufacturers and other classes of citi-
zens generally. Why drug and medicine manufacturers, wholesalers, and re-
tailers'should have been mingled out as the subjects ,for so many different forms
of taxation, and why the consuming public should also he discriminated against
In the taxation of these necessaries, is difficult to understand, if reason, justice
and wine statesmanship are to be ,the guide of the national 'lawmakers. The re-
tail druggists of the country are heartily in sympathy with the patriotic purpose
of the Government and Congress to raise all revenue required for the successful
prosecution of the war and are more than willing to bear their fair share,
whether in the form of direct taxes, or as additional burdens imposed on
them 4n the administration of the proposed taxes. All they ask is that there
be no inequality, or discrimination, against the drug trade and pharmacy.
Aside from their selfish Interests, your honorable committee should not over-
look the fact that alcohol is used by druggists everywhere in compounding their
own preparations, as well as physicians' prescriptions, so that druggists are
Quite as -much interested in the proposed excessive tax on nonbeverage alcohol
as the large drug and pharmaceutical manufacturers. What is more, druggists
are manufacturers of preparations included In paragraph (h) of section 600 of
the revenue act of 1917 which the pending bill designates as the subject of 1 cent
for each 10 cents, or fraction thereof, of the retail price, a consumption tax,
but none -the les a tax on the time and labor of the druggists in the collection
and return of the tax. Consequently druggists are no less concernefd, or
affected, by this proposed tax than the large drug and pharmaceutical man-
ufacturers: nor is the consuming public less affected by it, so far as the selling
price of medicinal preparations is concerned. The danger Is that the selling
price of necessary drugs and medicines to the public will become prohibitive
if your honorable committee should retain the rates of taxation proposed on
Proprietary preparations and nonbeverage alcohol in the pending bill. In
addition to reducing the proposed tax to 4 per cent on proprietary prepara-
tions, this association respectfully urges ;your, honorable committee to spe-
cifically designate that -the tax be a stamp tax and that it be collected from
the purchaser by tjhe retailer at the time of sale In the form of a stamp ean-
Celed and affixed by the retailer.

The pending bill authorizes the Commissioner of Internal Revenue to collect
this tax either by the method Just suggested or by requiring the purchaser to
ay the tax to the vendor and compelling the vendor to make monthly turns

under oath in duplicate and pay the taxes collected to the local revenue aol.
lector. The latter -method would have the effect of requiring druggist ,to keep
so ,many records in addition to those they are now required to keep by other
branches E the Government that it would be most difficult for the drug stores
of the country to continue in operation, particularly with the shortage of reg-
istered pharmacists now prevailing, which promism to become even more serious
under the operation of the new dratt law. Eighteen drug stores have been
cload in the District of Columbia alone during the past six months on account

81608-4-8- 21
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of the shortage of help and difficulty In obtaining necessary supplies, and for
other reasons. This represents 7A per cent of the total number of drug stores
in existence six month ago. It is predicted that there will not be less than 50
additional drug stores closed within the next three months under the new draft
law, because of the shortage of qualified and registered pharmacists. There-
fore, your honorable committee will observe that the public welfare Is directly
affected by the excessive burdens proposed in the pending bill, which, although
of a revenue character, are none the less calculated to make it difficult or
Impossible to continue drug stores in operation and thus jeopardize the health
and life of the Nation, so far as the public depends upon drug stores for the

*compounding of prescriptions and dispensing of necessary drugs and medicine.
Still another provision of the pending bill is calculated to drive drug stores out
of business. Section 908 provides that "a tax of 1 cent for each 10 cents or
fraction of the amount paid" for any of the articles taxed when sold for con-
sumption or use shall be paid by the consumer. This language should be
changed so as to provide that the tax imposed flnally-4 per cent it is to be
hoped---shall be based on the price stamped upon them by the original manu-
facturer, and in cases where articles subject to the tax have no price stamped
upon them, the tax be based upon the ordinary and accepted value of such
articles, the method adopted by the Internal Revenue Department in the collec-
tion of the war tax during the Spanish American War. The objection to the
language in the pending bill is that it will greatly encourage predatory price
cutting. This will not only drive drug stores out of business by making it
impossible for them to compete with department store and other price cutters,
who cut the prices of some standard article and advertise It as a bait for the
attraction of unwary purchasers whom they fleece through the sale of other
articles at exorbitant prices, but will also have the effect of driving off the
market articles of established and known value and the substitution therefor
of articles of inferior quality selling for far more than they are really worth.

In passing your honorable committee will note that the pending bill imposes
other burdens on retail druggists, including the obligation to collect, return, and
pay the tax imposed on every drink sold at their soda fountains. This associa-
tion does not complain, merely calling the attention of your honorable committee
to the practical difficulties confronting the pharmacist in continuing the opera-
tion of the average drug store and rendering efficient, safe, and necessary
pharmaceutical service indispensable to the health and life of the Nation.

Very respectfully, E uazm C. Bnoxxn,
General AttorneV.

FRANK T. STonm
Chairman Legislative Oemm4ttee.

(The following brief was subsequently submitted to the committee
by. Mr. Charles M. Woodruff, and by order of the chairman is here
printed in full, as follows:)
STATEMENT ON BEHALF OF MANUFACTURING PHARMACY RESPECTING THE WAR-

REVENUE BILL OF 1918, KNOWN AS H. R. 12863.

SUMMARY.

I. A protest against the increased tax on nonbeverage alcohol.
II. A suggested provision to be added to section 908, paragraph (a), to make

the legislative intent more certain.
III. A plea for a better opportunity to consider the rider amending the so-

called Harrison Act (sees. 1008, 1009, and 1010) than can be afforded in connec-
tion with this revenue bill.
" Drugs and medicines" have been formally recognized by the War Industries

Board as essential to the welfare of both the civilian and the military popula-
tion. No attempt has been made to distinguish between schools of practice or
opposing opinions of medical men, it having been recognized that the public
and the medical profession as a whole must be treated on the basis of equality
before the law.

Moreover, It has been recognized that the neighborhood drug store. as the
immediate point of contact with the public, is an essential to the health of the
country as the family physician; and that very few drug stores could exist
if It failed to supply the medical needs of the *hole community.
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Few, indeed, do not depend In some degree upon the doctor, who may be a
"regular," "eclectic," or "homeopath." Even among "1 regulars" there are
opposing views as to the most effective form of medicament, and the value of
particular drugs-the result being that any list likely to meet the requirements
of the profession as a whole must provide several times as many preparations
as have been "recognized " by those who have compiled the so-called "official"
formularies.

Manufacturing pharmacy must therefore perform Its functions with the same
impartiality as those who have to do with the enactment, the administration,
and the enforcement of law. It is its function to reduce the crude drug to that
form pf medicinal preparation that will make it efficient and available to the
physician whose experience and observation leads hin to prescribe it.

Not considering modern serum therapy, the crude source of all hut a very
few prepared substances is botanic in character. Herbs, roots, barks, flowers,
leaves, and sometimes whole plants contain certain active principles which it Is
the province of manufacturing pharmacy to isolate from the mass of inert
matter confining them, and present in a form that will insure permanency and
efficiency, certainty of dosage, and other advantages not necessary to name.

To this end some extractive agent or solvent must be employed that will
bring away the desired active principle. In 90 cases out of every 100 this
extractive agent or solvent is alcohol. Pharmaceutical science knows no other.

The manufacturing pharmacist therefore does not use alcohol from choice,
but because he Is obliged to. Find him an efficient substitute and he will gladly
adopt it.

The tax on alcohol is already higher than Is just. It is many times the value
of the article itself. No other industrial requisite is so severely taxed, and but
few are taxed at all. In looking for more revenue why not leave alcohol as it
is under the law of 1917 and levy a tax upon one or more substances that are
now unburdened by any tax?

The enormity of the tax upon alcohol does not fully appear until it Is reduced
to terms of wine gallons. The war-revenue law of 1917 doubled the existing
tax on industrial alcohol, and made it $2.20 per proof gallon, or $4.14 per wine
gallon, figuring alcohol at 188 proof. The present law doubles this and makes
the tax $4.40 per proof gallon, or $8.28 per wine gallon.

The seriousness of this enormous tax might be more fully realized if time
had permitted a canvass of those engaged in this essential industry that would
have afforded a summary of the experience of the industry as a whole. As it
Is, It may be said that one concern alone will have to pay more than $900,000
per year based on Its consumption for 1917. How many concerns can meet this
extra tax without embarrassment? And yet all must meet it In some way or
fall in their duty to the public as manufacturing pharmacists.

It may be suggested that the manufacturer can pass the tax along; but an
emergency tax, such as the proposed, is ap uncertain element of cost and renders
the business affected by It extremely hazardous. What may be gained at one
end will be more than lost at the other. By an unchangeable law of economics
prices of stocks on hand must be such as will protect against loss when the
tax is repealed, and goods manufactured under it must be sold at less than the
cost of production.

This inevitable disturbance of an important industry at two critical periods,
now and when the readjustment comes, is a strong argument against this unjust
alcohol tax.

The tax on beverage alcohol affects the industry and trade in this wAy:
Under the present rules and regulations, before a manufacturer can use In-
dustrial alcohol for any purpose, he must file a bond in a penal sum equal to
three times the difference between the tax on nonbeverage alcohol and beverage
alcohol multiplied by the number of gallons he expects to have on hand or in
transit at any one time. This amount Is relatively large. It Is not practicable,
under present regulations, to file a personal bond, and the bonding companies are
combined as to premium required for such bonds, which is very high-based on
the theory that those engaged in this essential Industry and trade are potential
criminals.

Finally, the proposed measure entails upon the producer of the drugs and
medicines so essential to the health and welfare of the public the obligation
to Pay on whatever stock of alcohol he may have on hand when it goes Into
effect the sum of $2.20 per proof gallon, or $4.14 per wine gallon. This will
amount to more than many manufacturers will have In bank and will Involve the
necessity of borrowing. In some cases it will doubtless cause some degree of



324 TO PROVIDE REVENUE FOR WAR PUftnSof.

financial embarrassment; in all cases It will be unjust imposition upon an essen-
tial Industry not compensated by the returns.

It is therefore requested on behalf of manufacturing pharmacy that the wtt-
revenue act of 1918 do not increase the tax imposed upon alcohol by the n.r-
revenue act of 1017.

THE TAX ON PERFUMES, TOILET PREPARATIONS, AND PATENT MEDICINES.

The context and the use of the words "consumption or use" In sections bfm-
diately preceding section 908, paragraph (a), would seem to make the "legis-
lative intent" very clear. It unquestionably has reference to the final sale
across the retailer's counter, or any sale that is equivalent, as a sale by a mail-
order house. In one sense these terms are synonymous, and the last purchaser
Is the ultimate consumer, whether he eats it or whether he wears or otherwise
uses It, so that its Identity remains unchanged Indefinitely.

It is not thought that it Is intended to tax the manufacturer who.' purchases
an article included in the enumeration for the purpose of producing another
article, or the physician to pay a tax upon the medicine he administers in con-
venient doses but does not charge for specifically, or the druggist to pay a tax
on the many products he buys to dispense upon physicians' prescriptions and
orders, or the patient upon the mixture his physician has prescribed 'for him.
And yet these practical (administrative) interpretations are likely to be made,
and If long continued and acquiesced in may be finally confirmed by Judicial
construction.

Therefore, believing It does not change the intent of Congress, but makes it
more clear, it Is asked that the following provision be Inserted at the end of
paragraph (a), section 908:

"Provided, That any article sold for use in manufacturing any other article
Intended for sale for consumption or use, and any article sold to any regular
pharmacist for use in compounding prescriptions, or any article sold to ant
physician or hospital for administration to any person being treated by suda
physician in such hospital, or any article sold to a dentist or veterinarin Tor
use In his practice, shall not be considered as sold for consumption or use
within the meaning of this section unless a charge Is made for such article
apart from the fee charged by such pharmacist, physician, hospital, dentist, or
veterinarian for professional services, in which case such pharmaciSt, pbuclan,
dentist, or veterinarian shall be regarded as the vendor under paragraph (b)
of this section."

WHY THE AMENDMENTS TO THE SO-CALLED HARRISON ACT SHOULD NOT BE ON-
SIDERED IN CONNECTION WITH THIS BILL

Sections 1008, 1009, and 1010 of the bill now under discussion compete two
measures originally introduced by Hon. Henry T. Rainey as H. R. 980 and
H. R. 12787.

Section 1010 (IL R. 9830) respects the disposition of opium, etc,, under seizure
by the United States Government and happens to be exactly In harmony with
a rwesltion adopted by the American Drug Manufacturers Association.

Sections 1008 and 1009 make radical amendments to the so-called Harrison
antinarcotic act.

This act was the result of the combined efforts of Dr. Hamilton Wright
and the entire drug trade of the country represented by the National Drug
Trade Conferehee to agree upon a measure that would prevent the police laws
of the several States affecting narcotics from being nullified by thb natural
operations of commerce between the States. There were escient laws to
prvemt rabuitu from securing supplies In their own States; but none to hinder
them from purchasing across the border. Bibs which had been Introduced
were opposed by the trade as unnecessarily burdensome and unworkable. Since
manufacturers were obliged to produce preparations of the inhibited articles
In their capacity as suppliers of the doctor's requirements, and dealers by the
same token were required to distribute them, as well as physldansr -to pre-
scribe them; and since all were in favor of workable restrictive measures, the
right of their accredited representatives to be consulted in the working out of i
practical measure was conceded, and the work of the National Drug Trade
Conference was commended by Repreentat ves Harrison, Mann, and others
when the bill wns introduced in the House; and by Senator Thomas whea t
came up In the Senate.
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In May, 1917, a conference was held under the auspices of the National Drug
Trade Conference, to which came representatives from several States, duly
appointed by governors, mayors, and other officials, to exchange experiences
and determine what amendments to the act were needed to make it more
effective.

It is not the purpose of this protest to speak of the merits of the amendments
to the Harrison Act. It Is enough to know that they are important and should
be considered apart from the war-revenue act to which they have beenn attached
as a rider; and that the National Drug Trade Conference, which meets soon,
should have the opportunity of a hearing after first considering the measure in
deliberative assembly as a separate feature.

A protest against this method of rushing through an important measure to
which one faction is committed reflects only upon a system which has pre-
vailed altogether too long In Federal legislation. It is a method provided
against by the constitutions of most of our States, and, If the writer does not
misrecollect, decried by our esteemed President.

All that is asked in this connection Is that sections 1008, 1009, and 1010 may
be stricken out of the war-revenue bill, to be reintroduced as a separate meas-
ure for more deliberative consideration than can be given It in this connection.

Tle necessity of this action is Illustrated by the stamp-tax feature under
which cocaine is taxed no more per ounce than coca leaves, notwithstanding
an ounce of cocaine represents many pounds of coca leaves.

One ounce of opium is taxed as much a-, one ounce of morphine, which repre-
sents m$hy ounces of opium.

Then when It comes to compounds andi preparations we have this anoiily:
The lss of cocaine, for example, a mixture contulns the higher the tax per
ounee pf cocaine.

A package containing oie ounce of cocaine Is taxed I cent.
A mixture representing one-eighth grain cocaine to the-fluid ounce would be

tixed it the ritte of 16 vents jrr pint bottle, representIng 2 grains of cotalne-
eqijivalent to a tax of 8 cents per grain of cocaine, or $.5 per ounce.

A provision levying a minimum stamp tax of 1 cent per single package, and
basing the tax on the ounce or fraction thereof of cocainee or its salts1 or of
morphine or Its salts, etc., represented in the mixture would prevent such an
anomaly.

Protestations of loyalty are In bad taste. Everyone and every Interest is
presumed to be loyal. There may be differences of Judgment. variations of
opinion, and equally sincere patriots may be wide apart respecting the wisdom
of particular plans; but all true Americans are one In wishing for a complete
victory over the most brutal and potent foe our Nation ever contended against;
and we are all one In our willingness to sacrifice whatever may be necessary
to this desired end. The situation, however, does not justify Injustice to any
Interest nor wrong to an industry so Important to the health of our people as
is manufacturing pharmacy.

Respectfully submitted.
CHARLEs It. WOODRUFF,

Counsel Xor the American Drug Ma&itfacturers' Asooiation.
DrnjOIT, MICH.,

September 14, 1918.

PROTEST FROM MICHIGAN MANUFACTURERS.

DETROIT, MICH., Seplember 14, 1918."i lagIh Mtoltigcn Deleget ton in Ccn~greaa.
HoNoRADL Sins: A meeting of representatives of the retail drug trade and

lending Jobbers and manufacturers of pharmaceutical preparations of Michigan
met at the board of commerce In Detroit, Mich., Friday noon, September 18,
1918l for the purpose of considering those features of the pending revenue bill
(H. & 12868) peculiarly affecting the manufacture and sale of drugs and mnedi-tines.

After full discussion the acting chairman of the meeting was unanimously
instructed to send a copy of the following protest to the Senators and Congress-
men from Michigan:

"Protest i respectfully made against the increase on the tax on alcohol
necessarily used for extractive, solvent, and preservative purposes in the pro-
duecuon of medicines.
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"Our experience leads us to believe that the large Increase in revenue esti-
mated by the committee will not materialize as the result of the increased tax.
Manufacturers are likely to suspend further production of many necessary fluid
preparations, leaving the public and the medical profession to depend upon
present stocks for supplies. The result will be that the drug trade will be put
to the inconvenience and expense entailed by this very material Inctease in tax
without any marked compensating increase in revenue to the Government.

"Under the operation of Title VI the drug trade will first be obliged to pay
a very large sum in the floor tax provided for in section 604. In many cases
the assessment will be more than the retailer, the jobber, or even the small
manufacturer can meet without embarrassment, considering the stringency of
the money market and other conditions vitally affecting the conduct of the busi-
ness, which is certainly not overcapitalized.

"Drugs and medicines are necessaries both to the civilian and our military
population, and have been so recognized by the War Industries Board. The im-
mediate contact between the drug and medicine industry is the neighborhood
pharmacist, who is now struggling with natural and created conditions involv-
ing high cost of supplies, shortage of help, an intricate amount of detail in
complying with State and national pharmacy laws, poison laws, liquor laws, etc.,
and it is certainly unjust and unfair to an industry and trade recognized as so
important to impose upon it the increased alcohol tax in addition to the heavy
burdens which the industry and trade must bear under the act in common with
all other industries and trades. We therefore respectfully petition that there
be no increase in the alcohol tax over that imposed by the revenue act of 1917.
Before leaving this subject We would respectfully point out that the beverage
tax may not seem to affect the drug trade in Michigah because of the State's
prohibition law, but the regulations require all handling nonbeverage alcohol
for any purpose to bve a permit from the Commissioner of Internal Revenue
which shall be based upon a bond the penalty sum of which Is fixed on the differ-
ence between the nonbeverage alcohol tax and the beverage alcohol tax. The
beverage alcohol tax, of course, is prohibitive. It is $8 per proof gallon (approxi-
mately $16 per wine gallon). The requirements of the revenue department
have been such as to make it practically impossible to file a bond with personal
sureties, and the Insurance companies recognized by the department have
taken advantage of the monopoly they enjoy to charge a very high rate of
premium."

At this meeting it was determined to ask no change in section 680, impos-
ing a tax upon soda fountain drinks, etc., and making the druggist the collector

of this tax, although it seriously embarrasses him with respect to reports be-
cause of the present shortage of competent help.

The meeting also expressed itself as satisfied with the provisions of section
908 for the collection of the tax on perfumes, toilet preparations, and certain
medicinal preparations; but to avoid any possible misconstruction of the intent
of Congress as well as to prevent a tax upon the sick under the care of
physicians, etc., which would result from such misinterpretation, the meeting
resolved to ask that a provision be Inserted which would make It clear that the
tax should not be imposed upon prescriptions, upon supplies furnished physi-
cians for the treatment of the sick, to veterinarians likewise, and also -to
dentists for use in dental operations. We therefore suggest that some such
phrase as the following be inserted after the words "sold for consumption or
use" in the first paragraph of section 908: "Provided, That the dispensing of
any article mentioned in paragraph (2) upon physicians' prescriptions written
in good faith, or the bona fide sale of any such article to physicians, veterin-
arians, and dentists to be used In their medical and dental practice, and opera-
tions, shall not be considered as sold for consumption or use."

It was finally concluded by the meeting referred to above to ask the elimina-
tion of sections 1008. 1009, and 1010, for the reason that these sections Involve
important amendments to the Harrison Act which should be considered apart
from the war-revenue bill. The meeting did not wish to commit itself on
these amendments, but did feel that a fuller opportunity should be given for
their consideration than is afforded in this connection; therefore that the bill
originally introduced by Mr. Rainey and Incorporated in the war-revenue bill
should be reintroduced, referred to the proper committee, and an opportunity
be given to the various branches of the trade and the medical profession fof a
hearing upon the same.

For the present, therefore, the objection of those represented at the meetI0,
is to the method of enactment rather than to the features of the proposed
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masure Itself. It is not necessary to uay more than that such method in
inhibited by constitutional provisions in the constitution of Michigan and In
many, if not most, of the several States of the United States of America.

Manufacturers and dealers in drugs and medicines do not handle the sub-
stances and preparations coming under the operation of this law from choice,
but from necessity, and in the performance of their functions as suppliers to
the medical profession of those therapeutic agents required by that great pro-
fession in the treatment of the sick.

They therefore feel that, inasmuch as they were consulted through the
National Drug Trade Conference with respect to the original act, they should
have an opportunity of considering these important amendments in a more
deliberatively way than is now possible.

AD of which is respectfully submitted.
JOHN H. WmsmT, Chairvmn.

The CHAIRMAN. Senator Kellogg has asked the committee to hear
this evening, if possible, Mr. Zollman or Gen. Crowe.

STATEMENT OF MR. F. W. ZOLLMAN.

Mr. ZOLLMAN. Mr. Chairman and gentlemen, I represent the
manufacturers of cereal beverages in the State of Minnesota Gen.
C. E. Crowe, of St. Louis, represents them in Misouri, and Mr. W.
H. Austin, of Milwaukee, who will be here in a few moments, rep-
resents the same manufacturers in the State of Wisconsin.

Senator RoBiNsoN. What manufacturers?
Mr. ZOLLm N. The manufacturers of cereal beverages that are

covered by section 628 of the revenue bill, which imposes a tax upon
all beverages--soft drinks.

The CHAumAN. And near beer?
Mr. ZOLLMAN. Near beer and all other soft drinks.
We appear before this committee for the purpose of asking that

section 628 be amended so that the tax which it is proposed to place
upon these beverages shall not be imposed upon the containers in
which they are sold.

Senator Pzxosz., What kind of containers are they sold in?
Mr. ZOLLAW. In bottles, in cases, and in casks. The reason we

make this request is because we have found it necessary to make a
charge for these containers and to add that charge to the price of
the beverage on our books or in the invoices to the parties to whom
the beverage is sold.

That course of business was necessary in order to insure us against
the loss of these containers, to insure payment for them in case they
were returned, and to see that they are returned.

A little history here probably would explain the situation and give
you a concrete example of just how we arrived at that conclusion.
Formerly no charge was made at all for bottles or cases, and that is
what we call a container or package. We call them package charges
u our way, but many of them call them containers. We made no
charges for packages at all.

As competition grew, the packages were not returned, and that in-
volved an immense loss in bottles and in cases.

The next step in order to protect the business was to make a charge
for packages or containers, and we made a separte charge or what
is known as a memorandum charge-that is, we se arat the two
and the beverage was charged separately and the package separately,
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but all on one book, a separate item for each, the package chargeteing
merely a memorandum charge.

We found that that did not bring results, because at the end of
the week or the month, as the case might be, the consumer simply
remitted the actual beverage price. The fact that the beverage
price was separated from the package price emphasized the separa-
tion and the distinction, and the consumer acted, in the payment of
his bill, upon that distinction.

We found that the loss was so enormous that we could not do busi-
ness that way, because the package cost us fully one-half, if not more
than one-half, of the beverage price, or rather, the cost of the btv-
erage; so that we then jointed the two charges--that is, the charge
for packages was added to the beverage price and so entered upon the
books and billed so upon the invoice, so that there Was no distinction
whatever made between the two items. Thi produced results, be-
cause it induced the purchasers to return the packages, and if he
returned them he was given credit for'them upon our books. If he
did not return them, the charge was made and it was collected from
him. That was the reason, as I say, for adopting this charge and
making it in that way. We have drafted an amendment here which
we believe covers the situation, and I will read it with the petnis
sion of the committee [rearmgj:

Amend H. R. 12863 by striking out of line three (1) of sectie 628, the words."so sold," and insert after the word, "price" In line three (3) of section 628,
the following, "for which the beverage itself Is sold, exclusive of any sum
charged In the invoice of the sale for closed or other containers," so that said
section will read as follows:

"Se. 628. That there shall be levied, assessed eollteted, and paid in lieu 0 the
taxes imposed by sections 313 and 815 of the Revenue Art of Ntneteen Hutred
and Seventeen-"(a) Upon all beverages derived wholy or hi part from cereals or substitutes
then~o?, and centain-Ig lew then one-half per centum of alcohol, sold by the
manzketurer, producer, or im~poter, in bottles or other closed containers, a tax
equivalent td thirty per centum of the price for which the beverage itself Is sold.
exclusive of any sum charged in the invoice of the sale for closed or other con-
tainers, and upon all unfermented grape juice, ginger ale, root beer, sarseparilla.
pop, artificial mineral waters (carbonated or not carbonated), other carbon-
ated waters or beverages. and, other soft drinks, sold b mansuaetere, ]proacer,
or importer, In bottles or other closed containers, a tax equivalent to twenty
per centum of the price for which so sold; and

"(b) Upon all natural mineral waters or table waters, sold by the producer,
bottler, or importer thereof, in bottles or other closed containers, at over tea
cents per gallon, a tax of two cents per gallon."

The only change that is wade the,. as I said be , is in the
language "for which the beverage itself is mld, exclusive of any sum
charged in the invoice of the sale for closed or other contaihers"

The CNIEMAN. Let me ask you, would thee not be an opportunity
created by that amendment to price the beverage at a minimum
price and the container at a maxbIm?

Mr. ZOtLEJUAN. I think not.
The CHAIRMAN. Why not?
Senator SMooT. That could be done.
The CHAItRAN. Why could it not be eadly done?
Mr. ZTMAv. The sale price is easily knewn, and there is a record

kept of that, and or pskage pries is well enough oin. Even if
the vaekages were isciuded if this amsdment were reacted, seme
y@ole charge less than we L0 in Minneeta; the price varies. Some
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charge $1.20, some charge 90 cents, and some $1.30. The matter of
evasion of the law would be jast as apt to be sought, if there were a
disposition to seek it, as it would by amending this law so that no
tax charge could be placed upon the container.

SENATOR McCumnnE. But in those cases are not the charges made
for the containers sufficient to make a profit upon the containers
themselves?

Mr. ZOLLMAN. Oh, no. The charge which is made for the con-
tainers in most instances does not cover their cost. For instance,
we used to buy cases at 75' cents, and 85 cents. They cost us $1.25
now, and independent of the bottles, the charge which we make, that is
the charge of $1.50 which is made in the State of Minnesota, does not
cover the cost of the container.

Senator MCcumn. You mean to say, then, if one charges 90
cents and the other $1.25 for the container, the man who charged
90 cents is charging less than the cost?

Mr. ZOLLMAN. He certainly would be charging less than the cost
of the container. This charge, Senator, is made simply to give us
some protection against their loss.

Senator SmooT. And to insure their return?
Mr.-ZeLr Nx. To insure their return; or if they are lost to insure

payment on the part of the person who loses them. You can readsiy
see that if we were obliged to pay a tax upon the containers, we
would pay that tax every time they were returned and reused and
sent out again, and we might pay tax upon those containers ad infini-
tum. The onl addition made here is in the words "or other con-
tainers," and the only reason we use the words "other containers" in
this amendment is this. In the shipping business, or where it is seat
out away from the place where it is manufactured, these containers
or cases have a lid on them and are closed. For the local business
most of the cases have no lids whatever, but the bottles are simply
placed in them, in which the beverage is contained. And we are not
objecting to any tax; it is not a question of the amount of tax levied
heit, but it is a question of taxing so far as there might be a con-
struction in connection with the language of this act to place or ira.
pose a tax upon the containers themselves, and I think that construc-
tion is liable to be made, because the original bill says, "in bottles
or other closed containers;" and as I said before, the price at which
the package of this kind now sells, including the berage, itsf, as
well as the price at which a beverage of thiskind now sells, includes
the beverage itself as well as the cowtainer. No distinction is mde.

The CHAIRMAN. Will you file your amendment?
Mr. ZOLLMAN. Yes, I will file that. I do not know but that Gen.

Crowe will have some suggestions to make, which will bear on this
situation somewhat, if the committee desire@ to hear him.

The CaAIRMAJI. Is Gen. Crow. presft?
Gen. Cmowu. Yes, sir; I do not desire to take the time of the com-

mittee.
The CHIAIMA. Mr. Marston, we will hear you now. State your

name to the stenographer.
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STATEMENT OF MR. 3. FREEMAN MARSTON, PRESIDENT OF THE
TAXI SERVICE 00., OF BOSTON, REPRESENTING THE TAXICAB
INTERESTS OF NEW ENGLAND.

Mr. MARSTON. Mr. Chairman and gentlemen, paragraph 12 of
section 1001 of the War Revenue bill,' as reported by the committee
on Ways and Means, provides "that every person carrying on the
business of operating for hire three or more passenger automobiles
shall pay a tax of 5 per cent on the gross receipts during'the preced-
ing ear ending June thirtieth, from the operation of each such auto-
mobile."

That seems to be a tax which the Taxi Ser-ice Co. the largest
Taxicab Co. in New England; would find it very difcult, if not
impossible, to pay. For the last eight years the net _profits of our
company in no one year have equaled five per cent of the gross re-
ceipts.

Senator PERosE. Which is your company?
Mr. MaRTON. The Taxi Service Co., of Boston.
Senator SMOOT. How many taxies have you?
Mr. MARSTON. We operate slightly over two hundred.
Senator SMooT._How many are therein Boston?
Mr. MARSTON. There are about two thousand.
Senator SMOOT. The law provides that the two hundred shall be

taxed and the rest of the two thousand shall be exempt?
Mr. MAuSTON. You took the words out of my mouth, Senator.

That is just the point. The provides for that tax on the gross re-
ceipts of our company, but applies no tax whatsoever on ill ide-
pendents, the so-called "skinners" as we call them, who have one
car, and drive that.

In addition to this tax of 5 per cent on the gross receipts, w
will be, under this bill, compelled to pay a tax of 2 cents a gallon on
gasoline, thereby increasing our cost by 2 cents.

Senator THOMAS (in the chair). What is the difference between the
cost to the customer dealing with your company and dealing with
the independent taxicab man I

Mr. MARSTON. No difference whatever, excepting that our charge
is set by ordinance, and we are a reputable corporation and a person
can come back to us, or to one of the hotels from which we run,
whereas it is difficult to come back and find the" skinner."

Senator' SMOOT. In other words these "skinners" that run from
12 o'clock at night until 4 o'clock in the morning and rob every-
body they can get their hands on?

Senator Thons. The Senator speaks feelingly.
Senator SMooT_(continuing). They are to escape taxation?
Mr. MARSTON. Yes, sir.
Senator LODGE. Out of 2,000 taxicabs in Boston, under this pro-

vision which exempts anyone who owns less than two, 1,600 would
escape, because there are only 400 which are operated by companies

S-MAATO. Ys ar.
Senator P)ENRosE. Did you present your views to the Ways and

Means Committee?
Mr. MARSTON. No, sir, we did not The first I knew of this was

from the Boston News Bureau, when I saw the story that at the last
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moment a tax of 2 per cent on the gross receipts of the taxicab com-
panies was written into the bill.

In addition to this 2 per cent we have to pay 2 cents a gallon on
gasoline. We have to pay an excise tax which ranges from $10 to
$50 per car, according to the horsepower of the automobile. We
operate 20 twin-six Packard cars, which would be taxed for the
$50 amount, which makes $1,000 there, and slightly over one hundred
and fifty taxicabs which would be taxed at $40 apiece, making
$7,000 of taxes on our taxicabs and touring cars.

Senator SMOOT. The tax is general?
Mr. MARSTON. Yes, the tax is general, and we are not finding any

fault with that. We are taxed 10 per cent on all tires, accessories
and parts that go into the upkeep of an automobile, which we will
gladly pay.

Senator SMOOT. That is general?
Mr. MAESTON. That is general.
Senator PNRosE. And in addition to that you are out of- busi-

ness on Sundays?
Mr. MARSTON. In addition to that we are out of business on Sun-

days. You are quite right, Senator.
Senator PENROSE. And you have an income tax?
Mr. M&RsToN. Yes; and I presume the income tax and excess-

profits tax, if there are any excess profits to tax. Very briefly, I do
not believe that any man that considers himself a patriot ought to
come down here and appear before you gentlemen and ask to have
any tax taken off. I do not ask that. All I want to do is to do what
the railroads do, to add that to our tariff. We will willingly collect
that tax, and we will show this committee where they can get more
revenue. For example, 5 per cent of the gross receipts is 5 cents
on every dollar, is it not? Well, we will collect 5 cents on every
taxicab ride; and the records show that the fare for the average
taxicab ride is 80 cents.

The CHAIRMAN. In other words, you Will pass it on to the poor
devil who rides?

Mr. MATRSTO.N. We have got to.
Senator PENROSE. If you do not, the sheriff will get you.
Mr. MARsToN. Yes: if we do not, the sheriff will get us.
Senator SMoOr. Remember that you can eat white bread, anyway.
Mr. MARSTON. Yes; that is one consolation.
Senator Sawoor. Personally, I think your complaint about the dis-

criminatory character of the tax is unanswerable.
Mr. MARSTON. Well, it seems to be that way, but I admit I am

prejudiced. Another point is what seems to be a retroactive feature
In the tax. Our lawyers can not seem to quite understand this word-
ing. The bill provides in section 1001 [reading]:

Every person carrying on the business of operating for hire three or more
Passenger automibnles (other than sightseeing automobiles having a seating
capacity of more than seven) shall pay a tax equivalent to 5 per centum of the
gross receipts during the preceding year ending June 30 from the operation of
each automobile.

Nobody, seems to know what that means, "during the preceding
year ending June 30." Nobody seems to be able to understand that.It has been suggested by our counsel that it means the year from
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June 80, 1917, to June 30, 1918, in which case it would be retroactive
one year plus perhaps three months in addition to that, and I do
not know what would happen in that case, really. What that lqngu~ge
means we have been unable to find out.

Senator ROBINSON. It means the year that endM June 30 1918.
That language is as clear as you can make it although I do not know
the necessity for expressing it that way.

Senator LOIOGE. It is retroactive.
Senator ROBINSON. Certainly it is retroactive. The year preceduig

June 30, 1918, is certainly the year ending June 30, 1918, andit would
make it retroactive.

Mr. MARSTON. But they do not assess and collect it untU after
January 11

Senator ROBINSON. No.
Mr. MARSTON. I see. The only other point in it is that paragraph

11 of that same book. You gentlemen will bave the book open.
Its ays:

Persons carrying on the business of operating sightseeing automobiles shall
pay a tax equivalent to 10 per centum of the gross receipts.

and so on. Now, it looks as if they had it in for sightseeing automo-
biles more than for taxicabs, but here is a point. The pices charged
by the sightseein automobiles are not regulated by law butmerelyt y
competition, so that your sightseeing automobile which is charging
$1 for taking you around wilt sim py charge you $1.10 or $1.60, or
whatever the rate is. In Doston and every other large city, our taxi-
cab rates are set by city ordinance. We are obliged to go before the
police commissioners in Boston and ask for any additional rates, and
it is rather unlikely that we would get any addition on rates, for it
has been tried before, and our rates in Boston at present as compared
with other cities in the country are high, and yet we have not been
able to make any money.

Senator ROBINSON. Your suggestion is that an additional charge be
made or a tax be fixed on each ride?

Mr. MANSTON. Exactly. When you buy a railroad ticket the tax is
put right onto the railroad ticket if you buy at the ticket office, or
if you pay to the conductor he collects the tax right there. We are
in the position where we can collect a tax. When a man takes a taxi-
cabfrnm the SouthStreeStation to the Hotel Touraine the driver
says "Forty cents war tax."

Senator RoliNseoN. You made a statement in the beginning which
interested me, to the effect that it would be a physical impossibility
for you to pay the tax that the bill would impose, for the reason that
your net income does not equal 5 cent of your gross income.

Senator Smoor. Your n; gainr
Senator ROBINSON. Yes: your net receipts do not equal 5 per cent

of the grow income.
Mr. MAEtoN. In other words, our gross receipt. have been very

constant, and in the last eight years they have averaged $500,000 a
year. The company has never succeeded in making $25,000 In profits
in any one year since its organization.

Senator Smoat. You sggested that it be made 5 cents per ride.
That would be hardly fair, would it to make that oharge on the trip
from the depot, where there is a 64-cent charge, as compared with



TO flfEtE S thVtE Fft WAR PrPhOEs.

the same charge for a person taking a taxicab for an extended
pleasure ride and paying $10 or $12 for it V

Mr. MARSTON. I modified that. I have said in my brief:
If the law provided that in addition to.-tbe legal, rate of fare there should

be a tax of 5 cents on each ride where the fare was $1 or less, to be pald by
the passenger, and an additional 5 cents for each additional dollar or fraction
thereof, the amount of revenue would be far greater than under the preseilt
proposed law.

Senator Sxoo. I did not hear the proposed amendment read or
hear what you said.

Mr. MniToN. I did not finish that. The average ride was 80
cents, I said, as our records show, and I think for a longer ride the
higher tax would naturally be very proper.

senator LODGE. The amount of that tax would undoubtedly be col-
leoted by your company and other companies, but from these indi-
vidual cabs it would be almost impossible to collect it, would it not?

Mr. MARST N. My answer to that, Senator Lodp. is this: Under
the present 'bill there is no attempt to tax the individual cab.

Senator LODGE. None whatever; no.
Mr. MAnTloN. None whatever. Therefore, if there is no tax levied

upon the individual cab none will be collected.
Senator LODGE. Under your proposition you can collect a good deal

from themI
Mr. MARSTON. You can collect a good deal from the individual.

and you can .collect it all from the corporation, and in addition to
that you can collect more from the corporation, because as I showed
here, all that they ask is 5 per cent of the gross receipts, which is 5
cents on the dollar. Our average ride is 80 .cents, which under this
bill would give 4 cents, and we would get 5 cents on every ride up to
a dollar, and 10 cents from $1 to $2.

The CHAxImN. I think we understand the situation pretty well,
Sr.

Mr. MARSTON. Thank you, gentlemen, very much for the time.
(Mr. Marston submitted a brief which is here printed in full, as

follows:)
BEF PRESENTED SY J. FREEMAN MAUSTIN, PRESIDENT OF THE T XI BVfCE Co.

OF BOSTON.

Paragraph 12 of section 1001 of the war revenue bill. as reported by the
Committee on Ways and Means, provides that every person carrying on the
business of operating for hire three or more passenger automobiles shall pay
a tax of 5 per cent on the gross receipts during the preceding year ending
June 80, from the operation .of each such automobile (p. 143).

This 4a one of the special taxes imposed under section 1001, which provides
that on and after January 1, 1919, there shall be levied, collected, and paid,
annually, in lieu of the taxes imposed by section 407 of the revenue act of
1916, certain special taxes on trades and occupations. These taxes are all at
flat rates, ranging from $10 to $1,000 annually, except in the case of persons
operating sight-seeing automobiles or passenger automobiles, in which cases the
tax Is 10 per cent of the gross receipts in the case of sight'seeing automobiles,
and, as already mentioned, 5 per cent of the gross receipts in case of passenger
automobiles.

Section 14 imposes a special tax on all trades, businesses and professions.
the gross recetpts of which, for the preceding year ending June 30 exceed
$2,000. In such cases the annual tax is $10, and if such gross receipts from
Sources other than sales directly to the consumer exceed $100,000, the proprietor
shall pay $15 additional. In 'the case of mail-order houses, however, there Is
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a tax of 1 per cent of the gross receipts over $100,000. With this exception
the business of operating sight-seeing automobiles and three or more passenger
automobiles for hire are singled out from all the businesses in the country as
a subject for a tax on total gross receipts.

The rates of nearly all taxi cabs are regulated by the cities in which they
operate, and therefore, such companies have no opportunity of increasing their
rates so as to provide for this additional tax. Moreover, as the first tax year
apparently begins June 30, 1917, even if the companies Were able to secure
an increase of rates to cover the new tax, no provision could be made for the
tax on receipts for the period between June 30, 1917, and the time when such
new rates would go into effect This highly retroactive feature of the tax
is, in itself, a strong ground of objection to a heavy tax on gross receipts.

The law also discriminates between transportation in taxicabs and trans-
portation by rail or water, as section 500 of the act in question, imposing taxes
on amounts paid for transportation of freight and passengers by rail and water,
expressly provides that the taxes shall be paid by the person paying for the
services or facilities rendered. In the case of persons operating sight-seeing
automobiles, or conducting a mail-order business, the new taxes can be met
by increasing rates; but in the case of companies operating taxicabs subject' to
strict regulation of rates, no such opportunity is available.

It is a well-known fact that the taxicab business, especially in the larger
cities, has been a business in which a very large percentage of failures has
occurred, and In which the successful companies have earned only a very
modest return on the capital Invested. This statement would be certainly
verified by an examination of the Income-tax returns of such companies. An
examination of such returns would also, we venture to say, absolutely prove
that the Imposing of such a tax would practically ruin every person and com-
pany operating taxicabs in the larger cities in this country. According to the
newspaper reports the chairman of the Ways and Means Committee, In intro-
ducing the bill to the House, expressly stated that the bill had been drawn to
avoid such a result in any case. The chairman is also reported to have stated
that one of the basic principles on which the act was drawn was the placing of
the burden of taxation on those who could best afford to pay it by reason of
increased incomes due to the war. An examination of the income-tax returns
of taxicab companies will, we believe, demonstrate that there has been no
increased Income due to the war. In the case of the taxi service company, the
gross receipts of the company since the beginning of the war have decreased
continuously from month to month in the face of rising costs of labor and
material of every kind. In no year since Its existence has the company's net
earnings been equal to 5 per cent of its gross receipts, and in the past five
years have averaged only 4 per cent.

We assume that it was certainly not the intention to drive taxicabs out of
business, as it fs beyond argument that the services performed by such com-
panies in the transportation of persons is a highly useful and important busi-
ness. In these times a large part of the business of this company consists in
the transportation of business men from place to place within the city and to
and from railroad stations, thereby saving valuable time and facilitating the
transaction of business within the city of Boston. The amount of riding for
pleasure and recreation has shown a very sharp decline since the beginning
of the war.

One of the principal items of expense in the taxicab business is gasoline. Sec-
tion 902 of the bill imposes a tax of 2 cents a gallon on gasoline. Even on the
basis of the present reduced consumption of gasoline, the additional expense
entailed by such a tax would amount, in the case of the taxi service company,
to between 1 per cent and Ii per cent of its gross receipts. Another heat item
of expense in the case of taxicab companies is tires, parts, and accessories, on
which section 900 places a tax of 10 per cent. In addition, section 1006 of the
bill imposes a special annual excise tax on automobiles, varying from $10 to
$50. As this company operates over 200 automobiles, this tax alone would
probably amount to about 1 per cent of the gross receipts.

It is apparent that, with these special taxes on gasoline, tires, parts, and
accessories, and the annual excise tax on the use of automobiles, persons oper-
ating taxicabs generally, in this country, will in the face of the continued
decline of business, have a struggle for existence during the continuation of the
war. Therefore, to single them out from all businesses in the country as sub-
Jects of additional special taxation, on the basis of their total gross income,
would not only be a discrimination contrary to the basic principle of the pro-
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posed legislation, but would almost certainly result in the crippling of a service
that has come to perform an important and necessary function in the trans-
action of the country's business.

As experience has shown that It is extremely difficult, if not impossible, to
obtain an Increase of rates for taxicabs, It is suggested either that paragraph 12
of section 1001 of the bill be amended, so as to except from the operation of the
tax companies operating passenger automobiles for hire, whose rates are sub-
ject to regulation, or else to place the taxicab companies on the same basis as
all other companies transporting passengers for hire by providing that the tax
shall be paid by the person paying for the service rendered. If the law provided
that, in addition to the legal rate of fare, there should be a tax of 5 cents on
each ride where the fare was $1 or less, to be paid by the passenger, and an
additional 5 cents for each additional dollar or fraction thereof, the amount of
revenue raised would be far greater than under the present proposed law.

Senator THOMAS (in the chair). The committee will now hear
from Mr. Francis B. James. Mr. James, how much time do you
want?

STATEMENT OF MR. FRANCIS B. JAMES, REPRESENTING THE
CAMPBELLS CREEK COAL CO.

Mr. JAMES. Not to exceed 10 minutes. I have prepared an amend-
ment which I am asking for, and a memorandum in support of it,
which I would like to have circulated before my presentation.

Section 234a of the bill on page 36 provides, ' That in comput-
ing net income there shall be allowed as deductions," etc., and among
others, deduction number eight (8), which appears at page 37 which
provides [reading] :

(8) In the case of buildings, machinery, equipment, or other facilities, con-
structed, erected, installed, or acquired, on or after April six, nineteen hundred
seventeen, for the production of articles contributing to the prosecution of the
present war, there may be allowed a reasonable deduction for the amortization
of such part of the cost of such facilities as has been borne by the taxpayer,
but not again including amounts otherwise allowed under this title for depre-
ciation, exhaustion, or wear, and tear.

We are asking permission to insert after the word "production,"
in line 22 on page 37, the words " or transportation by inland water-
ways." A great deal of the coal is moved to the market in the West
down the inland waterways of the country. The particular company
I speak for has a river tipple at Dana on the Kanawha River. The
coal is carried to Point Pleasant on the Ohio, with four barges mak-
ing the trip back and forth until about ten barges are assembled.
These barges are then towed by a tow boat, with all the dangers of
inland navigation. Last winter 42 of our barges, representing a book
value of $47,000, were carried away by the ICe. It has cost us
$167,000 to replace those barges. Instrumentalities for the pro-
duction of coal may be amortized. The coal is useless unless it is
transported by these inland waterways. -

We believe that the same principle might be applied to these
barges and towboats which are used for the transportation and
marketing of this coal down the Kanawha and the Ohio Rivers. We
are asking, therefore, that this be extended not only to the vehicles
as is here spoken of, and instrumentalities for the production and
transportation of coal, which is conceded to be an article contribut-
ing to the prosecution of the present war as much as any commodity
known, but it should be extended likewise to these instrumentalities
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for the transportation, making possible the use of this coal. And
this is pa.ticularly true now with the necessity for relieving the use
of the railroads by encouraging as much as possible those people
who have put their money ito barges or boats on these inland
waterways.

Senator MoCurmnin. Are you not allowed to charge this loss
against profits ?

Mr. JAMES. We are not now; no, sir.
Senator THOMAS. The ameniment proposed to the bill does not

Kimit its operation to coal cemaaies.
Mr. JAMMS. No, it would not be limited to coal companies. As a

matter of fact, the package freight has practically disappeared from
transportation on inla wateways. Transportation now is largely
confined to the heavy commodities such as coal and some others;
also forest products; but largely on the inland waterways of the
West it is confined, in the territory that I am familiar with, to the
tansp~ ion of coal in large quantities. I will not say that there
is no package freight, but there is very little package freight.

Senator PENROSE. In the East there is lumber and other bulky
wepostiens.

Mr. JAmS. Yes, and I do sot see why that should nt apply to
those large commodities which are useful in the prosecution ef the
war.

Serator Ptnos. I do not, either.
Senator THOMAS. I do rot.
Mr. JAMEs. The reason I did not want to go on with ,regard to

other things is that my own experience is with coal and lumber uipon
these inland waterways in that section.

Senator Pzwntow. I think it ought to apply to ,all of them.
Senator GERRY. Most of our coal in New England comes by barge.
Mr: JAxMs. Yes.
Senator THOMAS. But not on inland waterways.
Senator Gimsr. Hardly.
Mr. JAm s. The loss does not exist to the same extent in the coast-

wise trade as it does in the inland waterways. They freeze up every
winter. For example, take this particular company; one-third of
its investment in barges and towboats was swept away last winter.

Senator LODGE. T&ey do not meet submarines or heavy seas on the
inland waterways.

Mr. JAxEs. Yes, of course they have -their danger from submarines
now.

Senator LODGE. And they have heavy losses from bad weather.
Senator GERRY. Yes; a good many were lost this year.
Senator SMOOT. Yes. There were heavy losses in the Potomac,

too because there was an ice gorge formed there.
enator Gny. Yes. It was the same all up the coast.

Senator Sxoyr. The loss was heavy at Providence, R. I., with
which you are familiar.

Senator GEar. Yes. At the present time coal goes to Virginia
ports, and is taken up to Providence by baige.

Mr. JAxEs. I am particularly. familiar with that situation in the
West as to inland waterways, and I think these words should not be
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left out, but should be inserted so that it will apply to the transporta-
tion of these bulky things useful in the prosecution of the war.

(The memorandum submitted by Mr. James is here printed in full,
as follows:)

PROPOSED AMENDMENT.

In line 22, page 37, paragraph (8) of section 234a of House bill 12863, entitled
"A bill to provide revenue, and for other purposes," insert the words "or trans-
portation by Inland waterways" after the word "production."

MEMORANDUM.

Owing- to the severe weather of the past winter there was a great destruction
of barges and towboats on the Inland waterways transporting coal and it
became necessary to replace same at very great cost.

This will bg illustrated by the case of the Campbells Creek Coal Co., which
has a river tipple at Dana, W. Va., on the Kanawha River. Coal Is transported
from Dana down the Kanawha River to the Ohio River and thence down the
Ohio River for distribution to towns and cities located thereon. Some 42 barges
were destroyed, having a book value of approximately $47,000. To replace
same will cost at war-time prices approximately $160,500. When the war is
over these barges will have an approximate peace time book value of $47,000,
or about $100,000 less than the war-time replacement cost. The new revenue
bill allows amortization only for buildings, machinery, equipment, or other
facilities for the production of coal, but does not cover the matter of amortiza-
tion for the equipment and facilities for the transportation of such coal on
inland waterways.

Production of such coal is useless unless It can be transported. The Camp-
bells Creek Coal and other companies are performing a public service in the
transportation of such coal by the inland waterways, thus greatly relieving the
railroads. Amortization ought, therefore, to be equally applicable to equip-
ment and facilities for the transportation of such coal on the Inland waterways
as to the equipment and facilities for the production of coal.

The CHIAMNAN. The committee will now adjourn until to-morrow
morning at 10.30 o'clock.

(Thereupon at 5.15 o'clock p. m. the committee adjourned until
Friday, September 13, 1918, at 10.30 o'clock a. in.)

81608-18----22
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FRIDAY, SEPTEMBER 13, 1918.

UNITED STATES SENATE,
COMMITTEE ON FINANCE

WVahington, b. a.
The committee met pursuant to adjournment at 10.80 o'clock a. In.,

in the committee room, Senate Office Building, Senator F. M. Sim-
mons presiding.

Present: Senators Simmons (chairman), Thomas, Robinson, Gore
Jones, Gerry, Nugent, Penrose, McCumber, Smoot, Townsend, ana
Dillingham.

The committee resumed the consideration of the bill (H. R. 12863)
toprovide revenue, and for other purposes.

The CHAIRMAN. Mr. Goldberg, I notice that Mr. Neurat is to
talk upon the same subject you will speak of. Do you both want to
be orally heard?

Mr. GOLDBERG. We prefer that. I will have only a very few words
to say.

DISTILLED SPIRITS.

STATEMENT OF MR. MARK GOLDBERG, OF NEW YORK.

The CHAIRMAN. Is it the same subject?
Mr. GoL n. It is the same subject.
The CHAIRMAN. Are you going over the same ground?
Mr. GoLwno. I was not going into the merits of the items Mr.

Neurat will speak of. I was simply going to give my ideas.
The CHAIRMAN. How much time do you want?
Mr. GOLDBERG. I would not take 5 minutes, and probably Mr.

Neurat would not take 10.
Fortunately or unfortunately, I have been a member of the New

York State Legislature for about 12 consecutive years and expect to
go back for my thirteenth year. I have had the honor of being
chairman of the committee on taxation and retrenchment in the
assembly and also the judiciary committee during the Democratic
years, and I realize the absolute necessity of raisingrevenue under
these conditions. I represent the Family Wine and-Liuor Dealers'
Protective Association of the State of New York. We ave about a
thousand men in that association. We are what they so call in the
State of New York the holders of license No. 2, who can only do
business for consumption off the premises. We are not the saloon
keeper, but we are the family store, and everything that you buy on
our premises you must take home with you and consume home.
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Senator PENROSE. What is the smallest amount you can sell under
that license ?

Mr. GoLDBRG. The largest amount is 5 gallons.
Senator PENRoS. There is no minimum amount?
Mr. GOLDBERG. There is no minimum, but whatever we sell must

be consumed off the premises. Under this Title No. 6 the burden of
taxation is going. to fall the heaviest on us. We are willing, and
have been willing, and have, I believe, shared our proportionate bur-
den of the taxation under the old revenue bill, and I think that the
record will show that we stood up and did our duty.

We are willing to do the same if permitted to remain in busi-
ness. But from my legislative experience it seems to me that the
tax that you impose now on beverages will be confiscatory. It will
mean the driving of these people out of business. I say that frankly,
because I probably realize the situation in the States better than
even you gentlemen here, living in the States and knowing the
conditions of the business.

By way of illustration, under the State law the holder of a No. 2
certificate had to file with the excise commissioner a notice on or
before the 15th of August to show his intention to do business, and
if he failed to do that he was deprived of his license, beginning
with October 1. There were probably 300 men who failed to file
this year their intention to do business.

Senator PENROSZ. How much do they pay for that licensed
Mr. GOLDBERG. $1,00.
Senator PENROs . A yearI
Mr. GOLDBEo. A year-$100 a month. They failed to file that

notice as provided in the excise law of the State, and the department
said they could not go back of the law, and they would not issue
any license to them. Realizin that the number who failed to file
certificates would mean probably a loss of $300,000 to the State of
New York, the excise department, notwithstaudinK this law that
they maintained was a condition precedent to the issuing of a license,
have recalled that notice and now state that they will issue licenses
to these people because they can anticipate this condition, but the
depriving of 200 people of doing business in the State will deprive
the State government of over $30,000.

October 1 is the day on which these licenses are issue& There
are a number of people just waiting to see what you gentlemen are

g to do. The. tax you have levied now is a confiscatory tax.
ey can not pay it.
The CHAIRMAN. What specific tax do you refer to? I know the

general tax to which you are addressing yourself, but what is the
specific tax?

Mr. GOL)BERG. The tax on whisky, which will be $8.
The CAmaw. You say that is confiscatory I I
Mr. GoLBERG. I say it is confiscatory, as also the tax on the light

wines. It means that if they find you gentlemen come to the con-
clusion you are going to carry into effect the provisions, they will

not take out their licenses beginning with the 1st of October. It
would be better for them to simply turn over the key to the Go",nf
ment and say, "Here is our merchandise," than apply for a new

license under the State law, pay the Government tax that YOU
anticipate levying, and also pay the State tax. The State tax 'a
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very heavy. They levy a tax under the State excise law of a
certain percentage on your gross receipts.

Senator P RosE. What is that percentage?
Mr. GoLwBRo. It varies. A No. 2 license, if the licensee does

between $12,000 and $15,000 worth of business, has to pay 1 per cent
on his gross receipts, and if he does over $15,000 to $20,000, he has
to pay 2. per cent. In addition to that, he had to pay the tax you
have levied under your old revenue bill, and then this new tax.

Senator THOMAS. Are you required to pay a city license also?
Mr. GoLwBzo. No; you do not have to pay a city license. If, in

addition to that, you sell quantities of over 5 gallons, you have to
take out a malt lien and if you sell whisky over 5 gallons, you
have got to take out a Government license.

In addition to that, this extra tax will practically mean the turning
of the key. Especially is this so in view of the prohibition that is
in the air.

Senator NUG NT. You have been aware of the fact that this is in
the air for some time, hav you not?

Mr. GOLDmRG. It has been m the air and I think it mipit be advis-
able although coming very humbly irom me, to keep it in the air

til the war is over. I do not think this is the time for prohibition.
If I could, without wanting to in any way-

Senator osmNsox. May I suggest that you confine yourself to the
topic under discussionlt

Tb CHAIRMAN. Yes; I'think that would be the better plan. What
we want to hear you about is the specific matter you are interested in
and that yau want relief against. This is not any place for making
speeches.

Mr. Gowano. No; I do not wish to make any speech, except that
the Senator spoke about it being in the air.

Senator SxooT. What suggestion have you to offer as to changing
the bill?

Mi. GOLDBERG. I ask you gentlemen to take that matter seriously
into considsration, because October 1 is the beginning of the fiscal
year in th State of New York. If the tax is levied as proposed, in
our ofinio, it will be confiscatory and these people will have to go
out o business.

Senator RoanBsoN. You have no specific suggestion to make?
Mr. GOLDBERG. No; I am going to leave it toMr. Neurat.
Senator Psmso. Do you think the trade could stand any increase

of tax?
Mr. GOLDBERG. Yes, sir; I do. I think they are willing, to stand a

fair increase in tax.
Senator PENRoSE. What would you call a fair increase?
Mr. GoLDBER. I was going to leave that for Mr. Neurat.
Senator PENROSE. You have some idea, have you notV You have

talked with him?
Mr. GOLDBERG. I. would'prefer for you to get his ideas of that. We

are willing to pay a fair increase so Cat we can continue- and remain
in business as ong as the Government thinks we ought to.

The CHAIRMAN. It does not help us much to say a tax is conftsea-
toy unless you are doing to give us some evidence to sustain your

'. t OLDBEG.I vWill submit a brief.
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The CHAIRMAN. I think, from what this gentleman says, he has
pretty nearly made out a case.

Senator PENRosE. I do not see how they can dispose of these arti-
cles under the State and national taxes.

The CHAIRMAN. We can now hear Mr. Neurat. You may proceed,
Mr. Neurat.

STATEMENT OF MR. ADOLPH NEURAT, OF NEW YORK CITY.

Mr. NEuRAT. Mr. Chairman, Mr. Goldberg has covered practically
the entire question, as far as the taxes on the whiskies begin confis-
catory is concerned. But I want to dwell first on the fact that you
made a provision of taxing the stock on the floor with the additional
taxes of $4.80 per proof gallon. But you failed to make provision
for a return to those men who may be barred from doing business
with the public on account of the various laws which have been
passed giving the President of the United States the power to de-
clare war zones, and giving the power to the States to declare prohi-
bition by July 1.

There are in the State of New York several millions of gallons of
liquor held on store tax paid now. With this confiscatory tax of $8
per gallon it will be absolutely i possible to dispose of these goods
during the period of time called. I and my colleagues who are
engaged in the business will be compelled, by law to lay out this
money. For instance, I want to state myself that I hold probably
5,000 gallons of liquor in my establishment. Under the present
statute I will be called upon to lay out $22,000 cash money to the
Government, and I am situated in a section that may be declared a
war zone at any time. What will become of my money or my col-
league's money, who has invested every blessed dollar that he has
earned all during his lifetime? I appeal to you that this is not
American to take a man's money without giving him a chance to sell
his merchandise.

We are.willing to stand by the Government. We have stood by
the Government prior to this and paid our $8.20, and we have not
disposed of the stock that we have paid on our first revenue bill of
October 3 of last year. Now, here you come along and you say,
"You have to give us $4.40 more, and we are giving you restrictions
as to the disposal of your merchandise."

Senator SrooT. Did you not take your 5,000 gallons out before
the increase of tax was unposed?

Mr. N ETRAT. Last year I
Senator SMoor. Yes; before the revenue act of 19171
Mr. NnUrT. Yes. i paid last year eighteen thousand and several

hundred of dollars to te Government. And as the tax was levied
the merchandise was inc-eased to such a volume of price, the con-
sumption at liquor lessened, and we have this merchandise on hand.

Senator SmooT. But you have made more money on it, have you
not than you ever made in your life before?

Senator PENROSE. He paid the full tax.
Mr. NEURAT. I do not believe we made as much, Senator.
Senator Swoor. You know so; I do not. I now this, that there

have been many, many millionaires made from the increased price
of liquors.
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Mr.. N uRwT. I want to say this, that the millionaires to whom the
Senator is alluding are the distillers and the gamblers, who have
bought up and cornered the whisky market, who held the papers in
bond, and then went out and sold it at a prohibitive price. Goods
that were manufactured at 25 cents per gallon were selling at $8
per gallon in bond, and it was the large men who were made the
millionaires but the poor retailer man has not made a button.

Senator SMOOT. When did you take your liquor out of bond I
Mr. NEURAT. I have taken my liquor out of bond-
Senator SMooT. What time did you take it outt What was the

date?
Mr. NzuAnT. I take liquor all the time out of bond. But before last

October, you mean?
Senator SmooT. Yes. How much did you take out before October

of lastyear and had you on hand ?
Mr. tURAT. I had over 9,000 gallons on hand.
Senator SMooT. In other words, you have made on the 4,000 gal-

lons you have sold between that time and now whatever advance
there has been upon that liquor, and you got it at the old rate im-
posed, did you not ?

Mr. NE.UAT. The profits that I have made, or that could be made,
on the 4,000 gallons of liquor have not paid the expenditures of the
whole year's business. You misunderstand the question of the ex-
penses of carrying on the retail liquor business. Everything costs
money.

Senator SMOOT. Yes; I know that.
Mr. NztRAT. And the profits are less. We used to make more

money working on a basis when the tax was $1.10 than we are now
when the tax is $8.85.

Senator SMooT. But if you got your liquor at $1.10 and work on
a basis of $8.20, you ought to be that much better off

Mr. NEURAT. It may be, in your mind.
Senator GORE. He takes it in, but he has paid it out already
Mr. NEuRAT. That is all I would bring before your attention. :We

are willing to suggest to the committee, as Senator Penrose said,: that
we are willing to be honest, we are will' to be honorable, but $8tax is absolutely prohibitive. It would make a gallon of liquor cost
a man to purchase in the trade from $14 to $16 a gallon. How could
he sell it It would be not only prohibitive it would be a luxury.
It would be worse than wearing jewelry, etc. if this committee would
pass a tax, we will say, of from $3.20 to $5 a gallon, we would strive
hard to make this go, and help the carrying on of our burden of the
war. But if you make it $8 a gallon, I will assure you that this tax
is not on to be a producer. It is going to be a reducer of taxes
instead of eMing a producer of taxes. .

Senator THoxAS. Your position virtually is that as a citizen you
ought, not to be taxed very heavily by one statute and put out of
business by another?

Mr. NzuRAT. That is right.
Senator THOMAS. I think you are right.
The CHAMMAN. How many gallons of liquor do you sell a year

in your establishment?
Mr. NEuRAT. Prior to the war we were selling, I judge, about 400

gallons of liquor a month. Since the first taxes were put on we have
not disposed of 100 gallons a month.
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Senator Pnmno. You operate under license No 2, which has been
referred to?

Mr. Nzvaut. Yes, sir. I "el to the family; not consumed on the
premises

The CINAIRMA. You say you are selling now but 100 galons a
month?

Mr. Nkuvr. Yes.
Senator Sxoor. Then you will not have to pay any tax at all -or

two years
Mr. NmnAT. Why not?
Senator SMooT. Because you have liquor enough on hand.
Mr. NumTr. You are maki your pyoviiion tpr a floor tax. I

will have to pay that tax just the same.
The C(WAmMAn. You say you have on hand now 5,000 gallons.

When did you buy that?
Mr. NEURAT. I bought some during the year, daring the time tince

last October, and I have always carried whisky in bend.
The C&UmnAN. During what yor did you buy that large smount

of liquor?11
Mr. NEUHAT. I bought quite considerable after the war tax was

phsed on it, because the market is rising.
The CE nrAx. After the first war axI
Mr. NFuwRT. After the first war tax.
Senator Sxoor. You could not have bought very much, because

you had 9,000 gallons on hand when the law went into effect, and you
have 5,000 now. That is 4,000 dileemee, and if you sold 400 gal-
lons a month, that is 4,800.

Mr. NuRaAT. I want to state that I always, even now, have sev-
eral hundred barrels of whisk) in bond which I have not on the floor.
At that time, before the last tax, I used to do a big bosine .

The CAIRM IA. When did your sales fall down to 100 gallons a
month?
Mt. NEURAT. The sales fell donm right after last Chritmss.
The CAIRMAN. So that this year you have been selling only 100

gallons a month?
Mr. Nnuaw. That is about alt
The CHAIRMAN. Have you beght any whisky this year?
Mr. Num. T. I have bought some in bond, but I have not bought

any on the floor.
The CWAmIM qN. When you had a large ameunton the floor of your

establishment, and your sales fell down to 100 gallons a month, why
did you go and buy some more whisky? ';

Mr. N-=RAT. Because we all trade in' papers, the same as Wall
Street.

The CHAIRMAN. You did what?
Mr. NaEDAt. We have traded in papers, in bond, buying wbisky

in bond and selling it to-morrow in bond, without handling it, to
the trade.

The CHAIRMAN. You were speculating'?
Mr. NzURAT. Speculating; yes.
The CpnnAN. You maid a little while ago that yon were in dan-
er of having your liquor confiscated peremptorily by reason of
engposibly in some war zone.
Mr. NzurAn. Yes, sir.
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The CaAInzAJ. If you axe in a war zone, or if the p lae you are
now in is declared to be a war zone, why can you not sell that whisky
in New York to some one who is not in the war zone?

Mr. NEUAT. Under this present bill there is no one now buying
any whisky. They pre all trying to sell, and I think if you o around
from storekeeper to storekeeper you will faid the- are J ready to
give up, as long as they can get 100 cents on the do ar for their mer-
%handise. There is no one ready to buy.

Senator THOMAS. You know the new prohibition law permits you
to export it to other countries so that they can drink.

Mr. NzunAT. I know that.
Senator ROBINSON. What do you. think would be a fair tax in lieu

of the tax provided in this bill?
Mr. NEuRAT. I think $5 would be fair, and it may. work ovt. But

I doubt very much that the present tax will work out.
Senator Go". Do you think the saloon could stand a higher tax

than you could stand? Is there such a difference between the family
business and consumption in saloons as would enable them to pay
a higher tax than you could pay

Mr. NzunT. I do not th* so Senator.
Senator PENIosz. Do you think the Government would get more

money out of a $5 tax than out of an $8 tax?
Mr. NEuRAT. Positively.
Senator Punosz. According to your view the Government would

not get any revenue out oi an 8 tax?
Mr. NEURAT. I do not believe the Government will get much tax.

You know these gentlemen here must not forget that although the
Internal Revenue department may show that they have collected so
many millions of dollars in revenue last year for whiskys, etc., most
of which came from floor tax. I believe the Government collectel last
year close to $135,000,000 just for floor tax this $185,000,000 which
they claim in their depositories to-day wilf not go in now, because
there is an awful amount of that whisky still laying out, and whi-
kys have not been taxpaying this year as fast as they were last year,
which shows that the consumption is much less.

The CHAIRMAN. You are a wholesaler ?
Mr. NEURAT. Yes sir.
The C A mAN. *ha± do you sell your liquors at ?
Mr. NEURAT. A gallonn ?
The CHAIRMAN. I Gs.
Mr. NEURAT. Liquor sells to-day from $8 to $12 a gallon. It de-

pends upon the quality and age.
The CHAIRMAN. Leaving out the tax, what do you pay for liquor

in bond, if yod buy it in bond? I mean, whatprice do you pay in
excess of the tax in effect at the time of the purchase?

Mr. N;UEAT. Do you mean what the naked whisky would cost in
bond

The CHAIRMAN. The naked whisky.
Mr. NEURAT. About $8.25 a gallon, to-day.
The CHAIRMAN. Whisky in bond costs $8 to $8.25 a gallon, nothing

but the whisky r
Mr. NEURAT. Nothing but the whisky. That does aot include any

taxes, any railroad rates, and all the expenses attached to it.
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The.CAniAw. Is that about the average price you have to .payI
Mr. NiuRAT. That is the average price.
Senator PENROSE. What does it cost the distiller to make?
Mr. NEURAT. That is just what this Senator here has said, that we

made so many millions. It cost the distiller about 60 cents to make,
and he sold it to us for $3 to $3.50.

Senator THOMAS. When you say you sell whisky for $3 do you
mean the distilled or the rectified?

Mr. NzuxAT. No; that means the straight whisky in bond,' without
any tax or anything else.

Senator THOMAS. What does the rectified whisky sell for?
Mr. NEzuiT. Retail, from $8 to $12 a gallon.
Senator THoMAs. That is higher than the other.
Mr. NuRAT. We have to put on $3.85 tax freight, etc.
Senator JoNEs. What was whisky selling for in bond, without any

taxes, before the war?
Mr. NEURAT. About 65 or 75 cents a gallon.
Senator JoNms. What raised the price from 65 to 75 cents a gallon

to $3 a gallon I
Mr. NEuRAT. The distillers raised the price. When they were

prevented making it last September they said: "We have only so
much to sell, and we are .oing to make all we can out of it."

Senator Gou. If the distillers were to take 65 cents now or even
a dollar, and added $8, that would make $9, and that is $3 less than
you are selling it for. So if the distillers would return to the old
price it could still be handled under an $8 tax could it not ?

Mr. NKUIAT. No - because you forget that the retailer has to pay
about 8j per cent gross expenses on his sales. He could not make a
living out of that.

The CHAmmAN. When did that whisky go up to $3.50. You said it
used to sell for sixty-odd cents.

Mr. NEURAT. Right after distillation had been stopped--after last
September the 8th.

The CHnIR. I understood you to tell Senator Smoot a little
while ago that you bought this 9,000 gallons that you had in stock
before .last October.

Mr. NEURAT. Oh ,yes. I bought the biggest part of it.
The CAn=t . Then you got this enormous quantity you have in

stock at the rate of 60 cents, less the taxes ?
Mr. NzuuAT. Oh, no. There was no 60-cent whisky when I started

to buy. ,
The CHMAm. I understood you to say just now that up to last

September, when they stopped distillation you could buy this liquor
free of tax, or without a tax in bond for daout 60 cents.

Mr. NEURAT. So you could. d
The CHAIRMAN. But since that time it has been selling at

about $3.50.
Mr. NEURAT. Right.
The CHAIRMAN. I understood you to say that you bought this

9,000 gallons before last October.
Mr. NEuRAT. Yes.
The CnAImxw. So you must have gotten this 9,000 gallons at

60 cents, if you did not pay.more than you say liquor was selling for
at that time. You have a big profit if that is so.
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Mr. NEURAT. No, Senst&r, I do not want you to misunderstand.
If the Government had not changed any other taxes from $3.20 up
to $8, or up to $5, I might have made my profit in the course of the
long run. But if the taxes now are going to be changed again there
is no profit;, there can not be any profit. I have a stock which I
am unable to dispose of. In other words, I have $9,000 or $12,000
worth of stock, which cost me, naked, without the revenue, that, and
if I can not sell it what good is the profit ?

Senator PENROSE. What you mean to say is that if you have made
profits up to date they will be wiped out by your being stuck with
the stock you have?

Mr. NEUiRAT. Positively.
The CHAIRMAN. That is an apprehension. You have from now

until next July to dispose of this liquor. You say you are really
afraid you can not dispose of it if we increase this tax to $8?

Mr. NEURAT. Yes.
The CSAIUMAN. And apply that to the floor stock.
Senator JONES. If you were to offer your certificates for sale at

the price which you paid for them, have you any doubt that you
could sell them at that price I

Mr. NzuRAT. No, Sir.
Senator JONES. Are you willing to take the price you paid for

them?
Mr. NEURAT. Yes, sir.
Senator JONES. How much was it?

* Mr. NEuRAT. I think my average whisky stands me about $1.50
to $1.75 per gallon, and I will take it now and retire. You can not
sell to-day any certificates.

Senator GoPR. Why is it that it is so high and yet you can not
sell it ? Why do they not put down the price and see if there would
not be buyers at a lower price ?

Mr. NEUDAT. Because everybody paid the price for it, and they
can not go out of business without making that amount.

Senator GiRtY. Has the distiller sold a large quantity of his
whisky that he has in bond?

Mr. NEURAT. I do not think the distiller to-day owns one barrel in
bond. The distiller unloaded to men like me and my colleagues all
over the country. They got rid of theirs, and they do not worry
whether you pass prohibition or whether you pass a $10 tax on it.
Their worries are over.

Senator PENRosE. Do you mean to say that the stock of whisky
in the country is held by the retailer and the wholesaler ?

Mr. NEURAT. Yes, sir; positively.
Senator PENROsE. And the distiller has disposed of all his hold-ings?
fr. NEURAT. The distiller has disposed of his holdings.
Senator SMOOT. Not all of them. We had a distiller here the otherdayd . NzunAT. I want to say that they disposed of 90 per cent of

their holdings. I want to say to Senatot Penrose that to-day the
millionaires who were made--and I agree with Senator Smoot that
they made an awful lot of money-made their money by bleeding
the retail liquor man and tryingn to boost him with statements like
this, " We have prohibition this' and "We have prohibition that."
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Mr. Distiller does not come before you and say, "Do not give the
retailer the tax." He wants the poor retailer to come up to-day and
plead with you. If the distiller was to be taxed, he would be here,
but he is not hs to represent himself. He ha. nothing to represent.
He has no hearing to give you. He has unloaded his holdingaoto me
and my friends and my colleagues.

Senator SmooT. For speculative purposes?
Mr. NEURAT. And therefore he does not care whether we are put out

of business to-morrow or not.
Senator Jonz. Is it the retailer or the speculator who is complain-

ingof this tax?
Mr. NEURAT. No, air; it is only the retailer. There is no specu

lator. The retailer holds the stock whether on his floor or in bond,
and if he can not get rid of it there is no use talking.

Senator Jons. Did you not admit you were holding yours for
speculation I

Mr. NEULAT. At that time, when the manufacture of whisky was
stopped, I bought on speculation. And not only I but I want to
say to you that Senators-probably I do not know whether Senators
did, but I know legislators and doctor and everybody e, s-bqu;ht
whisky on a speculative basis at that time, thinking there was going
to be a gold mine in it.

Senator SmooT. And the distillers sold.

PASSENGER AUTOMOBILES.

The CHAwlMAx. The next gentleman desiring to be heard is Mr.
John J. Fitzgerald.

STATEMENT OF fR. JOHN 3. FITZGERALD, OF NEW YORK, N. Y.

-Mr. FrrzzuAaw. Mr. Chairman and Senators, I appear to request
that paragraph 12 of section 1001, title 10, fixing a tax of 5 per cent
upon the gro receipts of co mpanies operating three or more auto-mobiles, be eliminated from the bill.

In the firat place, it is dilcult to understand why any.business
should be sketed for this tax on its gross receipts; and if it should
be deemed necessary to select a particular business for such a tax, it
is inexpl~icable that in so doing the great bulk of the business should
be eliminated from the tax and a tax levied only upon the respon-
sible portion of the business and that portion of the business which
has done so much to make the taxicab business safe and respectable.
The Black and White Town Taxis (Inc.) is the largest operating
taxicab company in the city of New York. It operates 425 taxicabs.

Senator LoDGE. What is the total number of taxicabs in New York?
Mr. Frrzenaxw. The total number of taxicabs in New York City

is 3$,488; 755 are operated by the companies, and the balance, 2183,
are operated by the so-called " bucker," as he is known in ew York,
or 'k skinner" i other sections of the country.

Senator Thoras How many companies are there that this tax will
feet

Mr. Frrzntw. There are four large operating companies.
Senator TuoxAs. How many smallI
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Mr. FrrzrnLu. And then there are some smaller ones. But the
great bulk of the other eabs are operated by the individuals. A
great many of the individual operators buy their cabs on the install-
ment plal-, the same as they bought the old hack, paying $100 or $900
down and giving back a chattel mortgage on the cab. In case of
accident to a passenger or injury to a pedestrian or accident by colli-
sion due to the gross negligence even of the operator of the cab,
when the person injured comes to secure his redress he finds an abso-
lutely irresponsible person financially against whom to collect. The
Black and White Town Taxis (Inc., is the largest operator. It oper-
ates 425 cabs. It has two classes of service, one they refer to as their
de luxe service, in which they use 174 cabs. That is practically a
charge service. They serve all the clubs in the city of New York,
and the payments are not cash payments, but are charge accounts.
It requires the maintenance of numbers of starters at all the places
where cabs are supplied. It requires the maintenance of a consid-
erable force for their accounting system.

The rates charged for that service, fixed by the ordinances of the
city of New York, are 30 cents for the first quarter of a mile and
10 cents for each additional quarter of a mile for one or two passen-
gers, and for three or more passengers 30 cents for the first third of
a mile and 10 cents for the additional distances.

Then they operate what is known as the popular service, the serv-
ice which is doing so much to popularize the use of the taxicab at
reasonable compensation. They operate 251 cabs, and the charge
made, regardless of the number of passengers, is 10 cents for the
first third of a mile and 10 cerlts for each additional one-sixth mile.
Five persons can travel from the Knickerbocker Hotel to the Grand
Union Depot in New York for 10 cents in a Black and White taxicab.

Their estimated receipts for this year are $3,000,000. For pur-
poses of taxation their invested capital is about a trifle over $600,000.
Arthur Young & Co. chartered public accountants, who audit their
books, were requested to make an estimate of the effect of the taxes in
the proposed bill upon their business. Estimating net profits, with-
out paying any Federal taxes whatever, of $120,000, under the pro-
posed b[llhey have these additional charges: Two cents a gallon on
gasoline, using 1,000,000 gallons of gas, will add $20,000 to the
amount of their taxes. Ten cents extra on the purchase of an esti-
mated consumption of $150,000 of tires and other accessories adds
$15,000; $10 on each of the 425 automobiles operating under the tax
on automobiles their automobiles coming in the lower class, being
cars of about 21 horsepower, $4,250. The new taxes, outside of this
tax on the gross receipts, aggregate $39,250. Estimating the net
profits for 1918, after paying the new taxes other than income and
excess profits' taxes their net profit would be $80,750,

The VHAMMAN. Let me ask you a question right there: In the last
estimate, do they take into consideration the probable increase in
their prices that they will make?

Mr. FrrzGERALD. their prices are regulated by ordinance, and the
committee will appreciate the impossibility of an7 increase of the
rates allowed by ordinance when a common council in a great munici-
pality will be confronted with the proposition that the rates should
bo raised in order to help out the operators of 755 cars, when the
2,700 and odd cars need not be affected by this tax at all.
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The HAaN. Then you are assuming that the municipal authori-
ties of the city of New York will not perimt, under the ordinance, an
increase in the rates of these automobiles, notwithstanding the tax
imposed by the Federal Government?

Mr. FIrzonAw. We assume that for this reason: In the first place,
after a great deal of controversy the rates have been fixed. In the
second place, to increase the rates for taxicab hire, in order to accom-
modate those who come within this law, the operators of 2,700 and odd
cabs out of the 3,500 cabs in that city alone will be given a gratuity
b.the Government, because they will charge the tax and put it interpockets. .

The Cuna x. Could not your common council fix one rate for an
automobile that has to pay a Federal tax and a different rate for a
cab that does not have to pay it?

Mr. FrrzonEAx. It is absolutely impracticable to levy such a tax as
this, and to collect it, unless from the responsible companies. No one
has any record or knowledge of what the man who operates his own
cab collects. He keeps no books, he has no records, he makes no ac-
counting; nobody can tell how much business he does. So that unless
it is a reputable company, with an organized system and a bookkeep-nsystem, no one could tell what was made.

eCHAIMAN. All I wish to do, Mr. Fitzgerald. is to inject, in
connection with your estimate there, the fact that 'that was based

upon the hypothesis that there would be no increase in rates, either
made arbitrarily by the owners of these automobiles or permitted by
the common council of the city of New York.

Mr. FITZGERALD. That is the basis of that argument; but under the
present law the net results to the company would be about $98,000,
under the proposed taxes $58,000, out of a business of $3 000,000. If
a 5 per cent tax on gross receipts was imposed, instead af being a
net return to the company of $58.000 there is a deficit, without pay-
ing a single dollar in taxation to the Federal Government. That will
run in the neighborhood of $90,000, and it means, with a proposed
tax such as that, that that company must stop operation.

That situation in the city of New York is identical with the situa-
tion in all of the great cities of the United States. The representa-
tives of the leading taxicab operators from Boston, Baltimore, New
York, Washington, and Philadelphia were in conference last night.
There are in the city to-day the representatives of the operating cabs
in Chicago. They do not wish to be understood as objecting to any
class of taxes that are believed essential at this time in order to raise
the very extraordinary revenues required. All they ask is that they
be put upon an equality with everybody in their business. All they
ask is that everybody with whom they must compete be placed upon
the same basis.

In addition to the occupation tax, the tax upon the automobile
based upon the horsepower, the tax upon gasoline, and the tax upon
tires and accessories, if it then be believed essential, in order to
produce additional revenue, they are willing to have an additional
tax put upon them. They make a suggestion that if they are to besingled out, that a tax can be levied upon automobiles used for the
transportation of passengers for hire that they believe will produce
,a revenue far in excess of anything contemplated in this provision,
'ad their suggestion is that if it be deemed necessary to single out
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zhis business for some special tax instead of a tax upon the gross
receipts, that in addition to the tax they must pay upon their auto-
mobiles based upon hosepower, a flat rate of $20 be put upon each
car used for the transportation of passengers for hire. Outside of
the large cities or the relatively large cities there are hundreds of
thousands of automobiles used for this purpose. They are operated
by the owner of the car. As a rule, he will not own more than one
or perhaps two cam. He escapes under this proposed tax. It is esti-
mated conservatively that 500,000 automobiles are used in the United
States for taxicab purposes, and if the committee believe it is essen-
tial or desirable to single this particular business out for a special
tax, in addition to all the other taxes imposed upon them, $20 a year
per car would not be sufficiently burdensome to affect any individual
operating a single car and yet would produce a revenue of $10,-
000.000

senator ROBINSON. That would also reach the "skinner" and
would prevent any possibility of their evading it.

Mr. FrrzouL. And the "bucker." That would be an additional
tax to this particular company of $9,000 a year, that $20. These
men do not believe there is any special reason for a peculiar tax
upon their industry. This is one of those rare occurrences in a
revenue bill that comes from the House where an imperfection has
slipped into an otherwise'perfect bill.

Senator THoMAs. Your estimate of $20 per vehicle would give
very nearly $70,000 from the city of New York. You say there are
3,488 taxis in New York!

Mr. FrrzuRnAn. Yes, sir.
Senator THomAs. At $20 per vehicle, that would be $69,760 from

the city of New York, and distributed equitably among all those in
the business.

Mr. FrrZGERALD. Yes, Sir.
Senator ROBiNSoN. That would raise between eight and ten mil-

lion dollars, in all probability, levied throughout the country?
Mr. FrrzoPAD. They estimate there are aout half a million cars

throughout the country. As a matter of fact, it is not believed that
there is any reason for it. There is a belief, due to our own peculiar
experiences at times in the use of the taxicab, that the taxicab busi-
ness is an inordinately prosperous business. The history of taxicab
companies in the great cities is that the great percentage of them
go into bankruptcy, and this seems to be an outbreak of that lin-
gering feeling at still exists in someplaces that either the posses-
sion or use of an automobile is one of those conspicuous marks of
affluence that singles the user or the possessor of it out for some
special legislation at the hands of the governing authorities.

Senator THOMAS. Do you not think that impression is the out-
growth of the personal experience of the customers?

Mr. FrrzGRALD. I only have had time to get the figures of this
one company. I think it is typical. They operate a very extensive
service upon a very small mar . They carefully investigate the
character of their employees. They bona them. They are respon-
sible tO the patrons of the company. It is not very long since that it
was an extrahazardous undertaking, even in a peaceful, well-ordered
city like New York, for a person to ride in a taxicab outside of one
of the best-lighted thoroughfares of the city, and there are some
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places, perhaps, not represented on this committee, where it is still
not considered sale to ride in a taxicab under any circumstances.
The aesmuena that this tax would affect are the companies that have
done more to make respectable, to stabilize and make safe the use of
the taxicab, which, in a large city particularly has become uMential,
than anything else, and if anything is done to destroy them or to
eliminate them from the business and to leave only the backerr"
or the "skinner" or the independent, it will bring back the deplor-
able conditions of a few years since.

On behalf of this industry we ask that that particular provision
be eliminated, because it is not believed that, in view of this 2-cent
tax on gase4ine the 10 per cent tax on tires and accessories, the tax
upon the cars based upon horsepower, and the tax upon cars pur.
chased, there is any justification for an additional tax upon this one
particular industry. But the operators and owners of these large
concerns have expressed the opinion that, like the rest of the Ameri-
can people at this time, they are willing to make the most supreme
sacrifice demanded if it be necessary. And if it be essential to get
this revenue they are willing to acquiesce in the tax that has been
proposed.

7fnator Nmwst. Did you have an opportunity to express Tour
criticisms of this part of the bill to the Ways and Means Committee
of the House?

Mr. FrrzotnL. Senator, the first suggestion that this tax was to
be imposed was obtained when the bill was published. No sugges-
tion had been made of such a tax. No one knew that such a tax was
contemplated. No one went before the committee, and until the com-
mittee presented the bill it was not known it was even under consid-
eration. It is one of those things, I imagine, that at the last moment
was suggested and incorporated.
. Senator PENROSE. It was made at the last moment in an effort to

perfect the bill, I suppose.
Mr. FrzonAD.I suppose it is one of those imperfections that

creep in at the last moment, and for the elimination of which it is
necessary for us to rely upon the Senate.

Senator Goa. According to your statement, Mr. Fitzgerald, a
gross-receipts tax of 5 per cent would be equivalent to a 200 per cent
tax on net receipts or net profits. Is that ri ht?

Mr. FIrza nAw. About that. Then, in ad ition, the condition that
applies in New York does not apply elsewhere. Tne Legislature of
.New York last year amended the tax law so as to impose a tax upon
corporations for the exercise of their franchise of 8 per cent of
the net receipts as fixed by the return under the income-tax law.
Of course, there would be no net receipts either for eess-profit
taxes or income taxes over there. But the margin, after all of these
taxes are paid, is very small.

The CHAIRMAX.We will now hear Mr. A. J. Pflaum.

STATEMENT OF I A. 3. PFLAUX.
Mr. PnAux. Mr. Chairman, may I adda word to what Mr. Fitz-

gerald has Said upon this same subject?
Senator GoutL . has made out a case.
Mr. PLAuM. I arrived in Washingt this mning, and, unfor-

tunately, was not able to take part in the conference of the eastern
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taxicab owners that was held here last evening. But, representing
perhaps the largest taxicab company in the country, I guess the corn-
aiy that originated the cheap taxicab service in the country. the

Yellow Cab Uo. of Chicago, I want to acquiesce in all that was said
by Mr. Fitterald on the subject.

€The one important thing, as it appeals to me, in connection with
the so-called error in the bill as introduced in the House is that, for
s-ome unaccountable reason, when they came to this particular sec-
tion they got away from the original scheme that seems to permeate
the entire revenue legislation.

Senator THorA. Wat is that scheme? I would like to know it.
Mr. PFLAum. The general scheme, as it appears to me from read-

ing the bill, is to raise revenue by a tax on income and profits.
Senator THoMAS. I am very glad to know that there is a scheme

in the bill. I have been unable to discover it.
Mr. PFLAuM. Of course, we know it is a bill to raise revenue. The

method of raising the revenue is to tax income and to tax profits, and
throughout the bill they adhere to that program until they get to this
particular section, and then they say, "Instead of taxing profits, we
are going to tax gross receipts." On first reading a tax of 5 per cent
on gross receipts does not seem like a great deal, but when you stop
and work out the proposition, answering the question of the Senator
who just asked Mr. Fitzgerald whether it is equivalent of 200 per cent
of the net profits, it depends entirely upon what percentage of gross
receipts represents your net profits. If you take the case of a com-
p any that does a $2,000,000 business-I am making this statement
based upon reports of taxicab operators; they tell me that prior to
the war and prior to these extraordinary taxes 10 per cent of the
gross receipts was a substantial profit--on $2,000,000 cross receipts
10 per cent in profit would represent $200,000 rofit. -Yet this tax,
in addition to the normal corporate tax, in addition to the excess-
profits tax, in addition to the excise tax, would levy a tax not of 5
per cent but of 50 per cent of the net income of the corporation.
And, surely, it is hard for a person to conceive that the individual
who had the clause in mind intended to tax any industry 50 per cent,
unless, perhaps, he thought he was taxing some luxury, as they taxed
the jewelry business.
Senator THOMAS. I think this tax is in perfect harmony with what

may be the scheme of the bill because it is imposed upon the associa-
tion or the company doing the business. Our gross-profits and our
excess-profits tax are also imposed upon associations or corporations.
Do you not see that in each instance the exemption begins where the
voter stands?

Mr. PFLAUM. But the tax begins also after they have 'made the
re site allowance for operating expenses.
Senator THOMAS. Upon the company?
Mr. PFLAUM. Upon the company.
Mr. THOMAS. Not upon the individual?
Mr. PFLAuM. But here they are taxing the company and rint l.

individual.
Mr. THOMAS. Exactly; and that is the same plan for the imposi-

tion of the excess-profits and the war-profits taxes.
Mr. PFLAum. Yes; but when you come to amusements, and other

things of that kind, you add the tax on the ticket, and the person
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who buys pays. When you come to the excise tax-and we are now
discussing excise taxes on commodities, on clothing, wearing apparel,
shoes, and everything else--it provides that the purchaser sha-ll pay
the tax.

Senator THOMAS. It is things like that that make it impossible for
me to see any particular scheme in the bill.

Mr. PFLAU. One has to try to reason the intent that permeated
the mind of the person who drafted this bill. When they came to
levy this excess tax upon clothing, wearing apparel, users of theaters.
or any other subject that is obligated to pay the tax, the bill specifi-
caUy provides that the consumer or user or person entertained shall
have the tax added to the price. Here is one industry where that
can not be done, because we are subject not only to municipal regula-
tion by the city councils of the various cities that pass ordinances
but in a great many States of the Union we are subject to State regu-
lation by the State utilities commission. So that every vendor of
merchandise has an opportunity of safeguarding himself by aising
the prices of his commodities in order to protect himself on the new
tax scale, and every one of us in the common walks of life knows
from everyday experience that the prices have been raised.

When it comes to this particular industry., nothing can be done
toward raising the price unless you go first either to the city council
or to the State utilities commission.

Another grave inequality in the scheme is the fact that it exempts
persons who operate for public hire two taxicabs, and taxes persons
who operate for public hire three taxicabs, so that in the smaller dis-
tricts f a gentleman starts operating two taxicabs for public hire,
and his business prospers, he would not put on a third one, because
then he would have to pay 5 per cent of his gross receipts. But he
could organize a separate company and put on two more and have
four taxicabs, but pay no tax.

Senator GORE.. There is a scheme.
Mr. PFLAUM. It is unjust, because it discriminates against taxicab

corporations in favor of street car corporations, both of whom are
subject to municipal ordinances.

Senator PENROSE. Would it not relieve the situation to permit the
Postmaster General to run the taxicab service of the country?

Mr. PFLAUM. Senator, that might help some.
Senator PENROSE. That would be a panacea for all the troubles.
Mr. PrLAUM. Let me give this committee this one additional illus-

tration. Take the smaller community, if you will, where a corpora-
tion operates 50 -trolley cars and takes in $2,000,000 in fares. Let us
take that as an illustration. You come along and start a taxicab
company to carry people in the same community, and operate 50 cabs.
The only difference is that one corporation runs its 50 cars on rails,
the other corporation runs its 50 cars, with rubber tires, on the paved
streets, ignoring the rails. Each company takes in $2,000,000 in gross
receipts. The one company pays not one dollar of special excise tax
under this bill, and the other company, because it operates without
rails, would have to pay $100,000 tax. We say that scheme is mani-
festly unfair. It is discriminatory.. It not only discriminates against
the corporation that operates taxicabs in favor of the corporation
that operates other public utilities, but it discriminates against the
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corporation in favor of the individual, the so-called "bucker" or
rakerr," who operates one, two or more cabs.

The gentlemen I represent from the West have the same patrotic
ideas about tax legislation as the gentlemen operating taxicabs in the
East. We do not appear before this committee to ask to be relieved
from any just tax that we ought to pay. We do not ask this com-
mittee to reduce taxes. We ask this committee to equalize the matter,
and make-it fair. We appreciate that the committee is going to be
sorely tried to raise by taxation the gigantic sum of money that is
necessary, and we recognize the great number of taxicabs used for
public hire throughout the United States of America. Do not single
out the corporation. If you are going to tax the industry, tax it, and
tax everybody who operates an automobile for public hire, and if it
is to be an excise or, special tax, then the equitable, just and fair way
to tax it is to tax the automobile.

Senator PENROSE. I think the committee fully understands it.
Mr. PFLAUM. That is the very point.
Senator THOMAS. We heard one argument yesterday upon this sub-

ject, and we are pretty well informed.
Senator SMooT. I do not think there is any necessity of taking any

more time.
Mr. PPLAUM. That is the sum and substance of it.
The CHAIRMAN. I think the committee will understand it. You

remember we had this same question, in a slightly different form, in
the last bill. There was a difference between the position of the
House and the position of the Senate upon this question in the lastbill. I think your fundamental position is probably in line with that
of the Senate committee when it framed the last bill; that is, that allexcise taxes, if imposed at all, ought to be imposed in such a way
that they can be passed on in some way or another, and you contend
here, and I think you make a pretty strong case, that it would bedifficult, under the circumstances, for this tax in many instances to
be passed on.

Mr. fr LAUm. It would be well-nigh impossible.
The CHAIRMAN. You could not very well require the purchaser topay this additional tax. You could not do it at all on the gross in-

come basis.
Mr. PnAutM. I think the collection of it would be entailed with so

many difficulties that it would be impracticable to enforce the collec-
tion of it if the person who rides in the taxicab was to be called upon
to Pay the excess fare.

(The chairman submitted a letter from Mr. E. C. Finney, which is
here printed in full, as follows:)

PETHOLI [M.

WA.IiuNGTON, D. (I.,

September 20, 1918,M1y DFAR SICNAToR : P'rnit [le to call attention to section 1006 of the revenuebill. H. It. 12863, proviling for a tax on automobiles. You will note that the tax
propsed is $10 on cars of 23 horsepower or less, $20 on cars of horsepower be-tween 23 and 30, and $30 on cars between 30 and 40 lorsepower, etc. I venture
to stgeAt that this is not a fair and equitable way of taxing automobiles. Itwoah(l see", to le that a fairer way would be to place the tax upoll the valueof the ar. making reaisonmble deductions for age. Under the Houqe bill a ear
4 or r Ye:ulrs old. nd of small vlue, will he taxed exactly the same sn a
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brand new car. If, however, In the opinhi of your committee the ta 'should
be upon horsepower, It would seem to me that It should be laid is are taxes on
automobiles in the State of Maryland, namely, so many cents per horsepower.
Under the House provision, a mn with an automobile of 24 horsepower will
pay as much tax as the man with an automobile of 80 horsepower. The man
with an Riutomobile of 81 horsepower will pay as much tax as the man with
one of 40 horsepower. This I evidently not logical or fair, even from the view.
point of the House. which seeHNi .to be that the tax should be on horsepower
because of the use or damage of the roads by the curs, the damage being theo-
retically, at least, greater as the horsepower Increases. If the tatf was mude
50, 60, or 70 cents per horsepower, you will see that each man would then pyrn
an exact proportion to the power of his car.

Very truly, yours,
E: C. FTNNFY.

Hon. F. M. SIMMONS,
Chairman Committee on Finance, United States Senate.

The CHAIRMAN. The committee will be pleased at this time to hear
Hon. Harry Covington.

STATEMENT OF HON. 1. HARRY COVINGTON, OF WASHINGTON, D. C.

Mr. COVINGTON. Mr. Chairman, I appear with Mr. Fitzgerald, of
the law firm of Fitzgerald, Stapleton & Mahon, of New York, as
counsel for the committee on taxation of the National Petroleum
War Service Committee. It is not our purpose to go into a general
discussion of the pending revenue bill. I, personally, as well as Mr.
Fitzgerald, would naturally have a predilection against criticizing
generally a bill that emanated from the body in which I served for a
considerable length of time. We simply want to call attention very
briefly to a rather serious situation that really confronts the country
as the result of the method of taxing the producing branch of the oil
industry. We apprehend that all of you gentlemen are already in
possession of the report on the oil situation that has been transmitted
to the Senate as the result of the resolution introduced by SenatorLodge.Senator Lonut. Let me ask you, on that point, one question. Those

figures were transmitted by the Fuel Administrator?
r. COVINGTON. Yes.

Senator LODGE. Have you any idea who furnished those figures or
on what they were based

Mr. COVINUGTON. Senator Lodge, I have not, and I frankly sav that
in discussing the matter with some of the oil men who are bore, they
say that they did not furnish them. I am not able, therefore. to
vouch for the absolute accuracy of those figures.

But I am able to state to you, from the oil industry itself, that as
the result of very carefully tabulated figures gathered in the rather
systematic way in which they are accustomed to gather them, it may
be said with certainty that there is a very substantial shortage of
crude oil, which, of course, is the basis of the entire oil industry.
To-day the oil production in the United States is not keeping pace
with the demand by a very great deal. There is a daily depletion of
60,000 barrels of crude oil in the reserves, and up to this time the
reason that the oil industry has been able to furnish the variety of
its products in the quantity that it does, is, of course, the existence of
a very considerable reserve supply.

It is not, however, an overstatement, and it is said in all earnest-
ness, and with no desire to draw a gloomy picture to this committee,
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that unless in the precarious enterprise of crude-oil production,
which does not depend upon anything else except new discovery and
new development, there is a fair encouragement of new development,
an opportunity for that exploration which makes what is known as
the "wildcatter" in the oil world, precisely the same as the " p ros-
pector" in the mining world, this country unquestionably. if the
fgures of the oil producers of the United States are accurate, faces
a genuine and serious shortage in crude oil, at a time when we are
fast demanding a very much increased supply for the manifold neces-
sities of ourselves and our allies across the seas. The expansion of
our own Army and its maintenance abroad alone means a vastly in-
creased demand for fuel oil, lubricating oil, and gasoline.

Senator THOMAS. Of course, you know that is due in a very large
degree to the policy of the Government, which prohibits prospecting
for oil on the public domain absolutely, and it takes an oil weLl away
from a successful prospector, either at the time of or just before he
develops it.

Mr. COVINroN. Senator, I am not going to have a controversy
with you about that, for I believe there is much to be said for the
side of the oil men in this matter.

Senator TiiOMAS. They are now on the point of impounding the
proceeds of those oil companies which are producing on the public
domain, and have been producing in strict compliance with the re-
quirements of the laws of the United States. We could have plenty
of oil if the prospector were permitted, under the laws of the country,
to go out on' the public domain and take his chances of the hazard
and expense, and bring into the market the treasures of oil in the
bowels of the earth on the public domain.

Senator PiNOSE. Fear is he might make a little money.
Senator THOMAS. That is one fear. But the whole system, begin-

ning some 10 or 12 years ago, and entirely praiseworthy within
proper limitations, has gone to such an extreme that to-day the coun-
try is upon the verge of an oil shortage, with no apparent prospect of
any change in governmental policy.

Mr. COVINGrN. Senator, I do not entirely disagree with you with
respect to the policy of preventing the exploitation of oil and miner-
als alone on the public domain.

Senator THOMAS. I understand that. I simply emphasized it.
Mr. CovmNomzo. I think that is a very much debated question, upon

which there have been two sides ever since before the time I entered
Congress a number of years ago, and perhaps there will be for a good
many years hereafter.

Senator THOMAS. I stated it in order to emphasize your argument.
Mr. COViNOTON. You are absolutely right.
Senator THOMAS. There is a double necessity now for encouraging,

in every possible way, oil enterprises upon certain parts of the do-
main of the United States as are still available.

Senator PEnoS. Judge Covington in connection with Senator
Thomas's question, having destroyed individual enterprise, why
would it not be a good idea to appropriate $50,000,000 as a revolving
fund to permit the Postmaster Gmeral, or the Secretary of the In-
terior-or the Secretary of the Treasury, if he has time-to develop
oil fields?
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Mr. COVINGTON. Senator, I hold no brief for the various persons
who might want to have $50,000,000 appropriations from the Treas-
ury, and therefore I would not like to attempt an answer to that
question. The Secretary of the Interior has the public domain Under
his jurisdiction.

Senator LODGE. Judge Covington, there are great quantities of oil
shales in the country, are there not?

Mr. COVINGTON. The recent investigations of the Interior, Depart-
ment, caused, I think, by Secretary Lane, have produced a very in-
forming report, made by Mr. Manning, Chief of the Bureau of Mines.
That report shows that there are a very grea$ many oil-producing
shales in the United States. I do not know enough about the scien-
tific side of the matter of oil production from shales to be able to
say whether that presents an opportunity for immediate relief in
America. From what Mr. Manning has told me casually I should
have a very great hesitancy in saying that it would.

Senator THOMAS. There is oil enough in the shales of Utah and
Colorado to supply the world with oil for 500 years, but we are not
permitted to develop it.

Mr. COVINGTON. Based on the method of extracting oil from shares
in Scotland, where the volume of production from a give unit is
much lower than it would be in the United States, if there were a
development of the oil shales of Utah and other regions of the ard
West, there could undoubtedly be an eventual production that would
yield an enormous supply of oil in this country.

But I apprehend I am going to have only a short' time, in the
hurry and pressure of the Finance Committee, and I will proceed
with my argument.

As you gentlemen in the Senate know, production from the oil
shales is a method of increase of production that must run the
hazard of.legislation affecting the public domain. It is idle for me
to stand and talk to you gentlemen here about that. Senator Robin-
son, with whom I served for some time in the House when he was the
chairman of the Public Lands Committee, knows what that hazard is.
We can hope for no legislation which will open these shale fields
at once. That iust come from a new method of treating the public
domain.

Senator GonE. A crisis will not wait on that sort of thing.
Mr. CovixorroN-. You are quite right, Senator. A crisis will not

wait for that to develop. You have confronting this country the
question of the present depletion of the oil reserves of America, and
you have confronting the country the fact that there is a retarding,
and a very serious retarding, of the enormous exploration by the
" wildcatter "' necessary to assure the fields which will maintain pro-
duction. The men who, really as partners. but for. convenience, if
you please, form the small corporation to develop the fields in Okla-
homa, in Texas. in Wyoming, or in Kansas are greatly discouraged
because at this time the method of taxation, the method of treating
all over the original investment as income, liable to all the normal
taxes and liable to the war-profits tax or the excess-profits tax, takes
practically all the gain in the case of a fortunate development. In
the few moments that I hope you will be able to give Mr. Fitzgerald,
for he collaborated with me on that subject, I am going to leave with
him to go rather into detail and emphasize to you the small chances
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that are left to any persons who attempt at this time to explore for
oil in any of the existing oil fields in the South or West, or in any
of the lands of those sections, not on the public domain, which offer
favorable prospects for exploration with the idea that there may be
oil.

There is one concrete illustration of the situation that I can not
resist a reference to. It is in the printed brief we shall file with you,
and it is a case where a concern in Oklahoma found itself in the
position where the tax which was to be levied upon it under the
existing law was so excessive that it could not raise the money to
pay it, being a small producing concern engaged in this business of
semiwildcatting. It had, however, one piece of property which could
be sold, and it was able to get for it $300,000. But when that sale
was made for $300,000, if it were made, actually it was found that
the concern would have to deduct so large a proportion of the
$300,000 to pay the excess-profits tax to the Treasury that then there
would be taken from them the entire $300,000 of physical property
owned, and yet there would be a shortage of $180,000 of the money to
pay the taxes owed the Government. So the concern seriously have
had under consideration the perfectly enormous proposition, if you
come to think about it, of asking the Treasury of the United States to
sequester a portion of the physical property of the concern and sell it
to pay a tax that can not otherwise be paid because the relation of
the invested capital to excess profits of the concern in this hazardous
industry is such at the present time that the very moment that there
is a sale of developed oil land it is all excess profits.

In this brief which Mr. Fitzgerald and myself have prepared-
and I believe I speak for Judge Shea, who is special counsel for the
Oklahoma oil producers-there is a specific suggestion that in lieu
of the present method of collecting this exorbitant excess-profits
or war-profits tax the actual producer be permitted to pay a flat tax,
making him in a special class, and that flat tax to be 20 per cent of
the actual sale value of the land at the time it is brought to the
stage of production. when lie can sell it to the concern that is able to
develop it and to send. the oil into its normal flow of refined product
for consumption.

Senator ,ON S. I just wondered if you would put your remedy
in such shape as to enable us to deal generally with extrahazardous
enterprises.

Mr. COV 1NGTON. Sentutor Jones, of course the thing that charac-
terizes an enterprise as hazardous is so variable that it is very hard
to classify industries in the country as normal, hazardous, and
extrahazardous. What we do say is that, in so far as the production
of crude oil is concerned, there is so special a condition existing in
the oil fields of America and so special a condition that is inherent
in the matter of oil production, in that the product is a fugitive sub-
stance, which has to be searched for and located under the soil. that
oil production may fairly be called a special class of industry, en-
titled to exceptionally favored treatment in the matter of taxing
oil-land sales.

Senator JoNEs. Is that different in principle from the man who
wines kold?
Senator PENROSE. Or coal?
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Senator JoNts. Coal mining I take it, is not so hazardous as the
mining of those other miiinerals. But you take especially the case
where the man is spending some years in developing a gold mine,
and through the running of a tunnel or the sinking era shaft he dis-
covers a rich body of ore.

Mr. COVINaTON. I do not think there is any difference, if you ask
me, to the extent that each represents a prospecting hazard.

Senator GORE. If you will let me interrupt you, there is this dis-
tinction: A man working a gold mine may work it to the limits of
his claim. The man owning an adjacent claim is not affected by it.
But if a big concern owns oil leases adjacent to a small concern and
the big concern puts down wells near the line the small concern has
to put down welIs or have its line drained. It loses its property,
and if it is not able to finance it, it has it drained, and this tax
makes it impossible for small concerns to dispose of their holdings,
because the tax takes all the property, and they have to sit by and
hold it, whereas if they were permitted to sell to big concerns they
could go ahead and wildcat in other communities. But they must
develop or else their neighbor will take their substance. That differ-
entiates it to that extent from coal and gold mines, although short-
lived mines in large measure are in the same category with oil wells.

Mr. COVIqTON. Senator Jones, what I wanted to impress upon you
was simply this, that each of them presents a special situation in ex-
ploration and development. Each of them presents a situation that
fairly requires special treatment at the hands of a Congress seeking
to do equity in the matter of taxing essential enterprises which are
by no means stable and in which there are always one or the other
financial condition present-an excess loss or an excess profit. Each
of them is similar in a certain sense. I take the oil industry, and
since I have been examining the situation for the oil producers I
have come to find, according to the best statements I can get, that
there has been more money lost, startling as that may seem, in the
unsuccessful developments of oil fields than there has been made in
the successful developments of oil fields.

Senator THOMAS. That is true also of gold and silver and lead
and copper.

Mr. CoviczToN. I am not prepared to controvert that.
Senator JONES. You are reaching a point now which I hoped you

would bring out. Do you think it advisable that there be some tribu-
nal which shall adjust these profits or values, whatever we may term
them,. in a way to allow a reasonable return to the owner of the
property, or should we in this bill specify the oil industry or the
gola-mining industry or other hazardous enterprises, or create a
tribunal which shall adjust these taxes on an equitable basis, so far as
hazardous enterprises are concerned?

Mr. COVINGTON. Senator, if you could work out a plan for an
administrative board composed of men who are specialists in the
various fields connected with the exceptional industries with which
they shall be expected to deal, and that admnistrative board would
not have delegated to it a portion of the taxing power which mig!lt
make the entire plan unconstitutional, I should have no hesitancy in
saying that all such industries as the oil industry and the inining
indltlTry could receive much more intelligent ireatment after the
thoughtful consideration that would be given it by such board than
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could 1) the result of arbitrary provisions written into a revenue bill
with the pressure upon the framers of it. But I do not know
whether in the present bill you are able-I have no information, of
course, nor has anyone outside this committee room, of the transac-
tions that are going on within it-I do not know whether you are
able to provide for such a commission as that. I am a strong be-
liever, ind I believe I would speak almost entirely for the oil indus-
tr-is not that true, Judge Shea l-I am a strong believer in such-
a o ard.

Mr. SOIA. We have recommended it.
Mr. COVNTON. Judge Shea recommended it, after much thought,in the brief that was filed with the House. That recommendation,

in general way, was based on the fact that the experts selected by
the Government, if you please, may be well trusted by any industry
that does not want to evade or dodge taxes, but simply wants the
Government to deal with eminent fairness toward it.The CHAIRMAN. This bill creates a special board, as you probably
recall.

Mr. COVINGTON. Yes, sir.
The CHAIRMAN. If it were thought wise to delegate to them pow-

ers and functions as defined by Senator Jones, that could be done?
Mr. COVINOTON. As a matter of fact, the advisory board provided

for in the bill at the present time does not possess a very great degree
of power.

The CHAIRMAN. I said if it were thought advisable to delegate to
them special powers in these regards it could be done?

Mr. COVIoNTON. If you could broaden the powers of an advisory.
.making it a board of specialists, and permit it to adjust the obvious
inequalities and injustices of taxation that must creep into a bill of
this sort, I concede it would be far preferable than to attempt to
write into such bill a provision to deal with such industries as the oil
industry, because they could then make a clear case for the many andwidely variable situations before a board which could take the time
to find in each case precisely what the situation was.

Senator JoNEs. It strikes me that one of the fundamental difficul-ties of the present bill rests right in what you are presenting. I
doubt if it is possible in this bill or in any revenue bill to define
proper exemptions for the various lines of industry and have itworked out automatically. We all recognize that the banking indus-
try. for instance, not being generally a hazardous enterprise, is per-fectly willing to accept a very low rate of earnings on its capital asexempt from a tax. But you go into other enterprises, and they
must pay the great profits to compensate them for the risk involved
in the business. Whether this can be done by varying the amount ofexemptions in the bill as equitably as by a commission to inquire
into various lines of industry is a great problem, and, to my mind,
the thing which you suggest here is one of the very broad subjects
which must be dealt with in this bill.

Mr. COVINOTON. I must speak frankly with you, as this is a veryserious matter, the matter of framing so stupendous a revnue bill,
and I must say that I do not know what the view might be in the
Senate in respect of writing what I think is an ideal statute; that
is, a statute drawn in most general terms to effectuate the object and
permitting a properly constructed administrative body to do what
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the aSureme Court has repeatedly described as "filling. in the

Senator PENROsEm. What assurance have any of us that the tax-
payers of the country can get a properly constituted body? Would
you consider the professor of Latin and Greek from some college as
qualified to pass on the petroleum industry?

Senator RoBINsON. No more than you would a professional poli-
tician.

Mr. COVINGTON. That would depend on the man. The personal
equation enters into that so largely. But that gets into an abtsrac-
tion. I should have an abundance of confidence myself, while you
might not, that if it were there would be authorized a selection of
a commission that would be sufficiently intelligent and sufficiently
impartial to administer with fairness and skill the general principles
written into law and to do that with absolute justice to all tne indus-
tries affected. But I realize that such a proposal would probably
produce a very serious controversy in the Senate.

Senator PlNROSE. I am an optimist, but I do not feel that my
optimism is justified by precedents.

Mr. COVINGTON. I perhaps may be even more of an optimist than
I have known for a good many years that you are.

The CHAIRMAN. Judge, you have made a suggestion that is worthy
of very serious consideration. Whether or not the committee wiil
act upon that suggestion is a matter we can take up and discuss. So
you need not discuss'that now.

Mr. COVNGTON. We have filed a brief here dealing with our sug-
gestion. There is another matter I want to call brief attention to.

think it can be dealt with in almost a moment.
In the House bill in the two sections which provide for deductions

allowed to individuals in relation to the income tax and for deduc-
tions from excess profits in the case of corp orations, seemingly be-
cause the House was considering a variety of other matters connected
with the oil industry they left the provision of law. respecting deple-
tion of oil and gas wells in the way that it is in the existing law.
The Treasury Decision No. 2448, rendered on February 4, 1917,
pointed out that this provision circumscribed their activities in re-
spect of allowance for depletion and seems to recognize that that
provision of existing law is in a sense unworkable and unfair in that
it only dealt with a deduction for the decrease of the flow of an oil
well after it has reached its settled flow and the flush flow has
entirely passed away.

We have offered as our second concrete suggestion a very biniple
provision that has already been adopted by the House with regard
to mines. The depletion clause will then read "in the case of mines,
oil and gas wells, a reasonable allowance for depletion."

The bill then going on to provide, as it does in many other places,
that the Commissioner of Internal Revenue and the Secretary of the
Treasury shall promulgate the suitable and necessary rules and regu-
lations to make that provision effective.

The pending bill provides that in the case of mines a reasonable
allowance for depletion shall be made. But it does not change the
law as it now stands in respect to oil and gas wells, seemingly be
cause there was not a concrete discussion of that particular point in
the House. What we ask for in that respect is that mines, oil and
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gas wells be brought within the single provision that a reasonable
allowance for depletion without statutory restriction shall be made.

Senator GoR. To make it uniform?
Mr. COVINOTON. To make it uniform. It ought to be the law now,

and that will be a very simple matter for you gentlemen to correct.
The value of the suggested change is this: That the depletion of oil
wells is so variable that it is hard to write into a statute a clause that
will accurately and arbitrarily provide a method by which in all
instances depletion of a well may be calculated with justice to the
person who has the capital invested in that well.

The oil and natural gas people are quite content to have the rules
and regulations made sufficiently elastic to meet each particular case
as it is presented to the Treasury as their measure of remedy. That
has already been given to the mine owners of the country.

Senator GoRz. This point ought to be kept in mind: That the flow
of oil, when taken out of the well, is the taking out of capital. It
does not represent profit, but the major portion of it represents
capital.

Mr. COVINOTON. This provision is merely for depletion. The
Treasury regulations now provide a different method to compute
depletion in taking out oil and in taking out ore from mines. When
they come to calculate t he matter of depletion of an oil well. if the
new provision is inserted, then they will have to calculate it with a
broad knowledge of the oil field in which the well is located, with
the production of that field, with the possibilities, just as you cited a
few moments ago that the owners of abutting properties having
wells which touch the same pool in the sand will cause depletion.
But that can all be taken care of amply by a suitable rule and regu-
lation of the Treasury.

Senator GORE. The point I was making is that the proceeds of oil
is not all income; it is mostly capital.

Mr. CovENGTON. Absolutely not income. Most of the proceeds of
oil are the returns of capital, and when you get down to the real
basis of it there is no profit in an oil well until you get your capital
back. And the oil producers will want to submit a provision to be
inserted in the bill to deal with their peculiar situation relating to
the return of invested capital.

The CHAIRMAN. I think what you are saying with reference to a
discriminating differentiation between these two industries is so
apparent upon the face of the bill that it must have been a case of
oversight.

Mr. COVINGTON. I think, frankly, that it was overlooked in the
House.

The CHAIRMAN. A reading of it called to my attention the things
you have been referring to. and I think the House overlooked it.

Mr. COVINGTON. I thing there is no question about that, that they
got into rather an elaborate hearing, which must have covered sev-
eral days and dealt with other matters.

The CHAIRMAN. I am saying that because I do not think you need
tospend any more time on it.

Mr. COVINGTON. In behalf of the manufacturing and refining
branches of the oil industry I now desire to bring to the attention of
the committee, not by way of protest, but by way of very serious re-
minder, the fact that while these branches are asking no special con-
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'sideration whatever in the way of tax legislation for their very large
proportion of the total oil industry of the country, in other wtrd
are asking nothing more thaAl is provided in respect to other cor-
porations engaged in industrial enterprises. The gasoline tax as
provided in the House bill is a serious departure from the general
purpose of that bill.

In the provision for a gasoline tax, while the oil industry does not
protest about it, it is felt that it is fair to call to the attention of this
committee the fact that the House has called this a tax upon a lux-
ury, when, as a matter of fact, it is unescapable that it is a bald tax
upon consumption. If you are going to tax an article in everyday
use, which the statistics show is to at least three-quarters of its total
consumption used for normal activities that are as essential as the
operating of a railroad train, as necessary as the use of coal that is
burned in a factory or in a house for heating purposes, that article
ought to be taxed with a full appreciation of the fact that it is a
consumption tax upon a necessary, which is to be passed along to the
consumer as a consumption tax. If the Senate is to have consump-
tion taxes that is an economic matter for them to consider.

Senator Gomn. It has the vice of being a tax on a source of indus-
trial power, and the tax multiplies with all the processes of vary-
ing use.

Mr. COVINOTON. The gasoline tax does all that. A consumption
tax, as the chairman of this committee advisedly stated a few mo-
ments ago, if levied at all, is levied as an excise tax, on the theory that
it may be diffused in accordance with an economic principle of taxa-
tion, the diffusion of taxes, and with the consequent passing of them
along to the ultimate consumer. If this one industry, however, is
to have a consumption tax levied upon it, which is to be passed along,
and after the war there is a continuance of abnormal taxes for a
period in order to take care of the great revenues necessary, in part,
to liquidate our enormous war debt, there may, nevertheless, be such
'a curtailment of the uses of oil that there may be a fair supply of
oil in the country to meet the needs of a period of reaction and in-
dustrial dullness. Then one of the well-known economic laws comes
into existence, recognized since the days of Adam Smith, the fact
that you can not pass along a consumption tax when the time comes
that the competitive distributors of the taxed article have more of
their product than the consumer will take. Then the person who
has the tax levied upon hini in the first instance must .pay it all.
Therefore, to recognize by silence that the gasoline tax is a tax on
a luxury would be to concede the propriety of it as a special tax to
be paid by the producer when similar articles are not taxed. The oil
ind ustry wants to bear its burdens fully, but it is the producer of a
great necessity and taxes ought to be levied upon its product in har-
mony with a general plan of taxation.

Senator PENROSE. Judge, you have referred to the deficiency in
the supply of oil. Why should the effort at Sunday conservation
stop at the Mississippi River?

Mr. COVINGTON. Senator, I have no accurate information on that
subject.

Senator PENROSE. I did not know but what your studies, which
evidently have been very thorough, had led you to give some thought
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to that. Is there any reason why the conservation should stop at
the Mississippi River?

Mr. COVNoTON. I say I am uninformed about that, Senator.
Senator PENROSE. I would like, Mr. Chairman, to introduce this

observation at this time, that the effect of the Sunday law in Pennsyl-
vania has been to cause a loss of at least an extra day among the
miners. They have gone home or gone to visit where they desired
on Saturday evening and not been able to return until Monday, mak-
ing a loss in coal production of a very vital and considerable amount,
by an order which ought to be thoroughly investigated.

The CHAIrMAN. Judge, you have certainly been talking to us very
interestingly, and also very profitably. But we have a good many
gentlemen here to be heard.

Mr. CoviNoToN. I am ready to stop whenever you say. I have
appreciated so thoroughly the rigorous rule in the House of Rep-
resentatives, the five-minute rule, that it is not a serious hardship to
close a discussion at any time. And, in fact, I have concluded what
I had to present.

Senator GORE. A consumption tax, according to a well-recognized
principle and authority, ought to be on the finished product ready
for final consumption and not on a raw material, any crude material,
any material partly manufactured. While gas6line is to the refiner
a finished material, it is not in the regular course of industry. It
is the raw material of those who use it in manufacture.

Mr. COVINOTON. Absolutely, and as such raw material it represents
about three-quarters of the entire gasoline product of the country..

Senator GORE. And a tax on gasoline would be to carry this price
all the way through all the processes?

Mr. COVINOTON. I might say that there are about 400,000 motor
trucks in this country to-day out of a total registration of motor
vehicles of 5,000,000, and more than one-third of all the registration
is in the 10 rural States of this country west of the Mississippi River,
which have not a single great city within them.

Senator MCCUMBER. Did you say that about three-quarters of the
gasoline is used in industries?

Mr. COVINGOTON. I did not say in industries. I said approximately
three-quarters, as well as the data can be gathered, is used not for
pleasure purposes. I did not mean to characterize industrial uses
unless you take a broad classification and say that every essential
use is within itself an industrial use. While it is a very difficult
thing to get at accurately, I should say that not more than 25 per
cent of tEe gasoline of the country is used for pleasure purposes.
Some authorities say as little as 17 per cent is used for pleasure
purposes. When I remind you that there are more automobiles
registered in your State than there are in this so-called automobile
heaven of the District of Columbia I think you catch the significance
of my statement.

Senator PENROSE. I simply want to state at this time that I
have been greatly impressed with the statement of the judge and
intend to ask the committee at a convenient opportunity, and very
soon, in connection with these statements, to request the presence of
officials of the Fuel Administration Bureau to appear before the
committee and explain the exact status of the oil and gasoline supply.
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The CHAIRMAN. That is the Senator's privilege if he desires to
do it.

Mr. COVINOTON. I would like Mr. Fitzgerald to make a few obser-
vations respecting a particular phase of the bill as it affects the oil-
producing industry. I want also to thank you for your considera-
tion to me and to those I represent.

The CHAIRIMAN. If Mr. Fitzgerald wishes to develop some other
phase, of course the committee will hear him, although we have
made a rule, Mr. Fitzgerald, not to hear more than two statements
with reference to the same matter.

Senator TOWNSEND. Have you something new to present on this
subject, Mr. Fitzgerald?

Mr. FrrZGERALD. If you only wish to hear two persons, Judge Shea,
here representing the mideontinental oil producers, ought to be given
an opportunity to be heard.

Senator GORE. I am especially anxious that Judge Shea should be
heard.

Mr. FITZGERALD. There is one phase I would like to speak of. But
I do not want to take the time if Judge Shea is thus to be prevented
from addressing the committee.

The CHAIRMAIN. We must place some limitation or we will not get
through.

Mr. FITZGERALD. I appreciate that, and if it is the desire of the
committee to hear only two persons I think Judge Shea ought to be
heard in preference to myself.

Xhe CHAIRMAN. That is a matter between you and Judge Shea.
(The following brief was subsequently submitted by Mr. Covington

and is here printed in full, as follows:)

STATEMENT SUBurflKD BY TIHE SPECIAL CoMMIrrCE. ON TAXATION O1' Ti:

NATIONAL PTRHOLEITM W%'n SERVICIC (OMiITTEE, SITUGENTING MOwDIFIC\TIONS
oF Tll' PENI)IN REVENUE BILL, H. R. 12863, A4 IT AFFECT THr ACTUAL
I'BODtCTION O (ff. Afu NATURAL (AS, BY J. -lARHY (OVINOTON, F rAEI BAD.
STAPLIETON & MAtION, (COUNSEL.

This statement I.% submitted In behalf of the oil and natural-gas producers
of the United States by a special committee on taxation selected by the
nationni petroleumi wri service committee. While It Is prepared at the In-
stance of the oil and natural-gas producers. Its purpose Is simpy to assist
the Congress III formulating at revenue law which III Its operation will he
Just to the oil and uatural-gas industries at the samne time that It causes then)
to bear their full and flr share of the taxes which all patriotic Amerlenns
recognize as necessary to be levied in Ihe present exigency of our tioveranmoiwtt

It Is proper to state that those concerns engaged in the transportation.
iniufacturing. and distribution of oil and oil products, and In tile transpor-
ttitn and distribution of natural gas are asking no special consideration lIn
respect of the taxes to be levied and collected In the pending revenme )i)].
Those branches of the oil and natural-gas Industries reeognize thnt the cofl-

pratlive situation which they ocupy In the present condition of American
business make it eminently proper that they should be taxed Iu the sumn,
manner as business generally Is to be taxed.

The situation In the producing branch of the oil Industry Is, however, very
pl ectrlos. At the present time the United States Is drawing upon If.% crude-
oil reserves at the rate of 60,000 barrels a day in order to zieet its demands.
As the Alz,, of our Army Increases. with the tremendously increased number of
trinctors. motor trucks, ambulances, and neroplanes, it Is Inevitable that the
ej ude-oll demands of the country will greatly Increase.

The oil and natural-gas supply is kept up by new explorations ind new
(levelopinents. If the supply is to be maintained and sufflIclent fuel oil, lubri-
cants, and gasoline are to be available, those explorations must go on, ant
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must be encouraged In such a way that the explorer, known as the "wild-
catter," will continue his financially hazardous activities with the assurance
that all his reward will not be taken from him in the event of success.

As Indicative of the actual financial' wizard in oil producing, It Ihas been
stated by men who are quite familiar with the business that the total sums
realized frow the sale of oil up to this (late would not equal the total expendl-
lares in attempting to produce and tIn producing the same.
As all illustrahon' of the rapidity with which existing fields show a con-

stantly decreasiftg production, atlention Is called to the fact that In 1914-15
the Cushing Pool in Oklahoma was largely developed-a little strip of ground
a miles wide and 12 miles long. This pool produced fit Its peak about 3,0,000
barrels per day of the highest grade oil ever produced In this country in any
lorge quantity. This Is considerably more than the entire Mid-Continent
field Is producing at this time, and the Cushing field Is now producing only
55,000 barrels per day.

In 1910-17 the great Augusta and Eldorado fields in Kansas were developed,
and at the high point had an enormous production of high-grade oil. This is
rapidly falling off, and at the present time there Is no field In sight to take
the place of these two fields.

The Senate has reliable Information as -to the gravity of the Impending
gasoline shortage. The report transmitted by the Fuel Administrator on
September 11, 1918, in response to Senate resolution No. 299, Indicates a
probable shortage by the end of this calendar year of 1.000,000 barrels of
gasoline.

It is impracticable to obtain absolutely accurate statements as to the
requirements of the Government and commerce for the next calendar year,
but some estimates have been made for the present year by competent authori-
ties. In Bulletin No. 14 of the Kansas City Testing Laboratory, 1918 edition,
entitled "Petroleum, Asphalt, and Natural Gas," it Is stated that the demand
on United. States refineries for gasoline and naphtln in 1918 has been estimated
as follows:

Million barrels.
Pleasure automobiles ------------------ - - - 20
Export -------------- ----------------------------- 15
('nitlnerelal a uto service -------------------------------- 12
I'lT ited States Army ------------------------------------
Stutionary gasoline engines ------ ------------------------ 8
Other uses ----------------------.---.------------------- 10

Total ......- 73
Tie number of so-called " pleasure '" cars is difficult to determine. A great

Illlly ell's inclded I much 1i1t aclassificathil aire used pidnltarily is busltes neets-
sities and only Incidentally for pleasure ; others are chiefly for recreation pur-
3oses and Incidentally for luisiness, although for business to it very consilerable
extent; while the number InI use solely for pleasure Is %ery much less than tile
total Included Iln the classificatiou of pleasure cars.

Where only Ia brief tite ago automobiles were almost universally regarded
21s a luxury, tend their possession the vi4lhle and unmistakable Indication of
itlhibence, to-day they are as generally recognized is Indispensable factors In the
transnction of the complex business of this progressive age.

The total motor vehicle registration of tihe United States on January 1, 1918,
was In round numbers 5,085,000. Of this number there were 1,685,000, or about
one-third of the total, automobiles and trucks registered in tile 10 purely agri-
cultural and rural States of Iowa, Minnesota, California, Kansas, Texas, Wis-
Voasih, Missouri, Nebraiska, North Dakota, and South Dakota.

Moreover, of the total there are In Me United States 254,000 motorcycles
which, as every one knows, are used almost entirely for utilitarian purposes.
There are also 400,000 motor trucks testimonyy of M1r. (t. M. Graham, chairman
National Automobile Chianber of Comrltbce, motor truck connnlttee, House
Hearings, p. 1077) which, of course, are used entirely for essential work.
In view of these tatistibs, it Is fairly certain thit Ihe somewhat prevalent

belief that a large percentage of the gasoline eonsUiI:tl Is used for nonessential
"ad purely recreational purposes Is not well founded. While something ray be
gained by Imposing restrictions upon the uses to which gamhi ie may be put,
reliance for the maintenance of a contillued aiel sufficient supply of gasolille
'mist depend upon new discoveries and developments.
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It Is assumed that the extrahazardous character of the "wild-catter" busi-
ness in the oil industry is as well established as that of the "prospector" for
precious metals If gas, oil, and precious metals could be located in the same
systematic manner that virgin land is-cleared, broken, and made prodUctive,
there would be no occasion for alarm because of prospective shortages, nor
would there be need for special consideration of those engaged in prospecting
for such commodities. But "wild-catting" is, indeed, a precarious and uncer-
tain business or occupation. The hope of large rewards from some discovery,
which will compensate for a lifetime of effort, Is the stimulus which holds men
In the occupation. While some attain that which all seek, and by a lucky strike
reap substantial returns for the hard years of fruitless effort, most of the
"wild-catters," like the prospectors for precious metals, pass out disappointed
uzd with no adequate return for their life's effort and industry.

Under the existing law, and under the proposed law, all Incentive Is taken
from the "wild-catter." The method adopted of treating the difference between
the sales price and the amount actually expended to acquire property and
develop it to the point where gas or oil is discovered as profits for the year in
which the sale Is made, has practically stopped sales of newly discovered gas
and oil properties.

As illustrating the effect of the operation of the present law, a pending case
is startling.

A concern with a nominal capital is subject to a tax of $240.000 under the
existing law. It had not the money to pay the tax. It could sell one parcel of
its holdings for $300,000. The entire proceeds, under the law, would be con-
sidered as profits. After disposing of the property, actually part of its capital,
for $300,000, and paying 60 per cent of the price received as taxes, It would still
be short $120,000 to make up its indebtedness of $240,000. for which it had
parted with property of $300,000 in value.

Consideration of the effect of the proposed law demonstrates how futile it
would be to rely upon the operations of the "wild-catter" for a continuance of
the gasoline supply.

Take the case of three partners who for convenience incorporate and con-
tribute $20,000 each to the capital. Assume that they invest the capital in
acquiring properties and expend $40,000 additional in drilling several wells, as
a result of which gas or oil is discovered in considerable quantity. If such
property were really rich In gas or oil, it would not be unusual for it to have a
marketable value of $1,000,000.

If the discoverers of this gas or oil contemplated disposing of the property,
they would face this situation: The difference between the sales price and
the invested capital would be considered as profit. This difference would be
$900,000. Under section 812 of the proposed law a specific exemption of $3,000
would be allowed and an additional sum equal to 10 per cent of the invested
capital, amounting to $10,000, or $13,000 in all. The balance, $887,000, would
be subject to an 80 per cent tax, aggregating $709,600. There would be left to
the corporation $177,400. Under the corporation-tax provision of the proposed
law (section 230), after the allowance of $2,000 provided in section 236. there
is a tax upon the net income which, with the deduction mentioned, Is $175,400.
Assuming that the entire $175,400 is to be distributed as dividends, there would
first be deducted 12 per cent, or $20,848, leaving $154,552 to be distributed as
dividends. If so distributed, the three partners would receive $51,517 each, and,
under the income-tax provision of the law, would pay $12,980 each.

Thus, as a result of a transaction involving $1,000$000, with profits of $900,000.
there would be paid In taxes under the proposed law $769,394, and each of the
three persons engaged in the enterprise would receive $38,537.

Innumerable illustrations might be presented where the operations of the
proposed law would be equally drastic. The one presented is selected because
typical. When It Is considered that the discovery of such properties is not the
common fortune of the explorer; that for every such rich location there are
failures numbering in the thousands; that the losses from year to year can not
be offset, but must be borne without redress, unless compensated by the unusual
and rare discovery-it must be apparent that some special provision must be
made to meet such peculiar and unusual conditions.

SPECIAL TAX ON SALES.

Appreciating the necessity of holding out substantial returns to encourage
those who continue to explore for gas and oil, the following provision is sub-
mitted for the consideration of the committee. Add to section 211:
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"(a) In the case of oil and gas wells sold by the individual owner thereof,
20 per cent of the actual sales price shall be paid In lieu of all income surtaxes
in the year of sale."

And add to section 336, after the first paragraph, the following:
" In the case of oil and gas wells sold by the corporation owner thereof 20

per cent of the actual sales price shall be paid in lieu of all war-profits or
excess-profits taxes in the year of sale."

The effect of these provisions will be to permit the explorer and discoverer
to reap fair returns from discoveries; It will start anew the transfer and ex-
change of properties ready for development to those capable of utilizing the
properties to the most complete beneficial use, and it will still leave the In-
dividual and corporate explorer subject to the ordinary income and corpora-
tion taxes.

Thoughtful consideration by those whose energies are concentrated to pro-
duce the maximum supply of oil and gas, with no desire to aid anyone to escape
the onerous burdens which necessarily result from existing conditions, but
with keen appreciation of the imperative necessity of stimulating those upon
whose continued efforts new sources of gas and oil depend, has resulted In the
conviction that what is here proposed Is equitable and will be effective.

It may be that some other method to relieve the existing situation, equally
effective &nd no less Just to all concerned, may be proposed, but none has been
suggested which, in the opinion of those most familiar with the situation and
who are most competent to appreciate its peril, as fully and as fairly meets
the present emergency as the remedy here proposed.

REASONABLE ALLOWANCE FOR DEPLETION.

The production of oil and natural gas, unlike that of most other businesses,
begins to diminish, the body of the property from the time of the first sale of
oil. This is termed by the Treasury Department "depletion." After the dis-
covery of oil the producer must bring it to the surface. He can not wait; he
must produce it or lose It. and his market is fixed. He must produce and sell
his oil and gas upon whatever market is available at the time. In the matter
of coal, iron, and other minerals not fugitive he can await his convenience
to bring them to the surface and market them; but in oil, found as it is in
pools, with many wells being sunk upon adjacent property, all drawing from
the same reservoir, unless the producer speedily develops and produces he
will never realize the full value of his property. Unless the producer, there-
fore, is permitted to have a fair deduction by way of a "depletion" allowance
for the loss in the value of his wells from the production of the oil, and which
will thereby give him a return which will have replaced his capital and a fair
profit at the time the production ends, be has sustained a loss. This can not
be accomplished in each instance by a reasonable allowance for actual reduction
in flow of his wells from that of the previous year. The number of wells in
the area over the pool, the separate ownership of lands on which are wells
drawing from such pool, and the number of new wells which may be sunk by
the particular individual on his land, all have such an effect on the total pro-
duction of the unit upon which "depletion" is calculated that it is impossi-
ble to write into law a provision which will meet fairly each case.

A quotation from Treasury Decision 2447. issued February 4, 1917, and con-
struing section 5, subdivision eight, and section 12, subdivision second, each of
which relate to "depletion " of oil and gas wells, as such "depletion" must
be computed under the act of September 8, 1916, the existing law, shows
the limitation of discretion allowed to the Treasury officials in meeting the
unusual, widely variable, and often serious cases of oil and gas well depletion.
That quotation is as follows:

"Notwithstanding the fact that the drilling of new wells may offset the re-
duction In the production and flow of the older wells in the field not fully de-
veloped, the provision of the law hereinbefore quoted does not authorize and
this office can not permit a depletion deduction to be taken so long as the flow
and production of the unit, be it a well or group of wells, or the entire terri-
tory. Is as great during the year for which the return is made as it was for
the year immediately preceding."

The section of the law there referred to is reproduced in the -pending bill, and
to overcome the objection which we have just pointed, out, we propose for the
consideration of the committee amendments of subdivision (10) of section 214
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and of subdivision (9) of section 234, which are identical. These amendments
are printed below in comparison with the existing law:

PENDING BILL.

(10) (a).
(9) (a) In the case of oil and gas

wells a reasonable allowance for actual
reduction in flow and production, to be
ascertained not by the flush flow but
by the settled production or regular
flow; (b) in the case of mines, a rea-
sonable allowance for depletion; (c)
In the case of mines, oil and gas wells,
a reasonable allowance for deprecia-
tion of improvements; such reasonable
allowance in all the above cases to be
made according to the peculiar con-
ditions In each case and under rules
and regulations to be prescribed by
the commissioner with the approval of
the Secretary. In the case of leases
the deductions allowed by this para-
graph shall be equitably apportioned
between the lessor and lessee. In the
case of a nonresident alien, individual
deductions under this paragraph shall
be allowed only as to property within
the United States.

PROPOSED AMENDMENT.

(10) (a).
(9) (a) In the case of mines, oil

and gas wells, a reasonable allowance
for depletion; (b) in the case of mines,
oil and gas wells, a reasonable allow-
ance for depreciation of improvements;
such resonable allowance in the above
cases to be made according to the pe-
culiar conditions in each case and un-
der rules and regulations to be pre-
scribed by the commissioner with the
approval of the Secretary. In the case
of leases, the deductions allowed by
this paragraph shall be equitably ap-
portioned between the lessor and
lessee. In the case of a nonresident
alien, individual deductions under this
paragraph shall be allowed only as to
property within the United States.

This amendment does nothing except place oil and natural gas wells in the
same class as mines in so far as "depletion" allowance is concerned. The
Commissioner of Internal Revenue, with the approval of the Secretary of the
Treasury, will simply be authorized to promulgate rules and regulations under
which "depletion" allowances will be permitted in the returns of oil and natu-
ral .gas producers, as the bill now provides in the case of mines. It can not be
seriously urged that the conditions of "depletion" are not more uncertain and
variable in oil and natural gas wells than in mines. Moreover, the officials of
the Treasury will abundantly safeguard the revenue of the country by rules and
regulations which do not permit "depletion" allowances In any case in excess of
the exigency.

THE GASOLINE TAX.

The special committee on taxation,, representing practically the entire oil
industry, having already indicated in this statement that the manufacturing
and distributing branches of the industry are entirely willing to bear their fair
and full share of just and equal taxation, feels that the economic character of
the gasoline tax should be presented to your committee so that it may be fully
understood:

Under section 902 of Title IX of the House bill, in levying excise taxes, it is
provided:

"That there shall be levied, assessed, collected, and paid upon all gasoline,
naphtha, and other similar petroleum products, having a flash point below 1000
Fahrenheit, as tested by the Taglibue open-cup tester, and suitable for motor
power, sold by the manufacturer, refiner, or Importhr, a tax of 2 cents a wine
gallon."

The report of the House committee (H. Rept. No. 767, p. 33) says that:
" In recommending excise taxes in the proposed bill your committee has en-

deavored to select articles that fall within two classes: (1) Articles that are

more or less a luxury because of their nature, and (2) articles that become in

the nature of a luxury when sold for more than a fixed price. The purpose of
the committee in recommending these taxes is twofold: (1) To provide revenue
and (2) to reduce extravagance."

The report, obviously referring to its class (1) "Articles that are more or leSS
a luxury because of their nature," goes on to say, " So far as practicable the

committee has placed these taxes upon the manufacturer, producer, or IM-
porter."
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An examination of section 902 shows that an excise tax is to be levied, as-
sessed, collected, and paid upon all gasoline "sold by the manufacturer, refiner.
or importer," so that the House committee undoubtedly proceeded upon the
theory that a tax upon gasoline was a tax upon an article which "is more or
les a luxury," or, in other words, so largely used for pleasure as to make it a
legitimate object of taxation when luxuries are being taxed.

Those engaged in the oil industry do not purpose to invite a controversy
over the taxation of articles which may be considered an object of taxation
at the present time. They are not seeking to evade or avoid taxation, and are
quite willing to have their products bear any tax which ought to be imposed on
them In an impartial distribution of the burdens of the present war. No con-
troversy over consumption of taxes is, therefore, to be raised by them. It is
unmistakable. however, that the proposed tax on gasoline is a consumption tax.
The well-known economist, David A. Wells (Theory and Practice of Taxa-

tion, p. 597), says:
"All specific taxation of articles ultimately and necessarily falls on consump-

tion; and the burden of every man, under an equitable system of taxation, and
which no effort will enable him to avoid, will be In the exact proportion which
his aggregate consumption maintains to the aggregate consumption of the com-
munity of which he is a member."

When a tax Is laid upon an article at the place of original sale, but in such
form as to make it nevertheless a consumption tax, it is. of course, as Wells
says, a burden borne by the ultimate consumer. If such a method of taxation,
with its inherent infirmities and inequalities, is to be generally adopted, the oil
industry of the United' States can have little complaint, provided the rate of
taxation is fair as compared with the rates on other articles of consumption.
But when there is a legislative disavowal of the intention to levy consumption
taxes, as there is by the Ways and Means Committee of the House, and the
outward form of the tax on the particular article, gasoline, is one which the
ordinary consumer may believe was not intended as a consumption tax, then
when he finds a taxation burden at least partially passed on to him he feels
himself oppressed by the industry producing the article.

This statement has already abundantly demonstrated that gasoline is an
article of prime necessity. With three-fourths of the total annual consumption
by persons using it in as essential a manner as they use coal, it may well be
asked by them why such a single necessary article was selected for consump-
tion taxation. Whatever else they may say or think, the small machine-shop
man with his stationary gasoline engine, the farmer with his tractor and his
car to deliver produce, the owner and operator of a single motor truck as his
vocation, the fisherman with his gasoline boat as his means of livelihood, are
none of them to be lulled into a feeling that the tax on gasoline is a tax on a
luxury.

Moreover, the present time Is one when the demand is beyond the supply of
gasoline. A price which assures a profit on crude oil to the producer and on
gasoline to the refiner Is manifestly assured under economic law. On the other
hand, it must be understood that the oil industry Is no longer a monopoly;
many independent concerns genuinely and fiercely compete for business in the
peace-time markets. Last year all the units of the old Standard Oil Co. pro-
duced less than 20 per cent of the crude oil, and while as refiners those units
produced a larger proportion of gasoline, the other great and small concerns
produced a very large share of the total output.

Whenever In a field a strong competition there may be, through enterprise
encouraged by fair legislation, with a peaceful country, a supply of gasoline
more adequate than now, the acceptance by the oil industry of the claim that
the gasoline tax is an excise tax on a luxury and not a consumption tax on a
necessity, may leave that industry in the post-war period burdened with a tax
which is unequal and which it can not stand. It Is submitted, therefore, that
the gasoline tax ought to be approached by this committee with a full apprecia-
tion of Its economic character as a consumption tax.

The CHAIRMAN. The committee will next hear Mr. John J. Shea.
Judge, I wish to say that the committee would be glad, if you can,
not to have covered ground that has just been gone over by the other
gentleman.
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STATEMENT OF MR. JOHN 3. SHEA, OF TULSA, OKLA., REPRESENT.
ING THE XIDCONTINENTAL OIL AND GAS ASSOCIATION.

Mr. SHEA. I will try as far as possible not to do that.
Senator Gon. I think Judge Shea can give some concrete cases

that would illustrate the principles which have been presented.
Mr. SHFA. I represent a voluntary association of producers in the

Mid-Continent field, producing about one-half of all the oil produced
in the United States, and about 65 per cent of all the high-grade oil.

Senator GORE. You mean producers of the crude oil?
Mr. SHEA. Yes. And I speak only for those who produce at this

time. Judge W. H. Gill, of Houston, Tex., representing the Texas,
Gulf Coast, and Louisiana Association, also appears with us on
the brief we have filed here, and owing to the fact that this hearing is
being held a little sooner than we had expected we have not the con-
crete suggestions for the amendments now, but we wish to make the
suggestions of the underlying principles at this time, and within a
day or two furnish the concrete amendments that we think will
cover the suggestions which we make. We will furnish that in
printed form, referring to the title and section of the act as it ap-
pears in the House bill.

The CHAIRMAN. When you are ready to furnish that just send it
in so that it will be printed as a part of your remarks.

Mr. SHEA. I have here the brief. I want to say by way of preface
that since this war came on, and during its continuance, the oil
industry of the United States has met every requirement, to such
an extent that no vessel has ever called .at an American port for a
cargo of oil, or for oil products, that it was not ready for it at the
time. Not only that, but in many instances and particularly in a
matter of fuel oil, it has been turned over both to our own nation and
to our allies without a price being fixed, leaving.the price to be
determined in the future. We have met every requirement.

We were urged to drill to the utmost possible extent, and in the
year 1917 we did increase the total oil production of the United
States 40000,000 barrels.

Senator GoRm. You mean more than it had ever increased.
Mr. SHEA. It increased to a greater extent than it ever had before:

that is, to a larger amount, not to a greater percentage than it had in
any one year. To do this we were compelled to drill what are known
as inside locations--that is, to drill locations that could just as well
have been left in reserve--to meet the ordinary demands of business.

Oil supply is kept up by finding new fields. It can be done in no
other way. New fields are a matter largely of chance. The aly new
field at this time in sight producing any crude oil onitide of the
Wvoming field, is in Texas and known as the Ranger field.

The depth at which oil is found there is 3,400 feet, and a well costs
from twenty-five to forty thousand dollars. It takes a long time to
drill it. The extent of the field is uncertain so that pr auction for
the next 12 months must be kept up by drini insi de locations on
proven or tested property, whii woul better e left in the ground

storage, and rt would be better for the general public if it could b.
But under this emergency it must be brought to the surface.

Senator PENtosz. Is not the development of the Wyoming field

considerably held up, if not practically stopped, even, by legislation
pending in Congress?
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Mr. SHAn. To some extent. It is also largely hindered by trans-
portation facilities. There is no transportation of oil except by rail-
way at the present time.

Senator PENROSE. Are the railroad facilities entirely adequate?
Mr. SHEA. No, sir. You can not ever find adequate railway facili-

ties for the transportation of crude oil. Crude oil must be trans-
ported by pipe lines underground in order to furnish an ample sup-
ply. For instance, our Oklahoma oil is transported by almost con-
tinuous pipe lines to Bayonne, N. J., to east St. Louis, and to the
various refineries throughout the Middle West. It is transported by
several pipe lines to the Gulf of Mexico, and there reaches tidewater.
Yon can never find ample transportation for crude oil, in the amount
demanded by the public, by railroad transportation. It would be a
physical impossibility.

Senator LoDEo. I understand when you are speaking about the
supply of oil, you are speaking only of the crude oil from the flowing
wellh You are not discussing shales?

Mr. SHEA. From the pumping wells as well as from flowing wells.
Senator LODGE. You are not.discussing shale oils?
Mr. SlA. No. There is at this time no method by which shale

oil can be produced profitably in this country. It is not being pro-
duced now, and in this emergency we must rely on the oil frbm the
sands and the drilling as it is now carried on.

Senator PENROSE. Do the regulations and orders of the Depart-
ment of the Interior facilitate an easy production of oil?

Mr. SH1EA. We have nn Government land in our country. Some of
the land is under the Department of the Interior, and the regulations
have been quite satisfactory for a number of years. They have a
very intelligent idea and a very comprehensive view of it, and while
we complain about some things in their regulations, generally speak-
ing they are quite satisfactory.

Snato, GORE. There are no public domains.
Senator PpmJ-osE. Where there are public domains, are you

familiar with the effect of the regulations and orders of the Interior
Department ?

Mr. Smn. I know but little about that. Those public domains are
largely in Wyoming and California, in the oil-producing fields, and
I know little about it. I speak only for our field.

We contend, in the first instance, that there are no war profits in
the production of oil. In 1916, in the midst of this war, oil in our
field was worth $1.55 a barrel. In July, 1916, it began to go down,
and i October, 1914, it was worth only 90 cents a-barrel, right in
the idst of this war. The reasons for that was the bringing in of
the new field known as the El Dorado and Augusta field. go that
it depends largely on discovery. The oil producer may make a large
amount of money upon a very cheap oil, and he may make a very
small amount on a high-priced oil. But he sells his capital assets
from the day he begins producing. Senator Jones a while ago
spoke about a comparison with minerals. The difference between
oil and minerals is that in the Mid-Continent field 95per cent of all
the oil is produced from leases, either in 80, 60, and frequent, 160-
acre tracts, seldom a larger tract than 160 acres. I drill a welrupon
11y 160, and you drill a well upon yours. I must immediately drill
my property up or my neighbors will get my oil, and when it is
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brought to the surface I must sell it upon whatever market I can
get, because I have no way of storing it. It is an expensive proposi-
tion to furnish the steel storage in the first instance, and evaporation
loss through such storage makes it a very difficult matter to make the
storage of oil a success.

Senator Go". Nobody could do that but the big concrns.
Mr. SHEA. Storage of oil is only done through force of circum-

stances. It is done by the big concerns to guard against shortage in
supply and to meet the requirements of the market when the oi1 be-
ing produced from the ground is insufficient to meet it. During the
month of August of this year we drew 2 400,000 barrels from storage
in one month, at the rate of 80,000 barrels per day. There is in stor-
age in the United States at this time, in tanks and pipe lines, some-
thing like 140,000,000 barrels of oil. That is in the entire United
States. A large amount of that is in California, too distant to come
into this market at a living price. So that our Nation and our allies
must depend upon the Mid-Continent field and the fields lying east,
the Appalachian fields, and the Texas and Gulf coast, for all fuel oil,
gasoline, and lubricants that are used.,

Senator Goat. That 140,000,000 includes what is in the pipe lines?
Mr. SHEA. Yes. That is idle oil, filling the pipe lines. You have

to keep' them full all the time. It is idle all the time.
The CHAIRMAN. You said there are no war profits in the produc-

tion of oil?
Mr. SHEA. Yes, sir.
The CUAIRMAN. You gave figures at which it was selling in 1916.

What was it selling for in 1914?
Mr. SHEA. Early in 1914 it was selling at $1.05 per barrel. Owing

to the Cushing field it went down in 1914 to 40 cents a barrel. It
went up in 1915 and 1916 until it was $1.55 in 1916, and then, owing
to the discovery of the Ef Dorado field, it went down to 90 cents.

The CHAIRMAN. Could you give something like the average price?
Mr. SHEA. In a brief filed with the House committee I have the

price of oil by months, which I can furnish.
The CHAIRMAN. I would like to get the average price of oil for four

or five years preceding the war in Europe.
Mr. SHnA. I could -figure that out, although I have not done so.

I could get the average price.
The CHAIRMAN. Suppose you get it.
Mr. SHEA. I will do that.
The CHAIRMAN. You ay in 1916 it was selling for $1.10?
Mr. SHEA. It was $1.51 in 1916, and then went down to 90 cents

that same year.
The CH.:4RxN. What is it selling at now ?
Mr. SHEA. $2.25.
The CHAIRMAN. How do you account for that great increase?
Mr. Sunz. There was increase of demand within our own country

and a decreased production, both of which contributed. It will cut
both ways.

The CHAIRMAN. You account for the increase by the increase in the
demand?

Mr. SHEA. There was an increase in demand.
The CHAIRMAN. An increase in the demand as the result of the

war?
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Mr. Sma. Not at all. There was a normal increase in demand each
year prior to the war. It was going up very rapidly. The demand
for oil was expanding very rapidly.

The CuAIRMAN. That is one of the chief reasons why everything
is higher now than before the war-increase of demand.

Mr. SHEA. Probably so. That is, to some extent, true. But a large
market for oil has been absolutely cut off by the war. For instance,
the market which is practically controlled by American refiners in
Germany, largely in Russia, in Austria, and in Turkey and Bulgaria,
has all been lost.

The CHAIRMAN. But notwithstanding that diminution, there has
been an increase in the demand.

Mr. SHmx . Our figures here show an increase in exports, and there
has been, of course, an increase in demand. But there was a normal
increase in demand growing year by year prior to the war. There
was a very depressed condition in the oil field in 1913.

The CHAIRMAN. You do not think that normal increase in demand
would have raised prices in two or three years from $1.10 to $2.25?

Mr. SHEA. I think that if we had not had a war oil would have
been $3.50 a barrel to-day; and that is the opinion of men who have
kept in complete touch with the business. I have every reason to
think that it would have been that. I think that the price of oil de-
pends so largely upon the great flush production from new fields,
when a new field comes in it depresses the price, naturally. Take, for
instance, to show you the decline, and the influence it has in price.
the new.wells that are being drilled in the Mid-Continent field now, in
the old field, where it is already producing, have an initial produc-
tion less than one-third of their initial production in 1911. 1912. and
1913.

The CHAIRMAN. Is not that falling off of the production in those
lines more than offset by the production in these other lines and the
large output ?

Mr. SHrI. No, sir; it is not offset. There was not so much mar-
keted, but they were capable of producing a great deal more during
those years.

Senator GoIRE. I presume when a new field is brought in, and a
large supply, the price always goes down?

Mr. SHIBA. The price always goes down.
Senator GoRE. And the price fluctuates violently on that account?
Mr. SHEA. Yes.
Senator GoRE. And that makes the average price of oil misleading

as compared with average prices in other businesses?
Mr. SIMA. We contend that from the profits on oil you ought to

take a period of years and average it. You can not corn pare the three
years, 1915, 1916, and 1917, with the three years 1911, 1912, and 1918.

Senator GORE. On account of the violent fluctuations.
Mr. StEA. In 1913 we produced a large amount of oil at 40 cents

a barrel, and we made money. In addition to this, the material that
goes into the oil wells and the labor we put in there costs more than
twice as much as it did in the prewar period, prior to 1913.

Again, most people get the idea in speaking of oil wells that all
you have to do is to drill a hole and start taking your dividends.
There are 200,000 producing oil wells in the United States--and that
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is some item of oil wells--that are to-day producing less than one
barrel of oil per day.

Senator MCCUMBER. Two hundred thousand?
Mr. SHEA. Producing wells--yes-that are producing less than

one barrel of oil a day.
Senator McCumBER. What is the entire number of wells in the

United States ?
Mr. SyBA. There are about 350,000 wells in the United States.
Senator RoBINsoN. What is the total daily output?
Mr. SHEA. About 890,000 barrels. It runs from 800,000 to 1,000,000

barrels. The figure for 1917 was 890,000 barrels. One of the things
that we ask relief on is this. Of course, all of you who are informed
upon mining business will understand this: The prospector goes out
and makes a strike. He may have had 10 years of failure before
that. The only thing he can do with that is to sell it to somebody
who is able to develop it and run it, and he can sell that at a
good price, and he takes that mone and goes out prospecting
with it again or goes into business. He can not sell now, because
under the present law and under the proposed law as it comes from
the House all of the profits are held to have accrued during the year
in which the sale is made, and as the result of that he must give up
practically the whole body of his property in taxes.

Now. I think a discoverer ought to be put on a flat rate, and if lie
makes a sale he ought to pay 20 per cent. say. of his profits in tax.
Of course, when that money goes out into circulation it is at once
subject to the income tax and it brings new money in and keeps
things going.

It is not fair to put the oil business on the same basis as banking,
manufacturing, commerce, and other going industries. Their prop-
erty is worth a little more at the end of every year, while ours is
worth a great deal less every year.

Senator GORE. In the other businesses you can make some calcula-
tion, you have some basis on which to depend, but in the oil business
it is purely a gamble and speculation as to where you will find oil?

Mr. SHEAt Yes; of course.
Senator GonE. Could you give its any information as to the aver-

age life of an oil well'?
I Mr. SHa. Yes. Speaking of the Mid-Continent field, 3.5 to 5O per

cent of all the oil a well ever produces is taken out the first year. Dur-
ing the remaiigtwo years there would be 25 per cent more. There are
various estimates of ihat-from 70 to 80 it runs, and I am calling
it, 75. At the end of three years you have 75 per cent of the oil out
of the well that you will ever get out of it, and the remaining 25
per cent, or probably 20 per cent, to be more conservative, is taken
out by pumping through a period of years, and it cones very slowly.
It finally comes to the point where it is no longer profitable to pump,
and then the property is abandoned. My own experience in the Mid-
Continent fild is that 80 per cent is taken out the first three years,
and the rest will probably go over a period of eight or nine years.
Tn the Texas and Gulf Coast field, eight months in the life of the
well in some of the districts. They have tote worked over, at great
expeme, in order to keep them going on and producing the remainder
of the oil that is in the sand.
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In the Pennsylvania field there have been some very long-lived
wells. I know some wells that have been pumping for 40 years, but
they only pump them every other Saturday and measure the output
in gallons. It is very small.

The CHAIRMAN. That is the only thing they do on a small scale in
Pennsylvania, then?

Mr. SHEA. I am speaking now about the remaining percentage of
the oil in the well. It is spread over a long period of years, and it
finally gets so expensive to bring it to the surface that you must
abandon it, because of the small yield and great expense.

Now, we call attention to section 326 of the House bill, on invested
capital. That reads as follows-one of the provisions, section (b),
I think it is [reading] :

Actual vash value of tangible property other than cash hona fide paid in for
stock or shares at the time of such payment, but in no case to exceed the par
value of the original stock or shares specifically issued therefor.

A great number of small concerns, incorporated for the matter of
convenience throughout our country, have exchanged their property
for stock. I know of one instance where $600,000 worth of property
was exchanged for $100,000 of stock. They only got a $100,000 of
invested capital under that rule.

Iin.the case of a corporation issuing stock with no par value it gets
the full value of such property. In case it turned over $100,000 worth
of property for stock and issued $1,000,000, the law provides
that the Treasury shall ascertain and cut it down to the actual
value. The rule ought to be. that in all cases the actual value of
the property turned over, regardless of the stock issued, whether
it is more or less, shall be the invested capital. It is only just and
ri ht:

Prior to the excess-profita tax law last year, the capital did not enter
into the amount of tax to be paid. It was a latter of convenience.
Three men would get together; they owned a property and wanted
to turn the property over to a corporation, because it was a con-
venient way to do business, and they turned over the property and
took a nominal amount of stock for the same in equal shares. They
ought to get only the actual, fair market value of the property at
the time it was turned in for stock and there are hundreds of corpora-
tions organized that tvay where the par value stock did not enter
much into it. I know of two corporations in which I am slightly
interested, where some of my friends have $25,000 worth of capital
stock and the property is worth, I expect, a couple of hundred
thousand dollars, and was worth that when it was turned over.

I know of one corporation having $7,000 of stock and they turned
over $400,000 of property to the corporation in exchange for its
stock. There was no purpose to evade. It was a matter of conven-
ience. In Oklahoma there is a gross production tax on oil, and the
value of the stock or property had no connection with the amount of
tax; when the Government came around it took the market value of
the stock for the stock tax, and this particular property was taxed
at a value of $800,000; so that they ought to have the actual value of
the actual, physical property that is turned over to the corporation
for stock at the time of the transaction.
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Senator Gotn. That is the rule under the corporation-excise tax
of 1909?

Mr. SHEA. Yes.
Senator Goit. The actual value of the property is what counts and

not the value of the stock.
Mr. SHEA. Yes; they do not pay any attention to the actual amount

of stock outstanding.
Senator GoRE. Is not that true with respect to the existing law in

regard to corporations organized since January, 1914?
Mr. SHEA. Yes. This would not involve any difficulty. It would

not make any more work for anybody. If a corporation is overcapi.
talized we will have to find the valuation so as to put it on the tax
basis, and it ought to be the actual value of property when turned
in for stock.

And, gentlemen. I want to call attention in that connection to the
fact that it is extremely easy to find the value of oil property. It is
the basis on which it is bought and sold. We buy 'an oil property on the
theory that it will pay us back in three to five years, in an old, set-
tled field. With that in view it is very easy to determine values. The
burden is on the taxpayer to show the value to the satisfaction of the
Treasury Department. We ought to have that relief and that provi-
sion in the bill. "But in no case to exceed the par value of the
original stock or shares specifically issued therefor" should be
stricken out.

Senator GouF. That provision that you suggest to be stricken out is
not in the law with respect to corporations now, organized smnc
January, 1914? .

Mr. SHIVA. Y ,e.. sir.
Senator Gon. And you are insisting that the law applicable to

corporations organized since 1914 should be brought forward in this
section?

Mr. SHEA. Yes, sir. The old law says this: That in corporations
organized before January, 1914, the par value of the stock or the
value of the property exchanged for it, whichever is lower, must be
taken as invested capital, those organized since 1914 the actual value
of the property exchanged for stock; and the latter ought to be the
rule in all cases. The rule of the law is that whatever a tian owned
when this income tax began in 1918 was his, and that is the starting
point and the basis from which he should start.

The CHAIRMAN. I think the committee understand your point on
that.

Mr. SUnA. Yes; then I will not take up any more time on it.
The CHAIRMAN. That is undoubtedly a question we will have to

consider.
Senator Got. I do not know whether Judge Shea has it in his

mind or not, but if you have, I wish you would state a concrete ,Lv..
You spoke of this case where the stock of the corporation was $100,000
and the property was worth $600,000. Can you state how that would
apply to the pending bill?

Mr. SprA. Yes; here are two properties that were turned over to a
corporation formed by the owners themselves in which they each'
owned one-half, and the property has a market value of $600,000,
and $100,000 par value of stock issued for the property.
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Senator GoRE. These are actual facts?
Mr. SHEA. This is an actual fact. They turned over $600,000

worth of property to their corporation for $100,000 par value stock,
and each of themn took onie-half of the stock. When they cauu, to pay
their tax, here is what would happen to theta: thev would get on the
profits tax a 10 per cent deduction on their $100,000 worth of stock
when they were really entitled to a deduction on $600,000, the value
of the property. When you come to the depletion of their property,
they would get their depletion allowance on $100,000 instead of on
$600,000. The result wnl!d be that they would pay vastly more taxes
than they ottgbt to pay, and inore than people fully capitalized
would pay. In the first place, they should have a deduction of
$60,000, instead of $10,000, that meins 10 per vent on $600,000 before
they would have reached the war tax.

Now, the Government in the past has encouraged conservative
capitalization. It urged it upon people. The States urged it upon
people. We were encouraged to dIo these things and now, having
done them, we are penalized for being good.

Senator PENROSE. They put a pi eniuni on watered stock?
Mr. SHEA. Yes, sir; they put a premium on watered stock.
Senator Gong. Are you familiar with two instances in a State, of

one concern capitalized at only about $8,000,000 and the other at
$75,000 000?

Mr. HEA. Yes; I know of a case under the old law where two
concerns purchased property in adjoining -,ctions, one concern
capitalized at $20,000 and the other at $50,000,000, and they pur-
chased exactly the saute amount of land, and the $50,000,000 concern
did not pay any tax. under the old law, and the other concern
under the law would pay $600,000. They produced the sane amount
of oil. Now, these are inequalitwis. 'Ve only complain of the ine-
quality. We do not care anything about the rate of taxation you
put on us at ali, so long is we can live and get through and keep
going and are put on an equality with other industries. We do not
want to have our business stopped. In conversation with Mr. Requa
the other day-I presume he will be before you; he is the oil man
of the Fuel Administration-he said that the result of this tax will
be that it will not dry up the source of the oil, but it will result in oil
being produced by the larger companies that can spread their losses
over the whole field, and the smaller operators will be driven td the
wall, and in the happening of the very thing that the Government
has sought to prevent, namely, the gathering of all these great prop-
erties into the bands of a few large concerns.

Senator LDoGz. Was not Mr. Requa,.before he came into the ad-
ministration, an oil operator!

Mr. SaRA. Yes, air.
Senator LoDn. In California?
Mr. SHEt. Yes; in California. Now, we think that the deduction

for the oil producing-we only speak now of the production of oil-
should be 15 per cent. It should b3 in proportion to the cost, of the
money you put into the business. You can not get money to go
into the oil business on the promise of the same returns that it will
have in banking, manufacturing, merchandising, or general business,
because of the great hazard connected with the industry,
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Senator PENROSE. Can you give me any information as to why the
conservation of oil in the order recently made, should have stopped
at the Mississippi River? I was curious to know what intangible
thought was floating through the minds of those responsible for the
order, that induced that reference to the Mississippi River.

Mr. SHE.%. I presume that the transportation was what they had in
mind, the transportation facilities being limited in the oil, and
the fact that most of the gasoline which is used east of the Missis-
sippi comes from west of the Mississippi River, the idea was, that the
transportation being shorter and in many cases not being necessary at
all, it being .old where it is produced. I suppose that was the iaea.

Senator PENROSE. Gasoline is transported on the railroads?
Mr. Sia. Yes, very largely.
Senator PENRosE. Then it is due to the breakdown of the railroad

system rather than to the scarcity of gasoline?
Mr. SnA. I would not say that there was a breakdown in the

transportation of gasoline. I think it has been much improved
under Government administration.

Senator PENROSE. It apparently was not adequate.
Mr. SHEA. No, sir; I do not know that it is entirely adequate; but

formerly from Tulsa, where I live, it took 40 to 60 days to get your
empty tank car back to your factory when it was sent as far east as
Chicago, 800 miles. Now we are getting them back in 15 days. So
that I think that the transportation of gasoline over the railroads has
been greatly improved under this Government administration.

Senator PENRosE. At that particular point?
Mr. SHEA. I only speak for that particular point. The refineries

who make gasoline own their own tank cars, and use them in trans-
portation over the railroads, and they have had in the past very
great difficulty in getting them back; but we are not having that
now, but I think it is largely due to the fact that freight has been
given the right of way over everything.

Senator GoR. You were discussing depletion, Judge.
Mr. SH A. Yes. I agree with Judge Covington on that, and I

also agree with the suggestion made by Senator Jones, that there
ought to be a board with larger powers than the board is given
imder the House bill. The English law provides their board with
vastpowers. They have the power to classify business. For instance,
the English law classifies the hazardous industries and gives them
a larger rate. For instance, gold mining gets a deduction of 221
per cent, and others proportionately, and this board of review under
the English law has vast power, power to correct inequalities and
discriminations, and if a board was clothed with power sufficient
to do that, it could probably remedy these things in the administra
tion of the law. At the present time, under theiam, there is a board
provided, but it is simply advisory, apparently, and has no defined
powers.

Senator GoRE. There is a fundamental difference between the oil
business and the businesses you have enumerated, and your con-
tention is that it is a fundamental difference which ought t6 be taken
into account. and. that things that are different ought not to be
I rested alike.

Mr. SHEA. They ought not to be treated alike. Of course we are
going on producing, and will produce at a loss, if necessary. We
will produce at a loss as long as the Government needs the product.
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Senator GoNz. And that notwithstanding that instead of pro-
ducing at a loss and exhausting your oil you might keep the oil in
the ground ?

Mr. SHnA. Yes; I am producing oil notwithstanding that I am
paying a tax of 80 per cent, and I can drill a new well in a new field
and get a lot of oil out of it, but the moment I do that I will inme-
diately have to pay 80 per cent on that new well to the Government,
and at the end of the war I will have neither money nor property
left. What would be the natural thing for a man to do under those
circumstances? He would naturally let the oil stay there. He will
not do this under existing conditions because lie is going to produce
and let the Government have all of the oil that is necessary for
its purposes; but they may not be all patriotic enough to do this,
and the supply must be kept up ant the burden will fall on the most
patriotic. We are going to stand for whatever you gentlemen in
your wisdom see fit to do: but we do ask that you give consideration
to our business in the matter, not for the purpose of escaping taxa-
tion, but in order that it may be justly taxed; and in doing that we
believe you ought to take into consideration the risk and hazard of
the busmess.

Senator Go=n. There are two other points that I would like to
have you touch on.. One is the difficulty of selling property.

Mr. SuPA. We can not sell property at all. It is absolutely
stopped.

Senator GonI. Does that restrict development?
Mr. SHEA. Yes, of course, because the ordinary oil produce de-

pends on his sales. He gets a property and gets it started and he
always wants to sell it and take the money to prospect with again.
It has absolutely stopped sales.

Senator Goam. Was there not a case down there where they figured
they could stand a tax of half a million dollars if they were permitted
to sell?

Mr. Sua. Yes; the report was made to the Treasury that a sale
was about to be made, and they were willing to pay a tax of half a
million dollars to the Government, but there was no way they could
do that.

Senator PhqioaE. You could not run those short-line railroads
either if the Government had not taken them over. A vast amount
of property has been destroyed.

Mr. Smn. Yes. Of course in the sale of a big property where
there is a peat investment that is anomalous.

Senator -zxRosE. I know millions of dollars have been wiped out
by short-line railroads going into the scrap hea .

Mr. SHEA. I have no information on that subject.
Senator LODGE. You explained the fact that there was no restric-

tion west of the Mississippi River by saying that the oil was so much
more accessible there. Of course, there must be some long hauls;
but at the same time you also said that the transportation had been
so improved that it was very accessible now in the East.

Mr. SHIA. Yes, sir.
Senator LoDGE. So that the transportation has nothing to do with

the eastern restriction?
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Mr. SHA. I only know the reason that I saw stated why it wa
limited to east of the Mississippi River. I do not know that the
transportation is entirely adequate, even now. I say it has been
improved so far as gasoline from our district is concerned.

Senator LODGE. The restriction east of the Mississippi was not
made to save the transportation, because the transportation is so
good that it is not necessary!

Mr. SHEA. The transportation goes clear through to the East.
Senator LODGE. Yes, I understand; and I take it that Chicago is

not the only point where the transportation is good.
Mr. SHEA. No, sir.
Senator LODGE. It must be good everywhere.
Mr. SHEA. I presume so. I do not know about that.
Senator LODGE. What I am trying to get at is, when transportation

in the East was restricted it was done to save oil, was it not
Mr. SHEA. Yes, sir.
Senator LODGE. Why is hot the saving of oil in one part of the

country just as good as in the other?
Mr. SHEA. I am not particularly for that order in any event. I

do not much believe in the order of Sunday closing. I am not de-
fending that in any way. There is just one more matter I want to
call attention to.

The CHAIRMAN. Before you leave that. You said no sales were
being made now. You had reference to sales of oil properties?

Mr. SHEA. Yes, sir.
The CHAIRMAN. I thought you did.
Mr. SHEA. The law absolutely prohibits it, because the tendency

is to treat all of the difference between cost and sale price as income
during the taxable year. That is the regulation as it exists.

Senator LODGE As a business man, you realize that you can not
sell anything in the United States to-day for anything near its value?

The CHAIRMAN. You do not mean that, do you I
Senator LODGE. I make that statement absolutely, and Judge

Shea agrees with me.
The CHAIRMAN. I do not understand you mean to say that you

can not sell anything in the United States to-day and at a profit.
I understood that things were selling at bigger profits to-day.

I am not saying anything about matters that I am not tamiar
with, but here inWashington they are selling houses at a very big
profit.

Senator LODGE. Washington is wholly exceptional.
The CHAIRMAN. In my section of the country they are selling

lands at very much more than they could have sold them for before
the war.

Mr. SHEA. He can not sell his property because the profit is so
great in it that it would practically all be taken away from him in
taxes under the existing law.

The CHAIRMAN. You have given your reasons for the statement
you have made that you can not now sell oil properties.

Mr. SHEA. Yes, sir.
Senator PENROSE. Or anything else.
Mr. SHEA. Now, one more question and I am through.
The CHAIRMAN. Did you mean to say that you could not sell any-

thing else in this country?
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Mr. SHEA. No; I am speaking of oil property, and particularly
new discoveries.

Senator JONES of New Mexico. And the reason that they can not
sell now is because the tax would be so high on the apparent profit
in the transaction?

Senator PENROSE. Does that apply to other sales?
Mr. SHEA. It does apply to other things, but not with the force

with which it applies to oil, because the apparent profit in oil is
much greater, although it may actually represent many years of
toil, which can not be estimated.

Senator LODGE. You can not sell at a profit because the tax is so
heavy. You can sell almost anything at a loss.

Mr. SHEA. Oh, you can sell anything to-day at a loss.
Senator Go I wish you would develop this point. Take the case

where a man invests $100,000 in a year and loses it all and then the
next year he makes a strike.

Mr. SHEA. Yes; that is a common case.
Senator GORE. I wish you would make a statement on that to the

committee.
Mr. SHEA. That is, when a man starts out and has losses this year

and has no profits against which to offset them if he makes a profit
next year he is not permitted to offset those losses against his profit.
That money lost should be capitalized; that is, it should be entered
as invested capital, and let it be carried over into the invested-capital
account and treated as invested capital so that it may be protected.
At present that is not so.

Senator McCuXER. And there are a vast number who started in
business a number of years ago and have run for eight or nine years
without getting any return.

Mr. SHEA. I think at the beginning of the law would be the time;
for instance, 1917.

The CHAIRMAw. The time for our adjournment or our recess has
arrived.

Mr. SHEA. I would like to have 10 minutes more, Mr. Chairman,
if I might, later. You can adjourn now and I will take it when you
meet again.

The CHAIRMAN. I would rather stay here and let you finish it now,
so far as I am concerned. We have been very liberal to you in the
matter of time.

Mr. SHEA. The oil business, Mr. Chairman, is probably the fifth
business in the United States.

The CHAIRMAN. If you feel like you must have 10 minutes more
to make yourself clear and present your views fully, we will give
it to you when we meet again.

Mr. SHEA. All right; that will be satisfactory.
(The chairman at this point submitted a letter from Mr. Walter E.

Kelley, relating to tax on oil, which is here printed in full as follows:)
S~rrzxnnt 19, 1918.

Hon. F. M. SIMMONS,

Chairman Finance Committee, United States Senate.
Dim SENATOR: I submit for the consideration of your committee a few con-

crete suggestions in regard to the revenue bill as it affects the production of
crude petroleum. The peculiar nature of the business will not be touched upon,
for that has been covered in the record before the House Committee on Ways
and Means at pages 437 to 544, which you have undoubtedly read.
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The history of the oil business shows that the producing fields of the United
States have practically all been discovered by the operators or operating com.
panics unaffiliated with the great producing. refining, and marketing corpora.
tions. This prospecting Is accompanied by great financial hazard, and the
prospectors, or "wildcatter s ," as they are termed In the industry, rely on the
return from one successful venture to repay them for all their previous losses.

Under the revenue act as now framed the losses incurred in drilling dry holes
are allowed to be deducted from the income for the taxable year, and this same
provision has existed in the previous income-tax laws, but the difficulty is that,
while the prospecting is going on, and until a productive tract is discovered,
there is no income from which this deduction can be made, and therefore the
provision is purely academic in many cases.

The Government will not suffer any material loss of revenue from a correc.
tion of this situation, for all of the big companies have shown a profit for many
years and have In consequence already received the benefit of the deduction.

It seems essential, however, that some amendment be incorporated in the bill
the effect of which will be to allow the prospector to receive back out of his
earnings for the taxable year an amount equivalent to the losses not already
deducted from income in previous years. An amendment in substantially tle
following form, under the heading of " Deductions allowed." would accomplish
this result: "In the case of oil and gas wells all losses sustained through the
drilling of dry holes from January 1, 1911. not previously deducted from net
income for the year In which Incurred."

The date January 1, 1911, Is suggested as a reasonable one, Inasmuch as It is
the beginning of the "prewar period" under the excess and war profits provi-
sions occurring later in the bill.

Consequently any losses sustained from that date on would have a direct
relation to the amount to be paid as a war-profits or excess-profits tax as well
as that to be paid as an income tax.

The suggested amendment, if adopted, will result in some reduction Il the
taxes of the particular operators affected by it, but this reduction will be much
more than compensated for by the revenue which will accrue in 1919 from the
productive wells which will be discovered as a result of the allowance being
made. An alternative method of dealing with the losses of the prospector
during his unsuccessful years would be to permit the'addition of the losses not
previously deducted to the value of the productive property finally discovered
by considering them in the nature of investment.

Thus the total amount upon which the depletion of the productive property
would be computed would be larger and the losses would finally be returned in
this manner.

I realize that the Congress is confronted with the necessity of raising a
huge sum and that suggestions which carry with them even a slight reduction
in the total realization are not favored.

However, there Is the revenue of 1919 to think of, and also' the future pro-
duction of crude petroleum, both of which will be jeopardized unless reason-
able allowances are now made.

The existing.stocks above ground are being drawn upon more and more, and
new fields must be found If the demand is to be met, for the natural decline in
the production of old wells can only be offset by the drilling of new ones.

Another suggestion which I trust may be adopted is in respect to the
deduction for depletion of oil wells.

The bill as now framed allows the depletion to be based upon the " settled"
production, but eliminates the "flush" production from consideration jn com-
puting it. This is a fallacy and is wholly unjust.

An oil well in the early part of its life produces at a much higher rate than
at a later period, for when a well to drilled the release of the gas, coupled with
the rock pressure and other underground conditions, causes the oil to be
expelled from the sand with considerable force for a time. The production so
obtained is called the "flush production." After a short period, varying in
length in different fields, the production of the well suffers an abrupt decline,
and from that time on the production is said to be "settled."

There is only so much oil In the underground reservoir to begin with.
however, and whenever a well produces a barrel of oil the reservoir is depleted
by just that amount. It is obvious that this depletion results quite as much
from the flush production as from the settled production, and it is inequitable
not to allow this flush production to be considered in the computation.
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There has never to my knowledge been a good reason advanced for restrict-
ing this basis to the settled production, and from every standpoint of account-
ing, soungi business principles, and equity the flush production ought to be
allowed to be taken into consideration.

An amendment as follows, to be substituted for the present language in sec-
tion 214a, 10(a), and the similar language in section 234a, 9(a) would
accomplish this result: "In thq case of oil and gas wells a reasonable allow-
ance for the depletion of the underground deposit; * * * "

That is really what is being depleted, and, while it is undoubtedly the Intent
of the Ways and Means Committee of the House to make allowance therefor,
the reference to "reduction In flow and production" Is, in the sections above
referred to, somewhat confusing.
If, however, It Is felt that the general language of these sections should not

be changed the consideration of the flush prodntion can still be provided for
1y the elimination of the words, " to be ascertained not by the tish flow but
by the settled productloni or regular flow."

I realize that congress s Is not llsposed to single out any industry for special
rlief. hat the condltions encountered In the drilling for crude petroleum are so
unique and so utterly dissimilar from those in any other business that some
reasoible exceptions should be nmade.

The 9nggestions made herein, If adopted. will not result in any reduction of
the ultinmate amount to be obtained from the ol-producing Industry. On the
contrary their effect will be to permit the development of new fields, with the

consequent Increase In production and revenue which will result therefrom.
The average producer Is frankly apprehensive as to the effect of the bill In

is present form. and there seems to be no doubt that unless rellef is given n
considerable slump In production will result.

The very vital necessity for crude petroleum In our war program would
make this decline nothing short of a calamity. I am told that representatives
of the national petroleum war service committee appeared before your com-
mittee last week and submitted certain recommendations on this general sub-
Ject. If their testimony has been printed, will you be kind enough to have the
vlerk send me a copy of It?

Respectfully,
WAr.T-R K Km'.n.

BRIEF OF MR. LEE WILLIAMS, OF NORFOLK, VA.

(Mr. Lee Williams, an attorney of Norfolk, Va., introduced by Sen-
ator Martin, not having the time to remain to be heard on account of
being a member of his local exemption board, desired leave to file a
brief, which is here printed in full in the record. as follows:)
Proposed amendment to exces-.#roflts tax law in respect of the ascertainment of net

Income for the purpose of excess-profits taation.

It 1N proposed that at the end of the first paragraph of section 2C of the act
approved October $, 1917. the period after lite word " deducted " shall he changed
to a colon and the following clause added :.

"I'riried, That for the purpose of aseerhtinlng the gaiin derived fr'mn the
,ale of property, real, personal, or mixed, acquired before J:tnuary first, nineteen
hundred and seventeen, the fahr market price or value of such property as of
January first, nineteen hundred and seventeen. shall be the basis for det(rmin-
ilg the amount of such gain derived: or, at the option of the Commissioner of
Internal Revenue. the amount of such gain shall be such proportion of the differ-
ence between the selling price and the purchase price as the period from and
Including January first, nineteen hundred and seventeen, to the (late of sale
bears to the whole period elapsing between the date of purcha u and the date of
sale."

DliS('SSION OF AMENDMENT.

This amendment Is designed for the purpose of putting the net income derived
front the sale of property, real or personal, upon the same basis as other net
Income subject to the exeess-profits tax. By section 200 of the act of October
3, 1917. giving definitions for the purpose of excess-profits taxation, It Is pro-
vlded that the first taxable year shall be the year ending December 81, 1917

,41608-18---25
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(with certain exceptions as to companies fixing their own fiscal years, not mate.
rial here). It results that the calendar year 1917 was the first year the profits
in which were intended to be subjected to excess-profits taxation. It is under-
stood, however,, that the claim is made by certain officials of the Internal.
Revenue Department that in the case of the sale of property, real or personal,
in 1917, or subsequent years, the net Income for the purpose of excess-pronts
taxation Is the difference between the selling price and the purchase price, if
the property was purchased on or after March 1, 1913, or if the property was
puthased prior to that date, that the net income is the difference between the
selling price and the fair value as of March 1, 1913. By this construction any
increment in the value of the property between March 1, 1913, or the date of
purchase, as the case may be, and December 31, 1917, is subject to excess-profits
taxation, although the excess-profits law expressly purports to tax only income
derived on or after January 1, 1917.

The substantial result of this is that this class of profits Is subjected to
excess-profits taxation for 3 years and 10 months--that is, the period from
and after March 1, 1913, to December 31. 1916, for which period no other class
of profits is subject to such taxation. This result is clearly inequitable and
is not believed to have been Intended by the Congress. The amendment above
set out is intended to correct this inequality and, as stated, to place this class
of profits on the same basis as other profits. The basis of the construction of
the present law by the officials of the Internal-Revenue Department is under-
stood to be the language in clause (c) of the first paragraph of section 206,
providing that for the purposes of the excess-profits tax title the net income
of a corporation shall be ascertained and determined "for the taxable year
upon the same basis and in the same manner as provided in Title I of tbe act"
of September 8, 1916, with an exception not material here. This construction
of this language is not believed to be correct and is arbitrary and oppressive.
It is true the act of September 8, 1916, provides that for the purpose of ascer-
taining the gain derived from the sale of property the fair market price or
value of tha property as of March 1, 1913. shall be the basis. (See sec. 2,
clause (c), of the act approved Sept. 8, 1916.) But we must consider the
purpose and meaning of the clause in the act of September 8, 1916, Just
referred -to. The income-tax system of the Government became effective March
1, 1913. From and after that date all income from whatever source derived
was subject to taxation, and before that date such income was not subject to
taxation. Accordingly, In legislating ns to income taxation the Congress had
In mind that all income derived since March 1, 1913, was to be taxed. It
might have been fairer to have provided for the prorating of this income in
cases of sales of property between the several years elapsing from March 1.
1913, to the date of sale, and then to tax each year's income at the rates
applicable to that particular year, and we do not believe there is anything In
clause (c) that would have prevented such an administrative interpretation
of the law by the Internal-Revenue Department.

However this may be, the point we wish to emphasize is that a provision
that net income for excess-profits tax purposes shall be ascertained on the
same basis and in the same manner as income for income-tax purposes relates
rather to the basis and manner of ascertaining the income than to the period
during which the income may have accrued. In other words, it would be
proper-to ascertain the income arising from the sale of property for purposes
of excess-profits taxation on the basis of the difference between the selling
price and the fair value of the property at the date the excess-profits tax law
began to operate (Jan. 1, 1917), or such income might have been ascertained
in the same manner as income was ascertained for income-tax purposes, pro-
rating it, however, so that only such proportion of the income would be taxed
as the period from January 1. 1917, to the date of sale bore to the period from
March 1, 1913, to the date of sale. It does not seem to us that this provision
for the ascertainment of net income for excess-profits tax purposes should be
allowed to override the express statement that the first taxable year was the
year ending December 31, 1917, or to bring about the inequalities involved in

subjecting this class of profits to a greater tax liability than other classes of
profits.

At all events, if the existing law has been correctly construed by the internal-
revenue officials above referred to, it is time that the law should be changed.

The proposed amendment in its first clause is taken verbatim from section 2,

clause C, of the income-tax law of September 8, 1916, except that the date,

March 1, 1918, is changed to January 1, 1917, so as to give effect to the
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provision that the first taxable year should be that ending December 81, 1917.
The amendment, however, goes further than this in the interest of the United
States by providing that at the option of the Commissioner of Internal Revenue
the income may be ascertained by taking the entire profit on the transaction
and taxing such proportion of that profit as the period from January 1, 1917,
to the date of sale bears to the whole period between the date of purchase and
the date of sale. This clause might be useful In case there was difficulty in
determining the fair value of the property as of December 81, 1916, or in
case the Commissioner of Internal Revenue believed that the value returned by
the taxpayer for December 81, 1916, was too high. The amendment, therefore,
gives a double protection to the United States in this respect.

At 1.02 o'clock p. m. the subcommittee took a recess until 3 o'clock
p.m.

AFTER RECESS.

The subcommittee reassembled at 3 o'clock p. in., pursuant to the
taking of the recess.

The CHAIRMAN. You may proceed, Judge Shea.

STATEMENT OF MR. JOHN 3. SHEA-Resumed.

Mr. SHEA. I will only take a moment more of your time, gentle-
men. I want to call your attention to this, what we consider a very
material element in this, and that is that the oil business is just like
ordinary manufacturing or ordinary other business, in that it will
continue after the war, and that it will go on and help pay these
taxes as long as high taxes remain caused by this war; so that it is
not a flitting business that ought to be taxed heavily to-day on the
theory that it will escape in the future. That is all I wish to say on
that.

I wish also to call attention to the fact that, regardless of what
you 'do in the way of taxation, we must go on producing. Our con-
tracts call for production on the leases, in most instances, and regula-
tions at the present time compel us to go on, practically, so that on
proven territory we will go on, even if you take it all.

Senator GORE. Under a great many of those contracts,, Judge, they
-an not stop, under penalty of forfeiture of the lease?

Mr. SHEA. Yes; and the department regulations compel it at the
same tine.

The price of oil is practically fixed by law. There is no way of
raising the price of it. There is not, probably, any legal authority
for that, but it is a regulation that comes from the Fuel Department
of the Government under date of May 21, in which they stated that
they would look with great disfavor on any attempt to raise the price
of oil.

Senator DTLLINGHAM. Above what?
Mr. SHEA. Above $2.25 for Mid-Continent and $1.85 for Texas and

Gulf Coast.
Senator MCCUMBEK. How long ago was that?
Mr. SHEA. It was May_21.
Senator McCuMBER. Has not oil gone up and down since that

time?
Mr. SHEA. No, sir it has remained right there.
Senator OE. This is crude oil, you know. Judge Shea speaks

only for crude oil.
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Mr. SHaA. I speak only for crude oil. Those that manufactte
kerosene and -gasoline and other things like that, I do not speak for
them. They are purely factory matters, and their cost is pretty well
defined; but with us the element of chance is very prominent.

One other " thing I want to speak of: The definition of gasoline
in the bill from the House is so vague and indefinite that many
things not intended could be included, and with the definition it
would be a tax very easily evaded. We will furnish you a printed
definition of "gasoline," properly authenticated by the technical
department of the Government in that matter that might aid in
simplifying the matter, and at the same time I think would be more
just to every one. It would be extremely difficult to define gasoline.
It means one thing in one place and another thing in another. For
example, the gasoline that is being used in aeroplanes and in the
high-powered engines of destroyers and the like of that, is an en-
tirely different product from the gasoline you buy at a garage to
fill the tank of your motor car; and the gentlemen connected with
the business will appreciate a definition that will be more compre-
hensive than the one now in use, and better fitted to determine what
it is.

Senator THOMAS. The difference is in the grade of refinement, is
it not?1

Mr. SHEA. Yes: there are different grades, and then there is blend-
ing afterwards. For instance, after the gasoline pays the tax it goes
as gasoline where it is sold to the consumer,but beforeit is sold to the
consumer it is again blended with kerosene and naptha. and you do
not get the product that is bought by the man who sells to von.
That is constant and almost universal.

The things we will ask for I will briefly recapitulate. We be-
lieve that the oil business is a business of such a character that the
war-profits tax ought not to be applied to it. We believe that it
ought to be put under an excess-profits tax, and our view of it is
that the present rate under the existing act is high enough.

Senator THOMAS. Are there many individual And partnership en-
terprises in your part of the country?

Mr. SHEA. Yes.
Senator ThOMh, Do you know why they should not be included

in the war profits and excess-profits tax?
Mr. SHEA. No, sir; I do not know of any reason for the discrim-

ination.
The second clause, we believe that to encourage this prospecting

and exploration-or, as we call it in the oil business "wildcatting -
when a man discovers oil, until he gets his money back no tax should
apply; that he ought to get that back before any tax is applied.
Then he ought to be put on the same basis as other people.

Senator SMOOT. Do you think that same thing should apply to
the mines in the West?

Mr. SHEA. I do not know why it should not, wherever the bis-
ness is of this character.

Senator SmooT. All mining is hazardous.
Mr. SnAr. To some extent; ye, sir.
Senator SMOOT. I think you have a more definite chance of getting

oil, where a man will go and drill, than you have of getting ore.
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Mr. SHzA. Well, that might be.
Senator GOE. Here is one trouble, Senator Smoot, that must be

considered. Have you not known of instances where they would
get fine producing wells, Judge, and 200 or 300 feet from then an-
other man would get a dry hole?

Mr. SHEA. Yes. I have the experience of a -gentleman who had
that experience in another corner of an 80-acre lot.

Senator GoaE. That is true of mineral mining, is it, also?
Senator SMooT. Yes; I have known of instances where men have

been within 25 feet and had nothing.
Mr. SIMA. That is not usual in oil.
Senator SxooT. That is quite usual in mining for minerals.
Senator Gonz. Do you have to make any such investment in min-

eral mining as has been made in these oil wells?
Senator SMooT. Yes.
Senator Gos.m Without being able to test it?
Senator SMOOT. Yes.
Mr. SHEA. I was answering the question. We believe that in min-

ing for oil and gas we ought to let the discoverers get their money
back that they have spent in exploration, and then begin to pay tax.

In case of sales, we believe that sales of newly discovered proper-
ties, found since 1918, the profit should have put on it a 20 per cent
tax, to encourage sales and the changing of the property into hands
that will produce more oil and bring it into the market of the coun-
try, and at the same time continue to pay tax.

The question of actual value of the property I have discussed
pretty completely. We think that the money expended on the ex-
ploration and discovery ought to be treated as invested capital, to be
returned by depletion.

The CHAIRMAN. Judge, there are gentlemen here, some of whom
say they want to catch the 4 o'clock train.

Mr. SmA. I am through this minute.
The CHAIRMAN. And I think they should be treated with some con-

sideration.
Mr. SHEA. I do. too. I should like to ask that Judge Gill. of the

Texas country, be given 5 minutes.
Senator THoAs. Later on; there are others here now who must

be heard.
The CHAIRMAN. We will have to give some of these other gentle-

men an opportunity to be heard. Have you finished?
Mr. SHEA. Yes, sir.
Senator ROBINSON,. Stick to your program, and then others may

come in later.
Senator GORE. I would like to ask that Mr. E. D. Howard, nominee

for Congress in the first district of Oklahoma, be allowed to file a
statement in regard to zinc and oil, particularly showing its bearing
on the taxation of the State.

Mr. SHEA. And we would like to have the privilege of filing an
amended brief here.

The CHmIMAN. You have that privilege. There are several gen-
tlemen here who say they wish, simply to make an appearance and
file a brief. One of them Is Mr. Taylor, representing the independent
tobacco manufacturers of Winston-Salem, N. C.
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(A statement was submitted by Mr. Shea, which is here printed in
full, as follows:)
[Before the Finance Committee, United States Senate. Excess-profits tax and war-profit

tax as applied to production of oil and gas, presented by Mid-Continent Oil & Gag
Association and Texas Gulf Coast & Louisiana Oil & Gas Association.]

THE BUSINESS OF PRODUCING CRUDE OIL SHOULD NOT BE SUBJECTED TO A WAR-PROFITS
TAX.

The production of crude oil is the most complete example of a wasting
industry which has been called to our attention. The moment that oil is dis-
covered it must be produced; it is fugitive in its character. The subdivisions
of land from which it is produced are small; they are owned by many people,
and unless each man produces to the .capacity of his acreage his neighbor on the
adjoining land will get his oil.

The storage of crude oil is a very expensive procedure, and loss from
evaporation Is very great. Therefore storage can only be carried on extensively
by the very large companies. Individuals and moderate-sized companies, by
the very nature of the business, are compelled to market their oil as produced.

From the sale of the first barrel of oil the producer is disposing of the corpus
of his property, and is, in fact, marketing his capital assets; so that he must
keep on reinvesting his money and finding new fields, making new discoveries,
and producing oil from new sources In order to keep his business going.

The producer does not know whether he has an actual profit In the produc-
tion of oil from any particular property until the entire investment in the same
has been returned to him. The uncertainty of the amount of such total produc-
tion always remains before him.

The discovery of oil rests very largely on chance or luck. There is no method
other than actual drilling for discovering it, and, once it Is found, the yield is
problematical and in many cases very disappointing.

The hazard being so great, the reward should be, and in order to Interest
capital must be, In some degree commensurate with the risk.

Money can not be interested in producing oil with the same return from
such investment as that from other enterprises, such as banking, manufacturing,
and commerce.

IRREGULIAITY OF RETURNS FROM OIL PRODUCTION.

The income from oil production is spasmodic and irregular. It depends
originally so largely upon new discoveries and they are so uncertain and
irregular that profits may be great in a year of low prices and small in a
year of 'bigh prices for oil; so that in determining the profits accruing from the
oil industry a series of years should be considered and the average profits for
a period of years should be taken.

If the war-profits tax is to be applied, the net income subject to tax should
certainly be the average for a period of years rather than for any single year.

NO WAR PROFITS IN THE PRODUCTION OF OIL

We believe that there are no war profits in the production of crude oil.
Labor and materials now cost on an average twice as much as they did In the
prewar period. The production In the old fields has declined very rapidly
and the wells that are being drilled in the mid-continent fields to-day have less
than one-third the Initial production that they had in the prewar period. The
only new field now in sight is the Ranger (Tex.) field, in which oil is found at a

depth of 3,400 feet, and In extremely difficult drilling, so that the production
of oil from that field Is bound to be very expensive and the development very
slow.

In the case of each producer the necessary continued drilling results in fail-
ures and successes following each other in uncertain order, and a comparison
of the income of one period with another-of the 1918 Income with that of the

prewar period-will disclose no profits due. to the war, but merely that the oil

producer has or has not, as the case may be, been more fortunate in finding
oil in one period than in another. It may even occur that although the Income

for the taxable year is greatly in excess of the income for the prewar period,
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nevertheless no profits have been made. This may be illustrated by the follow-
ing example:

Corporation A, organized 1910.
Capital --------------------------------------------------- $100, 000
Annual net income -------------------------------------------- 25,000
Dividends paid to Jan. 1, 1918 --------------------------------- 200, 000
Net income for 1918 ------------------------------------------ 50, 00
War-profits tax --------------------------------------------- 20,000
Per cent of tax to income ----------------------------------------- 40
Total dividends paid ----------------------------------------- 230,000

Corporation B, organized 1910.
Capital ---------------------------------------------------- $100, 000
Net loss to Jan. 1, 1918 --------------------------------------- 80,000
Net income for 1918 ------------------------------------------ 50, 000
Remaining deficit -------------------------------------------- 30, 000
War-profits tax ---------------------------------------------- 32,000
Per cent of tax to income ------------------------------------------ 64
Deficit after paying tax --------------------------------------- 62, 000

The price of Mid-continent oil and Texas and Gulf coast oil has been practi-
cally fixed by order of the Fuel Department. True, it is not a direct order,
but the statement has been made by the fuel-oil department of the Government
that it will look with disfavor on any attempt to increase the price of crude
oil. Production is rapidly declining, and 2,400,000 barrels of oil were taken
out of storage in the month of August, 1918.

EFFECT OF THE PROPOSED LAW.

The effect of the proposed law is to make it impossible for the small operator
to go on prospecting for new properties. The large companies, with ample
capitalization, can go on, because they can distribute their losses over the whole
of the field in which they operate and apply them to the entire invested capital,
and the result of losses to them will be to simply reduce profits, while the result
of losses in explorations by Individual operators and small corporations would
mean financial disaster. The operator discovering and developing new prop-
erties and already possessed of an income that would put him in the war-profits
class, would be compelled to give up 80 per cent of all his discoveries in the
way of taxes to the Government and would find himself at the end of the
war period in the position of having exhausted his property and having paid
80 per cent of the same in taxes to the Government-he would have neither
property nor profit.

SALES OF PRODUCING PROPERTIES.

One of the characteristic and essential features of oil and gas producing is
the individual or concern of small means engaged in prospecting. The flowing
well Is the rare exception and, as a rule, after the discovery of a producing
property a large additional Investment Is necessary for development. It has
been customary for the small operator to borrow through local banks this
necessary money, both banker and operator knowing that the income from
the property can not be expected to pay the loans when due, or even within a
perior proper and suitable for loans by banks of that type. In the past this
has been possible because the operator has purposed selling the property
when it had reached a suitable point of development, but treatment of all
of the profits as income in the one year in which the sale is made and as subject
to the existing excess-profits tax rates has stopped all sales of producing oil
properties and is thus inevitably stopping prospecting by individuals and con-
cerns of small means. The House bill with its increased rates under either
alternative would greatly accentuate this unfortunate situation.

INVESTED CAPITAL.

In the case of the exchange of tangible property for stock under provisions
of section 326"of the House hill, invested capital Is defined:

"Actual cash value of tangible property other than cash bona fide paid in for
stock or shares at the time of such payment, but in no case to exceed the par
value of the original stock or shares specifically issued therefor."



892 TO PROVIDE REVENUE FOR WAR PURPOSES.

It will be necessary in administetling this law for the Treasury Departieit
to ascertain the value of the tangible property paid in for stock in all cases.

It must ascertain this value for the purpose of determining whether tile pair
value of the stock Issued is in excess of the value of the property paid ill, ll
in doing this it ascertains at the same time whether it Is less than the par value
of the stock issued therefor. In case the property paid in is of greater value
than the stock issued for the same, upon what theory of equity and justice ctll
the taxpayer be denied the value of such tangible property as invested capital
when such value is allowed in case the par value of the stock issued therefore
was equal to or greater than the value of such tangible property?

Article B, section 825, House bill, provides that the par value of stock or
shares having no par value shall be deemed to-be the fair market value of the
same at the date of issue, and in a case where tangible property is exchanged
for stock having no par value the fair market value would of course be the
value of the property exchanged therefor, and in such cases full credit would
be given for the value of such tangible property paid In for stock.

It Is fair both to the corporation and to the Government that the actual value
of tangible property paid In for stock regardless of the amount of stock issued
therefor should be the measure of invested capital.

Large numbers of corporations have been formed merely as a matter of (,)11.
venience, and as prior to the excess-profits tax law the question of investedl
capital did not enter into the amount or method of taxation these matters were
not material.

The effect of this limitation would be to penalize the ultraconservative ,.111
cern and put a possible premium on overcapitalization.

RAPID DECLINE OF PRODIUCTION AND NECESSITY FOR PROSPECTING.

It is proper and necessary in the consideration of this legislation froin iin)
angle to keep in mind the fact that the production of all wells rapidly declines
from the beginning. In the Mideontinent field the records show that the
average well will produce from 35 to 50 per cent of recoverable oil during
the first year of its life, and from 75 to 90 per cent during the first three
years. In the Gulf coast field the decline is even more rapid and the life of
the wells shorter. In the Goose Creek field in Texas, now very productive,
the average life of a well does not exceed eight months, after which it must
be worked over at great expense with much risk ant problematical result'

It must be borne In mind also that to the .Mideontinent field fnd the (Aulf
coast field-the latter composed (Rf Louisiana anl 'rexas-niust the (hoverl.
meant and the public largely look for maintenance of production by additional
developments. The Ranger field of Texas is at present of inconsiderable pro-
duction, but is a field of perhaps the largest promise. The oil is found at greatly
depth in most difficult and expensive drilling and the method of drilling And
development there has not yet been mastered.

CONCLUSIONS.

1. The principle or theory underlying the war-profits tax is inaLl)livllaie to
the business of discovering and producing oil and gas, and we are, therefore,
opposed to the alternative war profits and excess profits plan of the House bill.
If the law its passed should retain this plan the income derived froin the pro-
duction of oil and gas should be excluded from the vair-profits tax and be
subjected to the excess-profits tax.

The rates of the. existing excesn-profits tax law are sufficiently 11111 11'
applied to this Industry and should be substituted for those of the House ill.

2. The deduction allowed should be In proportion to the cost oif the vapltll,
which, In the case of oil and gas producers, Is not less than 15 per cent aLnd h.
generally more, depending 'on the hazard of the particular venture. The new
law should therefore provide for a minimum deduction of 15 per cent in the V:Ise
of Income from the production of oil and gas.

3. To encourage the prospecting vitally necessary to inhttiin the Natifih"
production, oil producers having discovered new deposits of petroleum nnown
prior to January 1. 1918, should not be taxed on the income therefrom until all
of the cost of discovering anl developing such deposits has been returned.

4. In view of the importance and close relationship existing between stles of
producing oil and gas properties and the continuance of the drilling in search
of new production so vitally necessary to the prosecution of the war, tile net
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income derived from Such sales,' bona fide made, where not more than a 50 per
cent Interest Is retalndd by the seller, should not be subjected to a greater tax
than 20 per cent.

5. The actual value of tangible property other than cash bona fide paid In
for stock or shares at. the time of such payment should be the measure of
Invested capital.

6. Under exfstlng law and the Regulations of the Treasury Department the
cost of discovery of deposits of petroleum-that is, money spent In unsuccessful
prospecting and drilling dry holes---must be treated as a loss, unless there Issufficient income during the taxable year to permit its deduction as an expense.

Obviously, this is a great and unjustifiable hardship and burden to the tax-payers engaged In such a hazardous and uncertain industry, the returns fromwhich are so necessarily irregular that several years of losses frequently Inter-
vene between profitable discoveries.

Clearly, money so expended In such an Industry should either be treated ascapital Invested and returnable through depletion or as an expense to bededucted from income when the same is attained in some subsequent year.Inasmuch as the basic theory of our income-tax laws has been to forbid thecarrying over of expense Items from one taxable year to another, It is urgedthat the new law should provide that the cost of prospecting and development,other than the cost of physical property, in excess of Income In any one yearshall be added to capital returnable through depletion,
Respectfully submitted.

MI-CONTINE.NT O. & GAS ASSOCIATION,
JoiN J. SHEA, Chairman.
.T. R. COrrINGHAM,
E. B. HOWRD,
I1'NlflfltK RTUE,

Committee.
TEXAS. (ULF COAST. AND LOVISANA

OIL & (lAS ASSOCIATIONS.By W. H. GILL.

The CHAIRIAN. Mr. W. B. Taylor, jr., desires to be heard now.
STATEMENT OF MR. W. B. TAYLOR, JR., WINSTON-SALEM, N. C.,

REPRESENTING THE INDEPENDENT TOBACCO MANUFACTURERS
OF WINSTON-SALEM.

Mr. TAnoR. Mr. Chairman and gentlemen, I do not wish to makea speech, but I would like to have just about five minutes to readthese few paragraphs which I have in typewriting here. There
are only about four paragraphs.

Senator ROBINSON. Go ahead. You can get it done while you are
talking about it.

The CHAIRMAN. If you will get through in five minutes, all right.
I thought you simply wanted to present a brief.

(Mr. Taylor read the communication referred to. which is here
printed in full, as follows:)

H-Ion. F. M. SIMMONS, WINS N-SALE,, N. C., September 12, 1918.
Chairman Finance Committee,

United State# Senate.
DEAl Mn. SIMMONS: We. the undersigned tobacco manufacturers of Winston-Salem, N. C., doing an approximate business of 7,000,000 pounds manufacturedtobacco per annum, respectfully request that section 702, page 120, line 23, topage 121, line 9, of H. R. bill 12863 be changed, making the floor tax equalto one-half the difference between (a) the tax Imposed by this act upon sucharticles according to the class In which they are placed by this title and (b) thetax imposed upon such articles by existing law other than section 403 of the

revenue act of 1917.
First. The present styles and weights have been manufactured in good faithunder the existing law and according to the statutory requirements.
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Second. The object of section 702 appears to be to raise additional revenue
quickly, but this would be defeated by creating a period. of depression as it is
obvious the dealer will not handle tobacco at a loss and the manufacturer
should not be expected to show a loss on the stock he has manufactured and
in process, which has been made by him In good faith. We further believe the
proposed floor tax of 18 cents would be followed by a pbrlod of stagnation and
loss of revenue to the Government.

Third. Present styles and weights are manufactured to retail at a fixed price,
and the proposed increase of section 702, page 120, line 28, to page 121, line 9,
would absorb more than the profit received by either the manufacturer or
dealer.

Fourth. We respectfully ask that the dealer be taxed one-half of the propsed
Increase and that the manufacturer be given at least 30 days to dispose of his
present stock and accommodate his styles and shapes to meet the new conditions.

Fifth. We feel warranted in making this request as to the floor tax and
minimum of 30 days for manufacturers to change their styles by precedent
established by Congress in previous legislation.

Respectfully submitted.
F. M. BOHANNON.
Bany BROTHERS (INC.).
BROWN & WILLIAMSON TOBACCO Co.,

By R. L WnLrimnON.
TAYLOR BRos.,

By W. B. TAYLOR.
J. G. FLYNT TOBACCO CO.,

By T. P. FULToN.

JEWELRY.

The CHAnMAN. The next gentleman is Mr. Meyer D. Rothschild.
We will now hear him.

STATEMENT OF MR. MEYER D. ROTHSCHILD, JEW YORK CITY.

Mr. ROTHSCHILD. Mr. Chairman and gentlemen, I represent prac-
tically the entire jewelry industry of the United States. The jew-
elers' war revenue tax committee, of which I have the honor to be
chairman, has some sixty-odd presidents of organizations, so that I
may say I speak for the entire industry.

We come here to-day to say that we are entirely satisfied with
section 906 of the proposed act, which imposes a tax of 10 per cent
on all the articles handled by our industry when sold to the consumer.

We went before the Ways and Means Committee of the House and
had a very extensive hearing, and upon the request of the Ways and
Means Committee to present a 100 per cent proposition on our indus-
try we presented such a proposition, taking in not only the articles
which were taxed under the act of 1917 but all loose precious stones,
silverware, watches, clocks, and kindred articles, with the result that
we estimate the revenue under our proposed list of articles to be
taxed will be from five to six and probably seven times the revenue
to be derived under the act of 1917.

In other words the Treasury Department estimated an income of
$7,500,000 from the jewelers. We estimate that if we are permitted
to do such a normal business as we can do during the war we will
turn in from forty to fifty millions of dollars of tax for the calendar
year; possibly more.

We brought this matter to the attention of the House, and the
luxury committee, of which Judge Hull is chairman, acquiesced in
placing our tax on the jewelry when sold to the consumer, because,
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obviously, the price of the goods when sold to the consumer is much
higher than when sold by the manufacturer to the retailer. The
Treasury Department found some fault with that classification be-
cause of the difficulty, as they saw it at that time, of administering
the law where there are 35,000 jewelers involved as against four or
five thousand manufacturers, importers, and producers. We had a
conference, at which three members of the House were present, Mr.
Roper and his assistants, the vice chairman and myself of the com-
mittee, and after a thorough consideration of the question the Treas-
ury Department notified the Ways and Means Committee that they
were convinced that the proposition we had made was a better one
for the Treasury, and it could be administered, and that is the way
the act stands at present; that is, 10 per cent when the goods are sold
to the consumer, on all articles handled by the jeweler, which includes
articles of great essentiality, which includes watches and clocks and
some articles of silver-plated ware which ordinarily would not have
been placed within the category.

In addition to that there is a section 907, and the following sec-tion, a paragraph of which provides for an additional tax of 10 percent on all articles made partially or entirely of platinum. This is
on page 135 of the bill. It reads as follows [reading] :

SEC. 907. That on and after November first, nineteen hundred and eighteen,in addition to the tax imposed by section nine hundred and six, there shall belevied, assessed, collected, and paid, a tax equivalent to ten per centum of theamount paid for any article commonly or commercially known as jewelry, com-posed In whole or In part of platinum, when sold for consumption or use.Such tax shall be paid by the purchaser to the vendor and shall be collected,returned, and paid to the United States by such vendor in the same manner asprovided in section five hundred and two. The vendor shall include in allreturns made under this section the name and address of each purchaser, theprice of each article sold to him and a description thereof, Including the quan-
tity and value of the platinum contained therein.

Platinum jewelry is provided for in section 906 among other jew-elry, and it is probably almost the entire jewelry stock of the so-called
better class of jewelers in the larger cities and forms a part of thestock of nearly every jeweler of any size in the country. It is pro-
vided for at 10 per cent, precisely as all other jewelry and watches.

Senator THOMAS. Is not that designed to discourage the use of
platinum for jewelry?

Mr. ROTHSCHILD. Yes.
Senator-THoMAs. Owing to the great demand for platinum in the

arts and industries?
Mr. ROTHSCHILD. That is supposed to be the design, but that is

precisely- what I am coming to. It does not bring about that result
From the report of a hearing before the Ways and Means Committee,
held on July 17 of this year, I am going to read a few lines.

Senator SMOOT. Will a tax of 20 per cent bring that about?
Mr. R THSCHILD. No, sir.
Senator SMOOT. Will 30 per cent?
Mr. ROTHSCHILD. The conservation of platinum?
Senator SMOOT. Yes.
Mr. R]OTHSCHILD. No, sir; nothing will brint it about except the

taking of the platinum by the United States overnment , and the
United States Government has said that it does not want it, that it
will not buy it, and it has prepared and is about to issue licenses for
the sale of that platinum jewelry.
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Senator SMOOT. The Government of the United States has not
enough platinum on hand now to fill the requirements that it will have
before the end of this year for platinum. They have got to get it
from some source.

Mr. RoTISCUTLD. The jewelers have offered, and, of course, are will.
ing at any time the Government requires it, to give up this manufac-
tured platinum and hand it over to the Government. The Govern-
ment has declined to buy it; does not want it; will not take it. This
is a revenue bill, as I understand it. There are millions of dollars
worth of platinum in the hands of the retailers to-day.

Senator SMOOT. You mean in the shape of manufactured jewelry!
Mr, ROTnSCInLD. Manufactured jewelry; yes.
Senator SMOOT. But there tire not millions of dollars worth of it in

the shape of platinum itself.
Mr. R uTHsC mL. That has all been commandeered by the Govern.

ment. The jeweler can not make a single piece of platinum jewelry
to-day. That is shut off absolutely.

Senator SMOOT. What the Government wants to do is to prlibit
the manufacture of any more Jewelry from platinum, if posuibe.

Mr. lROTsISClxLD. It-has done that. The regulations are issued.
Senator THOMAs. That being so, how does this regulation hurt

you?
Mr. Rarumcix. I will get at that directly.
Senator THOMAs. All right.
Mr. RoTnsCHnj)- Mr. Moore, in examining Mr. Sumiers, who is

the Government official who has had charge of the platinum for theWar Industries Board, at the hearing of the Ways and Means Coln.
mittee which I have mentioned, asked him a number of questions,
and I will read a few question, and answers from the printed record
[reading]:

Mr. Nlooix. Ioa t uit- its% you thlls qllestllot. int1 tl'eP I ill through: o) you
think thatt the war exlgeelt -M ,' the v'rtlalient ale now nuh that It Is ulees-wiry to prevent the jewelers if the v.uiuttry frot selling such nmnutavtured
phlt l iti1 ts they lira3 ItavP ill their* INIAMA14 ?1.

Air. SX .I'IIIts . No. Elitliult tnIvlly. I.. Tli. geh'triI policy of tit*h Wait, Ildlls-
trh(- itollrtId Is IIo it WIh re'k :111 Illldltr 1111- II11 it Is absolutely ile eshstry.

Mr. lItouIII Yiiur Jlll ipluil . Iht' iilitlmlii igltlitlon has heen rather . ,i
dole?

Mr. sr .h I jithA. h erdl ii lvnvth eay ' * *

Apart froit the question of the necessity of the Government Ior
platinmr. which is admitted, the Governmtent, through the officials
who have been charged with this work of getting platinum, expressed
itself repeatedly to the effect that it does not want the nianufac-
twred platinui-the jewelry of the jewelers. It will not by it.
They have said that they are perfectly willing that the jewelers
should sell it. Now, under regulations that have been arranged be-
tween the War Industries Board and the Bureau of Mines there arI,
about to be issued, I understand, on the 20th of this month, licenses
to sell that jewelry. The jeweler is to he pledged when he .elb
platinum jewelry to keep a record, its is provided in this hill, of th,.
native and address of the purchaser. He will receive a license, from
the War Industries Board to sell his platinum jewelry.

Senator 9Moo'. The object of that is to know just where the
platinm is.
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Mr. RoTHIOBILD. Precisely.
Senator SMooT. So that it exigencies do increase over and above

what they are to-day, and it is necessary to get the platinum jewelry,
they will know where to go and get it.

r. ROTSCHILD. There is no objection to that. We are going to
keep those records.

The bill, in paragraph 907, simply not only duplicates that and
pledges the jeweler to send these records to the already overburdened
Commissioner of Internal Revenue, but besides that-and this is the
whole point and it will afford just one more point upon which
people who have been conducting a propaganda against the sale of
platinum jewelry can hang some further arguments-if the United
States wants the platinum which the jewelers have--the manufac-
tured platinum-the United States can have it at any time. The
United States, however, wants revenue. There are hundreds of mil-
lions of dollars' worth of gems, I believe, mounted in platinum, the
platinum being but a small part of the piece of jewelry. Taking the
liberty of taking a few things with me, I have brought here a few
examples of this. There is a necklace that sells for $12,000 J pro-
ducing pearl necklace], and the platinum in that amounts to $6.
Under' that act the jeweler that sells that piece will be obliged to
pa1 $1,200 additional as tax to cover $6 worth of platinum.

Senator THOMAS. $12,000?
Mr. ROTHSCHILD. $12,000; $1,200 to cover $6 worth of platinum.

There are a lot of instances of that kind. Here is a little cheap piece
of jewelry of $70 with the stones set in platinum [indicating]. The
platinum amounts to 70 cents there.

Here is another which has the diamond set in plainum points. It
is almost impossible to figure out what that platinum amounts to,
and when you have figured it out you are taxing the platinum in
that jewelry four or five hundred er cent, putting a burden on the
jeweler that will affect his sales much more than if he were to make
the sales and pay the tax.

Senator THOMAS. The value is not in the platinum, but it is in the
value of the articles containing the platinum?

Mr. ROTHSCHILD. Yes; containing platinum. This is not conserv-
ing platinum, because if that were true, to conserve platinum, you
would have failures from one end of the country to another. There
are jewelers whose entire fortunes are tied up in platinum. It was
an entirely legitimate business. They eventually gave up their
platinum to the Government at $105 an ounce which was at at loss in
some instances. It always cost them more than that, and in many
instances it had cost $120 an ounce but as against other industries
they gave up their platinum to the Government on a cost plus basis,
andthey are willing to give up to-day all the platinum they have and
try to do something else with their gems, but the Government says:
"We do not want your platinum jewelry; we are going to license
you to sell the platinum jewelry. We do want this revenue, which
in the case of platinum jewelry will amount to some millions of dol-
lirs." And at the same time a passage or paragraph is written in
this bill which will have the effect of restricting the sale of platinum
Jewly, and, as the author of this said: "It will leave the platinum
in the hands of the jewelers. The Government does not want it."
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What are we to do? .It has not conserved any platinum. The
platinum is here just as it was. It is in such a form that the Gov-
ernment can take it at any time it wants it. It is pure. The War
Industries Board and the Bureau of Mines to-day, under a recent act
passed, can take possession of the platinum, can control the use of
platinum and the possession of platinum in everbody's hands--in
the hands of the jeweler's or anybody's hands. The power is there,
Now, these two organizations have come together and have made
these rules and have prepared these licenses, and I shall file with the
clerk, if you have no objection, a letter from Mr. Conner, of the War
Industries Board, indicating in so many words just what the regu-
lations are. If you will bear with me a moment I will read you the
regulations, which show you that the point is absolutely covered in
the regulations which are about to be issued. This letter reads as
follows [reading]:

WAR INDUSTRIES BoARD,
August .8, 1918.

From: Platinum section.
To: Hon. Claude Kitchin, chairman Ways and Means Committee, Washington,

D.C.
Subject: Rules and regulations pertaining to the licensing of use of platinum,

Iridium, and palladium.
1. 'I am handing you herewith paragraphs relating to the use of platinum by

the manufacturers of platinum jewelry and the keeping of records pertaining
thereto.

2. These paragraphs are in connection with the regulations promulgated
under the provision of the act of October 6, 1917, as amended by the act of July
1, 1918, authorizing the Director of the Bureau of Mines, under rules and regu.
lations approved by the Secretary of the Interior, to limit, during the period
of the war. the sale, possession, and use of platinum, Iridium, and palladium
and compounds thereof.

3. The rules tnd regulations were drawn up by a joint committee of the War
Industries Board and the Bureau of Mines, and the administration of theliceus-
ing of the use of platinum will be conducted by this section of the War Indus-
tries Board.

4. I would respectfully request that these paragraphs from the rules and
regulations be kept confidential, as plans are not yet prepared for the publica-
flon of same. C. H. CONNER,

Chief Platinum Section.
11. Front fnd after the date of these regulations, under the penalties pre-

scribed by section 19 of the act of October 6, 1917, no person * * * shall:
(a) Use any platinum or platinum scrap, iridium or Iridium scrap, palladium

or palladium scrap, and (or) compounds thereof, In the manufacture, alteration,
or repair of any ornament or article of jewelry.

If that was strictly construed, then a man selling a ring for $10,000
which is too small for the purchaser may not enlarge that ring by the
addition of a few grains of platinum without a special permit. and
under this arrangement it does not indicate that permission will be
given [continuing reading letter]:

All licenses shall be issued in the name of the Director of the Bureau of
Mines and countersigned and delivered by the War Industries Board, and shall
be and remain subject to the following conditions:

(e) Records shall be kept by each licensee of all his sales, purchases. and
other transfers of platinum, iridium, or palladium, or compounds thereof. and

of articles containing platinum, iridium,, or palladium, or compounds thereof,
with the names and addresses of the purchasers, sellers, and (or) transferee&
and the quantities involved, which records shall be open at all reasonable tiueS
to the duly authorized representatives of the Director of the Bureau of Mines2.
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This is an official letter, dated August 28, 1918, from the War In-
dustries Board. I will file that letter.

The CHAIRMAN. The effect of that would be that hereafter as long
as that remains in force no platinum will be used in the manufacture
of jewelryI

Mr. ROTHSCHILD. Yes; absolutely.
Senator SMOOT. All your troubles will be over in a little while.

We passed a bill in the Senate day before yesterday authorizing the
Government to go into the mining business for platinum, and they
are going to send out a lot of high-school graduates, and we will have
more platinum than we will know what to do with in a little while.

Mr. ROTHSCHILD. I believe there is a shortage of platinum, and if
this were a conservative measure I would not-oppose it, if it really
were a conservative measure. It is nothing but an irritating measure
which, if it succeeds in the intent of its authors, may interfere with
the sale of platinum jewelry which the Government does not want
and will not take. I submit that is an intolerable situation.

The CHAIRMAN. You would not care anything about this 10 per
cent tax if it applied only to jewelry hereafter manufactured with
platinum in it?

Mr. ROTHSCHILD. Not the slightest objection to that; it would be
superfluous, because I assume that the Government will enforce that
order and can enforce it.

The CHAIRMAN. It would apply only to jewely hereafter manufac-
tured. It would be only supplementary to that, if that is effective,
and the other would not hurt you?

Mr. ROTHSCHILD. Not at all, sir.
The CHAIRMAN. Now, suppose this tax were so made and revised

as to apply only to future manufactures. Then. you say that it is a
very unjust tax that applies to the jewelry already manufactured con-
taining platinum, in that it taxes not only the platinum in the article
but taxes the value of the completed article?

Mr. "ROTHSCHILD. Yes; from two or three times to twenty times as
much as the value of the platinum; sometimes one hundred times as
much.

The CHAIRMAN. Suppose, then the tax on the jewelry already
manufactured were confined to the platinum contained in that
jewelry?

Mr.'ROTHSCHILD. It would be a small item. It would not help the
Government. I heard of one concern that has a stock of $2,000,000
worth of jewels set in platinum in which the value of the platinum is
$18,000. It would be very difficult to determine in a practical way
what the platinum value is, and the amount yielded to the Govern-
ment would be so small that it would simply be irritating and very
difficult of administering.

The CHAIRMAN. You could have ascertained, approximately, the
platinum value?

Mr. ROTHSCHILD. Yes; but it would be very objectionable.
The CHAIRMAN. Your point is that then it would not raise any

revenue?
Mr. ROTHSCHILD. It would not raise any revenue at all, and it might

interfere somewhat with the sale of the jewelry.
The CHAIRMAN. You have no objection to this tax if it applied

only to jewelry hereafter manufactured ?
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Mr. ROTHSCHILD. Not the slightest. I see no reason for it, but I
see no objection to it.

Senator SMooT. No reason for it?
Mr. ROTHSCHILD. We came up a year ago and said that we were

willing to pay the tax. We have lived up to that. We showed the
Department of Internal Revenue loopholes in the bill. We threw
into the bill all the unmounted stones, and things that were not cov-
ered, by asking for and getting a ruling from the Treasury Depart-
ment to the effect that loose goods, when sold to the consumer, were
subject to that tax. This probably doubled the amount of revenue
to the Government. Now, we have gone to the House, and in answer
to the request we havt estimated our business in normal times to be
from five hundred to six hundred million dollars, not only jewels but
watches, docks, and such things as jewelers sell, and which by jewel-
ers are sold at all the way from 50 to 100 per cent higher than when
they leave the manufacturing jeweler's hands, on account of the heavy
overhead. That will mean forty or fifty. million dollars to the Gov-
eminent.

If this proposed platinum tax in section 907 were really a revenue
producer, we would not feel like coming to you and objecting. It is
not only not a revenue producer but, if persisted in, there will be less
revenue than if you leave that under the 10 per cent provision of
1906; and if it does succeed in very greatly cutting down the sale of
platintum jewelry, it will mean distress throughout the country on
the part of men who ought not to be punished for simply going on
and making up these jewels with platinum when they had a perfect
right to make them up, investing their fortunes in them, paying a
heavy duty on the jewels, and then finding themselves facing the
situation where the Government says, "We do not want your jewelry.
Go ahead and sell it. We want the revenue, and we are giving you a
license to sell the jewelry." That is the situation. gentlemen, and I
hope that the Senate will amend this bill by striking out section 907.

I would like to file with the committee a brief memorandum, and
a little later I will go into the thing more thoroughly.

Senator ROBINSON. You mean that you want to file another state-
ment?

Mr. ROTHSCHI. I would like to file another statement later.
Senator RonNsoN. Yes.
Mr. ROTHSCHILD. That is all. Thank von.
(A memorandum was submitted by Mr. Rothschild. and is here

printed in full. as follows:)
"Suc. 907. That on and after November 1. 1918, In ihditiloti to the tlix imposed

by section 906. there shall be levied, assessed, collected. and paid a tax equiva-
Jent to 10 per cent of the amount paid for any article commonly or comifer-
cl81y known ns Jewelry composed in whole or In part of platinum, when soltI
for consumption or use.

" Such tax shall be paid by the purchaser to the venolr an-1 shall h,, ollecte(l.
returned, and paid to the United States by such vendor in the same i-nner fis
provided In section 502. The vendor shall include in all returns mrle ui-der tills
section the ntme aud address of coach purchaser. the price of cacti article SlOW
to him, and a description thereof. including the qu-intity nd value of the plati-
iium contained therein."

First. This additional Jewelry sectlon was admittedly placed In the bill wIt
the Intention of discouraging the further use of platinum metam for the fl11111-
facture of Jewelry.
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Second. It is also intended to procure a record for the Government of all
private purchases of platinum jewerly in order that the Government may have
the names and addresses of such purchasers and the amount of platinum con-
tained In the Jewelry purchased In cast- the Government should at any future
time desire to acquire this platinum.

Third. The War Industries Board and the Bureau of Mines now have the
absolute power to control the possession and use of all platinum metals and have
recently come to a joint agreement for the regulation of such possession and use.

Fourth. These regulations, signed by the proper officials, are now tieing
printed anl will be issued about September 20. They prohibit all further use
of the platinum metals IiI the lnanufalcture of jewelry and provide a complete
s ten for licensing the purchase and sale of the platinum jewelry now manu-
factured composed wholly or fit part of such metals.

Fifth. These regulations require a complete record of sales to private pur-
einsers idential with the second paragraph of section 907, which should there-
fore le eliminated from tile bill.

Tie Government. through the War Industries Board and Bureau of Mines.
already has the power to 'onniadeer platinum jewelry in the hands Of lnlDu-
facturers. retailers, anti even private owners. Section 907 of the bill is there-
fore superfluous.

Sixth. Ini the course of an extensive hearing, held on July 17, 1918. on the
entire platinum question before the Committee on Ways and Means the Govern-
nwnnt official responsible for tile purchase and conservation of pdatinum gave the
following answers to questions put by Congressman Moore:

" 31r. MoouE. Let me ask you this question, and then I am through: Do you
think that the war exigencies of the Government are now such that it is neces-
ar) to prevent the jewelers of the country from selling such manufactured
platinum Is they mWf3' Il e in their possession?

"Mr. SM-m.%3s3 . No: emphatically no. The general policy of the War Indus-
tries Board Is not to wreck an Industry until it is absolutely necessary.

"Mr. MooRE. In your judgment, the platinum agitation ha-A been rather over-
done?
" Mr. Susil.%tts. Overdone; positively overdone * *
The Government officials responsible for the handling of platinum have re-

peatedly stated that the Government did not wish to buy manufactured platinum
jewelry and had no objection whatever to the jewelers selling such jewelry in
the regular course of their business, and they are, as before stated. about to issue
licensing regulations authorizing jewelers to sell such finished platinum jewelry.

Many millions of dollars are Invested in platinm jewelry. the greater part of
the value, however, being in the gems. and tile smaller part, of course, being in
the metal.

The sale of platinum jewelry will, at the 10 per cent rate (f taxation imposed
ol all jewelry, provided for in section 906 of the bill, produce a very substantial
revenue to the Government, as many stocks of the more important jewelers
in the large cities are composed almost entirely of-this cl:ts of merchandise.
Any effort to discriminate against this particular variety of jewelry will be
seized upon by the propagandists, who have been stating that the purchase or
platinum jewelry is unpatriotic, and the result will undoubtedly be twofold:

In the first place, It will undoubtedly restrict the sale of such jewelry. witli
tihe result that many men who have their entire fortune Invested in platinum
jewelry and the gems mounted therein vlll be seriously crippled, and If trie
propagandists are really successful many will be forced Into bankruptcy.

In the second place, such a falling off in sales will seriously reduce the revenue
'Miich the Government needs and would otherwise receive from such sales.

The second paragraph of section 907 simply duplicates the work of the jeweler
in compelling him to furnish information to the Department of Internal Revenue
which he will be required by the regulations of the War Industries Board and
the Bureau of Mines to keel) for their Inspection. This will not only throw add!-
tional work on the jeweler. hut unnecessary work on the Department of Internal
Revenue.

JEWELERS' WAR REVENUE TAX CoMMrrTEE,
MEYER D. ROTHSCHILD, Chairman,

6 West Forty-clghth Street.
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(The following statement was subsequently submitted by Mr,
Rothschild, and is here printed in full, as follows:)

STATEMENT OF JEWELERS' WAR-REvzNum TAX COMMITTEE.

ATTITUDE OF THE JEWELERS TOWARD THE WAR EXCISE TAX OF 1917.

On May 12, 1917, a committee representing the jewelry trade of the United
States appeared before the Senate Finance Committee and expressed the will.
ingness of the jewelers of the country to bear any just share of the war bur-
dens which Congress might Impose.

Acting in this spirit, the jewelers' war revenue tax committee, after the act
became a law, offered its services to the Treasury Department to as-ist in
working out the technical details of the commodities tax as applied to jewelry,

It soon developed that, under the restrictions of the former Treasury deci-
sions and definitions, unset precious stones and pearls and imitations thereof
and watches of all kinds could not be taxed under the act. The jewelers,
however, held meetings to consider the situation, and, actuated by the desire
to do their share to help win the war, directed the jewelers war-revenue tax
committee to recommend to the Treasury Department that certain classes of
watches be considered jewelry for the purposes of the war excise act and that
all unset precious stones and pearls and imitations thereof and all parts of
jewelry be considered as covered by the act when sold to the consumer. Treas-
ury decisions were rendered in accord with this voluntary submission of these
extra articles to taxation, and we are happy to state that no jeweler has ever
objected to these decisions, although our trade is well aware that they could
have been legally questioned. In this manner the jewelers helped to carry
out what was probably the intent of Congress, and, notwithstanding mistaken
views to the contrary, we have no hesitation In stating that every piece of
jewelry sold by the manufacturer, producer, or Importer after October 3,
1917, was subject to the sales tax of 3 per cent, and all unset gems were taxed
as soon as they were set and sold or if sold to the consumer In an unset condi-
tion, thus preventing any loss to the Treasury because of omission to tax this
important part of the jeweler's stock.

For further details as to the manner In which the jewelers war revenue tax
committee cooperated with the Treasury Department we respectfully refer you
to the Commissioner of Internal Revenue.

THE NEW REVENUE BILL.

As soon as the consideration of the new revenue bill was announced, a mass
meeting of the entire jewelry trade was called for June 6, 1918. A large num-
ber of manufacturers, importers, wholesalers, and retailers met at the rooms
of the Merchants' Association in New York City and, after authorizing the
appointment of a representative war-revenue tax committee, passed the follow-
Ing resolutions:

"Whereas the President has urgently requested Congress to provide additional
revenue from incomes, excess profits. and luxuries; and

"Whereas the jewelers of the United States are willing, as they have been in
the past, to do their full share in helping win the war: Be it

"1Resolved, That the jewelers of the United States, in mass meeting as-
sembled, Instruct their war-revenue tax committee to cheerfully acquiesce in
any and all fair, equitable, and uniform taxes which may be laid upon the sale
of our commodities; and be it further

"Resolved, That as it is our earnest conviction that the maximum amount
which can be expected froni a sales tax on luxuries and so-called semiluxuries
will be entirely inadequate to meet the requirements of the situation, the
jewelers war-revenue tax committee be, and is hereby, instructed to present
to the Ways and Means Committee of the House of Representatives and to the
Finance Committee of the Senate the request that serious consideration be
given to a small uniform sales tax on each and every sale or transaction involv-
ing the transfer of any and all varieties of goods, wares, and merchandise."

These resolutions were approved at the convention of the New York State

Retail Jewelers' Association, who recommended that the tax should accrue on
the sale to the consumer, and we find this to be the opinion of all the retail
jewelers we have been able to reach.
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A committee was appointed consisting of the presidents of practically every
jewelry and kindred organization in the United States, and a special sub-
committee was selected to appear before the Committee on Ways and Means in
Washington on July 10, 1918. It developed during this hearing that the Com-
mittee on Ways and Means was desirous of taxing a number of articles sold by
jewelers which have hitherto not been taxed, and a request was made of the
jewelers war-revenue tax committee for a list of such articles and for sugges-
tions as to the form of section to cover our commodities in the new revenue act.

After our hearing before the Committee on Ways and Means a special com-
mittee of retail Jewelers was appointed with instructions to submit such a new
list of taxable articles and the text for a new jewelry section. This committee
made Its report to the full committee on July 19, 1918, and after thorough
discussion its recommendations were unanimously adopted. We submit that
report herewith as the recommendation of the jewelers' war-revenue tax com-
mittee. The per cent of taxation by Congress is left blank, but we wish to say
that the committee stated .that in its opinion a 5 per cent tax levied, as it
suggests, on the articles covered by this proposed section of the new war-revenue
tax law will return at least six times the revenue which the present act pro-
duces at 3 per cent tax levied on our present schedule whpn sold by the
manufacturer, producer, or importer.

The list of articles covered by the present section and by the proposed new
se(ti)n is marked "Exhibit A,", and is printed at the end of this statement.

EXACT COPY OF PARAGRAPH REFERRING TO JEWELERS' TAX, W\AR-BEVENTI 1' \X ACT,
PASSED OCTOBER 3, 1917.

SEC. 600. That there shall be levied, assesed, cdlected, and paid: (e). Upon
any article commonly or commercially known as jewelry, wltethMr reall or itmi-
tation, sold by the manufacturer, producer, or importer thereof, atax .equiva-
lent to three per centum of the price for which so sold.

PROPOSED PARAGRAPH TO M, SUBSTITUTED FOII SECTION 6i0) (e), \N Alt-'EV\E TAX
ACT. PASSED OCTOBER 3, 1917.

That there shall be levied, assessed, collected, and paid: Upon any article
commonly or commercially known as jewelry, whether real or imitation; perils,
precious and semiprecious stones and imitations thereof: articles of mdornment
or utility when made of or ornamented with precious metals or imitations
thereof; ivory articles; watches; clocks; bronze and marble statuary and imi-
tations thereof; umbrellas, canes, and crops when mounted w\ith precious
metals; leather goods. silk and other similar materials when mounted with
precious metals or when fitted with precious metals, imitations thereof, or ivory;
opera glasses, marine glasses, field glasses, and binoculars, when sold to the
consumer, a tax equivalent to - per centum of the price for which so sold.

NoT.-Certain jewelry stores sell stationery, china, glass, cutler.,, falus. furni-
ture, lamps, pottery, and bric-a-brac.

Without the establishment of a price limit as a basis for taxation, vhic!h has
proven most unsatisfactory where tried, your committee silggests that the
Ways and Means Committee place these articles under their proper classifica-
tions, namely: Glass. china, bric-a-brac, lamps, furniture and cutlery under
house furnishings; stationery under the commercial stationer or paper trade,
etc.

We beg leave to lay great stress on two points in connection with the fore-
going recommendation:

1. That in order to do the maximum of business under war conditions and
therefore to make the greatest monetary return to the Treasury, it is im-
portant that all the merchandise sold by the jeweler and included in the fore-
going schedules-luxuries, semiluxuries, articles of utility, and article of
prime necessity-be grouped together under the same rate of taxation. To
indicate by the tax rate that some part of a jeweler's stock of merchandise is
singled out for higher taxation would seriously affect his entire sales and so
reduce the revenue. There are naturally adverse war conditions for ninny
jewelers and, except in communities where exceptionally high wages may
stimulate the purchases of the jewelers' wares, it will be necessary for many
of the 30,000 retail jewelers to make great efforts to sell the stocks of mer-
chandise they havb on hand in order to meet their obligations and earn a living.

If any of the goods sold by jewelers are placed in a separate .lpss, public
attention will be directed to such segregation with the probable result that
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Mniny people may consider it unpatriotic( to buy from Jewelei's. A large falling
t,ff ill sales may mean widespread bankruptcy, not only of the retail jeweler,
lint of the wholesaler who iN his creditor.

Any considerable disturbance of this kind must affect the banks. and the
Treasury will thus be doubly lilt; it will lose revenue, and the Federal reserve
banks may he obliged to repair Some of the damage.

2. The jewelers' war-revenue tax committee strongly urges upon the Committee
on Ways and Menus the justice and fairness of taxing us with, and at the same
rate is. antoioQbliles, lnusical instruments, sporting goods. and cameras, w%'ith
which we are now classified in Article VI. war excise taxes, section 600 of the
-!et of October 3, 1917, and that as many more similar commodities its possible
be addled to this group in the interest of fair play and of an increased revenue.

If we are retained in this group, or tin enlarge(] group, jewelers are ready
and willinIg to play any fair, just, and reasonable tax, provided, however, that
the same per cent of tax is placed on every other member of the group.

TAX YIELD.

The tax based on the sale Of goods by the retail jeweler to the consumer wili
. iel a very much greater revenue than when based on the sale by the innlnufie-
iurer. producer, or importer.

First. The selling price of the retailer will. because of Intermediate profits,
expenses, and his own gross profit, average 50 per cent higher than the price

(if tie nlalnufacturer, Produeer, ol importer : hence the return to the Treasury
will he .ll per ent greater.

Second. ! eltilerlm hw-i 4toks of1 inerci.h ndIis wI \'hici nre not now subject to
the sales tax under the act of 1917, lut which would be subject to the new
sales tax wihen sold t the (onit"unier under our proposed section of the new aict.

Third. GoNs manufactured. produced, or imported since October 3. 1917, and
still in the hands of the retailer when the proposed new act becomes a law will
have paid a sales tax to the Treasury of 3 per cent. and the 5 per cent we
sugget will lie an zuh'itional sales tax on sicli merchandise.

Apart from the fact that because of %Aar conditions there will he a re-
stricted output of ninny eommodities handled by jewelers, which would make ai
tax on the manufacturer, producer, or importer a diminishing one, we have
shown that ai very much larger iiount of revenue can be collected by the levy
oil goods when sold to the consumer.

TAX LIMIT.

While we suggest a 5 per cent sales tax to be levied in the manner above
indicated, we are prepared to pay a higher tax, if Congress decides that It Is
necessary to put a heavier burden on the commodities with which we are now
grouped.

After canvassing all branches of our trade, we are of the opinion that we
could pay anysales tax when goods are sold to the consumer up to 10 per
cent without disastrous results to our business, provided, however, that the
like per cent of tax was placed on the other commodities with which we have
been grouped.

PASSING TAX TO THE CONSUMER.

In order to restrict sales as little as possible, the retail jeweler must prob-
ably embody the sales tax in the selling price of his commodities. This will
heneflit the Treasury front two angles: First. It will Insure the maximum of
sales by the retailer. Second. As the amount of the sales tax will be included
in the selling price of the commodity, the Government will collect a tax on the
tax so included. which will aggregate a considerable sum. For the! reasons
above stated, and because jewelers seldom give invoices for goods sold over the
counter, the suggestion that tle tax be collected by affixing revenue stamps to
bills or sales slips is not a workable one, and we therefore do not approve of
the use of revenue staips In connection with our commodities.

.JEWZLERS' .ALES.

In making a very rough estimate of jewelers' sales to consumers. covering
their entire sales, we have established the following tentative figures: Whole
number of retail jewelers, 30,250." Of these. 15,000, or 50 per cent, average
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$4,0V6 of sales each per annum; 12,000, or 40 per cent, average $27,500 of sales
each per annum; 3,000, or 10 per cent, average $62,000 of sales each per annum.

The remaining 250 are the larger retail jewelers of the country, whose sales
will probably run from $100,000 to $1,000,000 or over per annum.

The group of 30,2150 retail dealers referred to is listed by the National Jew-
elers' Board of Trade and consists not only of jewelers, but includes others who
have jewelry departments, etc.

It has been variously estimated that the articles covered by our proposed new
tax section will, in normal times, show sales by the 30,250 retail dealers of
from five to six hundred million dollars ($500,000,000 to $600,000,000). In ad-
dition. there are ninny other dealers who sell articles included in our pro-
loosed new tax section, but we have no (late upon which we could forn an
estimate of the total of such sales.

While this indicates that 15,000, or 50 per cent, of the retail jewelers 'sell only
about 10 per cent of all the merchandise, these smaller merchants are very im-
portant to the country by reason of the fact that they are the watchmakers
and repairers upon whom their communities depend entirely for a highly essen-
tial, indispensable service. None of these jewelers could pay their expenses and
make a living solely from watch repairing. They must, therefore, depend
largely upon their sales of merchandise. Any action by Congress which will
seem to make the purchase of jewelry unpatriotic will bear most heavily on this
half of a great industry. The small jeweler must sell his goods to pay his
debts and support his family. His more successful brother jeweler may have
some reserve to tide him over the period of the war. but a prohibitive tax, or
a tax discrhninating against jewelery as unpatriotic, would probably result li
ruining many of this class also.

I

ANY TAX WHICH WILL PREVENT THE RETAIl, DISTRIBUTOR FROM DOING A PROFITABLE
IU'SINESS WILL ADVIIRSEIY AFFECT THE AMERICAN MANUFACTURER OR PRODUCER.

Jewelry manufacturers are curtailing their output for a number of reasons.
Mauy of theii men have been called to the colors or have left the industry and
taken more lucrative jobs. Because of comprehensive commandeering of plat!-
min metals by the Government and the complete control in the use of those
metals now lodged In the Bureau of Mines, it is safe to say that j)lfltlIlllll
jewelry can no longer ne mnauufactured. %ome jewelry manufacturers are
already engaged in making war materials, and many more have recently re-
sponded to i (evernment request for surgical instruments and ire trying tO
iiake these much needed articles.
The jewelry manufacturer is therefore facing the diticult problem of trying

to keep some kind of an organization together, iii order that lie raly he in a
potsition to get into his old tride again when the war ends.
England and France are preparing for export trade after the war, and the

jewelry business of Cuba, Central. and South America is a prize for which those
countries will strive in competition with Germany and the United States.

4 Special agent of our Department of Comnherce his recently been ill (uba
and is iitnw traveling through South America In the interest of our jewelry ex-
port trade. He wrote early this year:
" Our bureau is trying to do a permanent service for tile jewelry industry by

helping it to take full, advantage of the opportunities which exist in Latin
Amnerica. This service, we hope, will be a benefit to the trade long after the
war has ceased and not merely for the duration of the war."

American jewelry, like other Americai wares. Is a part of our country's
colmere, and It is unthinkable that Congress will do anything to unnecessarily
illi jure thN _re~lt Industry.

SMALL U1NITORM SALES TAX.

''he 'resalutiuin herehbefore quoted asks Congress to give serious cNtsidera-
tion to a snall uniform sales tax on each and every sale or transaction involv-
ilig the transfer of ill varieties of goods, wares, and merchandise.

We believe this to be an economically sound method of taxation. ks the needs
of the Uotvermnient increase, the percentage can be raised; as they decrease, the
tax can gradually he decreased to the vanishing point.

We are assured 'by those who have made a study of this method of taxation
that a very large revenue can be collected without the slightest injury to
commerce.
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Up to this time we have not laid great emphasis upon this feature of' our
resolution, as we did not wish It to appear as though we were rtying to shift
the burden of the tax. We disclaim any such intention, because the only pur-
pose of our suggestion is to secure a maximum revenue through a small tax,
widely distributed.

If Congress thinks It wise, however, to restrict the commodities tax to com-
paratively few articles and to make the rate correspondingly high on those few
articles, we have no further objection to offer.

Where there may be a popular demand at this time for a tax on luxuries,
semiluxuries, and so-called nonessentials, the controlling aspect of the situation
is the solution of the problem of revenue from the new tax act, and we seri-
ously doubt if a reasonable tax on a limited number of commodities will result
In any such vast return to the Government as a small tax on the sale of all
goods

RESTRICTING THE PRODUCTION OF LUXURIES, SEMILUXURIES, AND OTHER-NONESSEN-
TIAL ARTICLES THROUGH EXCESSIVE TAXATION.

Much has been spoken and written as to the prime necessity of releasing men
and material and conserving fuel, freight, and cargo space by restricting the
production of so-called nonessentials during the period of the war.

We concede that the Government, through its Executive, should take every
man and every bit of material which may be required to help win the war; but
when an industry has yielded up such men and materials from time to time as
the needs of the war require, every assistance compatible with our war program
should be given such industry to keep it alive for those after-war days, when
industries which may now properly be deemed nonessential will become essen-
tial to the well-being of the Nation.

It Is a fact that the majority of the people of this country are engaged in
industries which are not directly contributing to the prosecution of the war, but
they are none the less indispensable to the success of this country in its struggle
for victory. While many of these people are small dealers, manufacturers, or
distributors of merchandise, they make up the great bulk of the mercantile
class of the United States. Any suggestion that nonessential industries, or even
luxuries or so-called semiluxuries, can be safely taxed out of existence during
the period of the war will have to reckon with the concrete suggestion that this
would spell bankruptcy, not only for hundreds of thousands of people, but
would materially increase the burdens of our Government in forcing it to take
care of the families of soldiers who are now serving the country.

Jewelers make no special claim to patriotism, but they have no hesitation in
pointing to their record during the past year as an Indication of the manner in
which our industry has met the requirements of the Governmnt in the way of
a special commodities tax. We have no complaint to make that the manufac-
ture of platinum Jewelry has been absolutely stopped through Government
action. If the further requirements of the Government for the war necessi-
tate the taking of manufactured platinum in the hands of Jewelers, we are on
record as stating that we will cheerfully accept the situation when it arises.
We understand that the Government officials who have Intmate knowledge both
of the requirements of the Government for the platinum metals for war pur-
poses. and of the stocks of metal available to the Government on hand In this
country, have officially stated to the Committee on Ways and Means that the
Government has sufficient platinum on hand for its needs and that the stocks
of manufactured platinum in the bands of Jewelers are not required. We
repeat, however, that if at any time these stocks are required for the Govern-
ment they will be forthcoming.

IN CONCLUSON.

At our hearing before your committee one of your members requested us to
make a 100 per cent proposition to Congress. We beg to state that our proposed
section for the new revenue act covers all our commodities, many of which are
articles of necessity and utility, and is in every way the 100 per cent proposi-
tion asked for.

Respectfully submitted. JEWELERS' WAR REVENUE TAX COMMITTEE,
MEYER D. ROTHSCHILD, Chairman.

JULY 23, 1918.
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The CHAnMAN. We can hear from you now, Mr. Dunham.

STATEMENT OF MR. JOHN H. DUNHAM.
Mr. DUNHAM. I would like to call your attention to section 906,

page 184, of the bill. Under this clause "all articles commonly and
commercially known as jewelry whether real or imitation."

Senator THOMAS. We have heard from two gentlemen already
upon that section.

Mr. DUNHAM. I only want to speak in regard to watches and clocks
in their classification of jewelry. We have taken that matter up
with the War Industries Board, as to the status of alarm clocks and
nickel watches. They have decided, after an investigation that they
have made, that those two items are necessary to industry-
that is, that the workman depends upon the alarm clock to get him
up in the morning, and that it is only bought for the purpose of in-
dustrial use, and for that reason they have decided that it is a neces-
sary thing. It seems to us not exactly the intent of the Government
to class a necessary article with such articles as jewelry.

The same thing is true of nickel watches.
Most alarm clocks are sold anywhere from $1.25 to $3.50 each.

Nickel watches are sold in normal times for $1 to $2. In these times
they are sold at from $1.50 to $2.50.

Those articles are principally bought-probably 90 per cent' or
more-by woikingmen, and it seems to us that they should come
under some classification of necessities. If you are taxing all necessi-
ties, then there is nothing to be said whatever about it; but we think
that they could not be classed as jewelry; they should be given some
classification, as in section 905, where you gave a minimum war use
of so much for a watch and a minimum price for clocks; that would
cover the matter completely. It is purely a question of whether they
are a luxury or a necessity. Thank you.

The CHAIRMAN. The committee will now heat Mr. F. C. Nichols.

STATEMENT OF MR. F. C. NICHOLS, VICE PRESIDENT OF COLT'S
PATENT FIREARMS MANUFACTURING CO., HARTFORD, CONN.
Mr. NICHOLS. I am vice president of Colt's Patent Firearms Co, of

Hartford, Conn. I also represent the Savage Arms Co., of Utica,
N. Y.; the Smith & Wesson Co., of Springfield, Mass.; the Harring-
ton & Richardson Arms Co., and the Worcester Arms Co., and the
Iver Johnson Arms & Cycle Works, of Fitchburg, Mass.

I will only take up a moment of your time. I want to refer to title
9, section 900, paragraph 11 of the bill, which imposes a tax of 25 per
cent on all revolvers and pistols sold by the manufacturer (other
than such as may be sold during the present war to the United
States, political subsidiaries thereof, or allied nations), as against
a tax of 10 per cent on rifles, shotguns, shells, and cartridges. We
submit that this constitutes a most unfair and unwise discrimination
as against the manufacturers of pistols and revolvers; that the
manufacturers of pistols and revolvers should be taxed as much, and
only as much, as the manufacturers of shotguns and rifles.

I need not remind you gentlemen of what the manufacturers of
small arms have done to help win this war, and it seems hardly fair
to us that such a tax should be placed, which would materially affect
our income and our business in times of peace.
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Senator THOMAS. What would you think of such a tax upon the
owner of firearms? Of course, you are aware that a great many
firearms are carried concealed, and that that causes many offenses
in the country. It has occurred to me that the owner of firearms

4nght not only prove a source of revenue, but that might diminish
that very dangerous practice.

Mr. NIcnoLs. Of course this tax of 25 per cent will have to be
borne by the purchaser.

Senator THOMAS. I am talking now about a substitute for this, by
placing a tax on the owner of the weapon. In other words, if aman totes a gun in his pocket to use a western expression, why
should he niot pay a tax upon it~

Mr. NzcuioLs. A tax of 25 per cent would affect the sale of thefirearm. A tax of 25 per cent or of 2,500 per cent would have
no deterring effect upon the crook or the man who wanted to pos-
sess a firearm for such a-motive.

Senator PENROSE. Has not the sale of pistols to the individual
fallen off to a negligible quantity in the last year or so

Mr. NICHOLS. No, sir.
Senator PEnRos. Has not the State of New York passed a law

forbidding the sale of revolvers, or regulating it?
Mr. NIcnOLS. It regulates it to the extent that a man must have a

State or a city license to carry before he can purchase. It has
affected somewhat the sale of small arms in New York State.

Senator PNROSE. I incidentally happen to know that in the
eastern part of the State of Pennsylvania and in Philadelphia it b
very hard to buy a revolver.

Mr. Nxcnoas. Is that recently?
Senator PENROSE. Recently; yes.
Mr. NICHOLS. The manufacturers are not producing any small

arms for the general market since the war began.
We have covered these matters quite extensively in our argument,

which I would like to file with the committee.
Senator SMOOT. You would be satisfied with the same percentage

of tax on your firearms and cartridges that is provided in paragraph
11 of that section as is imposed upon shotguns and rifles?

Mr. NicHoi s. Yes, Smator.
(A memorandum was filed by Mr. Nichols and is here printed in

full, as follows:)
MEnIRoRAND'M FoIL iANlI'AC'TREIRS oF P'ISOIs \NI) 1tEVOI\EIs.

The prolposed revel't, bill (Title IX. sec. 00. par. 11) InfpOSes a tal. of 2.11
iKr cent on all lpito! s and revolvers sold hy the IJill nufllicturer (other thoi su8chI
is Iu)y be sold during the preselit war to the T'hited States. p04liti4.al suldivi-
slois thereof. or allied nations). :l against a tax if 10 per cent oi rifle, Rhot-
guis. shells. n i c,' rtidges.

We iqubhnit that this constitutes i mlti. t 111(1 Und wis (u1 iis<.riaittion as
against the manulfacturers of pistols and revolvers ; that the Iinanlfcturers t
pistols ad revolVelM: shmld 1 , be taxed as nlawh, and only a;s nuich, s the 31111111-
facturers of shotguns and rIlle,.
THE P OIpo4i)H DISCRIMINATORY TAX WILT PRODW'K NO( MATERIAL RKVINUF 4DURI''

THE WAR. AND, THEREFORE. SHOIThD NOT lIE INCORPORATED IN A GENERAL REVENI'+
BUL.

There are practically only five IInua(lffturerRt of revolvers and iutoinl;itic
pistols In the I'lted States. The Colt Co., which Is the largest, has devoted .y)
per cent of Itq product to the service of the Nation since the opening of the wali,
and will continue to so devote an even gTeater proportion as long as the w:V
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,,continues. It has postponed, and will continue to postpone, deliveries on com-
ii mercial orders. Of the small product delivered on commercial orders, 90 per
"cent has been sol to municipalities and for the protection of essential plants.
The same is true of Smith & Wesson and of the Savage Arms Co. Hence, the
proposed measure will net no substantial revenue during the war.

THE TAX AS NOW FRAMED PENALIZES THE MANIIACTURIERS OF REVOIVEI 1N PlRt-
PORTION TO THEIR PART PATRIOTIRM.

The Colt Co. now hits commercial orders aggregating $628,991.81 awaiting
delivery after the termination of the war. These orders were accepted at flat
rates. Hence, as to these, orders, the tax can not be transferred to the pur-
clhasers. These orders, of which over 85 per rent were accepted prior to the
declaration of a state of, war, have not been filled because of the outbreak of
war the Colt Co., from patriotic motives and at financial loss, immediately de-
voted its entire plant to the production of anrs for the United States and its
allies to the exclusion of its commercial business. Because of this patriotic
action the Colt Co. will become liable to a special tax of $157,247.95 on these
postponed orders If the bill Is passed as now framed. The same situation exists
in the case of the other manufacturers.
THE EFFECT OF TIlE PROPOSED TAX VIL. iBE TO DISCOURAGE THE MANUFACTURE OF

SMALL ARMS IN THE UNITED STATES, AND TO SERIOUSLY IMPAIR THE POWER OF
DOMESTIC MANUFACTURERS TO COMPETE OR FOREIGN MARKETS.

A very material reduction in the sale of revolvers and pistols was the ex-
pressed desire of the author of the bill originally proposing this discriminatory
tax. (See hearings before the Committee on Ways and Means, House of Repre-
sentatives, on the proposed revenue act of 1918, 1Pt. II. p. 1187.) The pro-
posed tax of 25 per cent will increase the retail price materially In excess of that
amount because of the increased capital required, by the manufacturer, Jobber.
and retailer, and the Interest thereon. All the world, including Germany, will
be equipped to manufacture firearms at the close of the war. Hence, imposition
of a very heavy, if not prohibitory, tax on revolvers and automatic pistols
manufactured in the United States (not for the purpose of raising revenue but

to curtail domestic sales) inevitably will result in the substitution of foreign
ixakes In all foreign markets. With domestic sales largely curtailedl and foreign
sales virtually eliminated, it is obvious that the manufacture of revolvers and
antointic pistols in the United States will practically (-ease.

IHE RESULT WILL BE TO PIT THE UNITED STATES AT A GREAT DISADVANTAGE IN
EVENT OF ANOTHER IVAR.

The present war is being fought on French soil because Gernany \\Its pre-
pared while France and England were not. The great works at Essen had
plants. machinery, equipment, carefully trained organizations, and experienced
operatives all ready for the immediate production of arms and ammunition
in large quantities as soon as war started, largely because the German Govern-
meat had encouraged the Krupps to build up a great oinimercial business in
guns 'and inniltlins in all pdrtA of the world. In France and England (As in
the 'nited States) it was necessary to bull( factories, create mchlnery, form
new factory and arsenal organizations, and train expert ballistic englueers and
itechanics before large quantity production could commerce. As a result the
early armies of Belgium. France, and England were sacrificed-well-nigh to-
ally--and the cause of freedom nearly lost, because Germany had exirouraged
tie conmmerclal nliannfa(-ture of Arms while other nations had hot.

Because of the inadequacy of existing plants to supply the American Army
with necessary revolvers In aiotoniaitie pistols, the Goverament has been en-
d(iIavoring to create new additional plants for their manufacture ; hut although
we have now been at war 17 months no such plant has been able. as yet, to111.11111factare a1 single revolver or pistol. Where would the American Army
I'ave received its present supply of revolvers and autoinathe pistols if all mlanu-
riheturers of these goods in the United States had been legislated out of exist-
1 1ce, 1s suggested by the author 4)f this provision?

\Ve all sincerely hope that this will be flhe last war. History warns us,however, not to be too sanguine. Germany Is not the only nation which has
s,,ught to conquer the world. Clearly it is the part of wlsdom to be prepared
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against another possible aggression by a mighty robber nation. Reasonable
preparedness demands the provision of adequate factory equipment and trained
organizations for the immediate production of arms in large quantities. Such
equipment and organizations can be maintained only by encouraging the manu-
facture of such arms during times of peace.

The policy of discouraging the manufacture of side arms, if enacted into
law in time of war, can not be altered readily in time of peace. We submit,
therefore, that the policy of discouraging the manufacture of side arms by
extreme, if not prohibitory, taxation (embodied for the first time in the history
of our national legislation in this war revenue bill) is a policy most detri-
mental to the natiQnal interests.

THE TAX IS UNNECESSARY AND UNDESIRABLE AS A POLICE MEASURE.

If it is desired to limit the sale of firearms in certain sections of the country.
the proper method for accomplishing that purpose would be by State legisla-
tion. The constant carrying of concealed weapons is undesirable, and is
limited In most, if not all, civilized countries; but the purchase and possession
of revolvers by respectable citizens is desirable and rarely limited in any
nation. It affords the best possible protection to the home agaisnt night
marauders. It trains the citizenry in the accurate and effective use of arms
against times of national emergency.

New York State enacted the Sullivan law to discourage such purchases. The
result was an increase of 221 per cent in murders in Manhattan the first year;
an increase of 40 per cent in rates on burglary insurance; an open letter from
14 presidents of burglary-insurance companies urging its prompt repeal; and
a vigorous protest from at least one member of the judiciary. See hearings
before the Committee on Ways and Means, House of Representatives, Part II,
pages 1190-1194.

We submit that the policy of this discriminatory tax is undesirable, there-
fore, because It means a perpetuation and extension of the expensive blunder
of national unpreparedness; because it will result if centralizing the manu-
facture of side arms in foreign countries-possibly in Germany; because it will
result in penalizing manufacturers in proportion to their patriotic effort in the
present war; and because it will increase, rather than decrease, domestic crime.
The tax is not designed to, and will not, produce any appreciable revenue dur-
Ing the war.

We submit that the proposed Federal war revenue measures should be so
altered as to eliminate this discriminatory and undesirable tax.

Smith & Wesson, of Springfield, Mass.; Savage Arms Co., of Utica, N. Y.;
Harrington & Richardson Arms Co., of Worcester, Mass.; and Iver Johnson
Arms & Cycle Works, of Fitchburg, Mass., the only other substantial manufac-
turers of side arms In the United States, authorize us to state that they in-
dorse and join in this protest.

COLT'S PATENT FIREARMS MANUFACTURING CO.,
By Vr. C. SKINNER, President.

The CHAIRMAN. Is Mr. McIntosh in the room?
Mr. MCINTOSH. Yes, sir. Mr. Hedges and I are on the same sub-

ject, and by arrangement he precedes me, if that is agreeable to the
committee. His name is down, I think, as Mr. Dunham, but it is
Mr. Hedges.

The CHAIRMAN. You can proceed, Mr. Hedges.

STATEMENT OF MR. JOB E. HEDGES, REPRESENTING THE ASSO-
CIATION OF LIFE INSURANCE PRESIDENTS.

Mr. HEDGES. Mr. Dunham obtained this appointment, Mr. Chair-
man. I represent the Association of Life Insurance Presidents.

The CHAIRMAN. If Mr. McIntosh desires to be heard, you had
better divide the time between you.

Mr. MCINTOSH. We do not discuss the same feature at all, Mr.
Chairman. I just discuss three or four points apropos of some
amendments.
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The CHAIRMAN. How much time do you desire, Mr. Hedges?
Mr. HEDGES. I will be much more modest than any one you have

heard to-day.
The CHAIRMAN. We have heard* some pretty long ones and some

pretty short ones.
Senator PENROSE. Mr. Hedges is a speaker of national reputation,

Mr. Chairman.
Senator THOM AS. I think Mr. Hedges will not impose upon the

committee.
Mr. HEDGES. Apropos of what I heard when I was here yesterday

before the committee and to-day, I have committeed to writing the
substance of what I have to say to the committee, which I will ask
to have incorporated in the record as if spoken. There are only a
dozen pages, and there are just one or two points I want to emphasize
orally, and if you people will just take it for granted that the char-
acter of our Association of Life Insurance Presidents is as good as
other people say theirs is, and we all want to win the War equally.
and that we can not understand the structure of this bill, we will
save time. Laughter.] If you will give me credit for that good
character before you start, we will save time.

The first thing which I have to suggest is'the modification of one
or two sections of the bill.

The substitution of the new individual and corporate income taxes
for like taxes imposed by the acts of 1916 and 1917 should be stated
explicitly. That is this bill; as I understand it, seeks first to raise by
means of income taxes or other special taxes the additional revenue
required by the exigencies of war; and, second, to consolidate and
codify into a single act all of the existing income taxes nnd other
special taxes which are applicable to the tax-paying public.

Regarding all the amendments that have been made or that have
been sought to be made on each section, except the two sections with
reference to insurance, they have all started with the words "in lieu
of." It may have been overlooked in reference to these insurance
xpatters, andpossibly was, and therefore I have suggested, in regard
to sections 210 and 230, that there just be added, for the sake of sym-
metry of construction, the words "in lieu of," so that there may be
no doubt by way of later argumentative discussion whether this was
supplementary or added to or subtracted from. This is simply to
put it on an equal basis as a matter of physical construction.

As to the other thought, I wish to emphasize to the committee the
proposition in the bill that the income-tax rate should be modified
or eliminated. I am going to digress and do what is otherwise an
unintelligent thing to do, and read from a manuscript in order to be
exact. That has already been touched upon in a general way by
some of the other gentlemen here, the proposition now being, in a
word, while all corporations are sought to be characterized in the
single phrase "as such," it is impossible in fact to characterize them
accordingly, and logically so in the case of insurance companies, for
this reason: The tax being raised to 18 per cent. the committee of the
House sought to reduce to 12 per cent the rate of tax in those instances
where a surplus wad paid out for obligations, or by a declaration of
dividends.

The former method is not open to these insurance companies at all.
They do not carry a bonded indebtedness, and therefore they have no
means of taking advantage of that particular thing.
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On the question upon the matter of the paying of dividends, as
you all know, and as has been argued here to-day, an insurance divi-
(lend is different from any other dividend.

The governmentt makes announcement to the insurance companies
that in order to make the process easier anl to get the advantage of
that f per cent differential, this money that is a part of surplus tunds
will be disbursed so that a credit of 0 per cent can be gaine . provided
that money is taken away from the individual recipient where the
process is less painful and applied to surtaxes. That might be pos-
sible lroviling the theory and practice of life insurance as such were
ulbtlf nedl(1 C(. As we all know. this question of a reserve is the exact
thing which makes a policy solvent, if nqthingelse happens. I can see.
from my own standpoint, whether it is logical economically or not.
I iat to the man who jtys that premnitun which gives life and validity
to the perpetuity of that policy, as a mental operation he is entitled
to know mentally. as well as to have it served to him administratively.
that his policy is good. That adds to the economic, potential forces
of the Unitea States without question. Therefore, to enable those
people to avoid the penalty of a 6 per cent differential against them,
they would have only one of the two recourses which are open to
other people, namely. the dispersion of that surplus which is an added
security to cover a war such as we are now in. An added security
IIbove the original conception.

All the States recognize, as a matter of fact, the existence of a
surplus above a reserve as desirable, and some of them by statute-
some six or seven, and particularly New York-recognize it and say
it should not go above something. Up to something it is all right.
Above that it would be perhaps extravagant. Therefore this differ-
ential, so far as life insurance companies go, distorts the original
conception that governs toward this particular line of activity,
because there is a difference when a man parts with his money for
merchandise, and when he purchases a credit or debit obligation run-
ning from another person to him, which will continue provided he
does something. He is more apt to do that something which keeps
this contract alive when he is assured in his mind that that will be
continued by this direction.

The Government has gone into the insurance business, which ii all
right. Most of these policies that are now in existence were written
before this war started. Those that were written subsequent to the
declaration of war have provisions in them which are protective.
There are certain general features, but when you come to analyze
the physical workings of a business the difficulty of characterizing
a number of corporations under a single phrase is almost beyond
conception.

After we had had in New York our original insurance investiga-
tion, which revived many of the standards both as to security and
administration, the report of the committee, which furnished the
groundwork of most of the insurance legislation of many of the
states, contained this language at page 320 [reading]:

However. as the pre(lme results of the continuance )n busiest canL uot be
predicted and R investnipits 1h1iy fil s well an raise in value it Is Important
that the company should he provided with a contingent fund for the security
of its policyholders and should be permitted to accumulate such t fund out of
its surplus.
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In each one of these original jurisdictions, of all the businesses
they have regulated there is none regulated more potently and ex-
actly than this, not excepting banking. No'w, it is in the statutes,
as we all know, that savings-banks and fraternal organizations are
not taxed, and there is no question about it.

Senator THOMAS. Right there, what legal reason can we assign,
Mr. Hedges, for the exemption of these fraternal societies that does
not apply to strictly mutual life insurance companies? I am unable
to see any.

Mr. HEDGEs. If the record could say that the witness stood mute,
you would get me in less trouble.

Senator THOMAS. Well, I think I know what the answer would be
as to the real reason, because I have expressed myself.

Mr. Hz.oEs. I do not raise an argument for myself, but it is some-
thing worth sentimentally taking into consideration when, by virtue
of conditions which these life companies can not obviate by virtue of
the limitation, they can not take advantage of that.

If anyone should inquire of me if I have to suggest any amend-
ment, I have one, and it coincides with the gentleman referred to here
several times--the Secretary of the Treasury-and I suggest that it
comes very aptly in connection with the purchase of these bonds that
are coming out.

Let them get credit for those. In order to free the bill from this
objection which I have spoken of in a general way. you can incor-
porate in this section, paragraph A of section 230, after the word
"year" in line 3, on page 32 of the bill. the words "the amount in-
vested in obligations of the United States issued after September
1, 1918."

You see, if there were a transaction which was entirely concluded
by the payment of a sum of money and the transfer of a bit of mer-
chandise, and if the surplus of these insurance companies and the
surplus of a corporation in ordinary merchandising business bears
the same relationship to the continuity of the biisines in each case,it would be useless for me to be here.

Mr. McIntosh will address the committee on the subject of de-
ferred dividends, which is entirely different from what I have been
discussing.

There is a new proposition in this present bill which possibly.
as a matter of cold-blooded logic. may be none of the business of
these insurance companies. It is a policy of the Government that
follows the payment of a death claim, 'and yet it is within the penum-
bra of insurance business. That has been brought about. as Mr.
Kitchin says in his report, by the fact that many letters sent the
Treasury Department tend to show that agents have asked for the
investment in insurance policies for the purpose of removing money
to a point where it could be taxed by the Government; in other words,
of a payment of a large level premium for a large amount of in-
surance.

That goes, generically, if the committee will bear with be for just
a moment, to this proposition: Is it or is it not a good proposition
that insurance, as such, may be used for the protection of an estate
and the yielding at once without sacrifice, of securities in the collec-
tion of taxes, whether tiey are Federal, State, or local? Is it not
desirable to provoke the people as a part of their insurance invest-
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ment, adding to what they would ordinarily take in a life policy
from everyday experience, to take some more so that sometimes when
that instant comes thaf the estate is to be liquidated the beneficiary
or the executor charged with the trust responsibility shall have funds
without throwing on the market securities or selling real estate re-
ferred to by Mr. Kitchin himself in this printed syllabus?

In working that out the House committee has made an exemption
of $40,000 totaled as against any one man who has insured his own
life in favor of individual beneficiaries. I have not been long enough
in the atmosphere of the companies to know, but my guess would be
that the average every day, rough and tumble policy was a small
policy

Senator JoNEs. Is that any different from many other things that
might be considered laudable? Suppose a man is getting along in
life and does not own a home, and he wanted to leave his wife a home.
Would you say that money invested in a home for the wife, income
invested in a home for the wife. should not be taxed?

Mr. HEDGES. Should I say that money left to protect her should
not be taxed?

Senator JoNEs. No; to buy a home. He has; not a home, and a man
ought to leave his wife a home. He takes his income and buys a home
for his wife. Is not that a very laudable thing to do? Would it not
be just as equitable to exempt that income from taxation as it would
be in the case where a man buys a life insurance policy?

Mr. HEDGES. The analogy is apparent; but this is the thought I
want to leave: Do I understand you to mean, Senator. that if a man
leaves his money for that purpose, or makes provision, before he
dies

Senator JONES. Makes provision before he dies.
Mr. HEDGES. Yes; entirely desirable.
If the Government feels, through its committee of the House, or

later through this committee, that there has been a condition which
could be reached by Government money 'invested in life insurance
which has diverted an income in some way from the Govermnent-I
just make this suggestion. There might be a difference of opinion
about it, but I hardly think so: that is, to switch the exemption from
the proposition of $40,000 to the amount that may have been invested
in an insurance risk; in other words, to the extent of the excess, refer-
ring back to that section, of the amount receivable by the executor
as insurance under policies taken out by the decedent upon his own
life, " over such sum as may be necessary to defray the estate tax
imposed by this title and any State transfer or inheritance taxes
which may be imposed upon the decedent's estate, and to the extent
of the exces' over $40,000 of the amount of premiums paid by the
decedent for insurance taken out upon his own life subsequent to
January 1, 1917, in favor of all other beneficiaries."

In other words, the Government either wants to punish an agent,
disturb and stop a practice which it thinks wrong, or has not any
definite plan-

Senator SMOOT. The latter is the case in the bill as it is con-
structed now.

Mr. HEDOES. I suggest that. I do not know that it is within my
purview even to suggest it.
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Senator SmOOT. The suggestion is all right, but I could not quite
follow it. I would like to have you state it again. I can read it
after it is in the record, however.

Mr. HEDGES. What I have done here, so as not to take undue time
and make a long brief for everyone to read, has been to take some
13 or 14 pages, and I have taken on each page a letter reference to a
letter amendment and line, and at the back of it I have put on a
separate page the entire section as it would be when amended.

Senator SmocT. That will be sufficient. I do not want to discuss
it. I tried to follow your statement, and I could not quite do so.

Mr. HEDGES. SO far as those three propositions are concerned,
everything is in there, unless some one on the committee should want
some information regarding a specific feature of it.

Senator THOMAS. Mr. Hedges, is not every tax levied upon a
strictly mutual life insurance concern a tax upon the beneficiaries,
and to that extent an increase in the cost of insurance?

Mr. HEDGES. Exactly.
Have you absolved me, Mr. Chairman, for taking time unduly?
The CHAIRMAN. You talk so interestingly-
Mr. HEDGES. I would like to get a clean bill of health before I

leave, because you looked yesterday, once or twice, as if you did not
have confidence in the ability of the speaker to conserve time.

The CHAIRMAN. You have the ability of presenting a matter very
forcefully.

Mr. HEDGES. Thank you very much, sir.
(A statement was submitted by Mr. Hedges and is here printed in

full, as follows:)

AMENDMENTS OFFERED BY ASSOCIATION OF LIFE INSURANCE
PRESIDENTS.

LIFE INSURANCE COMPANIES DO NOT SEEK IIXEMPTION FROM ANY TAX IMPOSED UPON
THEM BY THE BILL.

The income tax and excess-profits and war-profits taxes imposed by the bill
are expressly made applicable to insurances companies to the extent that such
companies have taxable income or realize excess profits or war profits. In this
respect life insurance companies are on precisely the same footing with every
corporation. The special tax on new business which was a feature of the act
of 1917 Is also continued in force by this bill. The companies, however, expect
cheerfully to make such contributions to the needs of Government as the Con-
gress may, in its wisdom, prescribe. Our intention, therefore, is to limit this
discussion of the bill to constructive criticisms of certain provisions-chiefly of
general application-which appear to merit special attention.

It is understood that the Congress intends to impose the necessary taxation
in accordance with principles of justice and fairness and sound public policy,
and that this committee is here to receive the views of taxpayers as to the
operation and effect of such of the provisions of the bill as may be deemed to
be in any respect unequal, unfair, or impolitic, for the purpose of its Informa-
tion and with a view to the possible amendment of the bill.

Life lnsw~ance corporations are, intrinsically, merely cooperative agencies
for the accumulation by their policyholders or members of funds for the mutual
payment of specific benefits in event of death or other specified contingencies.
With the exception of the guaranty fund or capital stock contributed by the
stockholders of companies organized upon the capital-stock plan, or by the
guarantors In the case of certain mutuals, all of the funds of a life insurance
corporation are contributed by its policyholders. Life insurance Itself Is a
facility afforded the living to provide, after their decease, for their dependents.
It involves a pecuniary sacrifice by the person insured, which has been aptly
described as a self-imposed tax and indirectly inures to the benefit of the State.
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In innumerable cases life insurance Is all that stands between a beneficiary and
absolute destitution. Without it the dependents of the average citizen would
become, for a time at least, either objects of private charity or charges upon
the public. -The Importance of life insurance has recently received at the hands
of this very Congress the most effective official Indorsement possible through the
amendment to the war-risk insurance act, which authorizes the issuance by the
Treasury Department of policies of life insurance to the soldiers and sailors
engaged in the present war.

That life insurance should not, on principle-by reason of its quasi public and
beneficent character-be taxed it seems unnecessary to argue. This very bill
recognizes the impolicy of taxing kindred institutions, to wit: Savings hanks
and fraternal and assessment associations, as well as various other cooperative
agencies for mutual benefit, which are expressly exempt from taxation there-
under. We do not, however, advert to this fact for the purpose of asking that
taxes like those borne by the life insurance companies bW Imposed upon these
institutions. Believing that all similar disinterested agencies for the common
good should be exempt. we are content that they should be exempt. Moreover.
realizing the need of the Government for revenue in the present emergency, we
are not asking to be relieve# at this time front either the general taxes or from
the special tax on life insurance which are imposed by the bill. Our purpose is
simply to ask that the bill be so amended in certain particulars as ,to supply
obvious omissions in the present draft or to bring it into accord with principles
of sound public policy, which, incidentally, in one instance only, will also
involve the abatement of an unintentional discrimination against life insurance.

THE SUBSTITUTION OF THE NEW INDIVIDUAL AND CORPORATE INCOME TAXES FOR
LIKE TAXES IMPOSED BY THE ACTS OF 11Si AND 1917 SHOULD BE STATED EX-
PLICITLY.

It has been generally understood that the purpose of the bill was twofold:
First. To raise, by means of income taxes or other special taxes, the addi-
tional revenue required by the exigencies of the war. Second. To consolidate
and codify into a single act all of the existing Incolie taxes and other special
taxes which are applicable to the taxpaying public.

This second purpose was well calculated to afford the taxpayers relief
from the labor and confusion which is necessarily Involved in following the
intricacies of previous acts and more recent supplements in order to deter-
mine the nature and amounts of the various taxes applicable to themselves. It
should be noted, however, that neither the revenue act of 1916 nor that of
1917 has been explicitly repealed.

The method employed in the bill to relieve the taxpayers subjected to the
various special taxes included ip the bill from like taxes imposed in the earlier
acts has been to include in the clause which imposes such taxes a provision
to the effect that the tax thereby imposed shall be in lieu of the corresponding
tax Imposed by the earlier acts. For example, with respect to the war-profits
and excess-profits taxes it is provided by section 801 of the bill that the tax
imposed thereby shall be "In lieu of the tax imposed by Title II of the revenue
act of 1917." Similarly by section 401 it Is provided that the estate tax
thereby imposed shall be " in lieu of the tax imposed by Title II of the revenue
act of 1916 and Title IX of the revenue act of 1917"; and by sections 500 and
503 It is provided that the special taxes on transportation and other facilities
and on Insurance imposed thereby shall be in lieu of the taxes imposed by the
corresponding sections of the revenue act of 1917. This method seems to have
been consistently pursued by the darftsmen of the bill with respect to all of
the existing taxes, which it is proposed either to continue or increase by the
bill, except only in the case of the corporation Income tax and the normal
Income tax applicable to individuals; and with respect to the normal tax
on individuals the committee report which accompanied the bill explicitly
states that:

" In lieu of the rates now in effect the proposed bill [se. 210] levies upon
citizens and residents of the United States 4 normal tax of 12 per cent upon
the amount of the net income * * *"

It is, therefore, clear that the failure of the bill to include provisions to the
effect that the normal income tax and surtaxes Imposed upon individuals and
the corporation income tax are in lieu of the like taxes imposed by the former
acts was due to oversight. We think, however, that In order to avoid any
misapprehension as to the intent in this matter it should be expreusnl In ex-
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plicit terms in the appropriate sections of the bill in the same manner as it
has already been done in the case of the other taxes. For the convenience of
the committee we offer the following specific amendments:

To section 210:. After the word "That" in line 13 on page 5 of the bill
insert: " In lieu of the taxes imposed by section 1 of the revenue act of 1916
and section 1 of the revenue act of 1917, but in addition to all other taxes
imposed by this act."

To section 230: After the word "That," in line 17 on page 31 of the bill,
insert: "In lieu of the taxes imposed by section 10 of the revenue act of 1916
and section 4 of the revenue act of 1917, but in addition to all other taxes im-
posed by this act."

THE DIFFERENTIAL FEATURE OF THE CORPORATION INCOME-TAX RATE SHOULD BE
MODIFIED OR ELIMINATED.

The subject of the differential income-tax rate which is made applicable to
corporations under section 230 has already been discussed before this commit-
tee by representatives of various mercantile and manufacturing corporations.
We therefore assume that the committee has been sufficiently acquainted with
the general nature of the objections to which this principle is open upon economic
as well as practical grounds. Our endeavor will be to show the committee the
unwisdom of applying the differential rate to insurance companies, by reason of
the peculiar nature of the insurance business.

Although the first clause of this section establishes 18 per cent as the normal
rate of tax upon the net income of corporations, this clause is immediately fol-
lowed by the proviso-

"That the rate shall be 12 per cent upon so much of this amount as does not
exceed the sum of (1) the amount of dividends paid during the taxable year,
plus (2) the amount paid during the taxable year out of earnings or profits in
discharge of bonds and other interest-bearing obligations outstanding prior to
the beginningg of the taxable year."

The effect of this proviso may readily be anticipated. It will be to establish
as the rate of income tax on corporations, as matter of practical fact, a rate
of 12 per cent instead of 18, through the process of placing a premium upon the
Immediate distribution of corporation income. The draftsmen of the bill not
only realized but intended this. Chairman Kitchin states in his report:

"The committee believes that the reduction of the rate to 12 per cent on an
amount equal to the amount of dividends paid will have a wholesome effect in
many cases in stimulating the payment of dividends, which will be subject to
surtax in the hands of the stockholders." (P. 12.)

There are two objections to this differential rate from the point of view of
insurance. The first objection is founded upon the principle that equality is
equity. Insurance companies have no bonded or interest-bearing indebtedness,
and mutual insurance companies have no capital stock and, consequently, pay
no dividends, as defined in the bill. A discrimination, therefore, results as
against Insurance corporations in the practical rate of tax applicable to them,
as contrasted with the rate which will be paid by other corporations imder this
provision.

The second objection, from the point of view of insurance, is that it Is pecu-
liarly against public policy to encourage, or, as does this provision, practically
compel the dissipation by insurance companies of the entire amount of each
year's surplus, a substantial portion of which, it is recognized by the State
laws governing insurance and by the rulings of supervising insurance officials
of the various States, should be added to the working capital of the companies
for the further guaranty and protection of their policy contracts.

It should be borne In mind by the committee that the relation of the public
to insurance companies differs from their relation to ordinary business concerns
in this fundamental respect: An insurance company has no commodity to sell
and deliver upon payment of the purchase price. On the contrary, In consid-
eration of a substantial cash payment made to it in advance an insurance com-
pany merely binds itself to make some stipulated payment at some future time
In event of some stipulated contingency. In other words, while the transaction
is practically completed when an individual pays over to an ordinary corpora-
tion the purchase price of a commodity sold or service rendered, in the case of
an Insurance company, so far as the individual is concerned, the practical rela-
tion of creditor has been established as between himself and the corporation,
which Imparts to him a vital interest in the financial stability of the corpora-
tion. For this reason, as in the case of banks of deposit, we think It is clear

81608-18--27
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that insurance companies should be encouraged, rather than discouraged, from
setting aside such proportion of their gains from each year's operation as the
management of each Individual corporation may deem proper.

While the legal reserves of life insurance companies are mathematically
sufficient to insure the performance of all obligations assumed under ordinary
circumstances, the possibility of unusual contingencies, however remote that
may be, must bp reckoned with. Upon this, point the Armstrong committee
of the New York Legislature, which made a very thorough study of the subject
of life insurance in 1905, said, at page 320 of its report:

"However, as the precise results of the continuance in business can not be
predicted, and as investments may fall as well as rise in value, it Is important
that the company should be provided with a contingent fund for the security
of its policyholders and should be permitted to accumulate such a fund out of
its surplus."

One of these contingencies which the company managers have always had
in mind is the possible decrease in the value of securities In which the legal
reserves are invested. Another Is the occurrence of excessive death losses
through epidemic or war, which might disturb the calculations upon which the
premiums charged for the insurance afforded were based. Both of these con-
tingencies immediately confront the companies to-day. But for their surpluses,
against the accumulation of which this differential rate Is, we think, unwit-
tingly directed, some of them might not survive the period of this war without
serious impairment and corresponding loss and distress to their policyholders.

It is, therefore, clear that amendment of this section, at least to the extent
of obviating this result, is necessary. The amendment which we suggest would
be to include in the aggregate of income subject to the 12 per cent tax so much
thereof as might be invested in Federal Government bonds. In order to free
the differential rate from the objections noted, we would suggest the incorpora-
tion of the following:

in paragraph (a) of section 230, after the word " year," in line 3, on page
32 of the bill, insert: "plus (3) the amount invested in obligations of the
United States issued after September 1, 1918."

THE PROCEEDS OF LIFE INSURANCE SHOULD NOT BE REDUCED BY THE ESTATE TAX.

The average individual seeks insurance for one or both of two reasonable
and commendable purposes: First. To make specific and certain provision for
dependents. Second. To provide a fund which will defray the expenses of the
administration of his estate. These purposes, we believe the committee will
agree, should be encouraged by the Government.

With the increase in the need of governments for revenue, taxes on decedents'
estates have become exceedingly onerous. States vie with the Federal Gov-
ernment in the imposition of this burden and the taxes are becoming increas-
ingly heavier. The Federal estate and the State transfer or inheritance taxes
have thus come to be by far the largest items involved in the expense of admin-
istering even modest estates; and these taxes must be paid in cash. It will,
moreover, doubtless be conceded, that under ordinary circumstances the most
unfavorable occasion for the conversion of an estate, or any considerable pro-
portion thereof, into cash is that following the death of its owner and respon-
sible manager. If not a practical impossibility, it would certainly be a serious
economic and pecuniary loss for any man to be compelled at all times to retain
on hand a fund sufficient for the payment of the inheritance taxes upon his
estate. The story of the master's rebuke to the slothful servant who kept his
talent unemployed illustrates the principle involved. On the other hand,
the immediate realization of cash from unliquid investments, except at an
improvident sacrifice, would be impossible. The process lh many instances
would take years if serious loss were to be avoided. The House committee
says at page 23 of its report:

"In the case of those estates where the holdings of the decedent are largely
in lands and other property for which there is no ready market it has been
found In practice that a forced collection of the tax results in enormous sacri-
fice to the beneficiaries."

The situation has a public aspect as well. Necessity for the prompt adminis-
tration of considerable estates will seriously depress the values of the securi-
ties and other property which the process throws upon the market for
Immediate liquidation.

The only practical way in which a fund can be provided for the payment of
those taxes without economic loss to the State as well as pecuniary loss to the
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individual is through the medium of life insurance. By this means the neces-
sary money can be rendered available without the disturbance of business
without hardship to individuals, and without delay to the Government; and
the resort to insurance for this purpose should, we submit, be encouraged
rather than discouraged by the exemption of the proceeds of such insurance
from the estate tax. The necessity of providing by insurance for a heavy
tox upon the proceeds of the policy itself, in addition to the tax on the estate,
is confusing. It appears like piling Pelion on Ossa to the bewildered tax-
payers and the cost becomes prohibitive.

The other purpose for which life insurance is ordinarily procured, namely,
for the protection of dependents, should also be encouraged. Instead of
offering encouragement the bill extends the application of the estate tax to,
the proceeds of life insurance in excess of $40,000 payable to individual bene-
ficiaries. The committee's report (at p. 22) indicates that this provision was
inserted in the belief that men of wealth were converting their estates into,
life insurance for the purpose of their transmission free from the tax. If
such be the fact, we agree that an adequate check to the process should be
established. Such remedy, however, should be directed solely at the evil
sought to be cured.

The danger of injustice inherent in a provision which would tax the proceeffs
of life insurance to individual beneficiaries under the estate tax was recog-
nized by the House committee. The exemption of $40,000 in insurance benefits,
which was intended to obviate this danger, would not in many instances be
sufficient.

Having in mind the purpose of the framers, to prevent the conversion of
assets which would otherwise be subject to the estate tax into nontaxable
life insurance, it would seem that the proper remedy is to tax, not the insur-
ance which results therefrom, but the assets so diverted. In other words, the
taxation of the premiums paid by a decedent in excess of such amount, either
annual or aggregate, as the committee may deem reasonable, for insurance
payable to individual beneficiaries, would seem to be the proper remedy.

In view of the foregoing considerations we therefore propose the following
amendments:

To paragraph (f) of section 402 of the bill: After the word "extent," in
line 14, at page 71 of the bill, insert "of the excess." After the word "life,"
in line 16, at page 71 of the bill, insert "over such sum as may be necessary
to defray the estate tax imposed by this title and any State transfer or
inheritance taxes which may be imposed upon the decedent's estate."

In line 17, at page 71 of the bill, strike out the words " receivable by all
other beneficiaries," and insert in lieu thereof "of premiums paid by the
decedent for."

In line 18, at page 71 of the bill, strike out the words "under policies."
After the word "out," in line 18, at page 71 of the bill, strike out "by the

decedent."
After the word "life," In line 18, at page 71 of the bill, insert "subsequent

to January 1, 1917, in favor of all other beneficiaries."
The several amendments herein above suggested are appended hereto in

form showing graphically all proposed changes; matter omitted inclosed in
brackets and new matter underlined.

PROPOSED AMENDMENTS.

[Explanation : Matter underlined is new; matter in brackets i language of bill omitted.)

PROPOSED AMENDMENT TO SECTION 210 OF PENDING REVENUE BILL (H. I. 12863)
RELATIVE TO THE NORMAL INCOME TAX ON INDIVIDUALS.

SEC. 210. That in lieu of the taxes imposed by section 1 of the revenue act of
nineteen hundred and sixteen and section 1 of the revenue act of nineteen
hundred and seventeen, but in addition to all other taxes imposed by this act,
there shall be levied, collected, ad paid for each taxable year upon the net
income of every individual a normal tax, as follows:

PROPOSED AMENDMENT TO SECTION 230 OF PENDING REVENUE BILL (H. 3. 12863
RELATIVE TO NORMAL INCOME TAX ON CORPORATIONS.

SEC. 230. That in lieu of the taxes imposed by section 10 of the revenue act
of nineteen hundred and sixteen and section 4 of the revenue act of nine-
teen hundred and seventeen, but in addition to all other taxes imposed by this
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act there shall be levied, collected, and paid for each taxable year upon the net
Income of every corporation a tax as follows:

PROPOSED AMENDMENT TO SECTION 280 (A) OF PENDING REVENUE BILL (H. R. 12863)
RELATIVE TO THE INCOME TAX ON CORPORATIONS.

(a) In the case of a domestic corporation 18 per centum of the amount of
the net income in excess of credits provided in section 236: Provided, That
the rate shall be 12 per centum upon so much of this amount as does not
exceed exceed the sum of -(1) the amount of dividends paid during the taxable
year plus (2) the amount paid during the taxable year out of earnings or
profits in discharge of bonds and other interest-bearing obligations outstanding
prior to the beginning of the taxable year [ :1 , plus (3) the amount invested in
obligations of the United States issued after September first, nineteen hundred
and eighteen:

PROPOSED AMENDMENT OF SECTION 402 (F) OF PENDING REVENUE BILL (H. R. 12863)
RELATIVE TO THE ESTATE TAX.

(f) To the extent of the excess of the amount receivable by the executor as
Insurance under policies taken out by the decedent upon his own life [ ; over
such sum as may be necessary to defray th c estate tax imposed by this title
and any State transfer or inheritance taxes which may be imposed upon the
decedent's estate; and to the extent of the excess over $40,000 of the amount
[receivable by all other beneficiaries as] of premiums paid by the decedent for
Insurance [under policies] taken out [by the decedent] upon his own life sub-
sequent to January 1, 1917, in favor of all other beneficiaries."Rtespeetfully submitted.

ASSOCIATION OF LIFE INSURANCE PRESIDENTS,
JOB E. HEDGES, FREDERIC G. DUNHAM, Of 0OUn Sl.

NEW YORK CITY, September 12, 1918.
The CHAIRMAN. We will now hear from Mr. James H. McIntosh.

STATEMENT OF MR. SAKES H. McINTOSH, GENERAL COUNSEL,
NEW YORK LIFE INSURANCE CO.

Mr. MCINTosR. Gentlemen, Mr. Hedges has left it for me to present
to the committee a suggestion by amendment to the bill in which he
and all other insurance companies interested in the subject concur
in suggesting the amendment. The amendment is this, that they ask
to have stricken out, on page 35 of the bill, the paragraph com-
mencing at 'line 11 and terminating at line 16, the paragraph which
commences:

"In the case of life insurance companies there shall not be in-
eluded in gross income such portions," etc.

They ask to have that paragraph stricken out.
On page 39, in line 15, we ask to have stricken out the words

"other than dividends," so that the clause will read, when the
amendment suggested is made, the clause relating to deductions:
"and (b) the sums paid within the taxable year on policy and annu-
ity contracts."

When that amendment is made the law will clearly show that in-
surance companies are to do what they. all hitherto have done in
making their returns under the law ever since, in 1913, the paragraph
contained on page 35, which I have asked to have stricken out, was
first inserted in the income-tax bill.

The reason why we wish this amendment made is, first, that it
will qualify the law, and second, that it will avoid a discrimination
between corporations of the same kind and class based upon the
forms of contracts they make, if the construction of the paragraph
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on page 35 which the revenue department has put upon it is sus-
tained by the courts.

Read the first paragraph that we ask to have stricken out and see
what it means. It means nothing at all if you construe it literally,
because no insurance company ever paid back in any year any part
of a premium which they received in that year, and that is the
litera[ reading of the paragraph.

So that if you construe it literally, it means absolutely nothing.
When it was put in the bill in 1913 we were called upon to construe
it, and we did so in the light of the situation that obtained at the
time that amendment was put in the law of 1909, and in the light of
what had transpired between 1909 and 1913 with respect to the sub-
ject we thought was intended to be treated in that paragraph. The
law of 1909 Tad in it the paragraph contained on page 39, out of
which I ask to have the words Iother than dividends" stricken.

One of the important insurance companies in making its return to
the Government did not deduct the dividends as a deduction, but
they did not include as income any part of the dividends paid by
them which were used in the abatement of premiums, because they
claimed that to that extent those dividends were not income received
by the company. The Treasury Department reviewed their tax re-
turns and said they were wrong in not reporting those dividends as
income assessed and taxed accordingly, which they paid under pro-
test and sued to recover it back. That suit was determined in the
Federal court in New Jersey in 1912-

Senator THOMAS. How was it determined?
Mr. MCINToSH. Judge Ross, of that court, held that the dividends

were not income received by the company, but were merely overpay-
ments of premium made by the policyholder, which the company was
to account to him for, and constituted a return to the policyholder of
his own noney after the company, at the end of the year, had taken
an account of its business and found out how much he had overpaid
them.

Judge Ross's opinion in that case gives a very lucid and illuminat-
ing exposition of the true theory of life insurance.

Senator DILLINGHAM. Where can that be found?
Mr. MCINTOSH. That is in 198 Federal Reporter at page 199.
Senator THOMAS. What is the title of the case?
Mr. MCINTOSH. Mutual Life against Herold, 198 Federal, 199.
The Federal Government took that case to the court of appeals,

and it was decided in January, 1913. The court of appeals sustained
the ruling of the lower court and adopted the opinion of Justice Ross
as the opinion of the court of appeals, except that they qualified it in
some respects on features which Judge Ross had discussed, but which
were not really in issue in the case. But in a short opinion rendered
by the court of appeals in affirming the decision of the lower court
the court said in almost these words-I regret that I do not have the
valume here to read it to you so as to give it to you precisely. I tried
to get it here, but I was told I could not get it nearer than the
Capitol-

These dividends paid annually are overpayments of the policyholder and are
not income at all.

On the faith of that decision and on the faith of what the com-
mittee, in reporting the act of 1913, said about this paragraph when
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they inserted the paragraph in the 1918 act, te understand that by
this amendment of 1913 the Congress intended that life insurance
companies doing business on the mutual plan should not include
dividends as income, and have acted on that construction of the law
from that day to this, and that construction of the law has been sus-
tained in a case directly involving, it, decided by the United States
district court at Philadelphia, entitled Penn Mutual Life Insurance
Co. v. Lederer, reported in Two hundred and forty-seventh Federal
Reporter at page 559.

Senator THOMAs. Did you present this feature of the bill to the
Ways and Means Committee?

Mr. MCINTOSH. NO, sir; I did not. I spoke about it to one or two
members of the committee and got the impression that there would
be no question about the amendment being made, and I did not know
that it was not made until I saw

Senator THOMAS. Give me that citation again, please.
Mr. McINTosH. Penn tMutual Life Insurance Co. v. Lederer, Two

hundred and forty-seventh Federal Reporter, page 559.
That opinion also is a very illuminating opinion. Under the con-

struction which we have thus put upon the law, the New York Life
Insurance Co. has paid the Federal Government very important
sums as taxes. Our tax for 1918 on the business of the year ending
December 31, 1917, under this law, as construed in the way I stated,
was $409,113.74. But the department, after hesitating for something
like four years, in a ruling made on the 27th of March, 1917, does not
concur in that construction of the statute. The department says that
this clause which we ask to have stricken out authorizes not includ-
ing in income the annual dividends, but as to deferred dividends it
requires those to be included except so much thereof as actually
used in the payment of premiums in the year in which the dividend
was paid. That is a negligible sum, so small that it is scarcely worth
the clerical work required by the companies to ascertain the amount
of it. It is 3 or 4 per cent of those dividends.

So that that clause as construed by the department discriminates
between companies which have always done an annual dividend busi-
ness on the one hand and companies that have done a deferred divi-
dend business on the other, by allowing the annual-dividend com-
panies to deduct all of their dividends and the deferred-dividend
companies to deduct no part of the deferred dividend except the
trifling amount that was used in the dividend year for the liquidation
of a premium that year.

See what that means--and this affects, so far as dividend companies
are concerned, a large number of companies. On the other hand, it
affects companies who have never done anything but an annual divi-
dend business. So far as New York companies are concerned they all
have done nothing but an annual-dividend business since January 1,
1907; but before that time practically all New York companies did a
deferred-dividend business. But several important and great com-
panies have never done a deferred-dividend business at all, but have
always done an annual-dividend business. So that as to those com-
panies their entire dividend fund by the department ruling is not
included in income. As to these other companies, only such contracts
as they have outstanding for an annual dividend fung get the benefit
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of the act, whereas all of their outstanding contracts which are on
the deferred-dividend plan sre included in income.

I want to show you just how that comes about-
The CHAIHMAN. Mr. McIntosh, I think the committee would be

very glad to hear your general proposition, and, if you have authori-
ties, to have you cite them; but, really, we have not the time to have
an elaborate speech from you in discussion of these questions. There
are other gentlemen here whom we must hear this afternoon, one
especially who has got to leave here to-night, and if he can not be
heard this afternoon he can not be heard at all.

Mr. MCINTosH. May I have 10 minutes to give these figures?
The CHAIRMAN. Yes.
Mr. McINTosH. Thank you.
The CHAIRMAN. We are very anxious to give you all the time we

possibly can in justice to these other gentlemen who are here and who
desire to be heard.

Mr. McINTos. I understand perfectly.
I want to show just what the extent of this discrimination is by

taking the figures of my own company for this year.
'On our construction of the law we have paid tax this year, as I

have already said, of four hundred and nine thousand and odd dollars.
I have got a photograph of our return here. If we be assessed on the
construction of the department, we have to add to that a sum of
$699,966.40.

So that if we were an annual-dividend company to-day, whereas
our tax was $409,000, because part of our business is on the deferred-
dividend plan our tax under the department's construction here would
be $1,109,000 for 1918 on the business of 1917. In other words, we
are discriminated against as between the New York Life as a mutual
company and because it has deferred the dividend policies in a tax for
this year of $700,000.

There is an element of discrimination in this on account of the
deferred-dividend fund that is unintentional, but which we do not
object to because it is within the purview of the law. That is, that
this deferred-dividend, fund is in our hands and a part of our income
arises from it.

For instance, in 1917 at the beginning of the year, we had a de-
ferred dividend fund o? $87,000,000 that's held for distribution and
return to these policyholders. Our interest earning was about 4J
per cent on all our invested funds. The income from that deferred
dividend fund was $3,929,000. On that we paid a tax this year, and
make no complaint about it, of $235,000, which is included in the
$409,000 which we paid.

Now, that is a discrimination which we have to suffer from' the
construction of the bill-

Senator SMooT. Ultimately does the man who has paid that de-
ferred dividend fund receive every dollar of it that he has paid in
it or is there only a portion of it that goes back?

Mr. MCINTOSH. He receives every dollar that he paid in with the
accumulations, and these are the accumulations that we paid the tax
on. So that a policyholder who pays on a deferred dividend policy
is a policyholder in a mutual company, and his overpayments are
held, and that is why Congress said whether they shall be paid back
credited, or treated in abatement of premium. We credit it, and
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we want not to include it as income, and that is the whole case, and
that is why we ask that amendment.

Thank you very much.
(The chairman here submitted a letter on the subject of life insur-

ance, which is printed in full, as follows:)
MIASSACHUSETTS MUTUAL LIFE- INSURANCE CO.,

Siringfleld, lass., Scptnnber 21, 1918.
Hon. F. M. SIMMONS,

Senate Building, Washington, D. C.
My DEAR Sin: I am not writing at the instigation of anyone. My motive

is to endeavor to correct what I deem nn inequality in House bill 12863, which,
if not corrected, will affect hundreds of small corporations adversely, and will
practically eliminate the sale of corporation life insurance, which has almost
reached the point of being an economic necessity as a business steadier, as well
as assuring the perpetuation of a corporation.

Should the proceeds arising from a life insurance policy at the death of the
insured when said policy Is made payable to a corporation be taxable in excess
of premiums paid as corporation income, excess profit, or wvar profit, as the case
might or may be?

Can the death of a valuable officer or employee of any corporation, even
if his life is insured in favor of said corporation, ever be Justly looked upon
as an excess profit or war profit?

The proceeds of a policy of life insurance, over and above premiums paid
under cases similar to the ones Interrogated in the two preceding questions,
might Justly be determined to be income, but could not justly be treated as an
excess profit or a war profit.

It is unfair to any corporation who carried corporation life insurance to
leave section 213 to be worded as it is In lines 14, 15. and 16 of Union Calendar
256, H. It 12863, which lines read as follows:

"The proceeds of life insurance policies paid upon the death of the Insured
to Individual beneficiaries or to the estate of the insured."

This is under the section headed " Gross Income defined," and is one of the
exemptions made under gross income. And then to turn to " Gross income
defined for a corporation," on page 35, section 233, which reads that in the case
of a corporation the term "gross income" means the gross income as defined
in section 213. The question revolves as to whether a corporation that was a
beneficiary under a life insurance policy would be included as an individual
beneficiary. By striking out the word " individual " and substituting "any
beneficiary " the uncertainty Is corrected, and the proceeds of corporation life
insurance policies would be specifically exempted from gross income.

I wish you to bear in mind that on page 17 of said bill, " Items not deducti-
ble," line 20, and following, reads in this manner:
" Premiums paid on any life insurance policy covering the life of any officer

or employee or of any person financially interested in any trade or business
carried on by the taxpayer when the taxpayer or anyone financially interested
In such trade or business is a beneficiary under maid policy."

The result of this wording is that a corporation could not charge a corporation
life insurance premium to expense.

If the death occurs of an officer or valuable employee of a corporation carrying
corporation life Insurance during the year 1918, the taxable income of that cor-
poration Is abnormally swollen over and above the prewar years, not by profit,
but by a loss and a loss that might seriously affect the future progress and
development of that corporation; and if I understand the bill correctly, would
make the proceeds received from life Insurance over and above premiums paid
subject to an excess or war-profit tax, depending on which one produced the
greater amount of tax. (Corporations prior to 1917 were permitted to charge
premiums on corporation life insurance to expense. Therefore, no corporation
would be allowed to deduct over two annual premiums from the amount
received in payment of a loss.)

Life Insurance Is devised to distribute losses. Those who live their expectancy
or longer, lose on the returns from a policy or policies of life insurance if their
premiums paid are computed at a reasonable rate of compound interest. Yet
those who rie several years prior to their life's expectancy, gain from life
insurance, but most surely lose in earnings that they should have made if
life had not been denied them.
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It is very rare that the corporations who measure'their assets in millions
carry corporation life insurance. The vast majority of this form of life insur-
once is carried for the following reasons:

An Individual Interested In a corporation indorses Ihe notes of said corpora-
tion in which lie Is interested. The indorser is a valuable mini to the corpora-
tion, and therefore corporation life insurance Is taken upon hlls life.

Another corporation, not so fortunate as the one cited above as to credit.
lay be managed well by men with ability but insufficient capital. RainIcs often-
linvS r*et1i're corlijhiltio(is in hisitances like Ihis to take lif iin r:tmlice ill l -

ing these corporations loans to protect them ]it event of the untimely death of
the man whose only requisite to success is life.

Another corporation may in reality be nothing more than a partnership, in-
corporated with a third person, who is really a dunmmy. Yet. insurance carried
on their lives Is made payable to the corporation, or if they were a partnership
it could be made payable to each other, and in view of the fact that they would
be each other's individual beneficiary, no tax would accrue at their death from
the proceeds of the policy.

Still another corporation may have in it organization a practical in:ai in the
business, another having sales ability, and still nnothelr N ho nut ages its financial
affairs, either one of the three bing almost invaluable to the other as a lit
subject for corporation life insurance for the benefit of their firm.

I could cite you scores of other instances where corporation life insurance is
almost essential to the perpetuation of a business or the protection of its credit.
but without doing so I wish you to bear in mind that the perpetuation of
many a man's business through corporation life insurance is as essential to the
protection of his family as is a life insurance policy made payable to them as
direct beneficiaries, which is free of income tax; also, how can any man's death
be looked upon as being made subject to an excess-profit or war-profit tax?

Thanking you for whatever you may be able Jo do in correcting this in-
equality, I am,

Yours, very sincerely,
WARD H. HACKLEMAN.

P. S.-As a practical illustration of the point, a manufacturing concern in
Indianapolis, composed of two gentlemen who control 99 per cent of the stock
and an uncle of one of them, who held the otlpr 1 per cent of the stock,
secured a war contract and expanded their business. Acting upon the sugges-
tion of their bankers, they went into the matter of corporation life insurance,
and on finding that corporation life insurance as it now Is, under rulings of the
Treasury Department, subject to both income and excess-profits tax over and
above the amount of premiums paid In, absolutely refused to buy corporation
life insurance. One of them made the statement, " I'll do a great many things
for my Government, but I'll not carry life insurance on my life If they want
to take the most of It in tax, unless they want to pay the premiums, and I
don't see any more reason why it should be taxed than proceeds from fire
insurance."

The CHAIMAN. We will hear now from Mr. Charles Johnson, rep-
resenting the Publishers' Advisory Board.

STATEMENT OF MR. CHARLES JOHNSON POST, DIRECTOR PUB-
LISHERS' ADVISORY BOARD, 200 FIFTH AVENUE, NEW YORK
CITY.

Mr. POST. Mr. Chairman and gentlemen, I shall be very brief.
I represent, Mr. Chairman an& Senators, the Publishers" Advisory

Board of New York, consisting of the various publishing organiza-
tions of all or substantially all, of the periodical publications
throughout the country.

The Publishers' Advisory Board consists of the Periodical Pub-
lishers' Association, the Association of Business Papers (Inc.), the
Agricultural Publishers' Association, the Association of Religious
Press, the American Asspciation of Medical Publications, the Au-
thors' League of America, and the Allied Printing Trades Council.
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These publications represent an aggregate circulation of some
35,000,000 copies per issue throughout the United States, and we are
here to protect not against any taxation or tax measures involved in
the bill, but against the postage-zone provisions that were incor-
porated.

I do not wish to lay before you any rearguments or rehearings
that were heard before the Ways and Means Committee at this ses-
sion, but 'in order to conserve paper I would refer to the hearings
before the Committee on Ways and Means of the House of Repre-
sentatives on the proposed revenue act of 1918, part 3, beginning at
page 1913 to 1950, inclusive, being the brief of the Publishers' Ad-
visory Board, and to page 2143 and continuing therefrom, as pre-
senting the brief of the publishing organizations.

I shall merely state that over 650 organizations, farm organiza-
tions, religious organizations, civic organizations, social and cultural
organizations, including 35 universities and colleges throughout the
country, have all protested against the postal-zone law.

Senator THOMAS. I notice that their protests are worded almost
identically the same, which indicates that they have agreed upon a
particular method of campaign?

Mr. POST. I have seen most of the resolutions, Senator. A great
many are the same, and there are some that are entirely different.

I wish, in order to further spare the time of this committee, to state
that I will distribute to the committee the digest of the facts and
figures prepared from the hearings last year, with new matter added.
At those hearings there were represented in protest against this
postal-zone law the American Newspaper Publishers' Association,
the Periodical Publishers' Association, the agricultural press, the
Association of Business Papers, the trade union and labor press, the
medical press, the religious press, country weeklies, the Southern
Newspaper Association, the United Typothetae, the American Fed-
eration of Labor, the International Typographical Union, and others
which appear in the digest.

I should like to present a member of the board to make a presen-
tation on behalf of the publishers' advisory bohrd, and I would ask
that Mr. Arthur J. Baldwin be now heard, Mr. Chairman.

The CHAIRMAN. Proceed, Mr. Baldwin.

STATEMENT OF MR. ARTHUR 3. BALDWIN.

Mr. BALDWIN. Gentlemen, I am a devotee of brevity-
The CHAIRMAN. I greet you!
Mr. BALDWIN. I am sure you will be as patient with me as you

have been with my friend.
Senator THOMAS. You ought to be a member of the Senate.
Mr. BALDWIN. That, sir, has been a great ambition that I never

dared to aspire to.
I do not purpose at this time to review the arguments in regard to

this postal-zone system. You have already been very patient through
the years that this problem has confronted you. I want to say this
in behalf of the publishers. I have been selected to make a short
statement before you to-day. It is not in the nature of an argument,
but it is in the nature of a protest, or rather a statement of our atti-
tude in order that we may be consistent upon something we think is
undermining one of the great industries of this country.
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There are many thoughtful men who have believed and who be-
lieve now that the zone system is wrong in principle and will result
disastrously. We believe now is a dangerous time to conduct any
experiments. That experiment is being conducted.

Of course, our industry was built upon a theory of our forebears
that there should be in this country a principle of universal cheap
postage, that a man should be able to receive his literature, his paper,
his mail at one fixed rate no matter whether he lived on Euclid
Avenue or whether he lived in a camp along the Santa Fe Trail.
That policy has had a wonderful effect, we believe, upon the develop-
ment of our country in making them one people with one language,
with common aims, and has produced a morale that is standing us
well to-day, and it has resulted that an American in the trenches is
a "dough boy" no matter whether he was inducted into the service
from the lumber regions of Michigan or whether he enlisted in New
Orleans. That has been brought about in this great wide country
of ours because of our national ideas, and we believe that our former
condition has had a great deal to do with it.

A year ago you promised us an hour's hearing, and you gave us
two days. I am going to conclude in seven minutes.

Mr. Reeler, publisher of the Chicago Herald, gave you the facts
in regard to his paper and predicted disaster if the zone system went
into effect. I need not remind you that the Chicago Herald has
ceased publication. He based that prediction upon the fact of his
wide country circulation which he could not maintain and pay this
extra zone system, and he saw no way in which he could pass it on.

Senator THOMAS. He sold out, did he not?
Mr. BALDWIN. Yes, sir; that is the same thing. It ceased to be al

paper, no matter whether it was sold out or not. There is so much
less information, one less instrumentality of disseminating informa-
tion. If we could all sell out to one paper, would that be a wise
thing? That is the exact thing that is going to happen here.

I say selfishly to you, gentlemen, that so far as my own company
is concerned I believe that in the long run it will result in our benefit,
because there are many publishing houses that can not stand it. I
believe that some great national houses-I need not mention the
journals--will survive.

On that same idea Mr. Meredith appeared before you and gave you
some figures in regard to the agricultural press of the company, and
he predicted that a great many of them could not survive. He ap-
peared before the House committee and gave a list of 22 publications
that had ceased publication, having an annual circulation, I mean of
individual copies, of more than 50,000,000 pieces of literature-they
had ceased publication. Some of them ceased; some of them sold out.
But whether they sold out or not, it is the same thing. There is one
less instrumentality of disseminating information.

Senator GOiE. That would not necessarily be true as long as they
sold to some other concern.

Mr. BALDWIN. That is the way a paper ceases publication. In one
instance our own concern has purchased one institution of a rival con-
cern since the passage of the law and it has been absorbed.

Since I came into the r6om the gentleman handed me a little ad-
vertisement from "Printer's Ink." It is in reference to the "Sunset
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Magazine" and how it has been affected by the postal-zone law. It
says [reading] :

Sunset, anticipating the effect of the zone rates, long ago started out to con-
centrate the bulk of its circulation in the far Western States. The result has
been an Increase of more than 30 per cent on the Pacific slope.

At the bottom it says:
West of the Rocky Mountains, $1.50. East of the Rocky Mountains, $2.
That is localizing a magazine.
A representative of the New York Times before the committee said

that hereafter the price of the New York Times in Texas, I believe,
was to be $19 a year.

Last week the Y. M. C. A. asked the Literary Digest for 5,100
copies of the Literary Digest for "over there." The publisher-asked
the Postmaster General what the rate was, and lie said, "The fight-
ing zone is in the eighth zone." .The publisher notified the Y. M.
C. A. that they will have to forward, in addition to the amount they
send, 44 cents for each of the 5,100 subscribers. A man "over there"
can not get these national magazines at the same rate as, if he had
stayed at home in comfort at Yonkers. N. Y. Why? Because this

-system is being tried out. We believe it is wrong. We believe it is
an insidious attack upon one of the great fundamentals of the
country.

We admit, with all the other gentlemen, even to the manufacturers
of arms, that we are doing our best to help win this war; but I want
to call your attention to-the fact that the Government pays us noth-
ing. We have not any arms to sell to the Government, and we do
not sell the Government advertising space. 1We give it to them..

The publishers' attitude is this: Your problem is one of passing
upon the greatest revenue bill that was ever presented to a delibera-
tire assembly, and it is a herculean task. We do not wish in any way
to hamper you in coming to a right conclusion, but we do protest
against the reenactment of something that is not a revenue measure.
It is an adjustment of an old postal controversy that has existed for
years under the guise of a revenue act. Whatever you do, gentlemen,
the press of America and the publishers pledge to you and the coun-
try our best efforts to win this war.Senator JONES. What difference is there between your interest in
this subject and those newspaper men who favored the zone system
at the last session of Congress?

Mr. BALDWIN. I will tell you. Albany. N. Y.. has its daily papers.
but every morning the New York Times is delivered up there in the
second zone as a competitor, and it goes on the new, stand the same.
Utica, N. Y.. has its daily press, and they have a competitor. These
local papers feel the competition of the larger metropolitan press.

I am talking with you frankly, gentlemen. I believe that the pub-
lisher of a paper in a city down South that sees in the advertising
news that there is an appropriation of $2,000,000 for advertising
thinks that he ought to have a part of that because he publishes a
paper in some small town. He can not get it. Why ? Because it is
for papers in national circulation, and he feels that if there is a local
paper that has its dominant position and circulation in that locality
a portion of that advertising revenue will come there.

There is a propaganda, an insidious propaganda, on the part of
the small country papers in favor of the zone system, because it
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makes them stronger in their particular loality. That is why they
want to draw a line about themselves. They want to keep out
Chicago papers, St. Louis papers, San Francisco papers from that
particular territory, and that is the underlying reason, in my mind,
of why that is.

I believe that we should have one rate, and I believe the papers
that are national journals should be delivered to a citizen, no matter
where he resides, so long as he is under the flag, even in the trenches,
at the same rate that he would get it if he stayed at home.

That is being worked out. We are right in the throes of it. This
is the first year that it has been operated, and it is an experiment that
we think is dangerous, and we simply want to register our opinion
that it is wrong and will result disastrously to the country.

Senator PENROSE. I would like to ask you one question. I was
called out of the room during your very interesting statement, and I
sympathize with some of your arguments that you present.

I am curious to know how many papers, fraternal, religious, and
agricultural, have gone out of business under the zone system.

Mr. BALDWIN.Mr. Mereditb gave a statement that 22 agricultural
papers had ceased publication.

Senator PENROSE. I was told that; but how many others?
Mr. BALDWIN. The small papers have not gone out of business

because they are exempt under the provisions of the act. The fra-
ternal papers are exempted-

Senator PENROSE. I know, but there are hundreds, according to
my recollection, of minor publications that had more or less of a
national circulation, trade journals and other publications.

Mr.BALDWIN. I am not able to give you the figures. The zone
system as such has only been effective since the 1st day of July.
That is the reason.

Senator PENROSF. I realize that, but I would think perhaps thdt
many of them. anticipating the consequences which they presented
to us last summer, might be preparing to get out.

Mr. BALDWIN. A great many of them have sold out or have con-
solidated. One of the things that they face is an immense additional
cost in the operation of their plant. That is a conducing cause. I
am not able to give you the data on that, because I know of no
source from which that could be obtained.

Senator PENROSE. I suppose the Post Office Department might
have some information in it.

Mr. BALDWIN. Mr. Post, secretary of the association, tells me that
from data which he has collected he understands there are about
279 that have ceased since our last hearing.

Senator NUGENT. Because of the operation of the zone system?
Mr. BALDWIN. No one can say that, Senator. I only say that the

problems of the publisher are such that this is an added burden
and can only help to bring about this result.

Senator PENEOSE. Has it resulted in any increase in charges for
advertising ?

Mr. BALDWIN. It is very difficult to make a general statement like
that. Many papers have increased their advertising rates because
of the increase of white paper and the general costs that have gone
up. Publishers have, found it necessary to readjust. and they must
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readjust more, because we are facing at least a 24-cent additional
rate, we understand, for the coming year.

Senator DILLINOHAM. And that goes also to the question of the
subscription price ?

Mr. BALDWIN. Yes, sir.
The CHAIRMAN. You have told the committee that a great many

publications had ceased since this enactment. Can you give the com-
mittee a statement as to the average number of publications that have
been discontinued during the three years preceding that period?

Mr. BALDWIN. Have you those figures, Mr. Post?
Mr. POST. I can send you that. That is a regular trade compila-

tion, and I can give it to you very nearly.
The CHAIRMAN. I would like to know how many have ceased be-

cause of the act.
Mr. POST. There would be no way of making that deduction.

There are papers ceasing all the time.
(Mr. Post subsequently submitted a memorandum in compliance

with the request from the chairman and it is here printed in full,as follows :)
PUBLISHERS' ADVISORY BOAD,

New York City, September 23, 1918.
Hon. F. M. SIMMONS,

Senate Office Building,
Washington, D. C.

My Dnz SENATOR SIMMONS: I am enclosing herewith a statement of the
newspapers and periodicals that have ceased publication, as you requested when
I appeared before the Senate Finance Committee on the 13th instant, on the
protest against the "zone" law:

Increase. Decrease.

1913 1914 1916 1916 1917 1913 1914 1915 1916 1917

Daily........... .1.3 1 20........ ........ 8......... 16..............
Trinely ........... ........1 3 .................................. 2........
Setweekly ....... ........ ................ ......... 9 18 .0WestlyA............. 38 57 ..... 12...... ........ ........ 224 .... 569
Fortnightly ........ 10-----------2 7 9...... 7................ ........Semimonthly ........ 35.................3.8 4.............

Mothy.........7 US8 70 182 1.......................Bimonthly...........2 23 3 30 ........................Quarterly ........... 1 .... " 19 67 31 ..............................
mscellaneous ......... 5 ................................

Total .......... 154 212 117 299 84 8 15 262 20 029

The total Increases or decreases during the years 1913, 1914, 1915, 1916, and
1917 are shown in the following table:

Yus- New. Increase. Decrease.Year. pended.

1913 ............................................................ 1,428 1,574 146 ........
1914 .................................................. 1,491 1,68 197 ...........
1915 ................................................... 1 547 1,412 ......... 135
1916 ............................................................ 1,327 1,585 279 ........
1917 ............................................................ 1,659 1,043 .......... 6
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You will observe from this table that in the year 1916 the Increase in periodi-
cals was net 279, and of these the large majority were issued as weeklies and
monthlies, 1. e., publications issued less often than weekly, in other words,
periodicals of a national appeal as distinguished from newspapers of local
character.

Mr. BALD-'IN. I would like to file as a part of the record a inemorial
that was signed by the editors of some 40 national journals in which
they record their objections to this plan and reasons from an economic
standpoint.

The CHAIRMAN. Just hand it to the clerk, please.
(The memorial referred to above is here printed in full, as fol-

lows:)
MEMORIAL TO THE CONGRESS OF THE UNITED STATES FROM THE EDITORS OF THE

PRINCIPAL AMERICAN PERIODICALS.

The periodical press of the United States Is the national circulating library
Df the people. Books are counted by the thousands; periodicals by the hundreds
of thousands.

The aggregate circulation of the popular magazines in America is undoubtedly
sufficient to put one magazine-possibly two-in every American home, and
the visitor rarely goes to any home In America, except in the most congested
districts of a few of our great cities, without finding on the table one or more
magazines.

Among these periodicals are special publications edited by specialists and
containing expert Informntion for the members of every vocation in life.

There are special periodical publications for the lawyer, the doctor, the min-
ister, the engineer, the manufacturer, the farmer, the banker, the merchant, the
artist, snd the housekeeper.

These periodicals are essential to enable the men and women In these various
locations to keep up with the demands of their time. They are registers of
professional practice, they report tie theories, the experiments, the successes,
and the failures of the pioneers. They report these facts months and sometimes
years in advance of their report in books and cyclopedias. They are one of the
secrets of the progressive spirit of the American people. Coupled with the
facile and alert mind of Americans, they make sane progress possible.

These special publications are necessarily limited in their circulation by the
vocations to which they severally belong. But there is no limitation to the
circulation of the popular monthly and weekly periodicals. To them the best
writers of America and England contribute. In them are found the best fiction.
They furnish recreation, Inspiration, Idealism to millions of readers.

But these periodicals do much more than this. They deal with every .iepart-
ment of knowledge. They interpret the works of the great thinkers in terms
understandable by nonexpert readers. Just now they are giving the public, to
an extraordinary degree and with extraordinary excellence of quality, articles
descriptive of the war and articles interpreting the new duties which the great
world war imposes on the American people. These articles are read with a care
which Is not often given to publications in the daily press, are passed from
hand to hand, are the subject of discussion in homes and clubs, and exert an
inestimable influence by inciting men to think and by guiding their thoughts in
right channels.

But the war does not absorb the attention of either the contributors to or
the editors of the periodical press.

Take up a pile of periodicals for the last two or three months lying on the
table of any library or club. You will find in them articles written by authors
Possessing special information describing public leaders; an analysis by those
who know of the conditions in Russia which interprets and enables us to under-
stand the extraordinary events In the recent history of that enigmatical coun-
try; trustworthy accounts of what our own people are doing in food control
and food production; pictures of travel, which give the reader that breadth
of view absolutely necessary to prevent a narrow provincialism and to equip
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the Nation with that international understanding essential to any hope of
eventual international peace; and articles by experts on health and the home,
telling the fathers and mothers how to preserve the health of their children and
how to protect the home.

This periodical press, circulating nationally and made by the post office
available, not only to every town and village, but to every rural resident within
reach of the almost omnipresent post office, dissolves provincial prejudices,
enables the North to understand the South and the South the North, the East
to understand the West and the West the East. It unifies and nationalizes.
It equips the people of all sections with the same knowledge and inspires them
with the same ideals.

It dissolves sectarian and class prejudice. It teaches a practical religion
useful to men of all creeds because not written in the interest of any creed.
It discusses ethical and spiritual theories with the freedom to which the church
of the past has generally been a stranger.

It describes the great industrial operations and discusses the great industrial
problems from every point of view.

In this periodical circulating library the theories of the labor unionist, the
socia!ist, the capitalist, are all represented and the doctrines of each class get
a hearing from the apostles of the other classes.

It thus" ministers to an extent too little appreciated, not only to the interest
and intelligence of all the people, not only to the progress of the people as a
whole, but to that mutual understanding and that common patriotism which
are essential to a united and an efficient Nation.

These periodicals are without exception sold to their subscribers for less
than cost. There is probably not a periodical in the country which does not
pay to its editors, its contributors, its compositors. its pressmen, and its office
workers and the paper makers more than it receives from its subscribers.

What enables it to do this is the income derived from the advertisers. Pupils
almost never pay for their own education. The State support the public
schools; endowments support the colleges and universities; the advertising
supports the periodical press.

This advertising makes of the whole country a great perpetual, but ever-
changing, national fair. It brings before the eyes and mind of the American
people the products of American skill, enterprise, and energy.

It nationalizes trades, standardizes goods, makes it possible to produce them
on a large scale.

Modern automobiles, modern breakfast foods, modern cheap watches, would
have been Impossible if the periodical press had not created this nation-wide
market.

It promotes healthful competition and stimulates the competitors both to im-
prove the quality and lower the prices of their product.

It promotes a habit of national integrity because it brings the Nation's goods
Into the public light and into a public competition.

It has driven the peddler with his cheap goods and his shoddy and some-
times fraudulent imitations out of business.

The four corner stones of the Republic are the free church, the free school,
the free press, and the free assembly. Open attack upon any of these corner
stones is scarcely possible. The Nation would take instant alarm. But in-
sidious attacks undermining one or tll of them is possible. Against such insidious
attacks the Nation needs to be )n g iard.

Without these corner stones of the Republic free elections would be an idle
form. Free elections interpret the national intelligence and declare the na-
tional will. A free church, a free school, a free press, and a free assembly,
maintained by the people, all of them springing from the people and all of
them pervading the Nation from the Lakes to the Gulf and from the Atlantic
Ocean to the Pacific Ocean, are essential to develop national intelligence and

create a national will. Without them there would be no national intelligence
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to discuss and no national will to decide the great issues which confront
democracy.

Lyman Abott, editor the Outlook: Win. S. Woods, editor Literary
Digest; Geo. H. Sandison, editor Christian Herald; John M.
Siddall, editor American Magazine; Frank Crowninshield, editor
Vanity Fair; Bruce Barton, editor Every Week; Albert Shaw,
editor Review of Reviews; John A. Sleicher, editor Leslie's
Weekly; Griffith Ogden Ellis, editor American Boy; Charles F.
Jenkins, editor Farm Journal; Edgar Sisson, editor Cosmopoli-
tan; Harry A. Thompson, editor Country Gentleman; H. T.
Whigham, editor Metropolitan Magazine; Myra G. Reed, editor
McCall's Magazine; Geo. E. Cook, editor The Mother's Maga-
zine; Geo. W. Larimer, editor Saturday Evening Post; I. A.
Waldron, editor Judge; Arthur Hornblow, editor The Theater;
Edna Woolman Chase, editor Vogue; Richardson Wright, editor
House and Garden; Moody B. Gates, editor People's Home Jour-
nal; J. A. Mitchell, editor Life; Harford W. H. Powel, Jr.,
editor Harper's Bazaar; Edward Bok, editor Ladies' Home
Journal; Charles W. Burkett, editor American Agriculturist;
Douglas Z. Doty, editor Century Magazine; Isaiah C. Parrott,
editor Modern Priscilla; C. F. Chapnwn, editor Motof Boating;
Altamont Vance, editor Pictorial Review; Charles K. Field, edi-
tor Sunset Magazine; Hiram. Moe Greene, editor Woman's
World; Sarah Field Splint, editor To-day's Housewife; Gertrude
B. Lane, editor Woman's Home Companion; C. G. Sinsabaugh,
editor Motor; Frederick L. Collins, editor McClure's Magazine
and Ladles' World; W. F. Bigelow, editor Good Housekeeping;

,W. Sammons, editor System; Nolan R. Best, editor Continent;
Edward J. Wheeler, editor Current Opinion; Hamilton Holt,
editor Independent.

The CHAIRMAN. Mr. Francis F. McIlhenny is present and desires
to be heard. You may begin now, Mr. Melihenny.

STATEMENT OF MR. FRANCIS F. McILHENNY.

Mr. MCILHENNY. Mr. Chairman, I will only take probably about
half the time taken by the last speaker.

This morning you heard from the oil producers. I represent a
company which is both a producer and a refiner of oils, and our
problem as regards this revenue law is slightly different. The Sun
Co., of Philadelphia, does both a production and a refining business;
and so far as the production part is concerned I would merely affirm
what was said by the gentleman this morning. As to the refining
part I would, with your permission, call your attention to one clause
of the bill.

This bill provides in the income section-
Senator THOMAS. What page?
Mr. MCILHENNY. Page 37-that corporations can amortize their

buildings, machinery, equipment, and facilities which they purchased
after we entered the war. There is a check on that amortization
that within three years after the end of the war the Commissioner
of Internal Revenue can go over the books of the corporation and
if it has been amortized too much he can collect the tax which should
have been paid.

An oil company which is in the business of refining of oil must
carry a large stock of oil at all times. There is quite a little period
between the time the oil comes out of the ground and the time when
the oil company can put it into the hands of the consumer. The
result is that oil companies who are doing a refining business, whether

81608---18----28
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they get their oil by production or by purchase--and the company
which I represent does about 50 per cent of each; that is, it buys
about half of its oil and produces the other half-it must keep on
hand a large supply of this crude oil in order to meet the transporta-
tion and the time that has elapsed between the time they get it out
of the ground and into the refinery to refine it.

I would say that, roughly speaking, oil companies would carry in
refined and unrefined stocks of oil at least 25 per cent of their in-
vested capital. In other words, if an oil company has $30,000,000
of invested capital, it would have to have about $8,000,000 at all times
invested in refined oils and crude oils.

If they want to keep up their production of refined oils they must
keep up that much of a stock of crude, because if they do not they
wilInot have enough oil at all times to keep the refinery supplied.

The result is that he buys that crude oil, under present conditions,
at high prices.

A large part of the business of the Sun Co. comes from Texas crude
oil. I should say that since 1915 the cost of Texas crude oil has
been an advance of about 50 per cent a year. In 1915 the price of
Texas oil was about $1 a barrel. It had been down as low as 60 cents
within a very brief period before then. The price is now about $2
a barrel. In other words, the refiner ever year has got to find 50
per cent more capital so he can maintain the same quantity or num-
ber of barrels of crude oil.

The result is, the way this scale is drawn, that unless he can
amortize those higher priced stocks that he has been buying since
the war began he will not have enough money to keep up his stock
of crude oil, because it requires additional capital each year, because
the price is going up and will go up to the end of the war in order
to maintain the same amount of stock-

Senator SMOOT. That is the case with every business in the United
States.

Mr. MCILHENNY. I think it is, Senator, probably more in the case
of the company I represent because we probably have a little larger
percentage of our total investment in raw materials.

Senator SMOOT. A merchant has got to carry the whole stock.
Mr. MCILHENNY. I think a department store would have to do

perhaps more.
Senator SMOOT. Everything he has got.
Mr. MCILHENNY. The storekeeper would have more than any

of us.
Senator SMOOT. Generally more than his capital stock.
Mr. MCILHENNY. I should think so.
So, what we ask you to do in this bill is this. We can not keep

up our production of oil which the Government needs. The Sun
Co.'s business is almost altogether a lubricating oil business. A
large percentage goes to France and Italy and England, and to the
manufacturers of munitions, because it is used in lubricating the
machinery which is used in manufacturing munitions. We can not
keep up our production of refined oil unless we can amortize our
crude stock.

Senator JONEs. It was stated by one oil representative this morn-
inu that the war had practically reduced the demand for oil, and
wfen the war is over there will probably be an expansion of the
demand. I suppose the price will go up to $3 a barrel after the war?
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Mr. MCILHENNY. I did not perhaps understand him this morn-
ing to say that the demand for oil-

Senator JONEs. He said the demand was increasing everywhere.
Mr. MCILHENNY. Oh. The demand is increasing?
Senator JoN Es. Yes.
Mr. MCILHENNY. Well, I suppose that is so, normally. Whether

the demand after this war is over for lubricating oils will be as
great as it is now I am not prepared to say. I would think it would
be less.

Senator JONES. Are you willing for the Government to go into
partnership with you and take "pot luck" with you after the war?

Mr. MCILHENNY. We would be willing to take chances with the
Government that the price of lubricating oils will drop after the
war. I feel very sure, Senator, that the price of lubricating oils
will decrease after the war is over.

The CHAIRMAN. It is true that everybody who buys at the present
prices, if there should be a sudden slump after the war closes-

Senator JONES. What has become of that $8,000,000 worth of oil
that you bought at a low price and kept on hand?

Mr. MCILHENNY. The amount we got at a low price we made a sub-
stantial profit on. We have to replace that with higher-priced oil,
so that the reservoir is always kept full. So in time you gradually
raise the average price of your oil.

Senator JONEs. How do you figure it. when you still have got your
pipe lines filled with that low-priced oil, and instead of making a
profit, just figure it that way-

Mr. MCILHENNY. Of course, Senator, that low-priced oil was in
the refined stocks. Those refined stocks closely follow the value of'
the crude oil.

Senator GORE. The price of the refined product is relative to the
price of the crude.

Mr. MCILHENNY. Yes, sir. And as we buy higher-priced crude
that price goes up and you gradually raise the average price of it.

Senator JONEs. Have you not made considerable profit by reason
of the advance in the price of oil?

Mr. MCILurNNY. The company has done well. Whether it has
been that or riot, I do not know.

The company I represent, like so many others in America, is owned
by a few people, and we have never had a very large amount of capi-
tal stock issued. Practically all our earnings in 1918 will be under
the 80 per cent clause. We had very small earnings in 1911, 1912,
and 1913. A great part of the actual business done by the company
in those years will be subject to the 80 per cent tax, and that is the
objection I have to the bill. We do not mind paying the tax, pro-
vided enough money is left us to finance the increased cost of our
raw materials by amortization. If that is too much, the Government
has a check on this after the war, within three years, to go over that
tax, and if it has not dropped that much by reason of the end of the
war the Government gets the extra tax. We do not get any more
'profit one way or the other, but we will have enough money, if you
amortize these stocks, to conduct our business.

In other words, there is no difference between a building and sup-
plies. The act gives you the right to amortize your building bought
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at higher prices, and you ought to have a right to amortize the
supplies.

Senator PNRosE. Have you prepared an amendment?
Mr. MCILnEN NY. I will just put in the word "supplies" in addi-

tion to the word "machifiery "-
Senator PENRoS. I think it would be well to dictate to the stenog-

rapher just where and how you want the bill amended.
Mr. MCILHENNY. Amend section 234, subdivision 8, in line 20, by

inserting, after the word "machinery," the words "material, sup-
plies."

Senator, has anybody discussed the question of inadmissible assets
at this meeting?

The CHAIRMAN, No sir.
Mr. MCILHENNY. Te Sun Co. conducts its business largely through

subsidiaries. In other words, this company, which is all one business,
has found it convenient and easier to comply with State laws. For
instance, if it wanted to go into the production field in Oklahoma
it found it better to take out an Oklahoma charter for its Oklahoma
business: or if it wanted to go into Kentucky, to take out a Kentucky
charter, etc. So these companies have gradually got to owning a lot
of subsidiary companies.

On page 60 of the bill it provides for inadmissible assets, and what
I speak of as to the Sun Co. applies to every corporation in America
which owns subsidiary or affiliated corporations.

The parent corporation, when it gets its dividends from the sub-
sidiary, does not have to have any income tax on the dividend. And
so the bill, on page 60, says that in figuring up this invested capital
for the profits tax the parent corporation can not include in its in-
vested capital the stock of those companies from which it gets its
dividends.

On page 62 it says that when you come to figure up your invested
capital and you deduct the amount you have invested in these sub-
sidiaries-for instance, if the corporation is a million-dollar corpo-
ration and has a hundred thousand dollars invested in a subsidiary,
von take the $100,000 for your million dollars and you have $900,000
left as invested capital.

In 1917, under the rulings of the commissioner, if you had bor-
rowed money, you could offset the money borrowed against these
stocks you own. In other words, if a group of men took a million
dollars and formed a corporation, they took a hundred thousand
dollars of that money and they put it into stock df the subsidiary.
Then they go to the bank and they borrow another $100,000, so that
they have, all together, a million one hundred thousand dollars to
use.

Last year the commissioner ruled that in such cases as that it would
not be fair to make a man deduct his liability of a hundred thousand
dollars he borrowed from the bank and also money he had ihivested if'
the subsidiary. So the commissioner last year let him offset one
against the other, and deduct $100.000, leaving him a capital on
which he would get a deduction of $900,000-

The CHAIRMAN. Assuming that the $100,000 that he borrowed was
invested in the subsidiary

Mr. MCILHtNNY. Yes; but, of course, you can not trace it. It is
always invested in a subsidiary, because yoti have a certain amount
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of money, and if you do not use it for one thing you use it for an-
other.

On page 62 of this present bill it says that you must take both. In
other words, you have got to deduct from your invested capital not
only the money you put in your subsidiary, but the amount of money
you borrowed from the bank. In other words, instead of having
$900,000, the Government only lets you have the benefit of an in-
vested capital of $800,000.

That is a rather complicated and technical thing, but it is a very
real and important thing to corporations which must do their busi-
ness throughout the whole country as against corporations localized
in one State; and a corporation like the Sun Co., whose subsidiaries
are not in competition, but just to comply with the various State
laws throughout the country they have found it convenient-

Senator THOMAS. The subsidiary company in the case you men-
tion would be entitled to its $100,000, would it not?

Mr. MCILHENNY. Yes; it gets a deduction-
Senator THOMAS. So that really the parent company does not loan

that $100,000?
Mr. MCILHENNY. No, sir; that subsidiary pays tax to the other.
Senator THOMAS. I understand it does.
Mr. MCILHENNY. It pays tax as well, and the Government gets the

tax on the money that that subsidiary earns; and there is no reason
why it should get the tax on the $100,000 that it borrowed from the
bank.

Senator THOMAS. That is another proposition.
Mr. MCILHENNY. All we ask is that the law as it was interpreted

last year be continued this year; that is to say, that you can not
deduct generally; you can not have the subsidiary counted as being
an admissible asset; but if you have borrowed money, you can offset
one against the other, because the Government gets its tax if you
borrow the money just the same. The money is in use just the same.

Senator THOMAS. I do not see any distinction between allow
,capital which is owned and disallowing capital which is borrow
provided it is used in the business. If you have $100,000 to go into
business and I borrow another $100,000 and go into the same busi-
ness, you would be allowed your $100,000, and I will not be allowed
my $100,000 that I borrowed, although that is my capital.

Mr. MCILE NNY. If you take your $100 000 and put it into corpo-
ration stock, you have not got $100,000. ±ou have nothing invested
at all. You have borrowed it all. You are allowed nothing, because
you offset the $100,000 you borrowed against the $100,000 in stock.

If you have $800,000 this bill would make you deduct the $100,000
you put into this subsidiary.

I will not take your time further, because the hour is late.
There is one other thing that I would like to present as repre-

senting companies which are conducted through allied or subsidiary
companies.

Last year we were allowed to file consolidated returns. This bill
specifically says that consolidated returns shall not be allowed. That
isa great inconvenience to a corporation running its business with
subsidiaries not to be allowed to file consolidated returns.

Senator SMooT. It is a great deal better for the Government.
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Mr. MCIInENNY. To fie them separately?
Senator SMooT. Yes.
Mr. McILHENNY. The Government would uet more taxes; yes.
Senator StooT. That is the object of the bill.
Mr. MCILHEN NY. It makes the tax fall unfairly upon some par-

ticular company in the group.
Senator SMooT. They have subsidiary cbmpanies; and if one loses,

it would be given credit for it; and if it gains-
Mr. MCILHENNY. If this parent corporation had taken all its

money and invested it in plants, in property, instead of subsidiary
corporations, it would file a consolidated return.

Senator SMoOT. Take a newspaper that in one or two of the large
cities of the United States is making a great amount of money.
That same newspaper may be running papers in different cities in
the United States and every one of them be losing money. The suc-
cessful companies would be compelled to pay a higher rate of taxa-
tionj but if they are allowed to deduct the losses that they are sus-
taining in other cities, their tax would be nothing in the city 

which they are making large profits.
Mr. MCILHENNY. Of course, if those seven or eight newspapers

were all owned by the same individual, he could. deduct the loss.
Unless they are separate corporations

Senator SMOOT. They can deduct the losses of that company in that
particular city. It is not owned by the parent company, but owned
by the same individual.

Mr. MCILHENNY. A mercantile business such as this oil company is
conducting find that they can obey the law better in this way-

Senator SmooT. Your subsidiary companies are organized under
the laws of the different States?

Mr. MCILHENNY. Yes, sir.
Senator SmooT. A different corporation?
Mr. MCILHENNY. It is all the same business. The business is run

as an entirety.
I think, Senator, that I have nothing further. I hope very much

that you will amortize the supplies of business, becauseI think when
the war ends that there -will be a very difficult period of adjustment
otherwise.

(A statement was submitted by Mr. McIlhenny, and is here
printed in full, as follows:)

PHILADELPHIA, PA., September 11, 1918.
Hon. FURNIFOLD McL. SIMMONS,

United States Senate, Washington, D. C.
DnA SIR: We beg to send you this letter giving some reasons why the pro-

posed revenue bill should be modified.
We assume that the first and most sacred task of the American people Is to

win this war decisively and quickly, and therefore an adequate supply of money
must be provided: that this money, so far as practicable, should be raised by

taxation, and that business should not receive extortionate profits as a result of
war work.

But there is a limit beyond which taxation defeats its own purposes. The

limit of taxation on business doing war work must be fixed by four factors: (1)
Maintenance of production; (2) maintenance of credit; (8) avoidance of bank-
ruptcy now or following the war; and (4) fairness to the owners of the business.

It is submitted that the taxation in the proposed revenue bill exceeds all four
of these factors.

Mai tenance of production.-With the soaring costs of everything that goes
into manufacture, additional capital must be constantly added; this is so even
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If production is not increased. Sufficient new capital can not now be obtained
from outside sources. Money can be borrowed from the banks only with the
greatest difficulty, and to float loans with the public is out of the question.
Additional funds must come from earnings, and the small amount of earnings
which the proposed bill permits business to retain is not sufficient. If the bill
is passed in its present form a curtailment of the production of necessary war
materials must necessarily follow. The oil business is a fair example of this
proposition. Every oil company must carry a large supply of crude and finished
oils in addition to all of the other supplies it requires. No manufacturer carries
more raw and manufactured materials and supplies than he need, and any
decrease in these supplies carried means a decrease in production. Crude oil
and its products have been increasing In cost 50 per cent per year since the begin-
ning of the war. Even without speeding up production, additional capital
invested in these raw materials must be increased 50 per cent. This equally
applies to other manufacturers, to department stores, and other lines of busi-
ness. To meet this a sufficient margin of earnings over taxes must be allowed.

Maintenance of credit.-Business must constantly get some credit on short-
time loans from banks, but present conditions render it impossible to procure
large credits, and, even if business could get large loans, it Is not safe now to
become heavily extended. That is to say, safety requires that business should
be allowed to maintain its production out of earnings Instead of impairing its
credit by loans, even If they could be obtained.

Avoidance of bankruptcy.-If sufficient earnings are not allowed to the busi-
ness, it will either be compelled to decrease production or attempt to extend its
credit beyond safe limits. This will lead to bankruptcy in some cases before
the end of the war. If business Is to avoid financial strain after the war, when
prices drop, it should be allowed to accumulate a sufficient reserve to stand
the heavy losses which will be entailed In the shrinkage of the value of its
supplies. For example, say a grade of crude oil Is now purchased for $2 per
barrel (and' there will be an Increase rather than a decrease as the war goes
on), when the war ends, if the price of this oil drops to normal, say $1 per
barrel, the oil company on every $2,000,000 now Invested in oil stocks will have
a positive and direct loss of $1,000. The law allows no compensation for this.

Fairnes.-It Is not proper, either for the national welfare or In fairness
to the corporation, to compel it to carry on its books its high-priced materials
a war prices, and to stand the loss when the prices drop. The proposed law
permits amortization of buildings erected at war prices (sec. 234, par. 8), and
it should permit amortization of all sorts of supplies bought at war prices.
There is no argument which applies to buildings which does not apply to sup-
plies, as these supplies are in fact a part of the investment, for without them a
business can not be operated. For example, an oil company (and other busi-
ness on the same basis) must have a large part of its invested capital In raw
and finished products. An oil company with $10,000,000 of capital will have
on the average, say, between $2,000,000 and $3,000,000 invested in oil stocks.
As the cost of these oil stocks increases at 50 per cent a year. as has been the
case since 1915, the excess cost of these stocks would exceed the net profits
allowed under the proposed law. Therefore, at the end of the war the loss
by reason of shrinkage of value would exceed the profits allowed under the
bill. Unless oil stocks may be amortized, most oil companies, from a financial
standpoint, would be better off to discontinue their business until after the
war and get rid of their high-priced raw materials, and so avoid the inevitable
losses which must follow when these prices drop to normal.

The remedy for the foregoing objections to the bill.-A large part of the
injustice of the bill as above outlined could be avoided by amending the bill
to permit amortization of raw and manufactured materials on hand, supplies,
and equipment in the same way as amortization is permitted in the case of
buildings under section 234, subdivision 8. This amortization would eliminate
fictitious earnings on the books and would allow a reserve fund necessary to
meet the Increased demand for new capital and the loss which will follow
when prices drop to normal. If the bill is not amended In this way, business
must curtail its supplies on hand and, as a result, its production. As an
officer of a corporation, I must protest most vigorously against the above
feature of this proposed bill, which would make the corporation keep its books
so as to show fictitious profits.

Some other objections to the bill.-Seetion 826, subdivision 5 (c), stipulates
that invested capital does not include money borrowed and payable within a
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year or capital Invested in so-called inadmissible assets. It does seem, how-
ever, that should a company have a large bonded indebtedness maturing over
a period other than one year, this bonded indebtedness may offset the inad-
missible assets. If, however, a company pursuing its regular form of financing
has renewed its obligations from year to year, they are penalized for so doing.
Such a provision as this, which precludes the possibility of offsetting inad-
missible assets with short-term indebtedness, accounts paybale, and current
liabilities, is indefensible. As an illustration, a corporation may according to
its practice borrow a million dollars from the bank on short-time obligations.
That same corporation may use this money to finance a subsidiary corporation.
By so doing the company would have to deduct $2,000,000 from its invested
capital, or a net loss of $1,000,000 In invested capital due to the transaction,
whereas the corporation, according to the best bookkeeping practice, has not
added to or taken from Its net worth. *By such a process it is quite impossible
that a large corporation of great net worth might have, according to this new
law, its invested capital reduced to nothing or less than nothing. There is no
sound reason why a corporation should not borrow money and invest this
money in a subsidiary corporation. All large businesses, such as an oil busi-
ness, which must conduct Its affairs in a number of States in order to comply
with the law of those States, have been compelled to take out new charters,
although the business is run as an entirety. These subsidiary companies con-
duct different operations and do not lessen competition. For example, an oil
company often does oil production work in one State under one charter and
in another under a charter from that State. In 1917 business was allowed
to offset borrowed money against these stocks in subsidiaries, and this should
still be permitted.

Consolidated return.-In 1917 consolidated returns were permitted in the
case of a corporation and its subsidiaries where 95 per cent of the stock own-
ership was identical. The reasons for permitting consolidated returns are too
self-evident to justify taking up space in this letter.

Amortization of equipMOct.-In section 234, subdivision 8, amortization IN
allowed on buildings, equipment, and facilities acquired after April 6, 1917.
Without doubt this applies or should apply to the cost of oil wells. Section 9.
however, makes this provision somewhat confusing. The wording should be
changed In section 9 or entire clause left out.

Average income of prewar year.-A company should be permitted to earn
on its present invested capital the same rate of interest as it earned on its then
Invested capital in prewar years. The plan in the proposed bill puts a premium
on a business which has a large invested capital as against the business with a
small Invested capital and superior energy, industry, and ability in its man-
agement.

Contributions.-Most corporations have given liberally to the Red Cross and
other charitable organizations. An enactment of this law will make further
contributions of this character impossible. We had hoped-and it surely would
be proper--that a provision would be inserted In this law permitting an ex~mp-
tion from net income of all contributions made.

In conclusalom-If corporations in this country are to avert disaster this bill
must be amended so that the books of the corporations can be kept without
showing fictitious profits apd so that the rate of tax will be low enough to let
the corporation finance the increased cost of supplies and to prepare for the
losses which will Inevitably accompany the decrease in prices following the war.

Respectfully submitted. SUN Co.,
Per FRANCIS S. MCILnENNY

Vice President.

The CHAIRMAN. We will now hear from Mr. D. J. Tompkins.

STATEMENT OF fl. D. 1. TOMPKINS.

Mr. TompKNS. I will consume but about five minutes; perhaps
less.

The revenue act of October, 1917, imposes a tax of 1 per cent on
the premiums written by insurance companies-fire, marine, casualty,
and all others; life insurance, of course, although life is a little differ-
ent. It includes also fidelity and surety companies.
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I represent these fidelity and surety companies. I am p resident
of one of them. The tax is all right. The bill permitted the fire,
marine, and casualty companies to make a monthly report to the
Internal Revenue Department of the premiums written and pay the
tax of 1 per cent on the amount stated in the report. That was easy.
The department got their money monthly, and it was quite sati-
factory. The fidelity and surety companies were treated very differ-
ently in the bill. They were subjected to a stamp tax. That is an
easy way of getting the tax, es; but it i! a very troublesome way to
the companies. We not only have to affix the stamps and cancel them,
but indorse upon each bond or policy a certificate as to the amount
of the premium charged and the rate charged, so that the obligee
receiving the bond can know that the law has been complied with as
to the stamp being affixed for the amount of the premium. These
bonds often are executed in duplicate. The duplicate has to have an
indorsement put upon it to the effect that the affixed stamp has been
affixed for the rate of premium upon the original.

There is another thing. All those things involve a large amount of
clerical work. They keep from one to three clerks busy in every
fidelity and surety company's office. Oftentimes the tax is pretty
nearly as much as the premium when they are.written for a short term.
The fidelity and surety companies think that it is hardly fair to put
upon them the burden of affixing these stamps, when the fire, marine,
and casualty companies can make the monthly report.

These monthly reports, like the form I have here, have got to tally
if the internal-revenue commissioner checks them up with the annual
reports. They have got to tally. They have got to be right. The
Government is not losing money in that operation, and it is very much
more simple so far as the companies are concerned.

There are always quite a proportion, maybe 2 to 5 per cent of the
policies, that are not taken. We affix a stamp on them. The obligee
consults his attorney and the attorney says," We want some provisions
in this changed." That stamp is wasted. We have got to write a new
bond and execute it over again and pay another tax. There are a
good many of those instances.

Recently. in writing bonds required under the Railroad Administra-
tion's reluiations from shippers and consignees in respect to freight
charges, guess fully one-third to one-half of the bonds that we have
written since the 1st of August have come back to us for reissue,
because it was decided by somebody that they wanted different roads
included under the bond, one or more, 1 or 5 or 10. So we had to
execute them over again.

Senator GORE. Have you any idea what the stamps would aggre-
gate on that bunch of bonds?

Mr. TOMPKINS. The stamps would be only from 5 cents to 20 cents.
Senator GoRz. I mean the aggregate amount.
Mr. TorPn'NS. Oh, the aggregate. The aggregate would probably

be $30 or more.
In many instances we prefer to forego the stamps, lose them, rather

than to take the trouble to collate them and go to the internal-revenue
collector's office and get them redeemed. It is a great bother.

Now, you might say that as far as all that goes you do not care very
much about it. But if the fidelity and surety companies were taken
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out of the stamp section and put into the monthly report section,
like fire, life, and casualty companies, the Government would get a
good deal more revenue by it, because there are not less than five-
probably seven and a half or maybe nearer ten millions--of premiums

written annually on which the Government now loses the tax. Why?.Because they are on bonds issued to States, municipalities, counties,
and public bodies, which bonds, under the decision of the Supreme
Court in the Ambrozini case and under the rulings of the internal-
revenue commissioner are held to be nontaxable so far as documentary
stamps are concerned that it is an interference with the governmental
functions of those bodies for Congress to attempt to make those
obligations subject to a stamp tax. Therefore they have to go free.

Senator'Gom. When was that case decided?
Mr. TOMPKINS. I do not know just what year, Senator, but it is

167 United States Reports, page 1.
Senator ROBINSON. Have you discussed with the Commissioner of

Internal Revenue the advisability of putting your companies in the
class that make monthly reports?

Mr. ToMPKINS. I will come to that, Senator-
Senator THOMAS. What is the name of that case that you men-

tioned?
Mr. TOMPKINS. Ambiozini against the United States, 167 United

States, page 1.
Those premiums on bonds issued to States and municipalities are

oftentimes large. The bonds for public officials are large and the
premiums are large. The aggregate of those premiums is quite large.

Senator LODGE. If you were just charged a tax on the premium of
those bonds and report it each month, that tax would be constitut-
tional and you would pay it

Mr. TOMPKINS. That tax would be all right. It forms a part of
the amount on which the company pays the income tax. There is no
objection to that.

Senator LODGE. If it were collected in that way it would take it
out of the objection?

Mr. TOMPKINS. Yes, sir. It would be paid as a premium tax. We
are not objecting to the tax at all.

Senator LODGE. Does the department object to this?
Mr. TomPKINS. I do not think it does. I wrote on June 4 to the

chairman of the Senate Finance Committee, Mr. Simmons, a letter
inclosing a brief, a copy of which I have here, suggesting changes.
I sent a copy of that letter to the Internal Revenue Commissioner,
Mr. Roper, who replied on June 11 [reading]:

Permit me to thank you for your very interesting and suggestive letter of
June 4, 1918. It will be carefully studied and considered in connection with
any recommendations which I may be called upon to make regarding new tax
requirements.

Senator ROBINSON. What is the date of that letter ?
Mr. TOMPKINS. June 11, 1918. I went to the commissioner's office

this morning and was told that he was so busy that he could not see
me to-day.

Senator ROBINSON. I can not see any reason, now, why it should
not be done. It seems to me it would simplify the matter.

Senator LoDGE. I think so.
Senator THOMAS. Suppose you file that statement.
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Mr. TOMPIKINS. I did not expect to bother this committee with the
larger matters. I did not expect to appear before you. to-day.

The CHAIRMAN. We will send that letter to the commissioner with
the request that he present to the committee any views he may have
in respect to the letter.

Mr. ToMPKIxs. The Commissioner of Internal Revenue?
Senator PNROSE. The chairman means that the committee will

send it.
Mr. ToMPKINS. I did not expect to appear here at all, because I

thought it was not important enough to take up your time with. I
addressed a letter to you this afternoon and left it in your office, re-
ferring to this letter and inclosing Commissioner Roper's letter.

I thank you.
The CHAntAN. The committee will stand adjourned until to-

morrow morning at 11 'o'clock.
(Thereupon, at 5.30 o'clock p. m., the committee adjourned, to

meet at 11 o'clock a. m. to-morrow, Saturday, September 14, 1918.)
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SATURDAY, SEPTEMBER 14, 1918.

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Waakington, D. C.
The committee met, pursuant to adjournment, at 11 o'clock a. m. in

the committee- room, Senate Office Building, Senator F. M. Sim-
mons presiding.

Present: Senators Simmons (chairman), Thomas, Robinson, Gore,
Jones, Gerry, Nugent, Penrose, Lodge, Smoot, Dillingham, and
Townsend.

The committee resumed the consideration of the bill (H. R. 12863)
"to provide revenue, and for other purposes."

The CHAIRMAN. We will hear first this morning Mr. R. J. Hamil-
ton.

INCOME TAX.

STATEMENT OF MR. R. 7. HAMILTON, SECRETARY OF THE AMERI-
CAN RADIATOR CO., WASHINGTON, D. C.

Mr. HAMILTON. Mr. Chairman, my name is R. J. Hamilton, of
Chicago, temporarily residing at Washington.

Senator NUGENT. What interest do you represent?
Mr. HAMILTON. I represent, as secretary, the American Radiator

Co., and am here to present two features of the income-tax and excess-
profit tax provisions which have appealed to us as being subjects of
public interest, and not so specifically of a special interest to our-
selves.

The first feature I had in mind-and veiy informally, because I
did not know until 10 minutes ago that I was going to be heard-is
one which concerns our company specifically, in common with many
others, and it has to do with the situation of companies who have
built up organizations and businesses in foreign countries. Our com-
pany introduced steam and hot-water heating-modern heating-in
the entire Continent of Europe, and during a period of over 20 years
have built up a large organization, with factories and selling organiza-
tions in the various countries of Europe, at the moment through the war
being confined to the countries of England, France, and Italy, in each
of which we have factories and selling organizations, as .we also have
in Canada, and -I take it that what I say will be more applicable to
Canada, as regards the number of concerns affected, than it will be
to Europe, though in our case the European situation predominates.

Senator SMOOT. There are hundreds of institutions similarly situ-
ated in Europe.
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Mr. HAMILTON. Yes; I assume so, and perhaps a thousand in
Canada.

The CHAIrMAN. I understand you to say that you not only sell in
Canada and these European countries, but you have factories there?

Mr. HAMILTON. We have factories in each of these countries.
The CHAIRMAN. And you have factories in this country?
Mr. HAMILTON. And factories in this country.
The CHAIRMAN. Do you sell in those countries the goods that you

produce in this country?
Mr. HAMILTON. No, indeed; only the goods that are produced in

those countries. We started in Europe, as I said, over 20 years ago,
with a mere nest egg, a moderate financial investment. Until the
current year there have been no dividends paid on that investment.
It has accumulated until an original investment of slightly over a
million dollars has grown to an investment to-day of approximately
$10,000,000. This year, having attained a certain prosperity over
there through theseyears of conservation of our assets, etc., we are
in a position to pay fairly generous dividends to the parent company,
the home company, the American Radiator Co.

Senator SMOOT. Are you making munitions of war over there?
Mr. HAmmON. We are making munitions of war in England,

France, and Italy on a very generous scale.
The CH'AiMAN. They are separate corporations?
Mr. HAmITON. They are separate corporations, each under the

laws of the country in which it is organized.
Senator SMooT. Subsidiary companies?
Mr. H nITOw. A hundred per cent of the stock of each one is

owned by the American Radiator Co., a New Jersey corporation.
Those companies have already actually transmitted to us, during

the year 1918, a sum in excess of $500,000 as dividends, and are in a
position to increase that amount this year, and, in so far as we can
see, barring the exigencies we can not foresee, of course, they are in
a position to continue dividend payments in the future.

Senator NUGENT. Are those dividends derived from the manufac-
ture of munitions or the manufacture of radiators?

Mr. HAmLToN. Both, Senator.
Senator NUGENT. Can you segregate them?
Mr. HAMILTON. We can segregate them perfectly. I might say,

however, lest our situation appear in a false light, we are not making
any more money making munitions this year or last year than we
were making in our more prosperous days in the manufacture of
boilers and radiators alone. There is no question of profiteering in
the manufacture of munitions.

Senator NUGENT. Are you manufacturing munitions under con-
tract with the American Government or with the foreign govern-
ments 1

Mr. HAMIuON. Under contract with the respective foreign gov-
ernments of the countries in which the factories are located.

As regards these dividends that have been transmitted to us, and
may be transmitted to us unless we find it necessary to stop the flow,
we find no com ensating element whatsoever in the present income
and excess-profits tax bill. In England, France, and Italy each
country has an excess-profits-tax law which, although quite more
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generous in its exemptions than the law proposed in this country
now-and that is literally true--nevertheless we pay up to 80 per cent
in each of these countries on our profit, and rightfully so.

The CHAIRMAN. Do you mean to say each of these countries in
which you manufacture these radiators and these war supplies has an
80 per cent tax.

Mr. HAMILTON. A maximum 80 per cent rate, the same as is pro-
posed in this country. But I made the remark in passing that the
exemptions are more generous.

The CHAIRMAN. I did not know that all of those had practically
the same.

Mr. HAMILTON. They have now. France raised hers from 60 to 80
last year. I

Senator NUGENT. Will you be kind enough to furnish the commit-
tee a statement showing the profits derived from the manufacture of
munitions, as well as those derived from the manufacture of radia-
tors and boilers?

Mr. HAMILTON. Yes; I will be very happy to do so. I might say
that our final net profit last year was materially less than 10 per cent
of the actual value of the assets employed in the business. I want
that to go in the record.

Senator SMOOT. In this country, as well as foreign countries?
Mr. HAMILTON. In foreign countries. I am not prepared offhand

to speak of this country. It is around that figure. 1 think it was
11.64 in this country.

After paying an 80 per cent excess-profits tax over there, and
bringing what is left over here and then paying 80 per cent on that,
it leaves 4 cents on the dollar. Of course, I am not oblivious to the
fact that we have certain exemptions before we get up to the 80
per cent. But each of those companies, as well as the parent com-
pany, assuming the present bill before this Congress becomes effec-
tive, will be up to the 80 per cent bracket, and consequently my
statement is literally true.

Senator SMOOT. There is not any doubt about it at all.
Mr. hAMILTON. We can not bring dividends in from the foreign

subsidiaries unless a compensating advantage is given them through
the element of invested capital or prewar profits. That is my point.

Senator SMOOT. In other words, your company can not afford to
take all of its gains in the foreign country for the privilege of get-
ting 4 per cent of the gains?

Mr. HAMILTON. Exactly so. The case is so apparent that it
scarcely requires elaboration. And the bill as written has absolutely
no offsetting or cdmpensating advantage for that investment.

Senator SMOOT. And the only alternative is to not declare the
dividends?

Mr. HAMILTON. The only alternative is not to declare the divi-
dends, and it is perfectly apparent that there will be no more divi-
dends.

The CHAIRMAN. What is the law with reference to dividends in
these foreign countries? Is there any permission there to retain a
part of the dividends and pass it to surplus?

Mr. HAMILTON. I should like to be better advised of the facts
through our European manager, who is arriving in Washington
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this afternoon, to speak conclusively. But I understand-and this
is confirmed by my monthly observation of the balance sheet of our
French company-that they permit a 5 per cent reserve to be set
aside specifically as a reserve without taxation.

Senator SMOOT. That is 5 per cent on the capital, not 5 per cent
on the gain?

Mr. HAMILTON. Five per cent on the capital, I believe it is. But
I hesitate to talk on that subject without the investigation.

The CnAIRMAN. Are you going to furnish the committee evidence
with regard to that ?

Mr. HAMILTON. I should be very happy to. This has all come up
so suddenly there has been no opportunity for investigation. .

Senator SMOOT. Let me suggest to you that you make a brief,
and in that brief answer the questions that have been asked, you in
this hearing, and file it with the reporter, to be a part of your
remarks.

Mr. HIAMILTON. I shall be very happy to do that.
The CHAIRMAN. Suppose you take a concrete case, including the

operations of one of your subsidiaries in France or England, and
work out the aniount of taxes you will have to pay, the exemptions,
etc.. so that we can have the facts with reference to that case before us.

Mr. HAMIINrN. Yes. I shall take either our French or our English
company.

The CIIM.xs. Follow up your net income from that source, and
what would happen to that if it were brought over here.

Mr. HAMILTON. There is a very interesting and odd situation in the
Italian law, whereby they are not allowed to send out of the country
dividends greater than 8 per cent on the capital stock.

Senator SMNooT. capital l invested?
Mr. HAMILTON. They have held it as capital stock in our cue, and

it is vry close to the same thing.
Senator SMOOT. Is there another pointyou desire to speak of?
Mr. HTAMIXLTON. I hai c another point o an entirely different nature

I would like to present.
The other point, perhaps, concerns the American Radiator Co. less

than the average company. But it is a point in which we, as a repre-
sentative firm, with the interests of our own concern and the business
world at large before us, feel should be presented to this committee,
and although we are self-chosen in presenting it, we trust it will be
accepted as on behalf of the business world at large.

It is the case presented by the inflation of inventories, which invca s,
in our biisiness parlance finished products, raw material, etc., through
the inflation of inventories at this time. The most casual inspection
will show that raw materials have increased in value since the pre-
war period on the average between two and one-half and three times.
There is a formula which holds. Take wool, copper, wheat, and pig
iron, those four typical raw materials, and it will be found in each
case that the present price is approximately two and one-half to three
times the prewar price. It is quite apparent with wheat, I believe
the price before the war has been said to be 92 cents. The present
factor is approximately two and one-half times, and the sante runs
through. Cotton, I believe, will be bound to be somewhat above that
factor.
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It simply means that the entire industrial structure of Aierica
to-day in its inventories is built upon these inflated values. On these
inflated values profits are made, dividends are declared, and taxes are
paid. A day ofreckoning, we feel, is surely coming.

Senator SMOOT. It is indeed coming.
Mr. HAMILTON. We know not, of course, whether these inflations

will come down to the former price, or below, or will strike on
equilibrium somewhere between the prewar price and to-day's price.
Be that as it may, there will surely be a deflation, and our querry is,
What is going to hap pen to American business when the day of de-
flation comes, if in the meantime there have been no reserves set
aside, not only on the books of these concerns, but, perhaps, it should
be a real, liquid reserve, to meet this contingency or calainity, as it
IIaty pro'e to be? We feel that our income-tax law practically makes
this necessary conservation impossible. In the first place, it is going
to take away the profits up to 80 per cent past a certain point. Then
it is going to so penalize the concern for retaining even its exempted
or remaining profits, if it does not pay those out as dividends, that
it is going to be the rare concern which will have the financial ability
or the courage to maintain a sufficient reserve in liquid form to meet
this day of reckoning.

Senator GonE. Do the British make nny )rovision for that?
Mr. HAMILTON. I am unable to answer that. Senator Gore, except

in this way, that the British have worked out their income and ex-
cess-profits taxes, as it appears to us-and we say this without criti-
cism, because we have as our interests there as truly as here-in a
way which gives recognition to the demands and to the needs of the
individual case and of industry, as a whole, through wise exemp-
tions, through liberal allowances for current depreciation, and even
more liberal allowances for war depreciation, and through a multi-
tude of small ways, which I am not prepared at this moment to
enumerate, it appears to us, in our conduct of a very large industry
in England, that they are making it possible. if not through specific
atiob of law, through the resulting effect, to build up safeguards
against the future.

Senator GORE. They vest a large discretion in their officers and
boards, do they not?

Mr. HAMILTON. Very large, indeed.
Senator Gona. Making it more flexible in individual cases.
Mr. HAMILTON. But that discretion, Senator Gore, does not lie so

much with the individual officer ats it lies with the rulings made along
class lines.

Senator SMooT. The exemptions in England and all the other
countries are a great deal more than we have ever allowed.

Mr. HAMILTON. Hugely more.
Senator SMOOT. Not only that, they are based upon the most pros-

perous years that England ever had in her whole history, and ours
based upon the business when business was almost at a standstill.

Mr. HAMILTON. Perfectly true.
Senator TOWNASZND. Mr. Hamilton, it seems to me that there is a

related question here, which has been brought to my attention sev-
eral times. Here is a man who was in business, we will say in the
wholesale merchandise business. When the war broke out he had a

81608--18--29
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large stock of goods on hand at prewar prices. My attention has
been called to one case in particular, where immediately, when prices
raised, he, of course, marked up the price of the goods on the shelf
that had been bought in the prewar period. He had an advantage
there that the war brought him, which resulted in very large profits,
immense in some cases.

Mr. HAMILTON. Yes.
Senator TowNSEND. Does that offset to any extent this question of

high-priced inventories?
• r. HAMLTON. That, Senator, should offset it very materially.

if the people who were the recipients of those, we might say, un-
earned increments-it is not an unearned increment, as economists
know that term, but that expresses it very well; it is not a trading
profit, at least, it is a nontrading profit-if they foresaw this thing,
and wisely set that aside, and did not declare it out in dividends, or
did not foolishly spend it, or did not put it back in any of their
plants, and did not turn around, as most of them did, and put that
profit back in more goods at the then price, and have continued to
compound the operation.

Senator SMOOT. They either had to do that or go to the bank and
borrow money to buy the goods.

Mr. HAMILTON. To-day, and beginning last year, I migh t say, that
situation has stopped, of course, the tax laws here taking care of the
situation very wholesomely. I am not contending there has not been
a certain lack of foresight, of conservatism, and of prudence on the
part of very many business men. In our own company I want to say
we have built up a very large reserve against the depreciation of our
inventories, and we perhaps less than the vast majority of concerns
need any protection at this time. But we chance to know that that
is not the situation with the average concern, and we have paid taxes,
of course, on the revenue we have set aside.

Senator SMooT. The increases have been more gradual than the
decreases after the war will be. When even peace is in sight and thepeople know it is coming, prices are going to drop immediately.Mr. HAMILTON. They went up rather gradually and they will come

down rather suddenly.
Senator TOWNSEND. That, of course, is speculative, and, I think.

altogether probable. But the fact I mention is a fact. As I say, I
happen to know of one case where immense profits were made out of
goods that were bought under prewar prices. Now, the Senator from
Utah says they have to go andborrow money from the banks to buiy
more goods. They had those profits.

Senator SMOOT. Or used those. Let me call attention to a case
that I know of that will perhaps exemplify the remarks that have
been made by Mr. Hamilton.

Senator TOWNSEND. I see the force of your arqunent all right, Mr.
Hamilton, and it has appealed to me many times that there was
something in it. But I am thinking about the other end of it, too.

Mr. HAMMTON. There is another side to it.
Senator SMOOT. I know of a merchandise house in the West that,

before the war carried a stock of $2,000,000 of cotton goods only. of
every description--common goods and fine cotton laces-and they
were wholesalers. To-day the invoice price of practically that same
stock of goods would be a little over $6,000,000 instead of $2,000,000.
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Senator JONES. Has that concern that quantity of goods on hand
to-day?

Senator SMOOT. They have that quantity of goods, and the in-
voices will show it. They did not have any more capital stock than
the $2,000,000. They have borrowed and are borrowing over
$3,000,000 to meet the purchase price of goods. They have to either
go out of business entirely or else they have to buy goods at the price
they can. Not only that, for any class of goods now that they pur-
chase they have to give an order six months ahead. They have obli-
gated themselves now for over $2,000,000 worth of goods to be deliv-
ered within the next six months. For some of the finer goods they
have to give an order nine months ahead, and they have to order
them and have to take them at the price they are to-day. The query
is: Supposing the war would stop now, they are borrowing more
money to-day than their capital stock is, and I had the manager, of
the institution here the other day wanting to know what is going
to happen to them -if the war were to come to a close immediately. I
know what will happen to them.

Senator TowNSEND. What will happen to them if it goes on four
or five years?

Senator SMOOT. This is what has happened and it will happen
again: As the goods were, sold they have had to buy goods, and per-
haps even at an advance of what they sold the goods for. But all the
profits they have made-and they have made profits on the in-
crease-

The CHAIRMAN. They have made profits on the turnover, too. have
the not?

Senator SMOOT. But under the bill as we have it under contempla-
tion and as it will pass there is not any doubt of that-those profits
will be taken away from them. And then if the goods increase they
still have to buy or else go out of business.

Senator JONES. I have listened to remarks of that kind. which
come with a good deal of assurance, but there are other economists
who take an entirely different view of the situation. They estimate
that at the present time everybody is saving in every way possible
to buy liberty bonds, and that everybody is going without the neces-
saries of life, as far as he can conveniently do so, that stocks are
being kept at a minimum, and that after the war, when they do not
have to buy liberty bonds, and when business starts over, instead of
having this great depression and all that sort of thing there will
be increased activity. There is quite a school of such economists.
And whoever is going to read the future is the man who is going
to make big profits after the war is over. But I think the fellow
who would sell the future short at the present time is just as apt
to make a mistake as the fellow who would go long.

Mr. HAMILTON. Might I suggest, Senator, that perhaps the com-
plication in the schools of thought, of which I have heard a good deal,
arises in the difference of whether you are talking for the fax future
or the near future. I do not think a man of us who has red blood
in his'veins, and calls himself an American, is going to sell short on
the long future, or even the near future. But three months is some-
times a long time, just long enough for you to go flat broke, as it
proved in 1907.
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Senator JONES. That was a financial panic, and I do not think
there will he another acute financial panic under our present systemn.

Mr. HA. %nJTON-. That was accompanied by a terrible depletion of
inventory values. We met this same thing wjth our company then.

Senator JONES. But I do not think that anyone can lay down s an
absolute fact any sttveiivnt as to conditions that are going to preva,

.ifter the war o Ner. I want imy friend Senator Smoot to understand
that I do not take hi, statements as the law and gospel of business
conditions a they will (.xist after the war is over

Senator lolnF.. I should hate to invest money in a company that
took the N jew vou take of it.

Senitor ,os. s. I woul hate to sell short on the slipposition that
Senator Smoot's proI)hecy is going to obtain.

Mr. H.m 11r.. I h:ne It,'en asked whether there will he any con-
tict'tiie .1ggestion to make in this particular. I recognize, thut

dnmthi ig that i.s said i, open to criticism, :ind that, there might be
.1 indred equally\ gcod suggestions. But it would not 1e fair to
say what I have said w without at least offering one type of constructive
-ugev-tion. But I feid that American husine,s should be allowed
-011e designated percentage of the profits to be tax free. provided
the Snme be kept liquid. and, if you choose, invested iii lihertv
bonds, and, if you choose. deposited with the Federal reserve bank of
the Treasury of the Ui te States or otherwise for a designateI
period, to end. of course. tit sometime after the close of the war.

I asune the ordinary good concern would he equally protected
by being allowed to carr'v its own reserve. Other concer'ns might be
temptedto say they would do that for the tax-extemption feature.
and not do it. But in one war, somehow-if I had my personal way
it would be by compulsion in the bill-American business should be
compelled to protect itself in this particular. The man who knows
would do it any wa> : the man who does not know ought to have to
(lo it for the common good.

The CHAIRM-3AN. Suppose they were allowed that reserve free of
taxes and would build up a great reserve, and this great catastrophe
that you foresee should not come. I do not foresee any such catas-
trophe, I must confess. I am not a pessimist as to what is going to
happen after the war closes. I do not believe that business is coming
to a standstill. I do not believe there is going to be any great slump
for a number of years after the war closes. Some think there will
be and some think there will not he. But suppose, in anticipation
of the conditions that you so seriously apprehend, we allow these
corporations and individuals engaged in large business to set aside a
fund. which you call a reserve fund, as against this slump in your
inventories, and that that condition does not materialize. Is that
fund to escape taxation solely because you had an apprehension?

Mr. HAMmiLToN. I should say not necessarily so.
The CHAIRMAN. What would you suggest about that?
Mr. HAMILTo.. If it could be made a working matter--and I

recognize the difficulties of it-there is no reason whatsoever that if
there be a reserve-and again I want to say this is only one chance
thought of how this might be done-and that reserve fund were in-
vested, if you please, in Liberty bonds and deposited with the Treas-
urer of the United States, it could be returned, less the proportion
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of the taxes or less such taxes as would have been paid in the event
the future shows that this catastrophe dr calamity has not happened,
as represented in terms of reduced commodity values. In other
words, at the time these reserves are made each year, the amount of
income tax saved thereby coul be distinctly earmarked-I un cer-
tain of that-and it may he that a formula could be worked out
whereby at the close of this set period-one, two, or three years after
the wr-that tax would or would not be rturned, depending upon
the inventories showing, in terms, in the deflation in commodity
values to the corporations concerned.

I should like to say for the record that what I have .said is not a
piiiionition based on pessiniisln whatsoever.

The ('AI.IuftAN. I. tlink it would be exceedinglv tinfortiljiate if
you should succeed in getting this country to agyee with you in the
prediction which you have miade. I hope that your feeling about
this is not that of the general Isiness interest. of the country.

Senator ROBINSON. It is far nore likely to o(.ccur if business gen-
erallv feels that way about it and anticipates it.

The CHAIRMAN. that is exactly what I nieitn. Of course. I do
not mean to say that you ought not to give expression to your views
here about that question, hut I do feel that it would be 'icry disas-
trolls for this country at this time if the husines sentiment of this
country should become crystallized upon the idea that :Is soon as
the war ends we are to have a great sluml) which will result in a
panic.

Mr. HAMILTON. I)o you think. Senator. that that is a fair reflec-
tion of my presentation? Are you not confusing two things? I
ha e spoken, and spoken only and solely of commodity values, and
you are talking in terms of generalities after the wvar. I absolutely
agree with anything you can say in terms of optmism as to this
enintry for the long pull or the short pull after this war. I am
talking in terms of commodity values alone. I do not think the
business of this country is going to be dragged down to the depths.
I quite agree with you. It has been my observation, in newspaper
talk and my discussion of this thing with business men, that it is so
e asy to make a word of warning regarding a specific economic fact
distorted into a cry of pessimism along general lines. and I protest
against any such construction of what Thave said. because I have
not meant it.

The C 11. m AN. I amn very gzlad to he" ryou say that. But I
thought that when y oni said your inventories would stiffer it ,i sa-
trolls Sli1l1•). you ineant that tie general Ihitin,, of the 'unlitr
would I)c e undermiiil, and we might jos'iblhlV field oiur-'lvce. -1id-
den lv confronted \" a panit kY (onit1on.

Mr. 1T~ 'i,'i(IN. I expeCl nothing of tle -oit. lit our iisinvC-. I
('Xpjet. Iinc, we are directly dependent tipon the huihling indlu-trv.
that Ave will hial.e the greatest boom the world N ' 'r knew. hec.:o)it
to-dav the Unitid States as a whole is uderlondcI. We know that.
And building that is not done to-day is not water that ha. gone omer
the dan. It is water that i, behint'l the dam. waiting to come oIvr
when opportunity offers. No: I am what is called a lh,,wIlnr optii-t
oil the prospects of the building biisiness.
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Senator ROBINSON. As to commodities that relate to the building
business, then, the end of thb war will tend to produce an advance
rather than a decline?

Mr. HAMtILTON. I can not think so, looking back in ternis of his-
tory. The 1907 depression is the only one I know, and I realize
that that was a monetary panic, and that we have some reason to
say it will not happen again. Nevertheless, there has been a work-
ing up, an inflation, until something gave way: and, by the way, we
are against a pressure now which, in terms of foot pounds, I sup-
pose would be infinitely greater than the pressure at that time, and
when the bubble burst, in October, 1907, commodity values went
down, just as we fear they are going to do after the war, and yet
the year 1808 was the most prosperous year our company ever had,
based on building conditions.'

Senator Jo4Es. Now, you take the factors that enter into the pres-
ent condition of inflation. What modification will there be, after
the war ceases, to bring about a deflation? The factors which have
caused the present inflation will obtain after the war is over. There
may not be any increased inflation, but the money, the currency, and
the credits of the world will, after the war, be just a great as they
are now.

Mr. HAMILTON. Of course. Senator, you are talking of things so
big that no one of us has a right to venture more than a modest ex-
pre,. ion. But. in my own opinion, there is nothing that will have
happened during the four or five years of this war, or whatever
they may be. to change the fundamentals that obtained before the
war. Before this war there were a certain number of people on
this earth, with a certain amount of a gold supply. and a certain
amount of credit, which, in my humble opinion, is primarily based
upon the supply of gold in the earth, as long as the gold standard
obtains. I see nothing in this war that, when the war is over, is
going to justify the belief that commodity values, in terms of gold.
are going to be, on the average, between two and a half or three
time. what they were before the war. And I ask you the question.
what is there about the war that is going to cause a continued in-
flation of between 250 and 300 per cent in commodity values, ex-
pressed in terms of gold, when the gold supply is not increasing?

Senator THOMAs. The momentum which has been produced by the
war will carry business activities along for a good while, relatively
speaking, after the war, and the depression begins two or three years
afterwards. I do not give any specific time, but I think that is the
economic fact in history.

Senator LODGE. There is no question of that.
Senator THOMAS. I recall that Mr. Garfield, in one of his very

illuminating financial discussions some time in 1867, '68, or '69,
said that the expenses of every Government emerging from a war
will slowly rise for quite a considerable period afterwards, and the
business activities caused by the war will also continue for some tiriie
afterwards. Then a period of depression and contraction will set ill.

Senator SmooT. But the contraction in commodity prices begins,
if you notice, after every war, nearly at the time peace is declared.

Senator THOMAS. No, I think not. I know that wheat and other
commodities, as late as the fall of 1866, sold for more than they did
when the war ended.
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Senator LODGE. Senator, take the great Napoleonic wars, which
are the nearest to this as a parallel. After-the great Napoleonic wars,
and after peace in 1815, there came the greatest period of distress in
England ever known.

Senator THOMAS. True; but not immediately.
Senator LODGE. Very nearly immediately. It reached its greatest

in 1819, at the time of the passage of the bullion act, and the dis-
tress after the war, within a year or two, was something the like
of which had never been known in England. After our Civil War,
which affected only one country, we went on for four or five years,
as you suggested, and then came what I am old enough to remember,
and what you are old enough to remember-though we were both
very young men then-the panic of 1872, which prostrated the indus-
tries of this country for several years, absolutely prostrated them.
We are talking as if we shall get back to the position of 1914. Think
of the capital that has been destroyed. Think of the purchasing
power that has been killed out of existence, all of which we have to
remake. There has been a destruction of capital and credit during
this war such as the world has never imagined. Who is going to
buy? Who is going to make up those billions that have been burned
away on the battle field? You have the vast destruction of capital,
the purchasing power, which sooner or later will make itself felt.

Senator THOMAS. It is inevitable, but I. do not think it is coming
immediately after the war.

Senator LODGE. It may not come the first or second year, but it
will come. It is as inevitable as the rising of the sun.

Senator SMOOT. If I were going to deal in commodities I would
sell them short. I would not buy cotton at 50 or 60 cents or wheat
at $2.50.

Senator TOWNSEND. This occurs to me, Senator Thomas, as a
factor that gives me no little uneasiness. A large part of our capital
of our business now is devoted to war purposes. That is, we have
millions and billions invested in the production of munitions and
such things as that. That can not continue after the war, can it?

Senator THOMAS. No.
Senator TOWvNSEND. The readjustment of capital from that busi-

ness to other business is going to be disturbing, in my judgment.
Senator THOMAS. Unquestionably; but it will not be an abrupt

condition.
Mr. HAMILTON. I have only this one further remark to make, in

the light of all that has been said, and in answer particularly to the
question Senator Jones put, that I feel that to-day our commodity
values are based upon the inflated credit produced by the war, and m
a considerable degree in this country and in a greater degree in
foreign countries upon the inflation produced by their bond issues,
and, if I may use the term, their fiat money. If we wish to continue
our commodity values in this country after the war on the basis of
fiat money, it will be easy, for a while at least. But if we are going
to stick to the gold standard of value, it is impossible for me to
see how we can maintain commodity values at 250 to 300 per cent
with the same supply of gold.

Senator JONES. When the war ceases these expanded credits will
aot be obliterated, will they?

Mr. HAMILTON. They will still be in existence.
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Ai Senator Joms. And be a basis for prices then to the same extent
they are now, will they not?
Mr. HAMILTON. It looks to me as if you were taking firmly, hold

of both horns of the dilemma.
Senator Jowxs. You will not retire your bonds and you will not

retire your certificates? 0i,
Mr. HAMILTOw. Something has to happen. But you have taken

firmly hold of both horns of this dilemma, and sooner or later you
will have to let go of one of them after this war. I do not know
which one you are going to let go. Either commodity values are
going down-that is one dilemma. The other dilemma is, you are
going to keep firmly hold of the theory and idea of inflation based
upon liberty bonds and money not backed up by gold; and if you
stick to the second, I do not care to be a prophet as to what is going
to happen.

Senator Jowrs. We expect gradually to retire the bonds. At any
rate, that is the hope of all of us.

Mr. HAMTJON. Where are you going to get the money to do it?
Senator JONEs. By taxation.
Mr. HAMITON. That is why we feel we ought to have a little

reserve left now.
Senator TOWNSEND. Are you through with that?
Mr. -xAmnroN. I am through.
Senator TowNSEND. I want to speak about the other point you have

made, because I have just received a letter, as I suppose every member
of the committee has, from residents of Canada, claiming they are
subject to double taxation, and I want to know if there is any dif-
ference in your situation in regard to your business there from what
the situation is in Great Britain.

Mr. HAmLTON. They aTe absolutely identical. We own every share
of the stock in the factory in Canada. I am not unconscious, Senator,
of this difficulty which you will encounter when you try to read this
into the law, and perhaps it is a duty to state the other side of the
case, which is this, so Dr. Adams of the Treasury Department tells me,
and I think it is true, that the fundamental of the present law, and of
the new law, will be invested capital, and must be based on first cost,
and not appreciated value. We have no argument against that. But
this law must not be made so broad that it will allow the man, if you

please, who has bought a town lot in Montreal at $100,000, which
purchase has increased through appreciation, and not by -sale, to
*1,000,000, to use a million dollars as invested capital. You do not
allow that over here, and you should not allow it in your investment
over there. By the same token, if we buy for investment, and not in
the course of business, 100 shares of stock in the Canadian corpora-
tion at $100 a share, and, still holding it on our books at $100 a share,
it rises to $200 a share, we should not be permitted to put that in as
invested capital at $200 a share in Canada, because we are not allowed
to do it here. But when we put our money in a subsidiary company
there, engaged in our own business, our contention is that it should
have the same consideration, no more and no less, as a like subsidiary
company in this country, in which our earnings therefrom, as reflected
by dividends, should be given a proper expression through a pro-
portionate use of their invested capital. I do not mean to contend
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that we should be allowed to use the value of these foreign company
stocks, or their capital plus their surplus value, their book value, as
our invested capital, except when and as to the extent that they de-
clare dividends to us. Do I make myself clear?

Senator SMOOT. Perfectly.
Senator TOWNSENI5. I understand you.
Mr. HAMILTON. Otherwise, you will be called upon to give us an

allowance for invested capital which, if we do not declare dividends,
will not result in any corresponding gain to our Government, which
would be entirely unfair.

Senator TOWNSEND. You will submit your suggestion in writing?
Mr. HAMILToN. If you choose to have me do so.
Senator SMOOT. Just the answers to the questions you desire to

answer.
The CHAIRMAN. Mr. Hamilton, I want to understand you a little

better than I do. I understand that your belief is that at the close
of the war there will be a readjustment of commodity prices?

Mr. HAMILTON. A readjustment downward. Whether it will be
immediate or more gradual I would not undertake to say positively.
But my feeling is that it will be rather abrupt.

The CHAIRMAN. But you do not feel that that would necessarily
interfere with the general prosperity of the country; the prosperity
would simply be based upon a different condition as to commodity
prices ?

Mr. HAMIMTON. I do not feel that the general prosperity of this
country will be affected, except to the extent, perhaps, that this
affects it, and what-that will be I will not undertake to say. It might
be that the effect will be only moderate. I fear that the effect will be
for more than a moderate effect.

The CHAIRMAN. So far as the demand for the staple products of
this country is concerned, while they may be affected by a discontinu-
ance of war activities, there will be other activities that will in a meas-
are take the place of those activities, which will call for a large demand
for these things. For instance, there has to be a world-wide rehabili-
tation to some extent here, but to a very much greater extent in the
warring countries of Europe, and for the purpose of reconstruction
and rehabilitation there will be a very active demand for many years
for many of the staple products of this country.

Senator LoDGE. You do not think that the purchasing power is at
all affected by the existence of the war?

The CHAIRMAN. I would not say that purchasing power would not
be affected, but what I would say would be that there will be still a
great demand for our products, a greater demand, probably, than
there was before the war.

Senator LonG. Who has the money to buy?
The CHAIRMAN. I do not think any money has actually been de-

stroyed.
Senator LODo. No capital has been destroyed?
The CHAIRmAN. No gold has been destroyed, the basis of money.

There is as much gold, and more gold, in the country to-day than there
was before.

Senator Loync. When you come back to the gold standard, then
you will have the pinch.
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The CHAIRMAN. I was not seeking to get into a financial discussion.
What I desired to get from the witness was whether he felt that the
adjustment of commodity prices, which he predicts, would necessarily
interfere to a very serious extent with word prosperity for a number
of years, at least, after the conclusion of peace.

Mr. HAMILTON. Directly answering, I think it will seriously inter-
fere with world prosperity for a period, long or short I know not;
but at a very critical period, and in a way which will seriously retard
the otherwise natural coming of the prosperity which we feel would
be based not only upon the release of material things but perhaps
idealistically, as I feel it, on the psychological element, which is going
to spring up in the heart of every one of us upon the conclusion of
peace. I feel that much of this prosperity we are predicting is going
to be based on a psychological ground not wholly on a material
ground. If I based it on a material ground I would not be the opti-
mist I am.

The CIAIRMAN. It is a fact that a great many well-informed and
far-sighted business men in the country feel that when the war closes
we will still have. for at least a short period, a continuance of very
decided prosperity in business and very great activity?

Mr. HAMILTON. I am not prepared to say whether that is the con-
sensus of opinion or not.

The CHAIRMAN. I am not asking you if that is not the consensus.
1 want to know if you do not know that is the. opinion of well-in-
formed and far-sighted business men?

Mr. HAMILTON. I do; and in this opinion I share.
Senator GORE. I find it considerably divided. .I want to ask you

if your proposition is general as to the decline of commodity prices,
or do you think special conditions affecting some commodities will
rescue them from decline?

Mr. HA.MILTON. My rather limited observation, Senator Gore, is
that if -the chief commodities--iron (which means steel), cotton,
copper, and wheat-decline through natural and not artificial causes.
the natural causes that cause that decline in those commodities will
surely eventuate in the decline of other commodities.

Senator GORE. Unless the natural causes are neutralized in some
instance. What I had in mind particularly were the commodities
not produced in the central allied countries, but were their prime
necessities, such as cotton. They do not produce cotton in the cen-
tral allied- countries. They have a famine of cotton; they are naked.
Russia, Turkey, Austria, and Germany will be naked so far as cotton
clothing is concerned. It seems to me that will create an extraordi-
nary demand for cotton that might except it out of this general rule
and general decline; perhaps copper, too.

Mr. HAMILTON. Copper, too. You might also make the same argu-
ment for wheat, and to-day pig iron is being produced in the central
powers at an accelerated rate never before known.

Senator GORE. It would not come within the exception, then.
Whatever they areproducing would not come within the exception.

Mr. HAMILTON. No; quite true. Perhaps pig iron would bean
exception to the particular thing you have in mind. But you find
that commodity values seem to follow one another through causes
which we do not understand. But the currents run deep, and all you
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have to' do to prove that is to take this situation, which, as I have
said, barring cotton alone, and that only in recent times, shows there
was a factor of two and one-half times which was almost a constant.

I thank you very much indeed for your courtesy.
The CHAIRMAN. We are much obliged to you. Mr. Hamilton. We

will now hear from Mr. W. S. Smith.

AUTOMOBILES FOR HIRE.

STATEMENT OF MR. W. S. SMITH.

Mr. SMITH. Mr. Chairman, I do not think I will take very much
time. My object in coming here is to increase the revenue for the
Government. We are in the sightseeing business in Boston, Phila-
delphia, New York, and Washington. When the last war tax was
paid I had up with Commissioner Robey the subject of taxing sight-
seeing cars, and he asked me to present a bill to him, which we did,
and twill read it. This is the bill before you.

Senator DILLINGHAM. What section?
Mr. SMITH. Paragraph 11 and paragraph 12, page 143. That it

puts it up to the companies to pay the tax. Most of the companies
Operating are irresponsible. They do not keep books, and operate
perhaps two or three months in the year, and it would be pretty diffi-
cult to collect it from a great many of them. We believe that sight-
seeing companies should collect a tax from the passengers they carry,
the same as the railroads and steamships. If you calculate all the
automobile and bus and stage lines, it would bring in a very large
revenue. There is the Yellowstone Park stage line and the Fifth
Avenue bus line that do a very large business.

As to automobiles, you have here in Washington dozens of men
who own one car only and do a sightseeing business. The bill re-
ported out by the Ways and Means Committee puts a tax on the
man owning three cars. He must own three cars before he is taxed.
In Boston we have two men who own three cars. They will drop
down to two; they will lease two cars to their drivers and escape
the tax. One automobile should be taxed doing the same business as
the three automobiles.

You have two lines running here-motor linep. One runs to
Frederick, and the other runs out here about 33 miles to some city I
have forgotten the name of. They are operating 14 cars, carrying
passengers. They should pay a tax.

Senator THOMAS. What do you think of Mr. Fitzgerald's sugges-
tion yesterday--of placing a direct tax of $20 a vehicle upon all
vehicles used for the carrying of passengers throughout the country-
in place of this ?

Mr. SMITH. That would not bring in nearly as much revenue, if itis revenue you want.Senator THOMAS. He said it would bring in eight or ten times as

lnuch.
Mr. SMITH. We are doing a business of $150,000 a year. We

would paj in $15,00-10 per cent.
Senator THOMAS. What I want to get in is something you can not

pass on, if I can.
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Mr. SMITH. Something you can not what?
Senator THOMAS. You can not pass on.
Mr. SMITH. Pass on to the public?
Senator THOMAS. Yes.
Senator SMOOT. Then we can not get the revenue.
Senator THOMAS. That may be.
Senator LODGE. You mean something direct on cars?
Senator THOMAS. Yes.
Mr. SMITH. You have a bill which taxes the cars of the company-

the Ways and Means bill page 148.
Senator THOMAS. I understand.
Mr. SMITH. Page 148 taxes every automobile.
Senator LODGE. Those are not automobiles run for hire.
Senator THOMAS. His proposal is to put another tax in place of

this 5 per cent tax Qf $20 per car upon all cars used for hire.
Senator TOWNSEND. How many cars do you have?
Mr. SMIrH. We operate about 25 cars.
Senator TOWNSEND. Then you would pay $500?
Mr. SMITH. We will pay $500.
Senator TOWNSEND. What will- you pay at 5 per cent?
Mr. SMITH. $7,500. If the tax is 10 per cent, we will pay $15,000.

If this law should pass, it would drive us out of business, provided
it is retroactive.

Senator DILLINOHAM. Yours are the large cars, are they not?
Mr. SMITH. No. We operate 11 and 14 passenger, mostly. We

have one 18 passenger car in Washington.
Senator DuLINoHAM. They differ radically from the automobiles?
Mr. SMITH. From the automobiles, yes.
Senator DILLIwHAM. Of the auto service?
Mr. SMITH. Yes. This bill of the Ways and Means Committee, if

it was retroactive, would legislate us out of business. It would call
for the payment of fifteen or twenty thousand dollars a month, and
our business, of course, has been in pretty bad shape since the war.
We have had a great deal to contend with. Gasoline, tires, and wages
are very much higher, and fares have not been increased. We have
not increased any fares.

Senator JONEs. But you have had an increased patronage, have
you not?

Mr. SMITI. No, sir. Our business in the city of Boston for July
and August this year shows a falling off of nearly $10.000 for the two
months.

The C11AIRMAN. Are all of your cars over seven passengers?
Mr. S3irrit. No, we have some seven-passenger cars. We ha\ e

none in Washington. We have none in New York. We hait some
in Boston.

Senator JoNFS. I referred to your business here in Washington.
Mr. SInnT Our business in Washington shows a falling off for

August of $1,076.
Senator JONES. I do not mean in dollars, but in the number of

passengers carried.
Mr. Swri. That would be the number of passengers. It is $1

or $1.50 per passenger.
Senator DILTINcJHAM. Compare it with the same period last year.
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Mr. SMITH. $1,076 in August, and $1,057 in July, with greatly in-
.reaged expenses here.

The CHAIRMAN. You are first objecting to the manner in which
the tax is levied. You think it ought to be levied upon the public
instead of the company?

Mr. SMITH. Yes; I think so; upon the public.
Senator TOWNSEND. Would you not do that any way?
Mr. SMITH. Put it upon the public?
Senator Tow 'si, xD. Yes. If this tax i , put on. would you not in-

crease the fares?
Mr. S2IrT I. We would have to increase the fares; yes.
Senator TowNSEND. You would collect it from the public, then.

whether the Government says so or not, would you not?
Mr. SMITH. We probably would: yes: but if they make this bill

retroactive it woull come hard on the companies.
Senator Tiio3.s. Then you could not do it as to the retroactive

)art '.t
Mr. S rrI,' No. And I do not think there is a company in the

country. including the Fifth Avenue Bus Co.. that could possibly
stand it. It would go back to the 13th of June. But the steamships

rarrv peophh, anl the railroads carry people. and the people their
iie'rea.se,1 tax.

The CIIAUMAN. Tlen I understand you to, contend that there is
no reason why the tax on the incomes of automobile, should not be
;is igh a4 upo sight-seeing cars?

Mr. SMITu. It should be just as high, certainly.
The CHAIR-MAN. One is 10 per cent in the bili and the other is 5.

:nd when it reaches gross income your idea is that it shoul he the
i:ne1 in both cases?
Mr. S irr. Yes: because the touring car does a sigIt-seetiig busi-

,ess throughout the country. You take Washington. Every corner
11;s: (1 : for hire. It is taking the stranger about Washington. show-
ing him Washington. Take Jacksonville, Fla. There are 150 tour-ing cars there. We have a trip to St. Augustine, the same :a- they
do). They should be taxed the same as we are taxed.

The (HAIRMAN. I rather agree with you about that. If it was
)ut on the car. it should be much higher on the sight-seeing car, be-
cause it carries more people. But if on gross income, I do not see
why there should be any difference. There may be a reason for it,

ti I do not see it now.
Mr. SMITH. Here is another feature, the carrying of freight byautomobile. The Goodyear Rubber Co. carry from Akron, 0hio, to

Boston many. many trucks. Every automobile carrying freight
should pay the same rate as the automobile carrying passengers.
That business is increasing by leaps and bounds.

Senator SmooT. There is one continual line of automobiles from
ew York to Philadelphia all the time.
Mr. SirrH. And they should pay a tax.
Senator THOMAs. They.do, do they not?
Mr. SxrrH. I do not think so.
Senator THOMAS. I think under the present law all such companies

coning in competition with railroads are required to pay a tax.
Senator SMOOT. Not the automobile.
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The CHAIRMAN. It has suggested that a reason for this discrimina-
tion as between these classes of vehicles is that the automobile fares
of the city are regulated, while the fares charged by the siht-seeing
companies are not regulated by municipal ordinance. Wat have
you to say to that?

Mr. SMITH. The only regulation would apply to taxicabs only, I
think, not to touring cars.

The CHAIiAMAN. I take it that all automobiles that are employed
for hire are related.

Mr. SMrrH. No.
Senator LODGE. Do you not have to have a license?
Mr. SMITH. We have a license to operate, yes; but we are not

regulated. You can hire a touring car for $3 an hour, $4 an hour.
or $5 an hour, whatever the man may charge, here in Washington.

The CHAIRMAN. I am not quite so sure about that. My under-
standing has been that as to these cars that are fot hire, hold them-
selves out for hire, there was a regular schedule of prices fixed by the
municipality.

Senator LODGE. There is in almost all cities.
Senator THOMAS. Would it not come under the control of the local

utilities commission ?
Mr. SMITH. I do not think the touring cars do.
The CHAutAn. Have you anything else to present?
Mr. SMITH. I have a proposed amendment to the bill, which reads

as follows [reading] :

That there shall be levied, assessed, collected, and paid a tax equivalent to
ten per centum of the amount paid.

That the tax as imposed shall be paid by the person, corporation, partnership,
or association paying for the services or facilities rendered.

I thank you, gentlemen.
DOGS.

The CHAIRMAN'. The committee will hear Mr. A. C. Bigelow.

STATEMENT OF MR. A. C. BIGELOW.

Mr. Bionow. Mr. Chairman and gentlemen of the committee, I
am the president of the Philadelphia Woolen Textile Association,
which is an association comprised of -the big textile manufacturing
interests of the biggest textile center of the United States; also the
second wool market of the United States. I am president of the
sheep and wool association, which is now engaged in an effort to in-
crease the sheep industry of the United States. I am also on the
board of governors of the National Sheep and Wool Bureau of Chi-
cago. I just want to let you know what my credentials are in the
matter.

For three years I have been giving my services, supported by these
organizations for the purpose of endeavoring to increase the sheep
population oi our county. I presume you are aware of the condi-
tions in regard to this industry. I will briefly call to your attention,
however, from a bulletin of the United States Chamber of Commerce
the following facts: Our per capita production of sheep in the United
States has decreased from 0.80 in 1900 to 0.46 in 1917.
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The situation presents itself also in this way: The great reservoir
of sheeppopulation for many years has been the great western terri-
tory. There is every evidence that in that territory there has been a
decrease for the last eight or nine years, and that that decrease is
going to continue, on account of various conditions in regard to the
encroachments of agriculture and the operation of the grazing home-
stead act.

In order, therefore to obtain an increase in the sheep of this coun-
try we must bring that industry back to the farming section; we
must provide for the multiplication of small units, which is one of the
biggest factors in the world in this regard.

The CHAIRMAN. The high prices of the wool and of the mutton
have not had the effect of increasing it as against these other agencies
that have had a tendency to affect disastrously the industry ?

Mr. BIGELOW. At the present time the high prices which are pre-
vailing are a great incentive to the farmers to go into the business.
There are a great many obstacles, however, which confront them, and
it has been the purpose of our organizations to awaken the farmers
to the economic situation, which they were not aware of, to show
to them the profit which existed in this industry, and to endeavor to
obviate and overcome the obstacles which exist to the increase of
the population in the farming sections.

The CHAnRMAN. What I had in mind to bring out was that in-
crease in prices was not helpful so far as the increase in the sheep
population was concerned.

Mr. BiGroow. It was not; no, sir. It was not acting very forcibly.
Senator SMOOT. I want to say this, Senator, that if it had not been

for the increase in price the sheep industry of this country, under
conditions existing and outlined by the witness, would have been in
a worse condition than it is to-day.

The CHAIRMAN. That is probably so, Senator, but the increase in
price is more than offset by these other agencies that operate against
it. That is what I wanted to bring out.

Mr. BiowW. The present condition on the western range is this.that it is populated to its utmost extent to-day. There is no postal
bility of any increase on the western range. n fact, the continued
operation of the causes I mention-the agricultural encroachment and
th' grazing homestead act--shows that there must be a continuous
decline in that section.

One of the great big obstacles to sheep in farming sections has
been caused by the depredations of dogs upon the farmers' flocks. In
regard to that I wish to call your attention to the fact that the Inter-
national Harvester Co. sent out over 5,000 questionnaires to all the
farmers, and in reply to those letters all but 18 of the 5.000 reported
that dogs were the main cause of the scarcity of sheep.

The CHAIRMAN. Do you agree with that statement ?
Mr. BIGELow. Absolutely. I have also sent out my own question-

naires, I have visited all sections of the country, and I have corre-
spondence coming into my office from all sections of the country.
which shows conclusively that that is the case.

I also present to you this brief statement from the United States
Department of Agriculture, that sheep-killing dogs are not only
recognized as the worst enemy of Eastern flock masters at the present
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time, but are known to be the principal cause of so marked a decrease
in the number of sheep kept on farms.

Here is ocular evidence of what dogs do. I will be pleased to have
you examine these pictures. This one shows what occurred in the
State of Pennsylvania. It is difficult to get these photographs, but
here is an instance that occurred in New England recently.

Senator PENROSE. The Pennsylvania Legislature passed a law last
winter putting a tax on dogs which was meant to curtail these
depredations.

Mr. BIGELOW. I was instrumental in drafting that bill and putting
it through the legislature.

Senator PENROSM. I only wanted to call the committee's attention
to the fact that that great State did act on these lines.

Mr. BIGELOw. And it has been recognized that the Pennsylvania
law is the best law thus far enacted.

The CHAIRMAN. What is the amount of that tax?
Mr. BIGELOW. The amount of the tax in Pennsylvania is $1 per

head for male dogs and $2 for females.
Senator SMOOT. We have the same tax in our State.
Senator PENROSE. Is it being enforced?
Mr. BIGELOW. 'That is the point I want to bring up. During the

past three years we have pursued an organized campaign for the
enactment of State legislation, and we have met with success. lie-
centlv in the State of Massachusetts the proposed bill was turned
down at the instance of those people who are particularly and
peculiarly dog cranks. But the great trouble with all State legis-
lation, even when enacted, has been in obtaining enforcement, and
even as Senator Penrose states now in regard to the enforcement of
the Pennsylvania law, located as we are, where we can give the best'
possible attention to it, and with the Secretary of Agriculture fully
authorized to see to the enforcement of the law-and I visited his
office the other day-we find that, due to local influences, political
and otherwise, which operate through the constables and the agencies
therefor, the enforcement of the law is a matter of slow progress.
In some cases it has been opposed absolutely. There is now a case
which is subject to prosecution where one burgess of one town abso-
lutely ordered the State constabulary out of the town, would not
permit him to enforce the law.

Senator THOMAS. Can that be done successfully in Pennsylvania,
the State constabulary ordered out of town?

Mr. BIGELOW. It was done in this case.
Senator THOMAS. My impressions have been, frojn my reading

about the State constabulary of Pennsylvania, that it was one of the
most effective State police, and one of the most thoroughly capable
bodies of the kind in the world.

Senator PENROSE. The State constabulary retreated.
Mr. BioELow. I decline to commit myself on that point.
Senator THOMAS. I understood Mr. Bigelow to state that in that

instance the order was effective.
Mr. BioELow. The burgess made the order, and it is now under

prosecution by the attorney general's office. That is all I can say.
The purpose of what I am submitting to your attention to-day is

this: The enactment of a provision by which there will be a Federal
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4ax placed upon the dogs in the United States. The dog is subject,
undoubtedly, of taxation, as a luxury at the best, and has been proven
by the evidence, which I trust you will accept, that it is not only a
luxury but it is a most 'destructive agency of the large stock industries
of the United States.

Senator THOMAS. Would you not except the shepherd dogs from
the operation of this?

Mr. BIGELOW. We except nothing. It has been proven conclusively
that a shepherd dog will protect his own flocks and will go off and kill
the neighbor's flocks. And it has been proven that little dogs not
over a foot or a foot and a half high will kill sheep. There is no dog
that will not kill sheep when he gets near them and takes it into his
mind to chase them.

Senator PENROs E. Why do the dogs kill so many sheep? Do they
eat them or try to devour them?

Mr. BIGELOW. The general process is about like this: Most of the
dogs are cur dogs that are not half fed. At nighttime, like all preda-
tory animals, they roam the country seeking something to eat. They
destroy birds' nests, they chase rabbits, they invade poultry yards,
and if perchance in their roaming they come upon a flock of sheep,
the sheep, being so timid, starts to run; the dog immediately, follow-
ing his instincts, chases the sheep, and from there on goes the destruc-
tive result.

Senator TOWNSEND. He does not stop to eat at all.
Mr. BIGELOW. The operation of the measure which I propose. for

which I ask your consideration, is this: That to the extent that you
lay this Federal tax upon dogs you provide a large amount of revenue,
which is undoubtedly needed under present circumstances, upon a
luxury, or upon something which is worse than a luxury, a destructive
industry.

Senator PN-ROSE. I am heartily in favor of this tax and recognize
the evils. But if it is difficult to enforce it under a State law, would
it not be almost impossible to enforce it in the Nation at large, where
social and physical and industrial conditions vary so greatly?

Mr. BIGELOW. There is this point distinctly why we propose this
Federal measure:' Our experience, I think, generally is that when the
Federal Government says that a man shall do a thing, it is pretty
nearly done. It is not subject to the local influences which I have
suggested. And when the Federal tax collector says to any resident
of his district that he has to come forward and pay a tax, I know that
most of us do it, and that is one of the great virtues of what we pro-
pose. By getting the Federal Government to put this on as a method
of taxation we shall obtain throughout the entire United States at
one time the operation of a law which, by taxing this unessential in-
dustry, will tend to discourage the maintenance and increased pro-
duction of dogs.

Senator TOW.NSEND. How many dogs are there in the country?
Mr. BIGELOW. It is estimated at anywhere from two to twenty-five

millions.
Senator GERRY. What are you going to do with the cur dogs that

do not pay any taxes? If you are going to try to kill them off, will
that not require rather large expenditures?

81608-18----8o
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Mr. BIGELOW. The only necessity I see is to impose a tax, and pro-
vide for the method of collection, and a penalty for failure to pay
the tax.

Senator ROBINSON. You can impose on the owner a penalty for
owning a dog on which no tax has been paid.

Mr. BiGELow. A penalty for nonpayment, the same as for the non-
payment of an income tax.

Senator PENROSE. What does oecome of the dog if you turn him
loose ?

Mr. BioEow. The dog has a peculiar habit of staying around the
habitat of his owner. You can not drive him away. And in that
case, in regard to a provision for the law, I would apply the definition
employed as to the owner of a dog in the Pennsylvaia law:

The word " owner," when applied to the proprietorship of a dog, shall include
every person having a right of property in such dog, and every person who keeps
or harbors such dog or has It in his care. and every person who permits such
dog to remain on or about any premises occupied by him.

Senator THOMAS. What becomes of the dog upon whom the tax is
paid? Suppose I have a dog and I pay the tax upon it. What re-
straint does that tax place upon the dog?

Mr. BIGELOW. A restraint on the dog, so far as the control which
we are aiming for, must come through State legislation as a police
provision.

Senator THOMAS. Unless a tax is prohibitory, it will not prove en-
tirely effective, will it?

Mr. BIoEoW. A tax of $2 a head, I feel convinced, from my knowl-
edge of the situation, would act to discourage the maintenance of a
great many dogs in this country.

Senator THOMAS. It would not discourage the dog upon whom the
tax was paid.

Mr. BI.LOW. It would discourage the owner of the dog from
keeping him.

Senator THOMAS. Then where is your revenue?
Senator LODGE. Where there is a known owner who has paid the

tax, if that dog proves destructive, or destroys sheep, does not the
owner become able?

Mr. BIGELow. He becomes liable if there is a State law rendering
him liable. We are endeavoring, and will continue to endeavor, to
have the State exercise its police power in respect of the matter of
control of the dog.

Senator RoBiNsoN. He would be liable under the common-law rule
for depredations by a vicious animal which he maintained. There
is no doubt that that.

Senator PENROSE. The result would be that with this tax'paid the
dos would be chained up.

Senator LODGE. Yes: a tax-paid dog would be prevented by its
owner from doing mischief.

Mr. BIoEow. Not under the operation of the Federal law.
Senator LoDoE. No; but I think that would be the tendency: if

a man valued a dog enough to pay a heavy tax on him, he would see
that he did not kill the sheep.

Senator JONES. Would you say that that applies in sections of the
country where sheep are kept under herd?

Mr. BiGELow. Yes, sir.
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Senator JONEs. And where they are not being destroyed by dogs?
Mr. BIGELOW. The real sheep dogs, the shepherd dogs which are

of any value, are only maintained on the western ranges. One or
two dogs will herd 2,500 sheep. The burden of a tax of $2 a head
will not be too nuch under those circumstances.

Senator THOMAS. The resistance to this is coming from the sheep
raisers who have shepherd dogs.

Mr. BIoELow. I think Senator Smoot can speak on that point a
well n'R I can.

Senator SMOOT. They are perfectly willing to pay the $2 tax on
their dogs if they can have the other fellows pay a tax on the dogs
that kill their sheep.

Senator PENOSE. We have been appropriating a million dollars
very recently to destroy the coyotes, and the dog is far more of a
menace than all of the coyotes put together.

Mr. BIGELOw. Yes, sir.
Senator PENROSE. Because they are confined to a few prairie sec-

tions, whereas the dog is everywhere.
Mr. BIGELOW. Let me impress upon you that it is not only the

actual loss or damage which has occurred which is the great factor
to be considered, but it is the influence upon people who have seen
this damage and know what this menace is, and decline to go into
the business because they will not undertake the chance. Let me
just give you an incident in my own case showing the application of
this. I am interested in the Interstate Livestock Co.. which is run-
ning 5,000 sheep on the cut-over lands in Michigan. I went into the
State of North Carolina and spent three days up in the western
section of the State with a view to buying land in western North
Carolina. I saw there the finest opportunities for grazing land for
cattle and sheep production that I have ever seen in my life-a won-
derful country-and land offered to me in tracts of two to ten thou-
sand acres at $5 to $10 per acre. I made inquiry there in regard to
the conditions as to this one question of dogs. We had a meeting
before the board of trade at Asheville, and from'the incidents related
there, and from my own personal observation the day I drove out to
a farm. I changed my mind about buying the land. A man just came
back from a lot where dogs had taken his sheep. I learned thAt
North Carolina provides no protection, and there is no provision by
which a man who suffers damage can obtain any redress. I decided
that the State of North Carolina was not the place for us to buy
land to keep sheep on.

Senator DILLINGHA'm. How many States have that provision you
speak of, where the losers of sheep through the medium of dogs can
make claim on the State?

Mr. BIGELOW. I should say probably half a dozen.
Senator DILLINGHAM. What is the effect?
1Lr. BIGELOW. It depends on the law. You are drawing mne into

this. but I am glad to talk to you if you can listen to ne. One of the
great faults with State laws in regard to this one question of damages
has been that they have provided that fines and payments of dog
license fees should go into a separate county fund, and that all dam-
ages should be paid from that separate county fund. As a matter of
record, it has been shown that on account of the local influences which



TO PROVIDE REVENUE FOR WAR PURPOSES.

I say exist the dogs that should have been subject to the license fee
have never been licensed and there is no fund in the county to pay it,
and therefore a man who suffers damage never receives a dollar, and
that we provided for in the Pennsylvania law distinctly, and it has
been recognized as one of the main virtues of the law, that all license
fees and fines go into the general county funds and from the general
county funds the damages are paid. Therefore, the farmer is always
assured, because the money is there in the general funds.

Senator LODGE. England and Scotland are densely populated coun-
tries. They raise a very large amount of wool. It is a great staple.
They keep sheep all over the South Downs of the southern part of
England. How do they .manage to protect them? It is a densely
populated country and it is a population of dog lovers. How do they
manage?

Mr. BIGELOW. I am glad you brought that point up. Some of the
provisions of the Pennsylvania law were taken directly from the
English law. and I had lull information from there in regard to the
matter. The English law provides very distinctly-and in England
that law is enforced-that dogs are not allowed to run at large on the
public highways, and at night they must be restricted to the premises
of their owner. Ninety per cent of the damage to sheep is done dur-
ing the nighttime, and the English law in that respect is enforced,
and that is the reason why they do not suffer depredations as in this
country. One evidence of the enforcement of the English law since
that was enacted, about 1894, when they had an outbreak of rabies
there, is that there has not been a single case of rabies in the whole of
the British Isles. but you can go into North Carolina and Georgia. as
I have recently, and those two States are infected from end to end
with rabies. I saw in the State department of hygiene in one day
15 cases, and most of them children, being treated by the Pasteur
treatment for rabies.

Senator LODGE. England has exterminated rabies.
Mr. BIGELOW. Absolutely, by a strict enforcement of these provi-

sions, which provide that the owner of a dog must keep him on his
own premises.

Senator LODGE. In England a dog that is guilty of attacking a
sheep is invariably killed. Is there any law about that or is that a
mere custom?

Mr. BIGELOw. That I could not say. The owner who allows his
dog to run at large is subject to a fine, which operates to keep him
where he belong. That is the great point.

The CHAIRMAN. All you are asking us to do now is to place a
Federal tax upon the dog?

Mr. BIGELOW. Yes, sir.
The CHAIRMAN. The effect of that would be. I presume, and that

is what you have in view, to induce a great many owners of dogs to
kill the dogs?

Mr. BIGEOW. Yes, sir.
The CHAIRMAN. Or otherwise dispose of them in sone way that

would relieve them of the payment of a tax?
Mr. BionEow. Yes.
Senator ROBINSON. The worthless dog, the dog that is not useful

for some purposes, or maintained as a pet, would disappear.
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Senator PENROSE. This proposition was before us last summer. It
is generally treated without sufficient consideration. I think it was
one of the most important things before the committee.

Senator SMOOT. I think it is a very important thing. But not
only that; there is the dog that the owner compels to go around the
country and hunt up its own food, and some of them have a lot of
beastly things around, sometimes as many as six, never feed them a
poundito live on, and they have to go out and forage and kill to get
enough to live on. It will do away with all of that class.

.Senator GERRY. How are you going to prove to whom that dog
belongs?

Senator SMOOT. If you go into the West and through that coun-
try you will find six or seven of just that kind of dogs around one
place, many times.

Senator ROBINSON. You could provide that any dog upon which
the tax has not been paid should be subject to destruction by any
person. Then the owner of sheep can kill the dog.

Senator PENROSE. They capture and destroy dogs in all large
cities. Why should they not be captured and destroyed in the coun-
try at large?

The CHAIRMAN. If we impose a tax to be assessed against the
owner of the dog it would not reach the dog, and it would be within
his discretion as to whether he killed the dog or paid the tax and
kept the dog.

Mr. BIELOW. Exactly.
The CHAIRMAN. If he paid the tax and kept the dog, so far as

this legislation is concerned, unless it is supplemented by State
action, that dog would have the same immunity that the dog now
has?

Mr. BIGELOW. Yes. This is simply trying to discourage the in-
creased population of dogs.

The CHAIRMAN. So that unless you followed it up by getting the
States to enact legislation-and I concede this action by the Federal
Government might lead to quick action by the States-to make the
taxes effective I do not think you would accomplish much of a result,
except that you would reduce the number of dogs in the country,
because a great many people would kill the dog instead of paying
the tax.

Senator' JONES. Would it be practicable to impose a tax upon
unmuzzled dogs, and of such a magnitude that it would be pro-
hibitory? In other words, could we put a tax of $5 or $10, or $15
or $20 upon any dog that is permitted to leave the premises un-
mjuzzled, or something of that sort?

Senator LODGE. Put a flat tax on all dogs, and then a heavy tax on
the unmuzzled dogs.

Senator SMOOT. The unmuzzled dog then would be the dog owned
by the shoep owner.

Senator JoNs. I mean to go off the premises unmuzzled.
Mr. BIoLow. I would not recommend that. There is a great ob-

jection, a real valid objection, to muzzling dogs, and it is really
cruelty. I love a dog as much as anybody in this world, but it is
simply a point of controlling something which is a menace to one of
the greatest industries in the United States.

Senator JONES. Permitting them to go off the premises unmuzzled
would render the owner liable.
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Senator GERY. It would stainp out rabies, too.
Mr. BiozLow. The control and regulation of the dogs we propose

to get through State legislation. I just want to say, Senator' Sim-
mons, that in your own State, North Carolina, we have been very
busily engaged in obtaining a law. I have a little poster here,
which you may not have seen, which is posted all over North Caro-
lina, urging a dog law there which wil be proposed at the next
legislature.

The CHAIRMAN. I agree with you absolutely that the future of the
sheep industry in this country depends upon your getting sheep
raised on the farms. That is an industry that has almost disappeared
in the country. Before the war every farmer had more or less sheep.
.Now it is a rare thing that a farmer owns a sheep at all. I agree
with you that the dog has been an instrument of destructioni..the
effect of which has been to induce farmers to abandon sheep raising.
and in North Carolina we have not regulated it. But North Caro-
lina does not stand alone in that regard.

Mr. BiaEow. No, sir.
The CHAIRMAN. I do not know of any States that have regulated

the matter of the owning of dogs effectively, and I think very few
have. Some States have passed laws, but have not enforced them.

Mr. BioFJOW. I am sorry to say to the honorable Senator front
Massachusetts that we regretted very much that the wise people of
the legislature turned us down last year. But a recess committee
was appointed which is considering the matter, which will be pre-
sented to the next legislature.

I want to present to the committee resolutions on this subject which
have been adopted by some of the largest organizations in tihe United
States. The Cut-Over Land Conference in New Orleans in 1917,
having recognized the live-stock interests as something which are a
great factor of production in the South, have passed this resolution.

The American Association of Woolen and Worsted Manufacturers
at their annual meeting, the National Association of Hosiery and
Underwear Associations at their annual meeting, the United States
Food Conservation, live-stock industry division, at their convention
here, and the National Association of Retail Clothiers have all
passed resolutions, which I will not read, but which urge the enact-
ment of such legislation.

Senator LOoG. Your advocacy of a Federal tax is not with any
idea that it is a complete solution of the problem, but it will be a
help by discouraging the maintenance of worthless dogs?

Mr. BErow. Absolutely. That is the point. It will simply act

as a discouragement to an increased production of dogs.
Senator LODGE. This destruction of sheep does not come from these

dogs of high rice and. great value, because those dogs are carefully

contained and kept within control, of course. I mean dogs like
setters; valuable dogs of that kind.

Senator PENROSE. They are generally kept within bounds, or some-
body would steal them.

Senator LODGE. They are very carefully guarded.
Mr. BwEGow. Mr. Chairman, may I make one other remark? At

the meeting which was held in Raleigh some time ago not only was
this fact brought out in regard to the destruction of poultry, espe-

cially in North Carolina, but by a demonstration which extended over
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three years in one of the counties in Iowa it was proven that 17 per
cent of the hog cholera cases in that district, were caused by the
disease being spread by dogs.

That is a very important factor wherever there are hogs, and one
which should not be overlooked. The dog is a great big economic
parasite, and we must control him if we are going to have this
industry, which is so essential to our country. And it is not only
in connection with war conditions but in connection with the develop-
ment and the utilization of the lands which exist all over these
United States to-day which are producing nothing. I have been
through New England. I spent one day in July going over a town-
ship in New England where the farmers sons have left the farms and
gone to the cities. It is grazing land, and those farms are being
sold because they are nonproductive to the owners and nobody can
make them productive unless they can bring sheep upon them.
That is the only industry that is going to bring that farm proposi-
tion of New England back onto a pro active basis.

Senator LODGE. That is true of thousands of acres in the western
part of Massachusetts. It would be admirable for sheep raising.

Senator JONES. Another matter occurs to me. Is it not a fact that
on most farms there is plenty of feed that goes to waste that would
support a small bunch of sheep during the summertime and fall?

Mr. BIoELOw. Certainly. Not onry that, but in all sections of
our country-because I have seen them-there are tracts of land on
farms where there is good land, and these tracts have been neglected
until they are growing up to brush. They are becoming a wilder-
ness. I examined one on my last trout-fishing trip in Pennsylvania.
A man had land of just that kind upon a hillside, which he could
run 50 sheep on to advantage, and he would do it, but he said he
could not put sheep on there as long as the dogs were running around
wild. He had no protection.

(Documents were submitted by Mr. Bigelow and are here printed
in full, as follows:)

Resolved by the Out-Over Land Conference of the South, representing eastern
Texas, Arkansas, southern Missouri, Mississippi, Louisiana, Alabama, western
Georgia and western Florida, in convention assembled at New Orleans, La.,
April 11, 12, and 18, 1917, that:
Whereas it Is necessary for the National Government to raise a verj large

amount of revenue to meet the extraordinary expense of war: and
Whereas It Is estimated that there are kept In the United States about 25,000,000

dogs, which are not only a luxury and therefore properly subject to taxation,
but which are also a cause of much dainage to all Idnds of live stock: There-
fore be it
Resolved, That we urge upon the Congress of the United States to enact a

law placing a per capital tax of $1 on all dogs as a wise financial and economic
measure; and

Resolved further, That a copy of these resolutions be transmitted to our repre-
sentatives and Senators in the Congress, with the request that they take prompt
action to enact a law levying a Federal tax on all dogs.

SOLUTIONS ADOPTED BY THE AMERICAN ASSOCIATION OF WOOLEN AND WORSTED
MANUFACTURERS, AT THEIR ANNUAL MEETING HELD IN NEW YORK CITY ON WEDNES-
DAY, DECEMBER 5, 1917.

Whereas the enactment by Congress of the law known as the grazing homestead
act is operated to force a liquidation of the western-range flocks of sheep In
the States covered by the act; and
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Whereas the present alarming conditions of the cattle and sheep industry demand
that these industries be encouraged and maintained: Be it
Resolved, That we urge that Congress take such action as may be necessary

to suspend the operation of the act for the period of three yeas.
Whereas there Is imperative need for a great increase of sheep in the United

States to provide both meat and wool; and
Whereas the evidence is conclusive that the depredations caused by dogs upon

the farmers' flocks are preventing the maintenance of sheep to a large extent;
and

Whereas dogs are mainly a useless luxury and therefore properly subjects for
taxation to provide money urgently needed for Government purposes: Be it
Resolved, That we strongly recommend to the Congress that there be levied

and collected a revenue tax upon all dogs in the United States of $2 per head;
and therefore be it further

Resolved, That a copy of these resolutions be forwarded to each Member of
Congress.

RESOLUTIONS ADOPTED BY THE NATIONAL ASSOCIATION OF HOSIERY AND UNDERWEAR
MANUFACTURERS AT THEIR ANNUAL CONVENTION MAY, 1917.

Whereas the sheep industry in the United States has been rapidly declining for
a number of years; and

Whereas we deem it an imperative necessity for the welfare of the people of
the United States that every effort should be made to increase the number of
sheep in our country: Be It
Resolved by the National Association of Hosiery and Underwear Manufac-

turers in convention assembled, That we cordially Indorse the " more sheep
and more wool" campaign of the Philadelphia Wool and Textile Association,
and that we urge upon all legislative bodies, all trade bodies, and all citizens
that they Interest themselves in this matter in every way possible to encourage
sheep husbandry In the United States.
Whereas the Nation is urgently In need of obtaining revenue ; and
Whereas It Is an evidence that there are in the United States a vast number of

dogs which are essentially a luxury and therefore subject to taxation; and
Whereas, moreover, a very large portion of said dogs are not only a luxury but

are the cause of great losses to the owners of sheep by their depredations on
their flocks: Be it
Resolved by the National Association of Hosiery and Underwear Manufac-

turers in convention assembled, That we urge upon the Finance Committee of
the United, States Senate that they include In the revenue bill now being drafted
a provision for levying a Federal tax on each and every dog in the United States.

RESOLTIONS ADOPTED BY THE UNITED STATES FOOD CONSERVATION, LIVE-STOCK INDUS-
TRY DIVISION, WASHINGTON, SEPTEMBER 5, 6, AND 7, 1917.

Paragraph F:
"The stray and useless dog is the enemy of the sheep. We approve the bill

now pending In Congress to Impose a Federal tax upon all dogs. We recommend
that all State legislatures should enact laws protective of the sheep grower
against dog depredations. We suggest that the Bureau of the Census in its
plans for the Fourteenth Census provide a schedule for dogs on farms and not
on farms."

RESOLUTIONS ADOPTED AT THE ANNUAL CONVENTION OF THE NATIONAL ASSOCIATION

OF RETAIL CLOTHIERS, AUGUST 10, 1918, IN THE CITY OF NEW YORK.

Whereas there is urgent need for an Increase in the number of sheep ibi the
United States in order to provide the raw material of wool for woolen goods
for clothing and to provide meat for food; and

Whereas there is urgent need on the part of the National Government for
increased revenues to meet the expenses of the war; and

Whereas careful estimates disclose that there are approximately 20,000,000
dogs In the United States, the maintenance of which should be classed as a
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luxury, and therefore a proper subject for taxation; and, moreover, in view
of the fact that dogs consume a large amount of food and are recognized as
the worst enemy of the sheep industry at the present time, thereby deterring
our farming population from an increase of flocks: Be it
Resolved, That, through the proper channels, a copy of these resolutions be

forwarded to each Member of the Congress and to each member of the Ways
and Means ,Committee of the Congress.

(Mr. Bigelow subsequently submitted additional information in
the form of a memorandum, which is here printed in full, as fol-
lows:)

FEDERAL TAX ON OWNERS OF DOGS.

Referring to Information and arguments, which I presented to your honor-
able committee at the hearing on September 14 last, I beg to submit herewith,
in conformation, a short brief on this proposition:

The war conditions and general economic conditions have brought a tardy
recognition of the great importance of the sheep industry to the United States
as an essential branch of live-stock industry-producing meat for food and wool
for clothing.

There has been an alarming decrease in the sheep population of the United
States since 1900, as shown by the following figures:

Year. Human Number of Sheeppopulation. sheep. capital.

1900 .............................................................. 75,994,575 61, 60o , 000 0.80
1917 .............................................................. 106,000,000 48,483,000 0.46

The decrease of production in the great grazing areas of the Northwest
has been due to a decrease in the range areas available for grazing purposes,
caused by the encroachment of agriculture and by the enactment of the grazing
homestead act. There is evidence that this decrease of production in this sec-
tion will continue. The decrease in the farming sections, which consist mainly
of the area east of the Mississippi River, has been due largely to the depreda-
tions of dogs upon the flocks, for which statement I quote the authority of the
United States Departnnnt of Agriculture, Bulletin No. 935, The Sheep-Killing
Dog.

"Sheep-killing dogs are not only recognized as the worst enemy of eastern
flockmasters at the present time, but are known to be the principal cause of so
marked a decrease in the number of sheep kept on farms. The moral effect
upon all persons who have seen sheep killed, injured, or frightened by dogs is
far more destructive to the industry than the actual damage sustained."

In connection with decreased sheep production in the United States, it should
be noted that the world's production before the war had shown a decrease,
caused by limitation of available grazing area, and that during the operation
of the war, due to military operations, there has been a decrease in the world's
sheep population of 54,000,000 head, itnd this decrease is still continuing.

It would seem that a wise national policy should provide for every possible
encouragement of an industry which produces the fundamental necessities of
human existence-food and clothing made from wool.

FEDERAL TAX ON OWNERS OF DOGS.

It is a wise national policy to produce on our own lands, which are abun-
dantly available for this purpose, those materials which will make the Nation
independent for military requirements In war, and which will make our tex-
tile industries Independent for the raw materials of manufacture in peace.

On account of the limitation of the western grazing area previously noted,
the only source of increase lies in the farming sections east of the Mississippi
River. It Is In these sections that the depredations of (logs have proven the
greatest obstacle to the sheep industry. It has been exceedingly difficult to
obtain State legislation to eliminate these depredations, and when legislation
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has been secured, the enforcement thereof has been lax and the results un-
satisfactory.

Under the present war emergency, therefore, the proposed measure for a
Federal tax on dogs would serve two purposes: First, by levying a per capita
tax on the owner of a dog for every dog kept, It would provide needed revenue.
Second, the Imposition of such a tax would undoubtedly eliminate a large
number of worthless dogs, and would thereby generally operate efficiently to
decrease the present menace which exists to the sheep Industry, and also
to poultry, hogs, and other live stock.

There are great areas of land in the South adapted to the sheep Industry,
which are not put to use for sheep to-day, on account of this dog menace.
There are thousands of abandoned farms In New England, which do not main-
tan sheep, for the same cause. There is a wonderful opportunity, moreover,
throughout all our farming sections for the maintenance of sheep, to produce
meat and wool, and to bild up depleted soil fertility, which would result in
a greater agricultural production of cereal foods.

The vast burdens of the present war must be met by an Increase of national
income over national expenditure. Every possible source of Increased pro-
duction should be utilized for that purpose.

It Is the urgent appeal of everyone wbo has a thorough knowledge of the
sheep Industry, and who is Interested in Its advancement, that the Finance
Committee of the Senate may recognize the gravity of this situation, and may
incorporate the proposed Federal tax on dogs in the war-revenue measure
now under consideration.

Respectfully submitted.
MORE SHEEP MORE WoOi. ASSOCIATION OF TIE UNITED STATES,
A. C. IGELOW, 115yxidcllt.

AMORTrZATION.

The CHAIRMAN. Mr. Allport, the committee can now hear you.

STATEMENT OF MR. SAMES H. ALLPORT.

Mr. ALLPORT. Mr. Chairman, Mr. Edwin B. Chase appears with
me to-day, and the question I wish to bring to your attention is the
amortization of the costs of material, machinery, and equipment
compared at the p resent time with those of the prewar period and
the influence it ishaving at the present time upon the production of
bituminous coal, and also anthracite, in the United States.

The question in particular is for expansion and development,
improvements which are necessary in mining, which is a hazardous
occupation.

Senator PENROSE. I want to explain to the committee that this
proposition has been before the committee before. But I want to
say for Mr. Allport that he is one of the greatest experts on this line
of inquiry that there is in the country, and I hope the committee will
give special consideration to what he has to say and ask him any
questions they desire to.

Mr. ALLPORT. Being a hazardous industry, expenditures have to be
made for improvements and developments in order to maintain pro-
duction. The cost of material, as you understand, has increased
from 100 to 300 per cent particularly in production machinery,
tracks, copper, all electrical equipment, mine supplies, and material
which is necessary for not only the increased production of the mines
but for the maintenance.

We find, in making out our reports for taxes, that the capital
invested in the industry has been capitalized by the Treasury Depart-
mnent for all expenditures, so that it has made it almost impossible for
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q producer to increase his production, or to go ahead with additional
development, on account of the expenditures being capitalized and
taxed.

I have a brief report of which I will read a part to you [reading]:
We find In reports of the probable wording of the new war-revenue bill and In

the ruling of the Treasury Department a strong tendency to put costs of certain
necessary mine work usually paid out of earnings to capital account and thus
increase the taxable earnings.

This. we believe, Is resulting In a curtailment of Improvements and develop-
ments In the coal mines which will inevitably result not only in checking In-
creases in production but in an actual and very serious decrease in the production.

The operators can not and dare not increase their capital by charging to capital
account developments and replacements necessary to maintain production, nor
can they thus charge the full cost of extensions and new machinery necessary
for Increased production and to replace man power by machinery at the present
abnormal costs, as they well know that under normal conditions they will be
unable to earn the interest charges on such inflated capital.

Under these conditions we would respectfully suggest that Influence should
be exerted to avoid such a catastrophe, and we would urge that the utmost efforts
be exerted to have included In the pending war-revenue bill the following prin-
ciples:

In all coal mines operating expenses to he deducted frim gross earnings shall
Inclflde all expenditures made during the tax year for-

1. All extensions required to maintain output, including the cost of all labor,
materials, machinery, and supplies.

2. All machinery installed to replace human labor, Including the cost of instal-
lation.

3. The cost, above prewar figures, of all improvements and developments made
to increase output, including all labor, machinery, material, and supplies re-
quired for same. The cost of such improvements at prewar figures to he charged
to capital account.

Senator SMOOT. Then you would not get any tax from the coal pro-
(ucers, if that were the case, would you?

Mr. ALLPORT. Yes, sir.
Senator SMOOT. Why should not that apply to other businesses just

the same as to coal?
Mr. ALPORT. That is a question which I will explain when I com-

plete this.
Senator SMOOT. Excuse me.
The CHAIRMAN. Do you mean the increase in the cost of these

things you have mentioned should be deducted from the gross
earnings?

Mr.. ALLPORT. They should be Charged to operating expense-
operati costs.

The .HAIRMAN. Then they would represent expense and be de-
ducted from gross income for the purpose of ascertaining the net?

Mr. ALLPORT. Yes, sir: with only the difference in the cost of
these materials as above the cost in the prewar period.

The CIIArMAN. And that applies to all machinery installed,' all
extension of plant, all machinery put in for the purpose of substitut-
ing machinery for man power?

Mr. ALLPORT. Yes, s.ir.
Senator SMOOT. The Bethlehem Steel Co. has done the same thing,

and it was necessary that they do it; in fact, the Government virtu-
ally required theni'to do it. Do you think they ought to have all
of their buildings and machinery, as enumerated in that, deducted
from their gross earnings?

Mr. ATJPORT. The cost above that of prewar period; yes, sir.
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The CHAIRMAN. The bill here rather leaves that matter to the
Secretary. It reads [reading]:

In the case of buildings, machinery, equipment, or other facilities constructed,
erected, Installed, or acquired on or after April sixth, nineteen hundred and
seventeen, for the production of articles contributing to the prosecution of the
present war there may be allowed a reasonable deduction for the amortization
of such part of the cost of such facilities as has been borne by the taxpayer.

Do you think that would not accomplish the result?
Mr. ALLPORT. That would probably accomplish what I have to

present. But I will add that in section 215, clause (b), " any amount
paid out for new buildings or for permanent improvements or bet-
terments made to increase the value of any property or estate" is an
item not deductible. So far as the bill itself is concerned, one clause
practically contradicts the other as to the judgment of the Treasury
Department in assessing these taxes. I believe this section is all
right, but the exceptions taken in the other section on the items
deductible would allow the Treasury Department, in the fixing of
taxes, to capitalize this excess cost of material and labor that is
required at the present time only to maintain production. The opera-
tors have been required in all instances to capitalize this extra ex-
penditure limiting their amortization charges, and in many instances
where expenditures were made the operator had to borrow money y
to pay his income tax having expended it all for increased develop-
ment. The indust does not take exception to having the Treasury
Department capitalize at present cost figures, but they do take
exception to the capitalization of this industry at the present figures,
which makes that organization to continue these matters of making
new improvements for increased development,

Senator PzNROSE. I do not want to interrupt you, but you might
state, I think, right here what would be the effect upon the produc-
tion of coal unless this bill is amended?

Mr. ALLPORT. The production of coal would materially increase,
from the fact-

Senator PENROS. I say if it is not amended, what will be the
effect?

Mr. AarzonT. I beg your pardon.
Senator PENROSE. Unless this bill is amended on the lines you have

suggested and will elaborate still further, what will be the effect on
coaf production ?

Mr. Auxowr. There will be a material decrease in the coal pro-
duction, and I doubt very much if we will produce in 1919 the same
tonnage that is being produced in 1918.

Senator PENROSE. How much reduction, roughly speaking, and as
a guess, would you say there will be?

Mr. ALLPORT. I would say that in 1919 they could possibly hold
their own; that in 1920 there would be at least a 10 per cent reduction.
I am stating this from the fact that I have interviewed numbers of
operators and operators' committees. The industry from most of the
States of the United States have asked the question, What is being
done to increase the production of coal in your particular district?
I have been repeatedly told that "We intended to make improve-
ments and expenditures during this year for the increased produc-
tion, and to open new mines. But owing to the fact that we were
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taxed last year on the capital invested for our improvements at the
present value instead of the prewar values we have decided not to
make any further improvements this year.'

That has been done. From the fact that when a mining operation
is opened either by shaft, tunnel, or drift, the coal is near to the
opening at the start; the expense gradually increases as the mine is
worked away from the bottom of the shaft, tunnel, or drift, as the
case may be. Extensions and developments have to be made con-
tinuously. There was exceptional development made during the
year 1917 and in the beginning of 1918. I now find that that devel-
opment is lagging very much, and that it is only because of the
increased price, or the high prices of rails, overhead, material, loco-
motives, mine cars, piping, pumps, machinery in general for the
handling of coal, andthat the operators are simply working their
near coal, and not making these extensions and improvements that
should be made to increase the output and increase the tonnage of
the country. This is not only from a few districts, but it is general.

The CHARMAN. Can you tell the committee what has been the
increase of the price of coal since the beginning of the war?

Mr. ALreonr. Yes, sir.
Senator SMOOT. Is this the wholesale price you are now about to

give, or the retail price?
Mr. ALLPORT. The price at the mine.
Senator SMOOT. Have you the retail prices as well?
Mr. ALLPORT. I do not have the retail prices. They would be plus

the freights and the drayage. as the case may be, from the different
districts in which it is produced.

The CIAIRMAN. I hope that is so, but I doubt it very much.
Senator SMOOT. I wish that were true.
Mr. ALLPOIT. This is bituminous coal for which I will give you

the figures. The average selling price of bituminous coal in the
United States for the year 1916 was $1.55 per ton f. o. i. the cars
at the mines.
Senator SMOOT. Wha1 t wa8 it in 1914?
Mr. ALLPORT. I do not have the 1914 cost, but it was less. The

average selling price of coal at the present time for the United States
i, $2.162 f. o. b. the cars at the mine.

The CRIAIMAN. That is bituminous?
Mr. ALLFORT. Bituminous: yes, sir.
The CHAIRMAN. Have you the price of anthracite?
Mr. ALLPOET. I do not have the anthracite prices. In 1917 the

prices were very highly inflated because they were not controlled.
The CHAIRM.ANX. In 1917 they were what on bituminous?
Mr. ALLPORr. $2.1;2.
Senator SMOOT. I thought that was now.
Mr. ALLPORT. Yes; right now.
Senator SMOOT. That is 1918.
Senator NUGENT. What were they in 1917?
Mr. ALLPORT. We do not have the average prices for 1917, from

the fact that the contracts that existed from the latter part of 1916,
and the high prices until the contracts expired in- 1917, were so
irregular all over the country that we have not been able to compile
that data and get the exact figures as to what the average cost was.
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Senator NUGENT. It was considerably higher than this year?
Mr. ALLPORT. Yes, sir; very much' higher than this year.
Senator JONES. Is that for mine-run coal?
Mr. ALLPORT. Yes, sir; the mine-run prices.
The CHAIRMAN. You say you have not the. prices of anthracite.

About how much does that run above the bituminous coal?
Mr. ALLPORT. The present prices for anthracite coal f. o. b. the

mines are $4.90 for broken, $4.80 for egg, $5.05 for stove, $5.15 for
nut, and $3.75 for pea.

Senator LODGF. Those were the prices agreed on in April, 1917.
were they notV

Mr. ALLPORT. Yes, sir; with the additional price that was allowed
by the President in the increased price in wages to the miners.

I do not have the prewar prices of anthracite, or any of the
anthracite lists, but anthracite coal has advanced less per ton f. o. b.
the mines than any other commodity except potatoes since the war.

Senator ROBINSON. How do you arrive at that unless you know the
basic figures to start with? How do you know that is true unless
you know what anthracite coal was selling for at the beginning of
the war?

Mr. ALLPORT. I do not happen to have those figures you ask for.
Senator RoBnINsoN. You made a calculation based upon those fig-

ures?
Mr. ALLPORT. Yes, sir.
Senator ROBINSON. You can easily get those figuresV
Mr. ALLPORT. Yes, sir.
Senator ROBINSON. You will supply them to the committee?
Mr. ALLPorr. Yes, sir.
Senator PENROSE. Mr. Airport is a bituminous operator, and came

down here to speak for the bituminous people.
Senator RoBuNsoN. Yes; I understand that.
Senator JoNES. What is the price of bituminous coal in the field

where you operate?
Mr. ALLPORT. The selling price?
Senator JONES. Yes; at the mines.
Mr. ALLORT. $2.95 f. o. b. the cars at the mines.
Senator JONES. How much was that price before the war?
Mr. Aw oRT. That price before the war ranged from $1.35 to

$1.50 per ton.
The CHAIRMAN. Is that all you desire to say Mr Allport?
Senator PENROSE. Have you anything further to say to the com-

mittee? You have been interrupted a good deal. Maybe you had
better go ahead in your own way for a few minutes.

Mr. ALLPORT. In addition to that I would say that an addition
for mining hazards, if actually set aside in cash or invested in
liberty bonds of not exceeding 2 r per cent of the value of the coal
at the mines, should be allowed.

That is a question which is of vital importance to the industry, and
is not allowed by the Treasury Department, from the fact that the
accountants of the different departments of the Government said
that you should not make a charge into your cost of production for

something that has not occurred. Therefore charges that were made
into accounts of companies for a hazard such as a mine explosion, a

flood, a mine fire, or something of that kind, they would charge from
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21 to 6 and 7 cents a ton on their production, which was carried in a
reserve fund for that hazard. That was entirely capitalized by the
Treasury Department, on which taxes have to be paid.

The CHAIRMAN. Was it formerly and is it now a general custom
among mine owners to set aside a fund of that sort as a reserve
against accidents of the character of which you speak?

Mr. ALLPORT. I would say in 50 per cent of the production in the
United States that is the custom. The amount that they set aside
varies in the different fields--that is, gaseous and nongaseous fields.
in gaseous fields it is rather high and in nongaseous fields it is low.

Senator JONES. Is there any limitation on the fund as to amount?
Mr. ALLPoxRT. Per ton of coal produced.
Senator JONEs. Suppose you do not have any accident. Do you

keep on piling up the 21 per cent or any other percentage ?
Mr. ALLPORT. Some of those funds have gotten very large in some

companies, and yet the majority of the companies in the United
States to-day who have had the catastrophes are away behind. The
fact of the matter is they have had to capitalize. I know of a num-
ber of instances where mine fires are capitalized to-day; floods have
been capitalized, catastrophes have been capitalized and are still
being paid out from this contingent fund.

The CHAIRMAN. Can you not insure against contingent losses of
that sort?

Mr. ALLPORT. No sir
The CHAIRMAN. TPhen this is a sort of an insurance fund?
Mr. Ain.oaT. It is an insurance fund; yes, sir; as a contingent

fund.
Senator JONES. There is a mine insurance for employees?
Mr. ALLPORT. Employees' liability; yes, sir. For accidents of that

kind you can take out insurance, but you can not insure against the
property damage, which is really the greater expense of the two.

The CAIRMAN. Senator Jones asked you about that, but I have
not understood your answer to him. Is that a fund of indefinite
amount, or do you limit the amount of that fund, and when it reaches
that amount do you discontinue then setting aside this amount an-
nually?

Mr. ALLPORT. Yes, sir.
Senator PENROSE. Have you anything further to submit to the

committee?
Mr. ALLPoRT. I have nothing further.
Senator PENROSE. Have you any brief or figures you want printed?
Mr. ALLPoRT. Yes; I would like to submit this.
(The document; submitted by Mr. Allport, is here printed in full,as follows :) as fllos:)SEnEMBER 14, 1918.

SENATE FINXANCE CoMrTTE, ,

Washington, D. C.
GENTLEMEN: We find in reports of the probable wording of the new war rev-

enie bill and In the rulings of the Treasury Department a strong tendency to
Put costs of certain necessary mine work usually paid out of earnings to capi-
tal account and thus increase the taxable earnings.

This, we believe, is resulting in a curtailment of improvements and develop-
mItents in the coal mines which will Inevitably result not only in creaking in-
creases in production but In an actual and very serious decrease in the present
production.
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The operators can not and dare not increase their capital by charging to
capital account developments and replacements necessary to maintain produc.
tion, nor can they thus charge the full cost of extensions and new machinery
necessary for increased production and to replace man power by machinery at
the present abnormal costs, as they will know that under normal conditions
they will be unable to earn the interest charges on such inflated capital.

Under these conditions we would respectfully suggest that influence should
be exerted to avoid such a catastrophe, and we would urge that the utmost
efforts be exerted to have included in the pending war revenue bill the following
principles:

In all coal mines operating expenses to be deducted from gross earnings
shall Include all expenditures made during the tax year for-

1. All extensions required to maintain output, including the cost of all labor,
materials, machinery, and supplies.

2. All machinery installed to replace human labor, including the cost of instal-
lation.

3. The cost, above prewar figures, of all improvements and developments
made to increase output, including all labor, machinery, material, and Supplies
required for same. The cost of such improvements at prewar figures to be
charged to capital account.

4. An allowance for "mining hazards," If actually set aside in cash or In-
vested in Liberty bonds, of not exceeding 2j per cent of the value of the coal at
the mines.

We believe that if the above can be included In the war revenue bill the
result will be to permit and encourage substantial Increases of output, which.
under the law as now proposed and as interpreted by the Treasury Department,
would not and could not be attained, and we believe, unless action of this sort
is taken, that Instead of the necessary increase an actual and probably serlou.
decrease of production will result.

Further, with such a law, the taxable income of the mines will, we believe,
yield a far greater revenue to the Government than will be yielded If develop-
ment and extension Is penalized by putting these charges into capital.

Yours, very truly,
JAs. H. ALLPORT.

PUBLIC UTILITIES.

The CHAIRMAN. Mr. Phillip H. Gadsden is present, and we will
now hear him.

STATEMENT OF MR. PHILIP H. GADSDEN, OF WASHINGTON, D. C.,
CHAIRMAN OF THE NATIONAL COMMITTEE ON PUBLIC UTILITY
CONDITIONS.

Mr. GADSDEN. Mr. Chairman and gentlemen, I am chairman of a
committee known as the national committee on public utility condi-
tions, representing all of the electric railway, gas, and electric-light
and power companies in the United States, through their three
national associations. I appeared before the committee, you recall,
in connection with the War Finance Corporation bill. I also had al
opportunity to appear before the Ways and Means Committee on
this bill, and I think I could shorten what I have to say by referring
to the statements made at that time, which are available, of course, to
this committee.

Our purpose in appearing before the committee is to suggest for
your serious consideration the wisdom of segregating public utilities
into a special class for the purpose of national taxation. We ap-
preciate, of course, that that is not a very congenial suggestion to
you, because you are here to raise money. At the same tune this is,
from our standpoint, as we view it, a great national question, and
the problem I want to submit to you is whether the money which
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could be raised by applying this normal income tax to public utilities
can not be put to wiser andbetter use by leaving it where it is.

Senator SMOOT. Very few public-utility corporations are making
anymoney.

Mr. GADSDEN. I am talking about the normal income tax, not
excess or war profits. Our suggestion is that the public utilities be
placed in a special class and their normal income tax be left as it
is now, instead of being increased up to 12 or 18 per cent.

The situation of the railways particularly, and in a lesser degree
of the gas and electric companies, is that they have not any excess
profits to pay on. They are the one industry in this country appar-
ently which is being penalized by the war. Your hearings have ween
taken up by representatives of the great interests criticizing the
percentages of excess profits. We only wish we had profits enough
to pay some percentage on. The 'great industry I am representing.
which represents an investment we estimate of about $10,000,000,000,
not stock and bonds, but real money investment which has a gross
receipt of one billion and half, is being destroyed by the war.

The Internal Revenue Department figures show that the total tax
in 1916 under the 2 per cent law paid by public utilities was a little
,m er $5,000,000 on a net of $250,000,000. Since that time, of course,
that amount has been greatly decreased. I estimate that $250).0 00
net would certainly not exceed now $125,000,000 net.

The proposition in the House bill is to impose cc tax of 12 per cent
onl such portion of that net as is distributed by way of dividends
and 18 per cent on such as is not. That is a part that I wish espe-
cially to direct your attention to, because it operates especially
against the public utilities. We have come to a point throughout this
country when as a class we have passed our dividends. We are hus-
banding every dollar of resources we have, first, for the reason that
we can not borrow any money from a bank. You know the War
Finance Corporation will not lend us any, and yet under the losses
uinder which we operate there are daily demands upon us for-exten-
sions. betterments. and improvements, which under the law we have
to make.

A consumer applies for a new gas connection costing $5. $10. or
$15N. We have to put it in. An electric consumer wants hio house
connections made or a new motor put in. The law requires us to do
it. In the aggregate that runs into millions. The reports in my office
show that, notwithstanding the great economies insisted upon by all
(,f our operating companies throughout the United States, per-
eniptory orders issued to our men in the field not to spend a dollar
they do not have to spend, notwithstanding all of that, over fifty
millions was spent by us-or I think I would state it more properly
if I said, spent for us.

Therefore, what little net we have is all that we have to do this
work with. The purpose of this penalty of 6per cent was to drive
the money out into the hands of the stockholders, to in turn come
tinder the surtax, so as to prevent companies from hoarding up their
Inonev to be distributed after the war at a lower rate. The situt-
tion with us is that we have long since, in a great many cases, stopped
Paying dividends, in order to husband what little money there is
there, to go toward complying with our legal requirements of making

8180 8--18-----81
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these extensions, betterments, and additional facilities to our service.
The war has brought tremendous demands upon railway companies,
for instance, for additional cars. In this city they are ordering
seventy-odd card. All through the country it is the same. We can
not borrow the money from any bank. Some part of it must come
out of our surplus, if we have any. We have very little.

Senator PENROSE. If this is the condition, how can the public-
utilities companies, like the Washington passenger railway system,
make these enormous raises in wages?

Mr. GADSDEN. Senator, they can not make them.
Senator PENROSE. They have done.it.
Mr. GADSDEN. The situation with the railroads to-day is that unless

we get Federal relief from the President, which we are very hopeful
of getting, and have been hoping day by day and' week by week, they
are going into the hands of receivers by the dozens within 30 days.

Senator PENROSE. Then they are just raising these wages in order
to avoid trouble with their employees, in the hope that they will get
Federal aid?

Mr. GADSDEN. Yes; they have to raise them. The Taft-Walsh
Board imposed a scale of wages on industry which our office.has cal-
culated has involved an additional expenditure of one hundred mil-
lions on the railways of the country. When I tell you that under the
returns of the Revenue Department for 1916 the entire net earnings
of the railways in 1916, as reported to the Revenue Department,
were seventy millions--we all admit that increased operating ex-
pense of 1917 cuts them down, we will say, to thirty-five million-
the Taft Board at one fell swoop added to the operating expenses of
the electric railways of this country, when that scale is generally ap-
plied, over one hundred millions, and they did not have, according to
my estimates, thirty-five millions left.

Senator LoDGE. That is Mr. Walsh's board you refer to?
Mr. GADSDEN. The Taft-Walsh Board.
Senator LODGE. NMr. Taft is the chairman?
Mr. GADSDEN. Yes, sir. Of course, the situation was serious in this

respect, that we were surrounded by a scale of wages which was tak-
ing our men. But, gentlemen, here is a situation where the public
utilities,' unless reliefby the Federal Government is given, are going
by the board. We have every reason to believe that some help of some

- kind is going to be given us, so far as the President can ive it. He
has shown the deepest concern. We have applied to the War Finance
Corporation, and I will tell you what our experience has been. Here
is an anomalous case: We go to the War Finance Corporation to
borrow some money, under this act passed by Congress, and one.of
the very first suggestions that is made to us, and in some cases in-
sisted on, is that as a condition of Federal aid, "You waive your
dividends. You agree not to pay a dividend until this loan is paid."
Then Congress comes in and says, "If you do not pay your dividends,
you pay 6 per cent more."

Senator LODGE. We tax you 18 per cent. That is a splendid
arrangement.

Mr. GADSDEN. Do you not see that that does not affect industry,
but we are the only people who have to go through?
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The CHAItMAN. Did I understand you to say that the War Finance
Corporation required as a condition to loaning the money that you
should not pay your dividends ?

Mr. GADSDEN. I say in many cases they have suggested that, and in
several cases required it. I know in many cases I had to go there for
assistance. The War Department wanted an extraordinary increase
of our power facilities over a long period, and, of course, our com-
pany could not possibly do it, and I agree to do it if the War Finance
Corporation would make a loan, and one suggestion was that we
should waive dividends inasmuch as the collateral T was offering was
the stock of the company. I said, "Of course, I can not do that, be-
cause the basis of the collateral I am offering you is a dividend-
paying stock." But from their standpoint it is a very proper thing,
for if a company is in need of funds and applies for Federal aid,
they say the stockholders must help by waiving their dividends.

Senator RoBINsON. Did you succeed in making the arrangement
in the case you mentioned?

Mr. GADSDEN. In my case I did. That was my collateral, and it
destroyed the whole value of the collateral.

Senator LODGE. They ask you to waive the dividends, and then if
you do waive the dividends, it is proposed to tax you 18 per cent by
way of punishment for waiving them?

Mr. GADSDEN. Yes. That is one feature of it that I think deserves
your serious consideration, because public utilities as a class are in
that position. We are forced by the exigencies of the situation to
pass our dividends.

The CHAIRMAN. You say that the War Finance Corporation re-
quired that or suggested that?

Mr. GADSDE N. Yes; that has been suggested.
The CHAIRMAN. The question I wish to ask you is, Do the banks

of the country, when you go to secure money through them, make any
such suggestion ?

Mr. GADSDEN. They make exactly the same suggestion, and from a
banker's standpoint it is a perfectly proper provision.

The CHAIRMAN. I am not saying it is not. Is that a general custom
among banks?

Mr. GADSDEN. It is under present conditions.
The CRAIRMAN. Does that apply only to the utility corporations

because they are in trouble?
Mr. GADSDEN. Because we are in trouble, and we can not pass it on

to the consumer.
The CHAIRMAN. That does not apply to others seeking loans?
Mr. GADSDEN. No, sir..
Senator JoNE s. You say you can not pass it on to the consumer.

Is it not just as inevitable as it can be that something must'be done
to pass it on to the consumer?

Mr. GADSDEN. Unquestionably. But we are going broke in the
meantime. One of the things I am asking you to do to pass it on is
something within your province. I am going to every department of
the Government and saying, "I want you to help so far as you &A."
This committee can help the public utilities by not increasing our tax
burden. We are segregated into a special class for everything except
taxation. We are put into P. special class for the purpose ol fixing
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our revenue, we are put in a special class for the purpose of control-
ling our service, and why not put us in a special class 'for the purpose
of taxation, and say," Their burdens shall not be further increased"?

Senator JoNEs. Does what you say apply to all of these public
utilities V

Mr. GADSDEN. Yes, sir.
Senator JONES. Are there not some exceptions?
Mr. GADSDEN. Of course, there are exceptional companies: un-

questionably.
Senator ToNEs. Instead of having the plan which you suggest

apply in blanket form to all of them, why not vest some authority
somewhere to deal with the company which really needs assistance?

Mr. GADSDEN. That accomplishes my purpose. There are some
electric railways still which are making money. But I could count
them on my two hands.

The CHAIRMAN. I understood you as not insisting that your cor-
porations should be relived from this additional 6 per cent that the
House bill applies upon the undistributed dividends or income of a
corporation, but you are insisting that your tax shall not be more
than 6 per cent as against 12 per cent normal tax?

Mr. GADSDEN. I am suggesting that we be left as we were last
year. You only collect $5,000,000 out of them under a 2 per cent tax.
The. amount to the United States Treasury is a bagatelle, but it is all
we hjive. Devoted to public purposes in our hands it will accom-
plish more than in the Treasury of the United States. It Will not
amount to more than fifteen or twenty millions in the Treasury of
the United States, if that much. But ten or twenty millions to this
industry now will help it to go through the war. That is the point.
It is on the verge of destruction. And the question of statesmanship
and wisdom is whether that money, devoted by us to the public use
at this time, is not worth more to the public than turned over to the
united States Treasury.,

Senator THOMAS. Do the officers of these companies enjoy the same
salaries that they did before they got into this fix?

Mr. GADSDEN. I rather think so. I do not know any of them that
got any very heavy ones.

Senator THOiMAs. What are the salaries?
Mr. GADSDEN. I think in the operating field $5,000 is a good big

salary for the president.
Senator THOMAS. In the New York companies the salary must be

very much higher than that.
Mr. GADSDEN. I expect so. But do not judge this industry by the

high spots. I am speaking for the little fellows. I am speaking for
the men all over the United States.

Senator THOMAS. We have this same appeal, however, from the
high spots. I had it personally from two gentlemen from New York
only last week complaining very bitterly.

Mr. GADSDEN. They are all suffering.
Senator THOMAS. And 'I asked what the salaries were, but I could

not get any answer.
Mr. GASDEN. To give you a picture, I have here a tabulation of

-293 electric railrways, showing their returns for six months. There
-re four or five hundred in my office, but I just tabulated up to date
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the six months as compared with the six months of last year. It
shows a decrease in their income during the six months of 74.4 per
cent.

Senator DILLNGHAM. That has come from the increased cost of
operation ?

.Mir. GADSDEN. Yes, sir. For instance, the total operating expense
of these companies was 11 per cent. Their tax increase was 10 per
cent. Yet their gross income had increased 3J per cent. Notwith-
standing an increase in their gross their net income for 1917 was
$11,900,000, and for 1918 it is $3,000,000. On the 1st of January it
will almost disappear, because we have not yet charged up any Taft
labor decisions. That is a hundred million going into the situation.

Senator JONES. That net income charge is a most uncertain desig-
nation of what -may go in it. Your question of expenses and charge,.
and depletion, and all that sort of things, is a matter of judgment
for each company, and I suppose your figures there have been made
up from the general statements furnished you by the companies?

Mr. GADSDEN. Each individual company sends a report.
Senator JONES. And each company preparing its books in its own

way snd making its allowances for expenses, depletion, and all that
sort of thing?

Mr. GADSDEN. You are mistaken about that. In all States where
there are public-utilities commissions there are standard systems o
accounts.

Senator JONES. That may be. I do not know about that.
Mr. GADSDEN. All of the large States have them, and the great

majority of the trackage is in those commission States. I am not
going to detain the committee. It is a question, I respectfully submit
to you, that demands wise action on the part of this committee to
show some sympathy with this industry.

Senator LoDGE. The plain English of it is that if something is not
done within the next 30 days the great bulk of the street railways
will be in the hands of receivers?

Mr. GADSDEN. Yes, sir. I attended a special "meeting called in New
York. and it was with some difficulty that some of those men were
persuaded to hold on.

This will help psychologically if I can say that Congress has
helped. me so far as it could. I can go to the executive officers and
say, "The political end of this Government is doing all it can." I
have to get assistance from wherever I can get it. -

Senator PENROSE. How can the Federal Government help you in
the executive department?

Mr. GADSDEN. The President can do a great deal.
Senator PNROSE. I know he can do almost everything, but not

entirely everything. He is not omnipotent yet. Through what
authority of law or in what way can he help the utility companies?

Mr. GADSDEN. I woldd be very glad if you had time to hear a brief
I filed with the Taft Labor Board. I think legally. under the exist-
ing tatutes and under the state of war, there are tWo propositions,
which I submitted to the board and in which they agreed. The
first was that Congress has now the right to fix the rates of public
utilities. Second, that under existing legislation that right, so far
as street railways are concerned, has been conferred on the President.
Mr. Taft and Mr. Walsh both concurred in that.
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Senator THoMAs. Do you think the Congress could fix the rate
charged by the Denver Tramway Co. in my city?

Mr. GADSDEN. I have not any doubt about it.
Senator THOMAS. I have.
Mr. GADSDENX. I would like to send you a copy of my brief. If

Congress can fix the rates of coal in a mine, why can it not fix the
rate of the electricity that mines that coal?

Senator PENROSE. Is this brief a voluminous document?
Mr. GADSDEN. No, sir; it is short.
Senator PENROSE. I would like to have it put in the printed testi-

mony.
Mr. GADSDEN. I would be glad to furnish it. It is a novel proposi.

tion.
The CHAIRMAN. When you were before us before, you stated, and

stated ver*, clearly, that your troubles grew very largely out of the
fact that you had been unable to get your rates increased, that they
were regulated by the local authorities, and you had not been able
to get t em to act. The President, I' think, wrote a letter in which
he urged upon these different authorities the importance and neces-
sity of allowing you to increase your rates.

Mr. GADSDEN. Yes, sir.
The CHAIRMAN. Has there been any response-to that?
Mr. GADSDEN. There has been a very substantial response, so far

as gas and electric companies are concerned. There has been very
little response so far as railways are concerned; almost none.

The CHAIRUAN. And unless you could get your rates increased,
nothing can relieve you of your present trouble?

Mr. UAOSDEN. Nothing. Unless these rates go up the industry is
gone.

(Documents were submitted by Mr. Gadsden, and are here printed
in full, as follows:)

AMERICAN ELcTRIc RAILWAY ASSOCIATION WAn BOARD,
-Waslington, D. C., August 83, 1918.

Income account of 293 electric railways for the 6 months ended June 80, 1918,
compared with the 6 months ended Jutte 80, 1917.

6 months ended June Increase or decrese

30. 1918 over 1917.

1918 1917 Amount. Per cent.

Total operating revenues ........................ 5173 077,S41 5167,211,445 86,M,396 3.5
Total operating expenses ....................... 12807,864 110,762,026 12,285,838 11.1

Net operating revenue .......................
Net revenue trom auxiliary operations .........
Taxes ......................................
Nonoperating Income ......................

Oros Income ...............................
Deductions from gross income .....................

Net incom e ..................................

50,089,977 56,459,419 16,419,442 111.4
5,723,679 5, 601, 6R4 121,905 2.3

12,911, M 11,676,740 1,235:,853 10.6
2,365,388 2,040,143 325,240 15.9

45,217,446 62,425,508 I 7,208,060 113.9
42,160,028 40,431,15 1,71S, 869 4 3

3,067,418 11,994,347 '8,926,929 17f4

I Decrease.
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This form Is sent to you in duplicate so that one copy may be retained for
your files.

ARGUMENT OF P. E. GADSDEN, ESQ., AND BRIEF OF THE WAR BOARD OF THE AMERICAN
ELECTRIC RAILWAY ASSOCIATION IN THE MATTER OF THE POWER OF THE PRESI-
DENT TO FIX RATES OF FARE FOR ELECTRIC RAILWAYS.

Mr. Chairman and Members of the National War Labor Board:
Before reading this brief it will be helpful to the members of the board if I

give them a picture of the financial situation and the problems which have been
brought upon the electric railway industry by the war.

The public-utility industry as a whole, unlike any other industry in the
country, found itself at the outbreak of the war In a situation in which it could
do nothing to Improve its financial condition. For instance, under franchise
regulations and orders of public-service commissions the rate of fare on the
electric railways had been fixed years ago, based presumably upon conditions
existing at that time. During the many years that electric railways have been
operating, their unit fare of 5 cents has had to remain the same, whereas for
the last 15 or 20 years their operating expenses have been increasing both for
labor and materials. At the outset of the war this recurring and cumulative
increase in the cost of labor and materials had made such inroads into the net
revenue of the electric railways that very few of them showed any substantial
return upon a fair valuation of their property.

Now the war breaks out, and the cost of everything entering in to the opera-
tion of those properties, as far as material is concerned, has gone up anywhere
from 25 per cent to 300 per cent. The cars that we are purchasing to-day are
costing just 100 per cent more than they cost before the war. Every item that
goes into the operation of those properties has gone up on a scale with which
you are familiar In your own experience.

In addition to that, the same economic principles have applied to the condi-
tions of our laboring men. Their cost of living has increased just as the cost
of living of operatives in other industries and other lines of activity has
increased. Naturally they have felt constrained to make demands upon the
electric railway industry of the country for increases in their wage scale.
Already in the 14 "or 15 months since the declaration of war a very large
number of companies--and I was going to say practically every company-
have been called upon to grant increases In wages to their car men. I have
in mind a number of companies that have granted three increases in the last
year to meet these recurring and extraordinary increases in the cost of living.

In addition to that problem the electric railways in this year 1918 are faced
with the necessity of financing maturing obligations, such as bonds issued,
say, 20 years ago. maturing in the year 1918, aggregating in the neighborhood
of $125,000,000, and they find at the same time that the financial needs of the
Government to carry on this war have practically monopolized all the avenues
of finance, so that there is no investment market for public utilities securities.
And yet we are faced with the necessity of securing from somebody, somewhere.
$125,000,000 to take care of obligations Issued in good faith 15, 20, and 30
years ago.

Some of us during the latter part of 1917 and the early part of 1918, seeing
no opportunity of getting Federal assistance in the way of financing, have to go
into the open market and buy money. One of the largest aggregations of public
utilities in this country, a company operating in 22 States of the Union, was
called upon in the early part of January to finance something like eight or
ten millions of dollars and was required and forced to pay 131 per cent for it.
Of course, it is needless for us to point out to this board that that means death;
that it is simply deferring the Inquest until after the war; that no rate which
any municipality or any public-service commission will put into effect will be
sufficient to take care of a cost of money at 18 or 14 per cent.

Furthermore, there is no national Industry of which so much is expected and
upon which such great demands have been made in the prosecution of the war.
Every industry or factor or navy yard or cantonment or airplane plant or
shipyard requires for its successful and efficient operation increased service from
some electric railway. When you attempt to visualize the demands that have
been made upon the electric-railway Industry of the country In handling the
hundreds of thousands of operatives at the various munitions plants and ship-
Yards, especially when those plants, as is the fact In a great many cases, have
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been constructed at points remote from the centers of the electrlcrallway sy .
teams, requiring new lines to be built, additional circuits for the transmission of
the cgrreut to be constructed, and extraordinary Increases in the power-plant
capacity to be provided to handle the business, you get some faint idea of the
burdens that are being carried by the electric-railway industry in helping to win
the war.

Up to date, under the extraordinary conditions which I have pointed oat,
under the adverse conditions of a fixed revenue and an increasing operating
ratio, In some way and somehow the electric railway industry has performed its
duty and has measured up to the standard of patriotic service which the
country has called upon it to perform.

We are faced, in addition to the expenditures which have already been made,
with increasing demands on the part of the Government, which we estimate
will require at our hands at least $100,000,000 of new capital this year. Where
that money is to come from Is still a problem. Wherever it comes from, we
shall have to pay the interest on it, and to pay it we must earn It; or, to state
the proposition conversely, to borrow it we must first show that we have earned
it. And, gentlemen, I want to say to you that that is one of the serious problems
confronting us in connection with financing through the War Finance Corpora-
tion. The directors of that corporation, protecting the interests of the Gov-
ernment, have properly taken the position that unless an electric railway can
show sufficient net earnings over and above its operating expenses and fixed
charges to create an equity, they are not justified in rendering financial assist-
ance; and yef we must get it for the purposes of the Government. We do not
want to make these extensions; we are not seeking, in a time like this, when
everybody else is curtailing operating expenses and living expenses, to increase
them, but we have got to if this war Is to go on.

Now comes the next problem that we face to-day. These gentlemen, re-
ferring to representatives of Electric Railway Employees, are here, after all
the efforts that have been made during the last 12 months on the part of the
companies throughout the country to increase as far as their financial situation
justified the wages of their employees, and those employees still finding them-
selves in a position where their wages are not sufficient under existing con-
dilons, to demand an increase in wages, requiring still, further substantial
expenditures on our part.

Under these conditions we say again that the situation which confronts us
has been brought upon us by the war, that the demands which are made upon
us for these extraordinary increases in our facilities are made upon us by the
National Government, and that unless we can get relief from the same source
we can go no farther.

Now. gentlemen, that Is the situation. I submitted to the section a state-
ment of operating conditions, which is on file, and I will not detain the board
by going over those figures In detail, but I should like to call the attention of
the other members of the board to this situation, that the War Board of the
American Electric Railway Association, which was organized to meet Just
such a condition as this. and whose declared purpose is to coordinate the
electric railway Industry of the country so as to facilitate the Government's
prosecution of the war, sent out a questionnaire to ascertain the operating
conditions of the electric railways for the first three months of 1918 as com-
pared with the first three months of 1917. Those figures, which are on file in

your office, show that the net Income of the electric railways of the country
for the first three months of 1898 as compared with the first three months of

1917 decreased 76 per cent, whereas up to the 1st of January they had decreased
something like sixty-odd per cent. indicating a progressive increase in the cost
of operations and a progressive decrease in the net income.

They further show that. whereas the operating ratio of those properties in
1915 was a little over 60 per cent. for tile first three months of 191S It waN
approximately 70 per cent.

Now, gentlemen. it Is needless for me to dwell upon what that means to YOU.

It means that this industry Is heading for the rocks. It means that In six
months' time, if conditions are not improved, If revenues are not increased,
that ratio will be 100 per cent. Therefore, we have urged upon this hoard,

and in this position the operatives, as represented by the officials of the
amalgamated association, have concurred, that the relief which Is essential
to this great national industry is a proper increase of Its fares. We have
shown that that relief can not be obtained In proper time through the ordinary
channels, for notwithstanding the conditions which the industry has been
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going through for 12 months, it is a matter of coliion knowledge that the
percentage of Increases allowed in street car fares throughout the country has
been pitifully small. That means, and the conclusion is Irresistible, that the
machinery set up during times of peace for the adjustment and fixing of
street cal fares is not adapted to meet the extraordinary conditions of war.
It was primarily designed to adjust rates downward, not upward. It was
properly designed to consume time, so that adjustments should receive the
careful attention of all concerned. But now, gentlemen, we tire facing a situa-
tion which does not permit of delay. The financial situation which I have
presented to you, unless relieved within a very short time. will bring about
the bankruptcy of this industry.

Now, then, what Is the remedy? We submit that the remedy, the only
remedy, the only effective remedy, is action by the President, and to sustain
that position we have prepared a brief setting out the legal grounds upon
which we base the contention that in times of war and notional emergency
the power is vested in the President of the United States to regulate the rates
of fare of the electric railways of the country.

[Brief submitted by the war board of the American Electric Railway Association to Hon.
William Howard Taft and Mr. Frank P. Walsh, National War Labor Board, In the
matter of the power of the President to fix rates of fare on electric railways.]

NATIONAL VAR LABOR BOARD,
June 25. 1918.

In the matter of the application of electric rallwa3 companies that the rates
of fare of said companies be adJusted to meet the necessary increases of wages
and other operating expenses brought upon them by reason of the war:

At a hearing held this day before the National War Labor Board in the city
of Washington to discuss the relation between the financial condition of the
companies and the a mount of wages to be paid to employees, the representatives
of the several electric railway companies present submitted the following:

That the situation of the electric railways of this country is a very critical
une, due, among other things, to the fact that they are called upon during the
year 1918 to finance approximately $125,000,000 of maturing obligations at a
time when the financial resources of the country have been practically monopo-
lized by the National Government; that in order to provide the additional facili-
ties made necessary by the demands of the war program, they are required to
provide new capital to the extent of $100,000,000. At the same time their op-
crating expenses, due to the extraordinary increase in the costs of labor and
material, have already increased to a point when the net income of the com-
plinies, as shown by statements filed with the board, has greatly decreased, and
is approaching the vanishing point.

It was generally recognized in the discussion that the electric railways of the
country were essential to the prosecution of the war, atnd bad ain intimate and
is',entt:dI relathn to the whole war program.

Applications are now pending before the National War Labor Board by em-
ployees of a lnrge number of electric railways for further substantial increases
in their wage s.:,ies. The representatives of the companies have seriously urged
"lion the board that the situation confronting the electric railways of this
country can only be satisfactorily met by a proper increase In their rates of fare.

The National War Labor Board, as a result of this discussion, has requested
the representatives of the electric railway companies ind the employees of
such companleN to %uhmlit to said board a plan whereby the largely increased
costs of labor mnd material brought upon said companies by the war may be
accompanied by an increase In the rates of fare to be charged on said electric
rlilways, so as to give said companies the necessary added revenue to meet this
wor emergency.

We respectfully submit to the National War Labor Board that the present
elliergency can only be met by direct action on the part of the Federal Govern-
flent, and we believe if the National War Labor Board will approve and recom-
m1end the following plaIt that the necessary relief can he promptly secured:

I. TuE CoNoaEss HAS THE POWER IN TiMEs OF WAR AND NATIONAL EMERGENCY
TO RO111TIATE THE RATES OF ELECTRIC RAILWAYS.

(o) The concentration of the entire activities of the Nation upon the prosecu-
tion of the war has brought about a situation whereby practically all of the
staple product and the manufactured articles of the country have become
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necessary to the prosecution of the war, and the activities of practically all of
the great industries of the country have been diverted to that end. The fact
that the operations of any Industry under the exigencies of war, have become
necessary and essential to the Nation's welfare immediately impresses upon
that industry a national character and justifies the Federal Government in
exercising the Federal power to regulate and control. To state it differently,
the power of the Federal Government In a given case over an industry in time
of war rests not upon the fact that such industry may or may not be engaged
In interstate commerce but upon the more comprehensive basis that such in.
dustry, under the demands of war, has become necessary to the Nation's
welfare. When such a situation has been created the power of the Federal
Government, certainly during the period of the war and for a reasonable time
thereafter, is paramount to that of the State.

In pursuance of these principles, we have seen the Government progressively
fix the price of wheat, milk, sugar, etc., through the Food Administration; of
anthracite and bituminous coal and of coke, through the Fuel Administration;
of pig Iron, aluminum, steel, cement, lumber, hides and leather, and a large
number of other basic articles, through the price-fixing committee of the War
Industries Board. Within the last few days a Textile Administrator- has been
appointed, with large powers over the entire textile industry of the country.
Prior to the war the Federal Government did not possess the power to regulate
the prices of these articles. How has it been derived? From the increasing
necessities of the situation. As each article in turn becomes more and more
necessary to the Nation's welfare and more and more intimately connected with
the prosecution of the war and the needs of the war program, It comes within
the sphere of the Federal control and becomes impressed with such a national
character as to justify the National Government In regulating and controlling it.

We are seeking to call your attention to the fact that the power exists in
Congress to fix the rates of electric railways. We have seen this power exer-
cised In recent months in the case of the steam railroads. A large Increase in
the rates of fare has recently been ordered, applicable both to interstate and
intrastate rates. This power in the Congress to fix intrastate rates did not
spring from the fact that the Government took possession of the railroads, but
existed because of the paramount power and duty to carry on the war. Rate
making was In that case as It Is In this a necessary war measure, and the power
to so fix rates exists Independent of any other power to take over or -operalte
such properties. I

Within the last four months, the fact that public utilities--electric railway,
gas and electric light and power-are directly contributary to the conduct of the
war and are essential to the Nation's welfare, has been recognized officially
by practically every department of the Government-executive and legislative.

In answer to a letter of the Secretary of the Treasury, on the 19th of February
the President stated:

"It is essential that these utilities should be maintained at their maximum
efficiency and that everything reasonably possible should be done with that end
in view."

In his letter to the President, under date of February 15, the Secretary of
the Treasury said:
" Our public service utilities are closely connected with and are an essential

part of our preparations for and successful prosecution of the war, * * *"
Some time prior to the correspondence between the President and the Secre-

tary of the Treasury the Comptroller of the Currency had declared:
"The continued and increasing efficiency of these corporations Is Important

for the successful conduct of the war.- This efficiency is not possible with pres-
ent conditions. * * * The breaking down of these corporations would be
a national calamity."

The act of Congress entitled "An act to punish the willful injury or destruc-
tion of war material, or of war premises or utilities used in connection with
war material, and for other purposes," commonly known as "the sabotage act,"
approved April 20, 1918, expressly includes electric railway, gas, and electric
light and power plants. "War utilities" are defined in the act as follows:

"The words 'war utilities,' as used herein, shall include all railroads, rail-
ways, electric lines, roads of whatever description, railroad and railway fix-
tures, canal, lock, dam, wharf, pier, dock, bridge, building, structure, engine,
machine, mechanical contrivance, car, vehicle, boat, or aircraft, or any other
means of transportation whatsoever, whereon or whereby such war material or
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any troops of the United States, or of any associate nation, are being or may
be transported either within the limits of the United States or upon the high
seas; and all dame, reservoirs, aqueducts, water and gas mains and pipes,
structures and buildings whereby or in connection with which water or gas Is
being furnished, or may be furnished, to any war premises or to the military
or naval forces of the United States, or any associate nation; and all electric
light and power, steam or pneumatic power, telephone, and telegraph plants,
poles, wires, and fixtures, and wireless stations, and the buildings connected
with the maintenance and operation thereof used to supply water, light, heat,
power, or facilities of communication to any war premises or to the military
or naval forces of the United States or any associate nation."

(b) This power was recognized and exercised during the Civil War in "An
act to provide Internal revenue to support the Government, to pay interest on
the public debt, and for other purposes," approved June 30, 1864 (13th U. S.
Stat. L., p. 223), as follows:

"And be it further enacted, that every person, firm, company, or corporation,
owning or possessing or having the care or management of any railroad,
canal, steamboat, ship, barge, canal boat, or other vessel, or any stagecoach or
other vehicle engaged or employed In the business of transporting passengers
or property for hire, or in transporting the mails of the United States, or any
canal the water of which Is used for mining purposes, shall be subject to and
pay a duty of 2j per cent upon the gross receipts of such railroad, canal,
steamboat, ship, barge, canal boat, or other vessel, or such stagecoach or other
vehicle: Provided, That the duty hereby imposed shall not be charged upon
receipts for the transportation of persons or property or mails between the
United States and any foreign port; and any person or persons, firms, com-
panies, or corporations owning, possessing, or having the care or management
of any toll road, ferry, or bridge authorized by law.to receive toll for the transit
of passengers, beasts, carriages, teams, and freight of any description over
such toll road, ferry, or bridge shall be subject to and pay a duty of 8 per cent
on the gross amount of all their receipts of every description. But when the
gross receipts of any such bridge or toll road shall not exceed the amount
necessarily expended to keep such bridge or road in repair no tax shall be
imposed on such receipts: Provided, That all such persons, companies, and cor-
porations shall haye the right to add the duty or tax imposed hereby to their
rates of fare whenever their liability thereto may commence, any limitations
which may exist by law or by agreement with any persons or company which
may have paid or be liable to pay such fare to the contrary notwithstanding."

11. If the President be advised that the Congress has not as yet passed the
necessary legislation and conferred upon him authority to regulate the rates
of fare of electric railways, we respectfully urge this board to request the
President to seek from the Congress such additional legislation as to give him
the power referred to. But we contend that-

III. THE CONGRESS ALREADY HAS CONFERRED UPON THE PRESIDENT THE POWER
TO REGULATE THE RATES OF ELECTRIC RAILWAYS.

(a) Joint resolution of Congress, dated April 6, 1917 (Stats., 1917, p. 1),
declaring a state of war to exist between the United States and the Imperial
German Government, which directs the President to employ the entire naval
and military forces of the United States and the resources of the Government
to carry on the war.

(b) Joint resolution of Congress, dated December 7, 1917, declaring a state
of war to exist between the United States and the Royal Austro-Hungarian Gov-
ernment,- and directing the President to employ the entire naval and military
forces of the United States and the resources of the Government to carry on
the war.

(e) An act making appropriations for the support of the Army for the year
ending June 30, 1917, and for other purposes, approved August 29, 1916 (Com-
piled Stats., p. 3778), which act empowers the President, through the Secretary
of War, to take possession and assume control of any system or systems of
transportation, or any part thereof, as follows:

"The President in time of war is empowered, through the Secretary of War,
to take possession and assume control of any system or systems of transporta-
tion, or any part thereof, and to utilize the same to the exclusion, as far as
may be necessary, of all other traffic thereon, for the transfer or transportation
(f troops, war material and equipment, or for such other purposes connected with
the emegency as may be needful or desirable."
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(vi) The proclamation of the President taking over the steam railroads, dated
December 26, 1917, provides:

"Now, therefore, 1, Woodrow Wilson, President of the United States, under
and by virtue of the powers vested in me by the foregoing resolutions and
statute, and by virtue of all other powers thereto me enabling, do hereby,
through Newton D. Baker, Secretary of War, take possession and assume con.
trol at 12 o'clock noon on the 28th day of December, 1917, of each and every
system of transportation and the appurtenances thereof located wholly or In
part within the boundaries of the continental United States and consisting of
railroads * * *""Nothing herein shall be construed as now affecting the possession, opera-
tion, and control of street electric passenger railways, including railways cont.
only called Interurban, whether such railways be or be not owned or con-
trolled by such railroad companies or systems. By subsequent order and
proclamation, if and when it shall be found necessary or desirable, possession,
control, or operation may be taken of all or any part of such street railway
systems, Including subways and tunnels."

(c) An act to provide for the operation of transportation systems under
Federal control, with just compensation to the owners, etc., approved March
21. 1918.

If) Army appropriation act, aj~proved August 29, 1916, creating the Council
of National Defense.

(g) Prochlmation of the President establishing the War Industries Board,
dated May 28, 1918, as follows:

"I hereby establish the War Industries Board as a separate administrative
agency to act for me and under my direction. This is the board which was
originally formed by and subsidiary to the Council of National Defense under
the provisions of 'An act making appropriations for the support of the Army
for the fiscal year ending June 30, 1917, and for other purposes,' approved
August 29, 1916.

"The functions, duties, and powers of the War Industries Board, as out-
lined in my letter of March 4, 1918, to Bernard M. Baruch, Esq., its chairman,
shall be and hereby are continued in full force and effect.

"(Signed) WOODROW WILSON."

(h) Letter dated March 4, 1918, from the President to Bernard M. Baruch,
chairman, appointing Mr. Baruch as chairman of the War Industries Board.

(i) An act to authorize the President to provide housing for war needs,
approved May 16, 1918:

-That the President. for the purposes of providing housing, local transporta-
tion, and other general community utilities for such industrial workers as are
engaged in ar'menals and navy yards of the United States and in industries con-
nected with and essential to the national defense, and their families, and also
employees of the United States whose duties require them to reside In the
Distrit of Columbia. and whose services are essential to war needs, and their
families, only (luring the continuation of the existing war, is hereby authorized
:u'l empowered within the limits of the amounts herein authorized-
"' Ia To purchase, acquire by lease, construct, requisition, or acquire by con-

demnation or by gift such houses, buildings, furnishings, improvements, local
transportation, and other general community utilities and parts thereof its he
mny determine to be necessary for the proper conduct of the existing war."

"(dl) To aid in providing, equipping. managing, and maintaining houses,
buildings. Improvements, local transportation, and other general community
utilities by loan or otherwise to such person or persons and upon such terms
ani conditions :ns he may determine: Prodided. That no loan shall be made at
a less rate of interest than 5 per cent per annum, and such loan shall be
properly secured by lien, mortgage, or otherwise: And provided further, That
no loan shall be made and no house or money given under this act to any per-
son not :in American citizen."

(j) An net making appropriations to supply urgent deflcienciej In appropria-
tions for the Military and Naval Establishments on account of war expenses for
the fiscal year ending June .30, 1917. and for other purposes. approved June 15.
1917, authorizes ald empowers the President-

"(vi) To requisition and take over for use or operation by the United States
any plant, or any part thereof without taking possession of the entire plant.
whether the United States has or has not any contract or agreement with the
owner or occupier of such plant."
"The word ' plant' shall Include any factory. workshop, warehouse, engine

works: huldings used for manufacture, assembling, construction, or any proe
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ess; any shipyard or dockyard and discharging terminal or other facilities con-
nected therewith."

This act was subsequently amended to specifically give the President the
power to take over electric railways, as follows:

(k) "An act to amend the emergency shipping fund provisions of the urgent
deficiency appropriation act, approved June 15, 1917, so as to empower the
President and his designated agents to take over certain transportation systems
for the' transportation of shipyard and plant employees. and for other luir-
poses," approved April 22, 1918. I'nder this anenmnent the President is given
power-

"(7) To take possession of, lease or assume control of. any street railroad.
interurban railroad, or part thereof, wherever operated, and all cars, appur-
tenances, and franchises, or parts thereof, commonly used In connection with
the operation thereof, necessary for the transfer and transportation of em-
ployees of shipyards or plants engaged or that may hereafter he engaged in
the construction of shilps Or equipment therefor for the United States. * * *"

- The President may exercise the power and authority hereby vested in him
through the several departments of the Government. and through such agency
or agencies as he shall determine from time to time."

1I) The act authorizing the President to coordinate or consolidate executive
lureaus, agencies. and offices, and for other purposes. in the interest of economy
and the more efficient concentration of the Government. commonly kIiown as
the "Overman Act," approved May 20. 1918, confers power upon tihe' President
to make such redistribution of functions among executive agencies Is lie IIay
deemi necessary whenever any functions, duties, and powers hitherto by law
conferred upon any executive delartnent, bureau. agent officer, or agencies
in his judgment shall seem best fitted to curry out the purpose of this act.

IV. We submit that under the powers conferred in the acts above set forth
Congress has conferred upon the President full and complete power and author-
ity to assume control of the electric railways of this country. The greater
power includes the less. The power to assume control may be entire control or
a limited control, and If for the purposes of the war the only control that is
necessary, as we contend. is to bring about increased revenue through an in
creased rate of fare, there is ample authority for the President to exercise
control over these electric railways to the extent only of regulating their rates
of fare. The purpose of all the above legislation was to confer upon the Presi-
dent the authority to do whatever is necessary In the national defense so far as
the transportation facilities of this country are concerned. If this purpose can
he carried into effect by a control limited to the fixing of rates of fare, he
undoubtedly under such legislation has such power.

We respectfully submit that this is all that is necessary to meet the present
emergency and put these electric railways in condition to efficiently discharge
their duties so essential to the Nation's welfare at this time. The exercise of
this power to increase the rates of fare to meet the extraordinary increases in
the cost of labor and material which have been brought upon them by the war
'fay be exercised by the President through such instrumentality as he may
designate.

Respectfully submitted.
WAR BonD A iERxcAN EACTRI(' RAILWAY ASSOCIATION.

By P. H. GADSDEN.
Concurred in by-

JAMES H. VAHEY,
Counsel for the Amalgamated Association of

Street and Electric Railway Eaiployees of America.
AMERICAN STAINLESS STE. CO..

Pittsburgh, Pa.. September 13. 1918.Hon. F. M. SIMMONS,
United States Seiiator, Washington, D. C.

My DEAR SENATOR: I wish to thank you for the courtesies extended to me
when I appeared before your Committee on Finance In behalf of a provision in
the revenue bill exempting corporations from taxation on moneys given to
charities, etc. I am enclosing herewith a statement on this subject, In which
I have enleavored to answer the questions raised by certain members of
your committee.

I trust you may be able to see your waRy clear to favor this provision.
Very truly, yours,

JAMES W. KINNEAR.
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PITTsBuRo, PA., September 18, 1918.
To the MEMBERS OF THE COMMITTEE ON FINANCE,

Washington, D. 0.
GENTLEMEN: You were kind enough to give me a few minutes before your

committee on Tuesday last In behalf of exempting corporations from taxation
on money given for religious, charitable, and educational purposes to 5 per
cent of the net income of the corporation.

I desire in a few words to reply to the two objections raised by members of
your committee to the insertion of such a provision in the new revenue bill,
and would ask that this paper be filed in connection with my remarks made
before the committee on Tuesday, September 10.

The objections were as follows:
The first objection was that the board of directors as a rule make such

subscriptions for their corporations; that this is illegal and your committee
would not insert a provision in the revenue bill which would seem to approve
an illegal procedure.

In answer we would say if the stockholders in a legal wanner approved
the subscriptions or at their annual meeting authorized the board of directors
to distribute a certain percentage of the net profit to charities, etc., it would
not be an illegal procedure, and the provision in the bill should only exempt
corporation subscriptions for charitable, educational, and religious purposes
when the same are legally made.

Such a provision would have the effect of correcting all illegal methods of
making corporation subscriptions to charitieq, etc.

The second objection was that even if ,the corporation suscriptions were
approved or authorized by the stockholders their approval would be in a way
coercive upon some stockholders who might not wish to make such subscrip-
tions, but would do so rather than enter an objection.

This objection Is weak, and there is a complete answer to it as follows: The
stockholders are fully protected under the law; and if they ignore or refuse to
invoke such protection, they alone are responsible.

The Senator raising this objection may have had the Impression that a
majority vote of the stockholders would be sufficient to legalize such a subscrip-
tion; but this being a distribution of funds out of the ordinary line of business
of the corporation, it would undoubtedly require the unanimous vote of the
stockholders to approve or authorize such a subscription.

Why, then, should your committee feel called upon to protect the stockholders
of a corporation who have It within their power to protect themselves?

To say that the large stockholders of a corporation as a rule coerce the small
stockholders into giving to certain charities in which the former are specially
interested is not true. Such a statement belittles and misjudges the big-
hearted, generous business men who are running the corporations of this coun-
try and who keep its business pulsations throbbing from the Atlantic to the
Pacific.

There are many reasons for exempting corporations from taxation on moneys
legally given for religious, educational, and charitable purposes up to 5 per
cent of their net Income. Some of these reasons are as follows:

1. It is manifestly unfair to tax. money given for public purposes of this kind
when the country depends upon the public to finance so many public benefac-
tions In connection with the war. All legislation should tend to increase public
benevolences rather than diminish them.

2. It Is frequently just as necessary for a corporation to give to the religious.
educational, and charitable Institutions, especially in the vicinity of the works
of the corporation, as It Is to build sanitary houses for the workmen. The
latter goes into the expense account, but money given for the former must
be taxed, although it is just as necessary and vital to the success of the
company as the latter.

8. Corporations are the great money makers of this country. They will give
more easily and In larger amounts than Individuals, and this is a distinct
advantage to great public undertakings, where large sums are especially
required.

4. As a rule the man of small means give. more in proportion than the wan'
of large means, but where the corporations contribute the large and small
stockholder gives in proportion to their holdings, and for this reason refusal to
insert a provision exempting from taxation corporations' subscriptins in n WAy
protects the large stockholder more than it does the small stockholder.
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5. The corporations of this country have given millions of dollars during the
past year to the great public religious, educational, and charitable undertakings
in connection with the war in addition to paying their war tax. The revenue
bill which you are now considering will greatly Increase their tax, the insertion
of a provision exempting them from taxation on money given to public benefac-
tions would be a recognition by Congress of what these corporations have done
as well as an encouragement to continue. It will mean far more to the public
welfare than any tax you may secure on the funds given for public benefactions.

There is no legal or moral reason why corporations should not be permitted
to give to public undertakings and be relieved of taxation up to a certain
amount of such gifts. It is a great deal better to give the corporations an
opportunity to voluntarily dispose of some of their profits in this way than to
force the same into the Public Treasury by drastic tax measures.

The insertion of a provision In the pending revenue bill exempting corpora-
tions from taxation on moneys given to public charities, etc., will result in a
wonderful increase in the corporation gifts during the coming year, and here-
after the corporations of our country will become a gent factor in sustaining
all public benefactions.

Your committee is respectfully urged to Insert in the pending revenue bill a
provision which will exempt corporations from taxation on all moneys given for
charitable, educational, and religious purposes up to 5 per cent of their net
income.

WILMINGTON, N. C., September 11, 1918.
Hon. Ft M. SIMMONS,

United States Senate, Washington, D. C.
DEAR SENATOR: I am inclosing herewith copy of i resolution of the Council

of the City of Wilmington relating to the pending revenue bill in the Congress,
particularly that feature of the bill which provides for the levy of a tax upon
State and municipal bonds or obligations or interest on such bonds.

The power of the Congress to levy the proposed tax on State and municipal
securities, to my mind, has been settled adversely to the Congress in the fol-
lowing cases: Pollock v. Farmers Loan & Trust Co., 157U. S., 429, 654: same
case on rehearing, 158 U. S., 601; Farmers & Mechanics Savings Bank of Min-
neapolis, 232 U. S., 516; Brushaber v. Union Pacific R. R., 240 U. S., 1: Stanton
r. Baltic Mining Co., 240 U. S., 103; Peck r. Lowe, 38 Sup. Ct. Rep.. 432.

To say the least, the cases cited certainly make the question of the power of
the Congress a very doubtful one. Aside, however, from the legal question
Involved, and waiving that for the moment in response to the patriotism of the
people In the present national emergency, it seems to me that it will be wrong
in principle and of the most far-reaching and hurtful results for the Congress
to levy a tax upon State or municipal securities or the income derived there-
from, since in the Inst analysis it will amount to levying a tax upon the States
fir the municipalities, as the price at which such securities may be sold in tile
market or the rate of interest which the States or municipalties may be
required to pay will be determined with direct reference to the fact that such
securities or the Income derived therefrom is taxable. Not only this, but on
long-term bonds the States and municipalities will continue to suffer the effects
of this legislation long after the war shall have ended, the time of their suffer-
ing being when the securities are offered for sale.

There are certain works of necessity in every State and in large numbers of
municipalities which can not be postponed because of the war; in fact, the
General Government is vitally interested in the undertaking by the States and
Municipalities, and pushing to completion, of certain public utilities and facili-
ties which are absolutely essential to the conduct of the war. This Is particu-
larly true as to many cities in or In the vicinity of which the Government has
located industrial plants, training camps, etc. This situation applies particU-
larly to my own city, where the location of two shipyards has made necessary
the building of many homes to accommodate the workmen, and the city is
tinder tile necessity of extending water anl sewerage and other facilities to such
homes, us well as building streets and roads in the sections where such homes
are constructed. But few cities in this day and time are able to do more out
of their current income than to meet current expenses, so that additional uili-
ties and facilities require the exercise of the borrowing power.
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I know the many difficulties which have beset you in your important Office
as chairman of the Senate Finance Committee, but I have thought it lict
Improper to write you this letter in connection with the revenue bill and ill
connection with the copy of the resolution enclosed.

I am sending a copy of this letter and a copy of the resolution to Chalrill
Kitchin of the Ways and Means Committee of the House.

With assurances of my continued regards, I beg to remain.
Respectfully.

ROBE'r IrUARK.
City Attornt.

WILMINTOON, N. C., SV-)tebC1er 11, 1918.

DI4D Sim: Inclosed I beg to Iand you a copy of a resolution of the council
of the city of Wilmington, N. C., having reference to the pending revenue bill
in the Congress of the United States, particularly that portion thereof by
which it Is proposed to levy a tax upon State and munilcipal bonds or upoli the
Income derived by way of interest from such bonds.

This Is a subject of vital importance, and one which would seein to merit
concerted action (in the part of governing bodies of municipal corporations
throughout the country. It Is recognized that under present conditions milnicl-
pal corporations should desist from undertaking any unnecessary expenditures,
but there are many things In the way of public utilities and facilities which are
no less necessities In time of war than in time of peace-In fact, the very exist-
nce of the war has put upon many nunlcipalities the burden of providing or

enlarging certain public utilities to meet the needs of Increased populations
due directly to war Industry or activity.

If you approve the views and suggestions in the inclosed resolution, we sug-
gest the adoption of a like resolution by your governing body, and that the same
when adopted be forwarded to our Senators and Representatives In Congress.

The city of Wilmington Is ready to cooperate with any other of the munlci-
jftlltles of the State in such further action as may be proper In this
connection.

Very respectfully, W. D). MCCAIG,
Chairman Finance Comnittec.

ROBERT RUARK.
City Attormey.

RESOL.UTION OF THE COUNCIL OF THE CITY OF WI.MINGTON, N. C.

Whereas attention of this council has been dire-ted to the revenue bill How
pending before the congressss of the United States. and iartiviularly that por-
t;nn thereof which provides a tax upon State Afid municipal bonds, or Incom
Il the way of interest upon such bonds; and,

Wlhereas serious doubt exists as to tile power of the congress s to levy a tax
upon such bonds or the income derived therefrom; and.

Whereas the levy of the proposed tax upon such bonds will have the effect
of greatly limiting the market for such bonds, or possibly nake such bonds
uninarketable within the legal rates of Interest provided by the laws of tle
several States, thus practically destroying the ability of mIunicipal corporn-
tions to exercise their borrowing power, no matter what purpose or how great
the necessity for the exercise of such power: and,

Whereas in the prosecution of the war the Government of the United States
has located In and near various cities Industries aM activities highly e-sential
to the successful conduct of the war. as P result of which the, population of
such cities has been greatly Increased, thereby ne(.ssitating the eul~ar!,enlent
and extension of public utilities in such titles, in response to which demand
niany of such cities have already undertaken or now contemplate the expendi-
ture of large sums of money In the Interest of the health and safety of their
inhabitants, and unless such cities are enabled to exercise their borrowing
power such utilities must remain uncompleted or plans to undertake sxuh nlMust
be abandoned: Therefore.

Resolved by this council. That the Senators and Representatives from the
State of North Carolina In the Congress of the United States be respectfully
requested to take such action with reference to the pending revenue bill As
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will prevent any impairment of the value or marketability of municipal bonds,
especially such bonds as may be issued for the purpose of raising money with
which to provide public utilities and facilities designed to protect the health,
comfort, and safety of inhabitants of such municipal corporations.

Resolved further, That the finance committee of this council and the city
attorney of this city be and are hereby appointed a committee to bring the
matters referred to in this resolution to the attention of our Senators and
Representatives in Congress, and to invite such cooperation as may be deemed
wise and proper on the part of other municipalities within the State of North
'of rolilna.

Adopted at regular meeting held September 9, 1918.

THE NEW YOUK (CLIPPIR,
New York, September 18, 1918.

Hon. F. M. SIMMONS,
('hairman Ph !'iWlacc Com iittec of the Senatt'.

DEAn Si1: I was unable to be present at the hearing this week, before your
committee, of the theatrical managers' delegation, and would like the privilege
of submitting for your consideration the following phase pertaining to the pro-
posed increase of tax on admissions (in the pending war-revenue bill) from 10
to 20 per cent:

To my mind such a step would be a grievous error, for the following reasons:
The Government is deriving a large revenue from the theaters, under the

present law, from the admissions to theaters. The public responded when called
upon to pay an additional 10 per cent for its amusements not because it cold
afford it but chiefly because amusements, as furnished by the theaters, have
been found a necessary diversion because of the horrors of war.

It is the common impression that because of the abnormal prosperity of this
country the public can afford to pay more for its various pleasures. of which
the theater is the principal one. This is an error.

I am not certain, but I believe that statistics will show that nearly, if not
quite, 80 per cent of the breadwinners of this country are salaried persons. It
is this big class that is the main support of the theaters,.and this class receives
the same pay to-day as it did before this war began. The artisan, the mechanic.
the skilled laborer have been benefited and are given opportunity to-day to earn
from two to five times as much as they earned before the war. But they form
a small percentage of those who attend the theaters. If the theater is placed
beyond the reach of the salaried man, who goes to a place of amusement once
or twice a week, he will retrench. In place of going once or twice a week he
will go once or twice a month, and while the tax will he double what he now
pays, the Government will only receive half the revenue it does now, because
the patron will only go once where lie used to go four times.

With the decrease In attendance the Government would also receive less
income tax from the managers, and the moral effect on the public deprived
of the privilege of going frequently to tHe theater because of expense would
be more baneful than most persons dream of.

England and Canada both contemplated raising the amusement tax, but re-
considered It. England at the outset of the war (1914) even Intended to
do away with the theatre entirely-for the duration of the war--on the ground
of being a nonessential. The British Government soon discovered its error and
declared the theater an essential.

If the theater is essential in England it is essential in the United States,
for we have the same amusements. If the theater Is essential it should be
fostered-not crushed-and I venture to say that the theater would be crushed
with a 20 per cent tax on admissions.

Many a theater is keeping open to-day and making little money. All of
these, probably 50 per cent of the theaters in the country, would have to
close If their attendance fell even 25 per cent, and the 20 per cent tax is more
likely to cut theater attendance in half in the high-priced theaters and down
to one-third or one-fourth (of their present business) in the lower-priced
theaters.

And this because the salaried man is the mainstay of the theater, and the
salaried man-in New York, for instance--receives the same money to-day that
he did four years ago and works harder for it.

Respectfully, yours,
E8NICST C. WH1rON.

,41608--18-----32
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(The airmann laid before the committee, and has made a part of
the record, a letter from the American Railway.Express Co., which is
here printed in full, as follows:)

AMERICAN RAILWAY EXPRESS CO.,
New York, September 20, 1918.

Hon. F. I. SIMMONS,
,Chairman United States Senate Committee, Washington, D. C.

DEa Srm: Referring to conference with you on the 18th, I take the liberty of
presenting the matter to you In writing on behalf of the American Railway
Express Co., which is a company organized and incorporated for-the purpose of
acting as the agent of the Director General of Railroads In transacting the
express business of the country, and which, under appointment and contract
with the Director General, is now and has been acting as such agent since July i
last.

I call your attention to the language in subsections A and B of section 500 of
H. R. 12863, page 80, which seeks to impose a tax of 3 per cent of the amount
paid for transportation by freight and a tax of 1 cent for each 20 cents or frac-
tion thereof for the amount paid for transportation by express for such trans-
portation within the United States of property transported from -a point with-
out the United States to a point within the United States.

This language applies to shipments from foreign countries which come into
the United States by sea at ports of import and also which come by rail from
Canada and Mexico. So far as shipments by sea which come into ports of
import the tax on part of the transportation charge accruing within the United
States can be collected, but so far as shipments which come in by rail from
Canada and Mexico on through billing it is impossible to assess and collect the
tax on part of the charge accruing within the United States. This for the rea-
son, speaking particularly of Canada, that practically all rates, both by freight
and express, from points in Canada to points in the United States are through
rates which do not break at the border, and there is no division of the through
rate which will show the charge accruing within the United States.

It is therefore suggested that at the end of subsections A and B of section 500,
right after the words "United States," the following be added: "Provided,
however, Where the property is transported upon through billings from an
adjacent foreign country to a point in the United States the tax shall be as-
sessed and collected from the consignee on the entire charge from point of
origin to destination," which will result in the tax being assessed and collected
In the United States on the entire charge.

I am of the opinion that the United States Government has the legal right to
assess and collect a tax in the United States on delivery of shipments upon the
entire charge from a point in a foreign country Le a n nnt in the United States.

If, however, it should be considered of doubtful legality to do this, then I
suggest that the situation can be cured by an Increase In rates from points in
foreign countries to points in the United States.

Yours, truly,
T. B. HARRISOn.

The CHAIMAN. This concludes the hearings for to-day, and the
committee will now adjourn to meet on Monday morning at 10.30
o'clock.

(Thereupon at 1.45 o'clock p. m. the committee adjourned to meet
at 10.30 o'clock a. m. on Monday, September 16, 1918.)
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MONDAY, SEPTtMBER 16, 1918.

UNITED STATES SENATE,
CoMMrrEE oN FINANCE,

Washington, D. C.
The committee met, pursuant to adjournment, at 10.20 o'clock a. m.

in the committee room, Senate Office Building, Hon. F. M. Simmons
presiding.

Present: Senators Simmons (chairman), Smith, Thomas, Robin-
son, Jones, Gerry, Nugent, Penrose, Lodge, McCumber, Smoot,
Dillingham, and Townsend.

The committee resumed the consideration of the bill (H. R. 12863)
"to provide revenue and for other purposes."

The CHAIRMAN. Representative French, from the State of Idaho,
desires to be heard and the committee will give him this opportunity
to do so.

STATEMENT OF HON. BURTON L. FRENCH, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF IDAHO, ON SENATE BILL
4879.

Mr. FRENCH. Gentlemen, I want to ask the attention of the com-
mittee to Senate bill 4879, introduced by Senator Borah. The bill
is as follows (reading):

Be it enacted' by the Senate and House of Representatives of the United
States of America in Congres assembled, That from and after the passage of
this act, in addition to all taxes paid under existing laws, there shall be levied,
assessed, anti collected a gross sales (or transaction) tax upon every purchaser
within the United States, as follows:

First. One cent on each purchaser in a transaction aggregating an amount
from 5 cents to $99.99.

Second. Three cents on each purchaser in a transaction aggregating an
amount from $100 to $499.99.

Third. Six cents on each purchaser in a transaction aggregating an amount
from $500 to $999.99.

Fourth. Ten cents on the first $1,000 and 5 cents on each additional thousand
or part thereof on each purchaser in a transaction aggregating an amount from
$1,000 to $9,999.99.

Fifth. Twenty cents on the first $1,000 and 4 cents on each additional $1,000
or part thereof on each purchaser In a transaction aggregating an amount from
$10,000 to $49,999.99.

Sixth. One dollar on the first $1,000 and 3 cents on each additional $1,000 or
part thereof on each purchaser in a transaction aggregating $50,000 or more.

Provided, however, That there shall be exempt from the tax the following:
The Federal Government; all State, county, city, and municipal governments;
all Governments recognized as allies in the prosecution of the present war; all
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enlisted men in the military or naval service of the United States, in uniform
tit the time of purchase, and all officers and enlisted men when within the
United States and in uniform at the time of purchase, of the naval or military
service of countries that are allied with the United States in the present war;
the American Red Cross and other authorized relief organizations designated
by the Secretary of the Treasury while making purchases for actual relief work
under their direction; entertainments, fairs, socials, dances, or other amuse-
ments carried on to raise money for authorized war relief work where all of
the proceeds collected are to go to such war relief. I

S e. 2. That the tax provided for herein shall be satisfied by each purchaser
in the tra:t.actions to which the tax pertains by affixing a stamp to be known
vat a war-purchnse stamp in the amount indicated to the thing purchased or by
paying to the seller in the transaction a.stamp or stamps equaling the required
tax. and it shall be the duty of the purchaser to cancel the stamp used by
writing his initials and date upon the same, or by such other manner as may
by the Commissioner of Internal Revenue be prescribed.

SRc. 3. That the provisions of this act shall be administered under the imine-
diante direction of the Secretary of the Treasury, but the President of the
United States is further authorized to call upon the Postmaster General or any
other officers of the Federal Government to cooperate in the administration of
the same.
. SEC. 4. That the Secretary of the Treasury, under such rules and regulations

as he may prescribe, shall cause to be printed stamps in such denominations as
will conveniently meet the conditions of the act and shall make such rules and
regulations as may be consistent therewith.

SEc. 5. That war-purchase stamps shall be sold at United States post offices,
branch post offices, and such other places as may be provided for under the
rules and regulations of the Secretary of the Treasury.

Sic. 6. That the purchaser and the seller In every transaction are made re-
sponsible for any failure to affix and cancel a war-purchase stamp in the
amount required in any transaction, and whoever as purchaser omits to attach
to the thing purchased, or the receipt or other evidence of the thing purchased,
or to surrender to the seller the stamp provided for In the transaction, shall be
guilty of a misdemeanor, and for each offense shall be fined a sum not less than
$100 or imprisoned for a term not exceeding one year, or both, in the discretion
of the court. Whoever as seller in a transaction completes the sale and omits
to require ni wur-purchase stamp to the thing sold or surrendered to him, as
the case iay be, shall hIe deemed guilty of a misdemeanor, and for each offense
shall he fined in a sum not les than $50, or imprisoned for a term not exceeding
six months, or both, in the discretion of the court. Any person who shall use
a war-purchase stamp that has been canceled in a place where a war-purchase
stamp is required to be used, or who shall counterfeit such stamp, or shall
formulate any scheme or engage in any propaganda or publicity or agitation
against the use of war-purchase stamps, as herein provided, shall be deemed
guilty of a misdemeanor, and for such offense be fined in a sum not exceeding
$5,000, or imprisoned for a term not exceeding ten years, or both, In the discre-
tion of the court.

\Vhoever .N a seller in a transaction uses the payment of the tax provided for
in this act by himself or his concern as a means of obtaining business by the
payment of the aine by Iiiii or his concern, and thereby relieving the purchaser
of the intent of this act, will be deemed guilty of a misdemeanor, and for each
purchase-transaction offense will be fined in a sum not less than $100 and not
exceeding $500.

Szc. 7. That for a period of not less than thirty (lays prior to which the pro-
visions of this act become effective the Secretary of the Treasury shall cause
tn be carried on throughout the United States, through the Bureau of Public
Information and otherwiise, a publicity campaign of education, and such cam-
pwdgn shall be deemed a sufficient notice to all persons touching the provisions
of the act. The President of the United States shall by proclamation define the
late when such campaign shall begin.

Szc. 8. That the term "sale" as herein used shall be held to mean any trans-
action in which commodities, services, or any things of value shall be exchanged
for money or other commodities, services, or any things of value. The purchaser
shall be understood to mean the parties or party to the transaction whose com-
moditles, services, or any things of value aside from money, and when the trans-
action involves an exchange of commodities, services, or things of value. boht
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parties to the transaction shall be deemed purchasers to the extent of the whole

transaction, less to the person receiving part consideration in money the amount
of money that is received.

Mr. FRzNCH. I now desire to present to the committee a telegram

which I received on day before yesterday from Mr. C. A. Mariani, of
Twin Falls, and Pocatello, Idaho, upon this measure. Mr. Mariani is
the author of the bill and was called home on important business some
days ago, after having come to Washington to present his idea to the
Congress. In fact, I understand he was to have addressed your com-
mittee. Mr. Mariani's telegram is as follows [reading]:

TWiN FALTS, IDAHO. S'pt'eiii hr I., 1918.
(ongreessman BURTON L. FRENCH,

Hose of Repreaentatires, Washington, D. C.:
In my name, in accordance with arrangements 1made with Chairman Siinons

(f the Senate Finance Committee, will you kindly appear before them Monday
or Saturday of this week with the following testimony on Senate bill 4879:

Bill was created by me in Idaho at the Instigation of no one and at the consid-
eration of no special interests. It is a war measure, designed to produce large
revenue, procuring same where It will do the least financial harm. I estimate
that in retail purposes that If everyone in America, men, women, and children,
average 4 purchases per day each (which would be a general average of 12
purchases to the family), under this tax the most the individual could pay would
be $12 per year, and the most the average family would pay would be $36 per
year. The clothing women wear. shoes, tobacco, patent medicine, candy, soft
drink, picture shows, and club clauses alone of the House bill will very greatly
exceed this amount of individual and total family taxation.

Under House bill there are too many who could escape their share of taxation.
Under my bill every one of the hundred million residents of America and its
possessions payti hIs share. This bill is more equitable than any form of taxa-
tion in existence in this or any other country at this time. My tax as proposed
on retail, wholesale, manufacturhig, and all other purchases other than Individual
consumers' purchases, averages 5j cents per thousand dollars, and although it
will produce an enormous amount of money, it is st small on individual sale.
that it is the only form of taxation that will not be passed along to the consumer,
because on retail or wholesale manufacturer, and so forth, it Is so infinitesimally
mikaIll in percentage that It is lost.

i'tllhttcty canlmpaign feature would ;WalCtically coipel America, r prhaser to
combine sities, thereby reducing itilnoilt of tax lie Would pay. Every other tax
is definite on alaount on each iteln with no esca"e. The individunil under my
bill can dally eAvape tax by colpounding sales into (one purclase. Five-cent
4tol'e0 Mll -o011 nierchlait inlg bulk sklhl,, under 25 cents complain that
this hill is it hardship. The administration of the hill will permit tle use of
trallisfer systelw4 which will cinlbilne all a n ind ivilll's shopping transactions
ill a depatttnIiwt or 5 or 10 cent stort or similar business l t one tine Ilo one
l)Urchase, therefore one tax under this bill.

For the lellfit of the very Ioor the reVelLee department coll authorize to
he isueI, hy drllers weekly milk, ice, or fresh vegetable cards which would
';.rry 1-citn ltax aeb per week.
Tis hili will stlulize husiness as Iaav0 mlnerchinlis such Its re,ttaurats, etc..

"\ill a zble tI, colnt a definite patronage owing to tile tiunnluer of mieal tickets,
lep cards. vegetable cans, and milk cards that are out still unused. The
wiste siIV'NI In these two lines of business alone would Justify j':tsfge of this
hil]. If ilhl dly feature Is carried out unulversaliy in very extensive campaigns.
Ti'l, livitiu la (.khsuner on3 redued prices oil goods received by (conihillid

livrliass nIl Ill tn 1aved1 iliakinig fpw combined alg Inst luIltitude (if in-
liv'iduni 'r(.l11S1s ill nn3 istalces Will rep1ay the Individual the total
alo"lollt of taLxatiol Id out by him under this bill Ili ' year. In other words.
this bi)1 is designed to wipe out an existing soial evil-the .ost if doing busi-
"PIs of the indivilul.

I estltllIto that thi bill will produce 4 cents it day from every individual
Ill America t il lnividual lblrch&,9e whieh Is $1,200,000000 a year In taxes.
I furtlwr dlnre that the American individual wastes more than 4 cents per
41:y In Iis unbusnesmlike mode of purchnsing in existence to-day.
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The retail, wholesale, manufacturing, labor hiring, and miscellaneous forms
of purchasing, outside of the individual's purchases, will produce the big bulk
of taxes claimed for this bill.

Notice the man-saving feature of the bill. The labor that can be saved by
combined purchases in the retail, wholesale, robbing, and manufacturing busi.
ness. Labor can be saved to the extent of the amount of additional men re-
quired under the 18 to 45 draft law.

A new argument that is uppermost in the minds of all merchants to-day Is
that under the House bill as proposed the impression prevails that the Gov-
ernment is killing the goose that lays the golden egg if we are going to raise
twice the 'amount this year by taxation that we did under last year's bill.
The American merchant has either got to do a much increased business or he
has got to take the increased tax out of the consumer by fabulous prices. A
woman goes into a store under the new bill and prices a dress; the merchant
says $45. She says, I'll take it. The merchant says but there is a $9 tax on it.
This makes it cost too much and the merchant is out that business. A person
goes in to buy a 5-cent glass of soda water and under House bill, he must pay
a 2-cent tax, but the merchant Is not going to charge a 2-cent tax, he is going
to charge a 100 per cent tax or 10 cents a drink for the soda. This Is going to
cut down the business where the 1-cent tax on individual purchases will not
effect the volume of the business at all.

The only real argument made against this bill of mine is that it Is unhandy,
which I admit, but these are war times and it is also unhandy for 5,000,000
men to leave their families and go to France.

But this bill of mine will not reduce the volume of business. Under the
House bill many picture shows will close, and this is especially harmful to
business in small communities where the family drives into town to a picture
show. They also do a little town shopping which makes business there better.
I have seen many towns where the one little form of amusement device was
closed and In every instance business was dead. The publicity being sent out
by the National Council of Defense and a number of the orders issued by the
War Industries Board on curtailment are having the effect of -generally reduc-
ing business, are having too much of an effect toward the absolute curtail-
ment of business. War industries, manufacturers, food producers, food brokers
and jobbers, wholesalers, and even the farmers are all making excessive profit
but the general American retail merchant, the very backbone of American in-
dustry, Is not averaging 7 per cent per annum on his investment, and many
of them are going out of business. In Idaho there is not a retail merchant
that can not be bought out for invoice. In the same State a few manufacturers,
all farms, all dairy products concerns, in fact, all big business, is in the most
prosperous condition, and yet the House bill is designed to hand it to the
retail merchant harder than anyone else. I estimate under the House bill
business continuing on the basis of last year, that the average American fam-
ily will pay an $87 commodity tax. Under that bill this is going to greatly
reduce the output of the retail dealer.

The schedule of taxes presented in this bill is only tentative. What we are
fighting for Is the principle of the taxation. The penalty clauses of the bill
automatically make every seller in Americh a compulsory agent of the Internal
Revenue Department.

This is the first revenue bill where the responsibility for the payment of the
tax Is put where it was intended to be put, namely, on the purchaser which in
reality is the intention of every tax bill, but very seldom carried out.
Line 5, page 5, of bill provides penalty, which penalty prevents the use of

this bill for advertising purposes and again puts the responsibility back on
the purchase.

The sentimental, patriotic features of this bill put every American actively
In the service. Every time he makes a purchase he Is paying one-thirteenth of
a ration of one of the boys over there, and don't forget because it is a cent
at a time no one will consider It a hardship.

In conclusion, this bill is only presented to be used as an amendment to
take the place of the Ways and Means Committee bill on commodity taxes
and has no intention of replacing the income tax, excess-profits tax, or surtax
features of the House bill.

I am of the opinion that any man that wants over 6 per cent net on his in-
vestment until after this war is won is a pro-German and should be shot up
against a stone wall 0.A. MAAN,

SEwnMn 4.0
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Mr. FRENCH. Gentlemen, the statement of Mr. Mariani is so com-
pelte that there is little I need to add. By way of outlining the bill,

,will say that it provides for a tax upon gross sales or transactions.
You will notice in the first section of the bill that it provides that
1 cent shall be taxed upon the purchaser in a transaction aggregating
in amount from 5 cents to $99.99; second, 3 cents on each purchaser in
a transaction aggregating in amount from $100 to $499.99; third, 6
cents on each purchaser in a transaction aggregatirg in amount from
$500 to $999.99; fourth, 10 cents on the first $1,000, and 5 cents on
each additional $1,000 or part thereof on each purchaser in a trans-
action aggregating in amount from $1,000 to $9,999.99; 20 cents on
the first-$1,000 and 4 cents on each addditional $1,000 or fraction
thereof up to $49,999.99; $1 on the first $1.000 and 3 cents on each
additional $1,000 ag regating $50,000 or more.

Probably I should say, in addition to this, that the tax is to be
paid by the purchaser in each transaction, but the purchaser and the
seller are both made responsible for the payment of the tax.

It is provided in the bill that there shall be stamps issued which
shall be in the possession of the purchaser, and these stamps shall
be placed upon the commodity purchased, on the package, or shall
be canceled by'initialing or in some way provided by the responsible
officers in carrying out the provisions of the law.

The CHAIRMAN. You say the stamps must be in the possession of
the purchaser?

Mr. FRzNCH. Of the purchaser; yes.
The CHAIRMAN. Then when I go into a store I have to take stamps

along with me ?
Mr. FRENCH: You would either have to take stamps, or else the

Revenue Department would need to provide a place where stamps
could be acquired within the store.

Senator PENRosE. Has any rough estimate been made as to the
amount of revenue that would come under this bill as it stands now?

.Mir. FRENCH. I was going to speak of that first. Mr. Mariani is
the author of the bill in principle. He is a resident of Idaho, a
man engaged in the wholesale business, and himself personally inter-
ested I believe largely as a traveling salesman .He wanted it dis-
tinctly understood that the bill as proposed is his own idea, that it
is not backed by any organization or by any interest. He wanted
that statement made so that you can understand how disinterested
he is in urging it upon Congress.

He has estnated that each family will purchase possibly on an
average 12 times during the day; that transactions of that character,
under class 1 of the bill, would provide not less than about one bil-
lion and a quarter of dollars. % e said that it is very hard to get a
line on the number of purchases that are made in the country. Of
course, the transactions under the different subdivisions-2, 3, etc.-
would be hard to estimate. But as the tax there is larger and increas-
ingly larger, necessarily a vast amount of money would be produced.
Mr. Mariani thinks that several billion dollars would be produced
by the bill. He does not propose that the measure shall be a substi-
tute for the entire revenue bill, nor for the feature of the bill provid-
ing for taxation upon incomes, war profits, excess profits, etc., but
rather for the taxes provided through other features of the bill as it
has been presented to the House.
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Senator TOwNSEND. To start with, let me ask you this: Suppos..
a woman goes into a grocery store this morning to buy- a dozen
articles-different items. Each one of those is to be taxed, or the
total bill ?

Mr. FRENCH. The idea is that the total bill is to be taxed and
the author'ss idea still further is this, that with respect to certain cor-
modities that must be bought from day to day-such as ice, milk,
and boarding-house tickets, etc.-an arrangement could be made for
a ticket to be sold, say, by the week or by the month, whatever would
seem most calculated to produce the most equitable condition upon
the part of the purchasers who are compelled to purchase certain
commodities in a small way.

Senator SMOOT. Congressman French, I had Mr. Mariani in my
office for some time before this bill was printed, and I called his atten-
tion to the almost absurdities of the bill the way it is drawn. For
instance, you take the first tax imposed-1 cent on each purchaser
in a transaction aggregating in amount from 5 cents to $99.99. In
other words, that tax is 20 per cent on a 5-cent purchase, and one
one-thousandth of 1 per cent on a $99.99 purchase. Do you think
the American people would stand that?

Mr. FRxNCH. Let me come to that in just a little bit.
Senator SMOOT. I could go right along with the others, and show

that the small purchaser under this gets it-" in the neck," so to speak,
and there is a difference between 20 per cent on the one and one one-
thousandths of 1 per cent on the other.

Mr. French. Probably, since the question is raised, I would just
as well speak of that point right now.

Senator SMooT. I thought he was going to change his bill.
Mr. FRENCH. Mr. Mariani is engaged in a business that brings him

into contact with the retailer and with the wholesaler. His estimate
is this, that while, of course, there is that apparent hardship imposed
flpon the person who purchases a 5-cent article compared with the
person who purchases a suit of clothes that costs less than $100, the
tax being the same, the opportunity for combining purchases made
by the purchaser is such that there will be effected a saving in doing
business vastly more than the tax itself imposes.

Senator SMOOT. How do you combine the purchase of clothes with
the purchase of a cigar?

Mr. FiEENCU. The idea is this. to-day people go to stores fre-
quently, repeatedly, the housewife and the children, especially in
towns and cities, and will make several or many visits to the local
merchants to make the purchases. If the housewife made. under
this bill, the same number of purchases, she would need to pay 1
cent every time she made a purchase.

Senator SMOOT. She could not purchase the cigar at the clothing
store.

Mr. FR ENCH. No; but very generally she would be compelle(l to
combine where possible. and t.ere would be an inducement offeredI
in the measure, for her to combine her purchases, so that in the jioni-
ing when she purchased her groceries, she would purchase all the
staple articles she would need possibly for several days or for i
week. and pay 1 cent in the way of a tax in making the transaction.

Senator McCuMBEi. How would you arrange a stamp tax on .1
sale over the phone?.
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Mr. FRENcH. That will need to be worked out.
Senator McCuMBm. That would compel a housewife in this city to

hang on to the cowcatcher of the car in order to get a ride downtown
to make a purchase. She has to use the phone for it.

Mr. FIxNcH. I do not doubt that that matter could be worked out
through the sales slips maintained by the merchant.

Senator McCumBnm. It could easily be worked out by having the
seller attach the stamps and charge them.

Mr. FRENCH. Yes- that could be done. A seller could attach the
stamps and they could be charged. Of course, the theory of the tax
is that the tax shall be paid by the purchaser.

Senator MCCUMBER. There is another question I want to ask right
there. I notice that you have exemptions. How are you going to
have exemptions for taxes when the stamps are attached on each little
lrchase, and then you make an exemption of the taxes paid the

Government, etc., from the general taxes?
Mr. FmNcii. The exemptions in the bill touch State city, and

municipal governments, certain persons and employees in tle prosecu-
,tion of the war the American Red Cross, etc.

Senator MCuMBn. What I mean is this, you say there shall be
exemptt from the tax the following: The Federal Government and all
State, county, city, and municipal government taxes.

Senator TOWNSEND. Those are not taxed, are they? Those are
goods purchased.

Mr. FRENCH. Purchases that may be made for them are exempt
from bearing the tax.

Senator HOBINsON. Why is the tax levied on the purchaser rather
than the seller? Would it not be far more convenient to require the,
seller to attach the stamps and to provide the stamps?

Mr. FRENCH. Let me just finish up first the question that was asked
by Senator Smoot, and then I shall come to that point, the question
of the tax being large upon the small purchaser in comparison with
the tax paid by the large purchaser. In the first place, it is believed
that the small purchaser would become accustomed to combining his
purchases, so that in that way he would save a vast deal.

Senator RoBINSON. Let me ask you a question there. Unless the
authority to combine is implied in the word "aggregating," I do not
see, front a casual reading of the bill, where a transaction might not
be construed to be each separate saile, and thus the purchaser be pre-
1 ented from combining the sales.

Mr. FRENch. If there is any question as to the language meaning
what it is intended to mean. undoubtedly it could be whipped into
shape. But carrying out still further the idea that I suggested a
moment ago with regard to the purchaser saving by combining his

1Purchases. I would say this, the housewife who is in the habit of going
8 or 10 or a dozen times to the store or sending her children to make
certain purchases would combine her sales. Instead of purchasing
Iaybe 30 or 50 times in the course of the month she would purchase
a quarter of that number of times, or maybe less than that, What
woulld be the first effect of a community purchasing in such quantities
as to reduce the number of sales from a quarter to a sixth the number
of sales, the volume of business still remaining the same? Of course.
it would be obvious that the merchant would dispense with a clerk:
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he would dispense with a deliveryman; he would dispense, posibly,
with a bookkeeper. Maybe, if his store were large enough, it would
give him the opportunity of dispensing with several employees that
he has. The merchant could sell for enough less to more than make
up for the tax, and in that way would attain another thing that I want
to come to a little later on under this bill. There would be a saving
of man power, which is essentially needed at this time in the United
States.

Senator ROBINSON. Yes; and incidentally expense to the seller.
And I again ask, if that is the case, why the tax should not be imposed
on the seller instead of the purchaser?

Mr. FRENCH. I am just coming to that.
Senator PENROSE. Was this proposition submitted to the House

committee ?
Mr. FRENCH. It was not submitted to the House committee until

after the hearings had been closed and the bill was practically pre-
pared. After that Mr. Mariani appeared before individual members
of the House committee to present it to them. They felt that it was
illogical for them to consider a proposition that they had not had
hearings upon that was of such vast apparent importance as this,
perhaps, and felt that it was not the time for them to consider it.

Senator PENROSE. I think the proposition was formally submitted
in the Ways and Means Committee by one of the members and voted
down unanimously as affecting too many voters.

Mr. FRENCH. I think the proposition that was submitted differs
from this in this, that the gross-sales tax submitted had to do with
each particular sale and not with combined sales. I can see how if
the purchaser, every time he purchases one little item, whether it is a
box of matches, a bottle of extract, or what not, were taxed, it would
be a tremendous tax piled up on the small producer, probably almost
as great a tax as would be piled up upon the wealthy producer, but
if a combination can be made in purchasing, as is proposed in this
bill, there would not exist, that inequality.

Senator JONES. Speaking of the things which would probably be
dispensed with if this bill were enacted, would it not have a tendency
to dispense with all stores except the big department stores, where
a person could go in and purchase dry goods and groceries and boots
and shoes at one place and have but one transaction?

Mr. FRENCH. I think that the fact that the tax is so small upon the
purchaser, plus the other fact that the people do not care to invest
so large an amount of money in household goods, would probably
operate effectively to prevent that very condition from arising.

Now, going to the question raised by the Senator from Arkansas,
why not let the seller pay the tax and charge it on to the purchaser?

- The reason is this, we have that provision under the present law.
For instance, you go into a drug store and buy a package of tooth
paste. The tax on that, as I understand it, is 2 per cent upon the
value. If that package of tooth paste has a value of 25 cents, the
tax would be a quarter of a cent. The druggist, though, does not
charge you a quarter of a cent; he does not charge you 1 cent, but he
charges you 5 cents or 10 cents, and if you raise a complaint about it
he says, "I have got to pay the Federal Government a tax upon this
package." He takes it or granted that the purchaser will not know
that the tax is a quarter of a cent, and not the 5 or the 10 cents.
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Senator ROBINSON. You have assumed to restate my question and
embrace within it elements that were not in the question I asked.
You assumed I implied the obligation upon the part of the seller
to pass the tax on to the purchaser. I did not do that. I expressly
asked you the question, since, according to your own statement, this
scheme would result in a great saving to the seller, why would it
not be proper to let the seller pay the tax? I did not ask you any-
thing about charging it on.

Mr. FRENcH. The point that the Senator raises, it seems to me,
is one that must be met as I have met it. I can not see how you
can avoid it being charged on to the purchaser.

Senator ROBINSON. For the simple reason that the seller has, by
being allowed to combine these sales, avoided considerable expense.
He has discharged a lot of his clerks.

Senator McCumnEmi. But the purchaser does not have to pay any
more. They will buy the small packages, separately. Therefore
he would be at the same expense, and his tax would be heavier.

Mr. FRENCH. It seems to me that if you require the seller to pay
the tax, the seller, even if he does not have to put the stamp upon
the particular commodity, as he does now upon the package of tooth-
paste that I used as an illustration, the seller would nevertheless
gradually raise the price of his commodities so gs to take care of this
tax, and thereby pass it on to the purchaser.

Senator MCCUMBER. One of the primary purposes, then, is to force
the combination sales?

Mr. FRENCH. Yes; that is one-one of the most important.
Senator MCCUMBER. And as suggested by the Senator from New

Mexico, that would encourage purchases from houses that had a
great variety of articles to sell, in other words, department stores,
and would discourage purchases from stores that are dealing in
specific commodities, like groceries, dry goods, and other businesses
of that sort.

Mr. FRECH. If people were willing to purchase commodities in
such great quantities, and tie up their money in that way', there might
be a good deal in that suggestion. I do not fear it at all.

Senator McCUMBER. And if the tax were made high enough, if
they were resorted to as one of the principal means of taxation, it
would result in the concentration of all the selling business of the
country in the form of department stores, would it not?

Mr. FRENCH. I personally do not catch the weight of that sug-
gestion as emphatically as the Senator does. It seems to me it would
not.

Senator McCuMnER. I say, if that tax got high enough to induce
a purchaser to avoid the tax by combining the sales-that is, to avoid
a number of transactions, and pay a tax a number of times, he
would go to a department store where he could get all his things
in the one place, and pay one tax, rather than go to the other stores?

Mr. FRENCH. Oh, undoubtedly, if the tax were made high enough.
It seems to me, though, that with the tax of 1 cent on a transaction,
that is not high enough to induce a purchaser to do that.

Sehator McCuMBR. I think the bill is simply impossible, as sug-
gested by the Senator from Utah.
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Senator PENROsE. I would like to ask the witness this question:
Would not the rider on a trolley car, when he would pay his five
cents, have to pay an additional cent for his fare under this bill?

Mr. Frwn. [(suppose he would, under this bill.
Senator PNRosE. That would be a very heavy burden on the

traveling public.
Mr. FRENCH. Yes; unless another system were worked out similar

to that already suggested, by which the tickets, even though no re-
duction were made in the tickets, could be furnished to the pur-
chaser, and if the language of the bill is not broad enough to compre-
hend that, of course, it can be readily amended so that it would be.

Speaking further, though, upon the tax being paid by the pur-
chaser instead of by the seller, under the present law we have a tax
that is paid by the seller on, say, the elements that enter into a soda.
As I understand it, the cost to the dealer in the commodities that
enter into a soda is less than 2 cents, not to exceed 2 cents, per glass.
Yet the price of the soda has gone from 5 cents to 10 cents, and the
theory is that it is because of the tax, and the excuse made by the
dealer to the purchaser is that it is because of the tax.

Senator THOMAS. It is the extra labor of mixing the drink.
Mr. FRENCH. You even go out here to the ball park, in this city.

and where you have been saying 75 cents to the baseball company for
your ticket you now pay 75 cents plus the tax of 8 cents plus some-
thing more. The ball club does not limit the ticket to that amount.
It charges you 2 cents extra: or, in other words, 75 cents plus 8 cents
and 2 cents, a total of 85 cents. Of course, the extra 2 cents you pay
does not go to the,•Government. It is not collected as a tax, but
probably from the standpoint of convenience. So on a thousand per-
sons who go in at the gate the ball club collects an additional $20.
made possible because of the fact that the tax is paid in that way.

There is another point that I wanted to call attention to. The tax
is self-enforcing. The burden of paying the tax is upon the pur-
chaser. But in the bill, as you have noticed, there is a provision
that the seller shall also be inder penalty providing he does riot see
to it that the tax has been paid. .

Senator RosiNSoN. He wi raise the price to the purchaser for
supervising the payment of his tax.

Mr. FRENCH. We have that same principle, of course. This is not
a new principle. If you go into a bank to make a note the bank i-
required. of course, to see to it that certain stamps are placed upon
that note, just as the maker is.

Senator RoBiNsoN. If the business concern is penalized for failure
of some one else to pay the tax, the obligation becomes so onerous
upon the busines concern that it would have to have persons specially
charged with the duty of supervising the payment of that tax. Ak
respectable business concern that was penalized for the failure of
some one else to discharge a duty would be compelled to have perls1
to see that the duty was performed, and that would add an addition l
expense to the purchaser.

Mr. FRENcu. There is another point I wanted to speak of in con-
nection with the bill. It is urged that the system is unhandy. So fir
as that is concerned, the paying for goods is unhandy, the collection
for goods is unhandy, and yet business could not proceed unless we
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had the transactions. But the payment of any tax is unhandy, and
I suppose that the question of 7Iolty and patriotism would itself
need to be relied upon in this country in overcoming the objection
that this or any other tax is unhandy.

Senator JONts. The purpose of this bill is to have a univen.al
consumption tax levied, is it not?

Mr. Fimcsc. It Would be a tax that would reach everybody: that
nobody could escape; that it would seem would be simple of enforce-
ment: that would raise a vast amount of money, and also that would
tend to conserve the nuan power of the country by driving the pur-
chasers to make their purchases in bulk rather than in many items.
-It does not take the place of income tax. excess profits. and war-
profits taxes.

Another objection is---and that is suggested by Senator Jones--
that it is a consumption tax, and therefore. I suppose, carrying out
the idea of the.Senator, it would fall heavily upon the small pur-
chaser in relation to the large purchaser. But there will be, in my
judgment, a tremendous saving on account of the combining of pur-
chases, which will offset the tax.

Senator JoNEs. Thi4 would be an income tax, too. would it not'.
All taxes are taxes upon incomes in one sense of the term, the brad
sense of the term, and this would simply be a tax upon the small
incomes?

Mr. FREN cI. You could possibly phrase it that way. It is a tax
upon expenditures.

Senator TowNSEND. Has this principle been employed in any other
country. do you know?

Mr. FRENCH. I think it has not. The same question I raised a
little bit ago-about compelling or inducing the small purchaser
from the retail store to combine his purchases-would also apply to
the retailers with regard to the purchases that they make from the
wholesalers. In that way the wholesaler would in turn be able to
dispense with help. Instead-for instance, in the city in which a
business is located-of wagons supplying retailers being required to
make four or five or half a dozen trips to a retail house during a
(lay, the wagons would make possibly one trip or a few trips during
the week. -And, again, a saving would be made there in man power.
The idea can be carried on. then, to the business with the larger
wholesaler and the smaller wholesaler located throughout the country.

Unless there is something further that some Member would like
to ask, that is all I have to say. I regret very much that Mr. Mari-
ani was called home, so that he could not have appeared in person to
have explained the idea to the gentlemen of the committee.

Senator SmoOr. I will assure the gentleman that he has explained
it just as well as Mr. Mariani explained it to me.

Senator TOWNSEND. I think it is rather a serious matter myself,
because some of the very strong men of the country are talking
about it. But they have met, just as the Senators have here, the
same objections which they were not able to overcome. I could see
where, by relieving the ,numerous taxes we provide in the bill, by
putting some such system in effect, it would be a good thing; but
nobody has been able to explain to me how it can work. If you take
a per cent tax on purchases, it might be possible.
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Senator ROBINSON. It would be unconscionable to make the man
who is unable to buy a considerable amount pay the great burden of
these taxes. I think it would be positively reprehensible to say that
the poor woman, who earns her living, and can spend only 50 cents
or a dollar a day, shall pay more than the man who is able to make
large purchases. I think that would be absolutely unconscionable.
As far as I am concerned, I could not consider that.

The CHAIRMAN. Let me suggest that we are simply hearing these
gentlemen now. We do not want to enter into a discussion of the
merits of the bill at this time.

Senator PENROSE. I would like to ask the Congressman one ques-
tion. This bill was introduced by Senator Borah, who does not
appear. Is the committee to understand that Mr. Borah advocates
this measure, or simply introduced it by request?

Mr. FRENCH. I would not assume to speak for Senator Borah. I
had gone over this matter so carefully with Mr. Mariani that when
he was called away on account of his business he asked if I would
not come before the committee and make a statement for him, and
also place with the committee certain data and a telegram he has sent,
and that is my business in coming. In no way do I suggest Senator
Borah's position on the bill.

Senator LODGE. There is nothing to indicate that it was introduced
by request.

Senator ROBINSON. I heard the statement of Senator Borah when
he introduced the bill, and he suggested that it was prepared by
another man, and he did not assume responsibility for all of its
provisions.

The CHAIRMAN. Did you introduce this bill in the House?
Mr. FRENCH. My colleague, Mr. Smith of Idaho, introduced the

bill in the House after the hearings had been concluded in the Ways
and Means Connittee and the bill practically completed.

The CHAIRMAN. Mr. Mariani is the gentleman who came with you
to see me?

Mr. FRENICH. Yes; Senator Simmons.
Senator PENROSE. Will this bill be offered as an amendment on the

floor of the House?
Mr. FRENCH. I do not know.
The CHAIRMAN. Is it your purpose to offer itI
Mr. FRENCH. It is not my purpose to offer it. The author of the

bill on the House side, the gentleman who introduced it, is Repre-
sentative Smith. Of course, it would be for him to determine
whether or not it would be advisable to present the bill as an amend-
ment.

I thank the gentlemen of the. committee for their attention.
The CHAIRMAN. Mr. Pound, we will be pleased to hear you now.

MUSICAL INSTRUMENTS.

STATEMENT OF MR. GEORGE W. POUND, GENERAL COUNSEL AND
MANAGER MUSIC INDUSTRIES CHAMBER OF COMMERCE, NEW
YORK.

Mr. POUND. Mr. Chairman and gentlemen, I desire to address my-
self to sections 900, 909, and 910, section 900 being the excise tax
upon musical instruments, and sections 909 and 910 the new floor tax.

Senator PENROSE. What interests do you represent?
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Mr. POUND. I am general counsel of the Music Industries Chan-
ber of Commerce, which represents the musical-instrument industry
of America, with the exception of the phonograph interests, with
which we have no concern.

The CHAIRMAN. What page are those sections on?
Mr. POUND. The floor tax is page 137, and the other tax is page

127 of the House bill.
In the present act, of October, 1917, the corresponding section to

section 900 is section 600, subdivision B. We were there taxed in all
respects the same as here, except that the words "pianos or pipe
organs" were not included, and the tax was 3 per cent instead of 10.

I will not attempt to discuss the amount of the tax here, but con-
fine myself purely to the language of the section.

We have adjusted our business, after some considerable difficulty,
to meet the wording of the present law, "piano players, phono-
graphs," etc. Many of our concerns are manufacturers both of pianos
and the various forms of pianos and of phonographs.

Senator GERRY. I thought you said you did not represent the
phonographs.MrpoNuD. No; I do not represent the phonograph industry as

such in its entirety, and for the purposes of this argument I ai not
speaking of that end of it.

Senator THOMAS. They can speak for themselves.
Mr. POUND. So far as I know, there is no country in the world

which taxes the ordinary or straight.piano, what we generally term in
our industry as the poor man's music.

Senator THOMAS. There is one in an adjoining apartment to mine
that I would like to tax.

Mr. POUND. Probably that would be the individual, rather than
the instrument.

Senator THOMAS. I do not know whether it is straight or upright.
Mr. POUND. The pipe organ, so far as I know, is not taxed in any

country. It was supposed to have been taxed in Canada, butI have
a communication here which says that by section 6 of the special
war-revenue act of 1916 on musical instruments, the war excise tax
iQ only payable upon pianos and organs in respect to the player action
installed therein or attached thereto, and that is substantially the
view which has been'taken of the present act. It is the ruling of the
Internal Revenue Department here. In other words, the simple,
straight piano is not of itself taxed. It is taxed only when it gets
into its playing form, the playing mechanism.

The pipe-organ business in this country to-day is substantially
out of business, with the exception of some few hang-over orders,
some few church orders. This tax upon pipe organs would be sub-
stantially a tax upon the churches of the country. Such places as
public halls or places of public amusement are not buying pipe
organs. They use the other forms of instruments, mostly, and at the
present time are largely using orchestras. The substantial, and
almost without exception, the entire pipe-o agan business of the
country is now that which is being furnished 4 lurches. The units
of value are very large of the pipe organs, tL.9irdinary church pipe
organ running rom $10,000 up, and a tax of 10 per cent on them
would he absolutely prohibitory. The pipe-organ business is not a
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large element of the business in this country. From the very nature
of the business it is highly specialized, and a man must devote hih
life to the trade. The employees are few in a factory, and it is an
art rather than a trade.

Senator THOMAS. That being the case, the tax upon pipe organs
would not hurt the business much. would it. if the business is prac-
tically suspended during the war?

Mr. POUND. Except as to churches.
Senator TuOMIAS. If a church can at this time afford to buy a

$50,000 or $100,000 organ, why should it not pay a tax?
Mr. POUND. A great -many of these instruments have been con-

tracted for a year ago. It takes two years to make the average large
organ. This practically would put a tax not only upon any large
purchase but upon matters where bids have been made and where
contracts have been drawn, but where there have been no payments
made. That is in a large sense the business the pipe-organ people
have to-day. If this tax could be left as it is, the words "pianos and
pipe organs" being removed and "organ and piano players" substi-
tuted, as in the present law, with the exception of the word "organ,"
which is not there, the business could adapt itself to that condition
and could meet it.

Our industry is an industry which is not profiting by the war.
We are not at any time what might be known as a profitable business
in the sense of big business of to-day.

Senator DILLINGHAM. Before you leave the question of pipe
organs, you have referred mostly to the large organs of the large
churches?

Mr. POUND. Yes, sir.
Senator DnLaiNGAI11\. Is it not true that the country churches all

over the Nation are gradually installing pipe organs--not of the
expensive character, but those costing from $1,500 to $3,000--and is
not that in every instance done by private subscriptions, by the
work of the women's societie- of the churches, and various similar
methods ?

Mr. POUND. As to the methods of raising the funds, of course, I
can not tell. We do not know.

Senator DILLINGIHAM. I ask the question because I placed in the
record here a letter from Col. Estey,. of the Estey Organ Co., in
which lie says that the majority of their sales are made Under those
conditions, after a real struggle on the part of churches to raise the
money by subscription, and by holding fairs, and by one thing and
another, to get a pipe organ for their churcies. I did not know but
what you knew something about that from the manufacturer's stand-
point.

Mr. POUND. There is no question at all but what the pipe-organ
business is perhaps the least profitable business there is in the
country. The phonograph is, the large and profitable end of our
industry.

War conditions have very seriously affected us. We have prac-
tically at the present me no men under draft age. They have all
gone, and those who hiv e not gone to the Army have gone to muni-
tion plants. We are using the women as fast as we can use them, and
in the eastern factories a percentage of blind tuners-as much as
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80 per cent in some places-so that to-daVy we are substantially, run-
ning upon a very curtailed basis. The War Industries Board 4ay
before yesterday grafited us a supply of metal, under the facts which
we are showing to them, sufficien to carry us through vpoh a cur-
tailed basis bf 34 per cent of our normal production. It is simply
a question within us of not attemptth$ to make any profit in this
business of ours during the balance of the war but to preserve suffi-
cient of that organization-the factory and the business orgahiza-
tin-to exist.

Senator THOMAS. Why can not concerns which you represent turn
out airplanes.?

Mr. POUND. We would gladly do it. We can do it better, we can
do it quicker, we can do it cheaper than the factories that are doing
it. I went to the Government the ftst week after the openin of the
war and tendered every one of our factories. The trouble is tNat the
Government has a hundred factories where it has use for about one.

Senator THOMAS. In that particular?
Mr. PorxD. Yes, sir; particularly with woodworking factories.
Senator THOMAS. ATt heard all over the country during our recent

examination that piano manufacturers and manufacturers of othbr
musical instruments have the best facilities for the manufacture of
planes, and the query was expressed as to why the Government had
not enlisted their services and their organization. I think it ought
to be done.

Mr. POUND. It should be done.
Senator THOMAS. We have urged it as hard as we know how, but

thus far with no success.
Mr. POUND. Let me give you a concrete illustration. Perhaps the

most marked example of housing congestion, of feeding congestion.
of street car transportation congestion, of labor trouble, is that at
Buffalo, with the grett airplane plants there. Before the war started
some of our factories were doing the work by subcontract for the
Curtiss airplane plant. The moment this cost-plus 10 per c4it etni-
tract business was installed in the construction of airplanes, the
minute these great airplane contracts were given out, our orders were
canceled, and great new factories miles btig, were built, cireting,
as I say, a housing problem, a feeling problem a rooming problem,
a street car problem which has almost ruined ihe street car system
of Buffalo, and every other possible problem. We could have done
the work. We begged for the privilege of doint it. But we can not
get the work.

I have here a letter to the War Industries Board from the Fuel
Administration saying that they felt that our industry was entitled
to some special consideration by reason of the fact that we had
tendered our factories for this work. But we were unable to get this
work for some reason.

Senator THOMAS. You might add that with regard to the Curtiss
factory, with the exception Of training planes, they hare turned out
no planes for the war up to this time.

Mr. POUND. That is true.
Senator SMOOT. There is no incentive to do it as long as they get

10 per cent.
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Mr. POUND. Surely the factory that can turn out the Steinway
piano or an Estey organ or an Austin organ, or any of these great
instruments can turn out an aeroplane.

Senator "IOWNSEND. Do you know whether the Government is pay-
ing more now for manufacturing these things than it was paying
you I

Mr. POUND. It is more expensive.
Senator THoMAs. You were doing the work for the Curtiss Co., not

for the Government?
Mr. PoUND. No; not for the Government. We were subcontractors.
The CHAIRMAN. When the Curtiss Co. got these contracts on the

cost-plus bases they discharged you ?
Mr. PoUND. Absolutely and immediately, and they built miles of

factories there. Any man familiar with industrial problems knows
that you can build four walls, you can put in some machinery, but
you can not organize and create a factory in less than a year, or
maybe two years. The problem of coordination of labor, the problem
of getting the material into and through your factory in an economic,
constructive manner can not be worked out in a few weeks or a few
months no matter how skilled or how expert the men may be. The
result is that those plants, hurriedly built, conceived in hysteria, and
built merely in answer to a proposition that they could get these
large contracts and could hold them within themselves and not let
them get out have disorganized the entire industries of the com-
munities in which they are and have retarded Government work,
and usually have done practically nothing.

Senator THonAs. Do you think if your organization had been given
these contracts to assemble these planes they could have put them
right side up and right end to ?

Mr. POUND. Yes, sir. We have some 20 factories which are doing
some Government work-whatever we can get. We are making
some munition boxes; we are making some shell cases; we are mak-
ing some powder containers; we are making some airplanes, some
air Inepropellers.

senator THoxAs. Where?
Mr. POUND. The Star piano plant in Indiana, I believe, has a very

large airplane contract, and several others of our factories have.
Hallett & Davis, of Boston, have airplane contracts.

Senator SxooT. Granted to them lately?
Mr. POUND. No; some time ago. They are mostly small, sub-

sidiary contracts. I think quite largely they are subcontracts.
Senator LoDo. But in Buffalo they did not use your factory at allI
Mr. POUND. Not one moment, Senator Lodge. After war was de-

clared they immediately notified us they did not need our factory
space any longer, and they did need it, because they built miles of
new factories there.

The CHArMAN. Did the Curtiss people have similar contracts
with other concerns?

Mr. POUND. I believe so.
The CnxmxNi. Did they cancel all their contracts?
Mr. POUND. As I understand it, they canceled everything and built

new buildings.
Senator THOMAS. You probably know that the Government pro-

vided a great part of the money for the building of those structures?
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Mr. POUND. I have understood so. These are the facts. We can
not get Government work. We have our factories; we have all our
eggs in this basket. We can not get sufficient Government work to
live. We are curtailed through lack of material, of course. The
War Industries Board has allowed us 33* per cent of our necessary
metal. We are not large users of metal, but of course we have to have
some. The departments of the Government which are interested in
exports have particularly asked us to expend our product as much as
possible for purposes of export. The mules of Spain for Pershing's
army were paid for by American pianos, and nitrates from South
America are coining in likewise. Australia would be a very large
buyer of musical instruments to-day if we could manufacture and
ship them. The thought' that appeals to the various Government
bureaus upon the shipping question is that our tonnage of steel is
so little in proportion to the selling value of the unit of commodity
that it makes a desirable article for export and for the preservation
of that trade and gold balance which went behind $632,000,000 the
last fiscal year. I do not mean went on the red-ink side, but went
behind the former year.

In shipping we occupy only 80 cubic feet of space, and our instru-
ments are compact in their cases, and make a good shipping. proposi-
tion, so that every department of the Government to-day is asking
us and urging us to produce goods that will go out for export.

Senator LODGE. Do you know anything about the English trade,
whether they have not been keeping up their export industry?

Mr. POUND. Yes, Senator Lodge, I can tell you that, and it will be
an interesting side light upon the question. The English Government
has requested the English piano manufacturers to export, if possible,
60 per cent of their products. We have to-day upon the wharves in
New York City 300 pianos, which are purchased for shipment to
Australia, and we can not get the British commission here to let us
have them go forward. We can to-day supply 85 per cent of the de-
mands of Australia, and of the entire east coast of South America,
and the West Indies, and of New Zealand, and of China, which is be-
coming a good market. We are in a position, if we could be per-
mitted to do business, to supply 85 per cent of that. business. But
the English manufacturers have, with the sanction of the English
Government, formed a corporation of some $13,000,000. Gernany
has done identically the same thing. Sweden has, with the exception
of the fact that the amount is only $1,300,000. Those associations
are for the express purpose of controlling the export business of the
world in musical instruments after the war. It appeals to all govern-
ments that the piano proposition largely, the musical instrument in-dustry in its entirety,-is peculiarly adapted and beneficial for export
purposes, because, as I say, the amount of material entering into it is
so comparatively small in proportion to the selling value of the unit
that it becomes an export proposition that is favored by all govern-
ments. England gives every possible encouragement to the manufac-
ture and export of English 'pianos.

The CHAIRMAN. Mr. Pound, I understand you to say to the com-
mittee that it is the policy of the English Government, with refer-
ence to these musical instruments and other like thing, not to in-
terfere with or curtail in any way the manufacture of nonessential
things for which there is an export market?
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Mr. POUND. I do not know that I will make it so strong as that.
I mean to say that our reports from the English trade are that the
Government very much approves of the export of musical imtru-
ments, and makes the request that, if possible, they try arid export
60_per cent of their product.

The CHAIRMAN. If is for the purpose, you said of trying to stabil-
ize and expand their export business in musical instruments?

Mr. POUND. I should believe that would be a fair statement.
The CHAIRMAN. So as to try and control the foreign market?
Mr. POUND. Yes, sit.
The CHAIRMAN. That is a policy with reference to musical instru-

ments. Do you know whether it is a policy with reference to any
other articles of exportation?

Mr. POUND. I can not tell you that.
Senator SMOOT. We know, however that their exports have greatly

increased since the breaking out of the war. I do not know of any
particular items.

Senator THOMAS. When you say "their" you certainly do not
mean Germany?

Senator SMOOT. No, England.
Senator THOMAS. He included Germany.
Senator SMOOT. I meant England.
The CHAIRMAN. The point id was making, as I understood him,

was that England did not interfere with the manufacture of' non-
essential things where those things went largely into the export
trade of the empire.

Mr. POUND. I understand they give every eicourdgsment. to the
export of musical instruments, and I Iow we get every discourage-
ment here from the British mission in our endeavors to export.

Senator SMOOT. They get every encouragement for nonessential
articles of every kind. In fact, England is building up her manu-
facturing industries, essential as wel as nonessential, with all the
power she can bring to bear, and it is a wise policy to follow.

The CHAIRMAN. You said a little while ago, Mr. Pound, that you
had a large accumulation of instruments ready for exportation to
Australia ?

Mr. POUND. Yes, sir.
The CHAIRMAN. But that you could not get transportation I
Mr. POUND. The British mission holds us-back.
The CHAIRMAN. That means you are dependent upon the British

for transportation?
Mr. POUND. No, sir. We have to have their approval of our ex-

port license.
The CHAIRMAN. To one of their dependencies?
Mr. POUND. Yes.
The CHAIRMAN. And they decline to give that ?
Mr. POUND. They fritter it along a little, but they hold us back.
The CHAIRMAN. Is that on account of any lack of transportation

or for the purpose of monopolizing the market in this dependency
of theirs ?

Mr. POUND. In our belief, it is the latter.
Senator THOMAS. You think, then, there is no problem of ocean

tonnage involved?
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Mr. POUND. I think there is a problem, but it is getting better
every day, and wzlX the other day the Ship Control Board told me
they had Jwped to give us more space to Uruguay and South America
generally. Our pianos are going down there a4n paying for mtrates
and fer bide d for beef and for other supplies. And the Depart-
ment of Foreign Commerce, through Mr. Burwell S. Cutler, director,
has been very much interested in the export of our commodities for
that purpose. We are told all the time that we will have more ship-
ping facilities but we do not seem to be able to get them when it
is to go to an inglisli dependency. We can send it to Sweden. Only
the other d~y we got permission to send 4,000 actions to Sweden.
The German manufacturers are making pianos to-day in large quan-
tities. They lack certain elements in them, and they give an agree-
men with these pianos which they are sending to northern neutrals--
Norway, Sweden, and Denmark-that after the war they will replace
any part of the instruments that do not hold up.

senator THoMAs. Then the condition of Sweden is that, while she
has organized a corporation of $1,300,000 to promote the export
trade, she is buying ours?

Mr. POUND. She is buying the internal actions. She has always
bought them in Germany, and we were able to get that away. Sweden
assembles.

Senator SMOOT. The transports have been taken off between our
country and Australia, and England and Australia, in order to
carry our troops to France.

Senator TaoAs. That is my understanding.
Senator SMOOT. In fact, I understand that they have been simply

robbed of all transportation, and I rather think that iV the main
reason why you have not gotten your order, to allow the shipment
of pianos.

Mr. POUND. It may be. There is a gentlhinan frorai Au-tralia in
New York to-day. He is representing the retailers of Australia,
who have entered into an agreement that for 10 years they will not
buy any German-made goods. He has an order for merchandise
which includes 900 pianos, among other things. He said last week
that he believes he is absolutely unable to get these goods from
America, and, he is going to Japan. Japan has lately commenced
to imitate in our industry the production of our goods, something
that she never has done before. While she has been a successful imi-
tator of many Anmrican manufactures, she has never been able to
produce good musical instruments. Her harmonicas even are very
crude. Outside of their own musical instruments, they have been un-
successful in competing in musical instruments with the rest of the
world. They have just made their initial shipment of pianos to
South America.

So it seems to me that it is vital to our Government and our organi-
zation to encourage preparation for business in the days coining after
the war, that we should be permitted to exist and to get along now
and to preserve our business and factory organization.

Senator SMOOT. What you want to do is to strike out the words
"pianos and pipe organs "?

Mr. POUND. Yes, sir.
Senator SMOOT. And insert "organ and piano players," as the

present law provides?
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Mr. POUND. Ye sir
Senator SMOOT. You do not object to the 10 per cent?
Mr. POUND. No, sir; we believe that we should meet that, and we

have organized our business along those lines to do it.
On the floor tax, I direct your attention to the fact that this floor

tax is a very radical departure from the present floor tax. That is
on page 137, sections 909 and 910.

The CAmAnw. I do not take it that you mean to suggest that this
Government ought to adopt the policy of permitting manufacture of
nonessential articles for export if it would in any way interfere with
our ability to get labor and materials for the manufacture of essen-
tial war products?

Mr. POUND. Certainly not.
The CHAIRMAN. Your suggestion is that if it can be done without

materially interfering with the manufacture of such things as are
necessary in these conditions for war purposes, that policy ought to
be adopted and that kind of manufacture and trade ought to be
encouraged?

Mr. POUND. Yes, sir. And that is the view that has been taken by
the War Industries Board, and that question has been decided in our
favor by them. The formal order was entered on Saturday.

I might say, in that direction, taking the other view of this matter,
that perhaps there is no industry which has profited less from the
war and has suffered more from it, and we have done a great work
here to help the Government. We gave Mr. MeAdoo in the last
liberty-loan drive over $3,000,000, which was 276 per cent over our
quota. I venture to give the assertion, strong as it may be, that the
liberty-loan drives of this country depended in a very large measure
for their success u pon the support and the help which our industry
gives. We furnish community choruses all over the land; we are
sending music everywhere. We are maintaining in my office a
bureau which does substantially nothing but send music to the sol-
diers--free always, of course. We are sending pianos and phono-
graphs and guitars and all kinds of instruments into the camps and
into the trenches in France. France has just asked for 2,000 pianos
to go "over there," and we are making a small trench piano that
can absolutely go into the trenches. There is not a single effort
made throughout the country in behalf of these liberty-loan drives
and these thrift-stamp drives but what receives the active support of
our organization. We are doing our part. This bureau, I will say
incidentally, cost us something over $16,000 this past year to main-
tain, with a bureau chief at its head, simply to assist in this propa-
ganda and to help along with music these various things.

The CHAIPMAN. Do you suggest that the tax imposed in the House
bill is too high ? You do not want any tax at all?

Mr. PoUND. No; I do not object to the tax at all. We will meet it.
Senator RoBIswSoN. He wants to strike out the words "pianos and

pipe organs" and insert the words "organ player ".
The CHAnRMAN. I understood that. You are suggesting, however,

that pianos should not be taxed?
Mr. POUND. Yes, sir; pianos or pipe organs, as such, should not be

taxed. The pipe organ absolutely can not stand the tax. It would
mean an utter discontinuance of the business, and it would be a very
serious proposition.
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Senator SMOOT. Did you present this to the Ways and Means Com-
mittee of the House?

Mr. PoUN. Very briefly, Senator.
The CHAIiAN. Did you present your views before they formulated

the bill, and included this tax, or after?
Mr. POUND. Before. But I did not present it as fully at all as I

am doing here to-day.
A letter from our President says (reading):
What I fear is an unnecessary curtailment and destruction of the less essential

industries, and this may be brought about by the accumulation of material which
it is not possible to use as fast as it Is received.

And Mr. Wilson said to Mr. McCormick, when he wrote and asked
what he should do:

I would far rather have you as a singer for the war than as any other kind of
a soldier. We can't all do the same thing. And some one must keep the foun-
tains of sentiment flowing.

Speaking of the floor tax, in section 602 of the old act which was
the floor-tax section, these exemptions were contained. exempting:

First, a retailer who is not also a wholesaler; and, second, on a manufac-
turer, producer, or importer thereof.

The manufacturer and the producer and the importer thereof has
to pay a tax when he sells 'the commodity. There is no reason for pay-
ing a tax when it stands upon his floor before he sells it. A sales tax
is provided for in this new bill, and the sales tax in the act of 1917
especially exempted the manufacturer from the floor tax, because he
has to pay the tax when the instrument goes out.

This present bill does not give an exemption for the retailer. I
would like to plead his cause. The average piano merchant is an ex-
clusive merchant from the very nature of his business. He does not
carry a supply o1 groceries or shoes or other commodities. He has a
business which is entirely specialized. He has, we will say, a few in-
struments upon his floor, aggregating possibly $10,000. A floor tax
of 10 per cent upon that man, which must be a cash payment with him,
is a very, very serious burden. Those instruments which he has have
now paid the present manufacturer's tax. That tax has been paid
upon them. He has bought them under that assumption, and to put
this floor tax upon him now-and there is no exception in this present
tax-imposes a burden on him. In sections 909 and 910 the retailer
is not exempt. I say that most particularly in the South and West,
where the element of profit in our business seems to be lower than
it is in some other parts, it would be a very serious hardship to the
merchant, who is not ordinarily a man of large means. It seems
to me that sections 909 and 910 should contain the exemptions which
are contained in the corresponding sections of the present act.

Senator SMooT. You would be content with the provisions in section
601 and section 602 of the present law in lieu of sections 909 and 910?

Mr. POUND. Yes, sir; absolutely. Our industry is not, as I have
said, a largely profitable industry, and in these war days we are having
a terrific struggle to keep our business. It is only by the most careful
management and only by going into the highways and byways and
getting old men and women and cripples into our factories that we can
even keep going. We can not compete with war products in the wages
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that are paid, and we can not get war work, except in a very small
quantity. It is therefore a problem with us; and this is all 'we ask
pf you-to simply let us exist during this war. We do not ask for any
large extension oi business. We can not get it.

Senator THOMAs. Do you not think that if your organization ,s
such, your organized capacity, should apply to the Aircraft Produc-
tion Board-

Mr. POUND. I have (lone that repeatedly and repeatedly and re-
peatedly.

Senator THOMAS. As an organization?
Mr. POUND. As an organization.
Senator THOmAs. That is inexplicable to me.
Mr. POUND. I have gone to every department of this Government

trying to get work. In metal-working plants there is plenty of work.
But there is not sufficient work for the woodworking plants of the
country. As the Hon. P. B. Noyes, the Chief of Fuel Oonserkation,
has pointed out to the War Indurtries Board, we are an industry
which is rather to be favored in tinies of fuel congestion, because,
as a woodworking plant, we rise but little fuel. Our waste very
largely takes care of our plants. We are not a fuel menace.

The Signal Corps told me a while ago that they had four times as
much factory space as they had use for. I said, "Is it not trite that
you have a hundred times as much factory space offered you as you
have use for?" They did pot know but what I was right.

There is to-day in woodworking only pne shortage of Government
needs, and that is handles--ax handles, pick hatndles, and such things.
So far as I can ascertain, that is the only shortage there is, and that
is being provided for. They prescribe for that hickory largely, with
some ash. There are some concerns in the South which are furnishing
hickory, and some can be obtained from the foothills of the Rocky
Mountains and in California. But, as a general proposition, there is
not enough woodworking for the plants of the country, and such a tax
as is provided in section 900 here would be exceedingly disastrous to
us. Tdo not see how we could operate. I do not believe we could, and
we are doing our full _art in every way, and we are anxious to do it
We will do anything hat can be pointed out to us.

The CHAIRMAN. The committee will now hear Mr. S. L. Swarts.

INVENWRIES.

STATEMENT OF MR. S. L. SWARTS, COUNSEL FOR THE NATIONAL
DRY GOODS ASSOCIATION.

Mr. SWAtT. Mr. Chairman, I will swk that Mr. Watts, the res-
dent of the Third National Bank of St. Louis, who carries a mes-
sage from the clearing house of the St. Louis banks address to this
subject, may have a few minutes at the close of my remarks.

We appear in behalf of the National Wholesale Dry Goods Asso-
ciation, an association which includes in its members hip practically
all of the wholesale houses throughout the United States. We ap-
pear here with respect to section 90 of the proposed bill, on page 6,
and if I may file at this time and have circulated a brief which I
have prepared and which contains these sections, and the matter I
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propose to advert to from time to time, perhaps it may serve the
convenience o f the members.

Reading from page 1 of the brief [reading]:
Section 202 of the proposed bIll provides:Smc. 20±. Inventrne.-That whenever In the option of the commissioner

the use of Inventorles Is necessary In order clearly to determine the Income
of any taxpayer, Inventories shall be taken by such taxpayer upon such basis
as the commissioner, with the approval of the secretary, iilay approve or pre-
scribe as most clearly reflecting the Income of the taxpayer."

To that section we ask that the following provision be added:
A reasonable allowance being made for the increased cost of rnerchskndise so

inventoried over the average cost of like inerchandime daring the prewar period.
The question that I propose to discuss is one that is not peculiar to

dry-goods merchants, but is applicable to every industry in this
country whose income is reflected by inventories. The function of
an inventory is perfectly cear, and the need of providing for such
inventory is the occasion for section 202 in the bill. It is perfectly
clear that under normal conditions the use of an inventory is to
accurately set forth the income which the business concern has
enjoyed during the year. Whether it has made money or has lost
money is reflected in its annual inveptory. We submit that in ab-
normal business times, to wit, during the abnornmally high prices
prevailing to-day, an inventory bottomed on cost in no sense reflects
the actual income of a business, and in no sense reflects a profit
actually realized or enjoyed by that business in that taxable year.

So that thE matter may be clear, reflecting the facts that we are
dealing with, I have endeavored, so that the matter may he before you
concretely, to take the rise in prices, and you kill find them gathered
on page 3 of my brief. I am sorry to say the brief was rather hur-
riedly prepared, and may not be easily followed in some of these
things.

You will note, for example, the first group of articles referred to
have to do with the dry-joods trade exclusively. You will notice
when you turn your eye fom the present prices of 1918 and coin-
pare them with those of 1915 that there is an average of over 300
per cent difference. In going down the parallel columns, if you will
compare 4918 with 1917, you will find that the largest increase has
occurred during this present year.

Senator TowNsrN. Are you talking about retail prices there?
Mr. SWARTS. No, Senator; I am addressing myself to inventory

prices. This is the cost to the wholesale merchant.
Senator TOWNSEND. I was out when you started, and I did not get

that.
Senator SMOOT. These are all staple articles?
Mr. SWARTs. These are all staple articles.
The CHAIRMAN. You mean the cost he pays to the factory?
Mr. SWARTS. This is the cost at which the wholesale jobber takes

his inventory at the close of the year. It- is the cost to him. It is
what is represented by his invoices from the factory of the manufac-
turer. So you will notice we have taken hats and caps and gloves.
The figures themselves have apparently been the subject of study by
Senator 0ore, of this committee. I noticed an article by him in this
month's orum, and the prices, as he finds them, are substantially
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the prices as we set them out in the schedule. We find he covers some
of the same things we do.

An interesting side light on this situation is contained in the com-
parative cost prices that have been fixed by the Government. It is a
price which the Government has established for the manufacturer.
These came to me after I had prepared the brief, and there are only
eight of these artices that have been fixed, and I should like to state
them (reading) :

Four-yard 56/60 sheeting: Prewar price, 61 cents; 1918 Government price,
17 cents.

Hope 4/4 bleached: Prewar price, 7Tj cents; 1918 Government price, 221
cents.

Pepperell sheeting, 10/4 bleached; Prewar price. 211 cents; 1918 Government
price, 581 cents.

Six-yard plaids: Prewar price, 41 cents; 1918 Government price, 15 cents.
Amoskeag staple ginghams: Prewar price, 6 cents; 1018 Government price,

19 cents.
Amoakeag utility dress gingham: Prewar price, Oj cents; 1918 Government

price, 211 cents.
Nineteen hundred and twenty-one outings: Prewar price, 71 cents; 1918 Gov-

ernment price, 251 cents.
Nineteen hundred and twenty-one dark outings: Prewar price, 71 cents; 1918

Government price, 271 cents.
The CHAIRMAN. Is that in your brief ?
Mr. SWARTS. No. I got these figures too late to incorporate them

in my brief.
The CHAIRMAN. Have you more than one copy of that?
Mr. SwArrs. I shall be glad to leave that with you, so that it will

go into the record in that shape if that complies with your request.
The CHAIRMAN. Yes; that is all right.
Mt. SWARs. So that the situation can be before you, and if I may

be permitted to show, if you please, assume these few Lriefs which I
hold in my hand represent the amount of merchandise at cost price
which the merchant has on hand at the beginning of the year. If
you please, he sells that, and he sells it at more than it cost, and he
repurchases and again sells at more than it costs, and he repurchases.
The result of his operations during the year, if you please, are that
he has a stock of merchandise on hand at the end of the year which
to-day is in fact no larger in quantity than that which he had on
hand at the beaning of the year, but which in aggegte value, at
these abnormally iggher, if not 50
per cent higher, than the cost to him at te nnin of the year.

That is te result of his operations. I other wor s, a quantity of
merchandise that, if you lease, represented a cost to him at the
beginning of the year of $0,000,000, at the end of the year, by reason
of the sale and repurchase and sale and repurchase, represents to
him a cost of $9,000,000. So that you gentlemen will perceive that
what he has really at the end of the year is a profit, if he is com-
pelled to take up this merchandise at cost on paper of $8,000,000 as a
result of these transactions.

It is perfectly clear that the merchant in fact has made no money
on these goods that he has on hand at the end of the year that he
can not be said to have made a profit on them until he sells those
things, and, so far as his statement for the year is concerned, it cer-
tainly can not be maintained that be has made a profit unless and
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until he has actually sold those goods at not less than what, under
the present regulations, he has been compelled to take up those goods
for at the end of the year.

Senator NUGENT. Would he not have made an enormous profit on
the goods he had on hand at the beginning of the year and that he
sold during theyear?

Mr. SWARTS. That is taken up as part of his entire balance sheet.
As I suggested, if you please, he had some gingham which he bought
at whatever you please, and he sold it at an average of 6 or 7 per
cent profit. He has taken the proceeds of that sale and invested it in
gingham, but it is constantly increasing in price, and it is perfectly
clear that if this merchant can take this inventory at the end of the
year, representing $9,000,000, and it should be proven that that is
the same as $9,000,000 in cash, then he has actually in hand a profit
of $8 000,000. But the difficulty is with respect to treating mer-
chandise which represents a value 300 times over prewar or normal
prices as cash in hand. He has undoubtedly made a profit on sepa-
rate transactions during the year but that profit is reflected in
goods which he has bought and bought again at these increased
prices.

Senator THOMAS. In other words, before your supply is exhausted
of some particular article, you are going to replenish it

Mr. SwATS. We not only have to do that, but we have to have our
orders and commitments out so that we may have these things on
hand to sell. But I will come to that presently.

Senator SMoor. Or, in other words, the sales you make are never
made at a higher percentage of profit during these times than they
are in ordinary times, and when the turnover is made, it is based on
what the goods cost at the time of purchase ?

Mr. SWARTs. Exactly.
Senator TowNsEnD. Is that a fact? Would you make a larger per-

centage of profit on the goods you handle than you did before
the war?

Mr. SWARTS. That involves two propositions. So far as I have
been able to understand the situation, the profit that the wholesale
merchant is making to-day is made, first, out of a profit on the selling
of the thing which he has at hand and is selling, then an additional
profit over what he made in prewar periods, depending on the
astuteness of the merchant in having anticipated this increased value
of merchandise. In other words, if you had your commitments in six
or eight months ahead, then you may have obtained the benefit of a
much greater increase in this cost than some competing merchant may
have done; in other words, depending upon the astuteness or willing-
ness of the merchants to go ahead and do business in that way.
There is where an additional profit has come to him over prewar
conditions.

Senator JONES. Do you try to have your commitments equal your
sales; or, in other words, do you make arrangements as you are
selling these goods to replace them in your stock?

Mr. SWAITS. The answer that I would make to you Senator Jones,
would be this: That business would have to stop if the merchants
did not have the distinct commitments out in the hands of factories.
As a matter -of fact, the factory would come and say, "I wrote you
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for so much for next spring and next fall, and if you want it you have
to take it now, because the factory has to get ready with its raw
material so as to manufacture these things."

Senator JoNEs. With these commitments out, and the price known
with reference to the replacement, do you make your sales on the
basis of the replacement price or on the basis of your cost price

Mr. SWARTS. I can not answer that, not that I would not if I knew,
but there are several gentlemen here who are connected with the dry-
goods business and I would much prefer that they, who know the
actual facts, should answer you, and perhaps one of them may be
glad to come forward.

Senator JONEs. Do you not think that is an important matter for
us to know ?

Mr. SwAnrs. My own feeling about that, Senator is this, that as
this situation develops you have your orders out anA these salesmen
go out with these lists, and they take orders on those prices. Then
comes a new price, if you please, that grows either out of the Govern-
ment fixing the price, as shown in this new price sheet, and I should
imagine that as the prices do increase the wholesale merchant himself
ut up these prices. As I stated before, in answer to your question,
think the merchants are to-day making more money by reason of

this situation, this abnormal and constantly increasing cost price,
than they made during prewar conditions, and that perhaps answers
the question you have in mind.

Senator SMOOT. I will say to the Senator that the practice is this
that you take the jobber and he sells to the retail stores months ahead
on these staple articles. At the same time he has placed his orders
months ahead, and he bases the price for which he sells to the retailer
upon what he has purchased from the jobber or from the manufac-
turer. So the one offsets the other.

But it is true. if he does not sell Rl of the stock to the retailer, as
he has placed his order with the manufacturer. on that amount of
stock, of course, he receives the advance in price. That is the situa-
tion as it appears in business, and it is true that on that quantity of
his commitments he does make the advance of price, but not on all
of it, because the greater part of it is sold to the retailer and in the
retailers' hands before ever the goods are delivered to him; that is,
I mean they are sold before ever he receives the goods.

Mr. SWARmT. The situation, therefore. you have at the close of the
year, is that this merchant has on hand a stock of merchandise which,
according to the Government regulations, he takes up at what it cost
him. The merchant not only has that element to consider but he
has also to consider that he has contracts, and they are firm con-
tracts, something that he can not evade, and would not evade, differ-
ing thereby from the retailers' purchases from the merchant. Ile
has made contracts or commitments for the merchandise tot- the
ensuing spring and fall seasons likely to exceed the ag ate amount
of the merchandise he then has on hand, and if he did not have those
commitments he could not go on in business, nor could your factories
operate.

Senator SwooT. And he could not get the goods.
Mr. SWARTH. And he could not got the goods, particularly in such

a time as we are dealing with now. So that if a merchant has on
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hand six or eight million dollars' worth of goods on hand at the end
of the year, find has commitments out for a like amount of merchan-
dise to be delivered during the course of the succeeding year, he is
in the position of having contracts for a total, let us say, of $20,000,-
000 of merchandise, with this danger, owing to the fact that that
merchandise to-day is three times what it was worth in the prewar
period, that a decline, depending on the amount of the decline, is it
very dangerous factor with which he has to deal.

Senator JONs. Let me interrogate you a little with reference to
your proceeding when you come to the falling market. You say it
takes about 11 months to get these goods after you order them. There
are no excess supplies in the country at the present time, are there?

Mr. SWARTS. I can not answer that question; I do not know.
Senator JONES. Is not that an important thing for you to know

in order to make your point, whether there is an excess supply in the
country, and, when the war ends, and whether or not there will K,
a large quantity of goods dumped on the market at a cheaper price?

Mr. SWARTS. It is my understanding that it is very difficult to get
these goods and that there is not an excess supply.

Senator JONES. That was my idea.
Mr. SWARTS. But I have hesitation in stating that as a fact, because

I am not sure of it.
Senator JONEs. That is an important fact to be known, and what

you have just stated, I believe, istheunderstanding of all of us. It
takes you 11 months to get in new goods. We will assume you are
going to get new goods at a reduced price. Will not that give you
aniple. time to sell off these goods, of which there is a limited quan-
tity at the prevailing price . ?

MLr. SWARTS. We think not. It has been the past business experi-
ence that when a decline comes, it comes practicIlly overnight; that
it would be reflected in this way; that all the sales that we have
made from merchandise on hand' will go through at the new prices
and not at the prices at which we held them at all.

Senator JoNEs. But you make the price, do you not?
Mr. SWARTS. Yes; but the price that is made by the wholesaler to

the retailer is not a firm price at all. If there is a decline, the re-
tailer simply takes them at the new price and not at the old one at all.

Senator JoNEs. How could there be a decline if there is a limited
quantity of goods and it will require some months to replenish the
supply at a reduced price?

Mr. SWARTS. That may work out in that way. But it seems to me
it will take considerable courage.

Senator JoNEs. Do you not believe that the wholesalers of this
country will have that courage and do just that thing after this war
is over?

Mr. SWAR8. It would be my best opinion and advice that the
wholesalers will not be able to do that thing, and that they will be
glad to get rid of their merchandise at the instant of the very first
decline, because they feel that a very much heavier decline is com-
ing. They have never yet been able to control that, and ;i i some-
thing that seems to be beyond their control.

Senator JONs. But these times are different from ordinary peace
times, and every line of such an industry as you seem to represent
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finds it very difficult to replenish its stock, and there will not be any
large amount of these goods to dump on the market. The retailers
of the country are not stacked up with goods, and why will you not
have an outlet for your products at these prices at the conclusion
of the war? . I

Senator SMOOT. May I tell the Senator why?
Mr. SWARTS. Yes.
Senator JONEs. I would prefer to have this gentleman answer.
Senator SMOOT. Let the gentleman answer, and then I will tell the

Senator why.
Mr. SWARTS. It is the experience of our clients in past years

where there has been a situation which has brought about a decline
that they have not been able to control it. There was a 20 per cent
decline in 1908, in a period of a very short time, and that came very
nearly bankrupting a great many of the mercantile houses of this
country.

Senator SMOOT. I will say to the Senator also, now, if the gen-
tleman is through, that these goods that are- manufactured for deliv-
ery are not all manufactured at once: they are manufactured during
the 12 months of the year, and they are delivered as they are manu-
factured; and a merchant that buys them from the manufacturer
gets them in about the same proportion as he delivers the goods from
his store to the trade.

Senator JONES. I will say to the Senator that I am not wholly
without some information on this subject myself, but I wanted to
get the statement of the witness in the record.

Senator SMooT. It is in the record. Now, I have put this much
more in the record. And I know that if a merchant can countermand
all of his orders it is often done to a manufacturer, and then he has to
rely on the goods in his own store, and they will not last very long.
If that stock does last very long he is never very much of a merchant,
because he has to make a great many turnovers to make any money
in these days, during the year.

Senator GRtry. En order to sustain the prices, would you not have
to have a very strong combination among the dealers in these goods?

Mr. SwaTs. I do not believe that even that could be done, Senator.
I think you would have to have almost a Government regulation or
stabilizing of prices to stop what I believe will amount to a panic in
this country.

Senator Gray. In other words, a question of competition comes in
there?

Mr. SwAnrs. I think so. The situation appeals to them so seri-
ously and the danger to them is so plain, as they see it, that it would
take more than an agreement, if such an agreement is lawful, to hold
them to a situation of that kind. I do not see how you could control
it in any way except by a Government regulation of prices.

Senator Gmmr. I was not suggesting that. I was just asking that
question to bring out the point.

Senator LoDGE. They could not, under the law, make such an
agreement.

Senator GmuRy. They could not under the law; no. I simply
wanted to bring out the point that there was a question of competi-
tion there; that was all.
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Senator LODGE. Oh, yea.
Seriator SMooT. My experience as a manufacturer has been that

whenever there is a marked decline in goods countermanding the
orders is the general rule. I do not care what kind of a contract you
have with the buyer, he will find some way or other either by claiming
damaged goods or something, to make up that decline, or else you
will simply have to sell your goods to other parties.

Senator LOD. You mean as a manufacturer?
Senator SMooT. As a manufacturer: I have had it happen to me

a great many times.
r SWARTS.. In his speech made in the House with respect to this

bill, Mr. Kitchin on September 5, according to the record, is credited
with the saying [reading]:

Have you looked beyond the war to the days of peace, when the reaction that
follows every war is sure to come, when the prices of everything are bound to
fall one-third and one-half of what they sell for now?

It is my understanding that a decline of merchandise values has
followed after every large war.

Senator THOMAS. But not immediately.
Mr. SWARTS. It is very difficult to prophesy whether it is going to

be immediate or violent or spread over a period of time.
Senator THOMAS. One can not prophesy; one can draw conclusions

from similar events in history.
Mr. SWARTS. It is our feeling that the first definite intimation of

peace will bring about an immediate and considerable decline in
these values, which to-day represents three times what they were
worth in prewar prices.

Senator THOMAS. That will affect the stock market, of course.
Mr. SWARTS. And may I say this, if you will observe, the Govern-

ment itself has fixed the price of a great many staple articles;
that is, has fixed the manufacturer's price. As soon as this war is
over, or whenever it may please the Government, it may withdraw
those prices, and as soon as those prices made by the manufacturer
to us are withdrawn-and those pnces are very much larger, as you
see, than prewar prices-there will be a shrinkage in values that it
is our best opinion is sure to follow from the fact that the Govern-
ment has withdrawn those prices. We see no escape from that. We
think that is inevitable.

If it be true that a decline is inevitable, let us take a concrete
case and see what would happen. If you please, here is a corpora-
tion. We will say it has $5 000,000 capital and $2,500,000 surplus.
That is its condition at the beginning of the taxable year. It has
an inventory of merchandise at the beginning of that taxable year,
let us say, of $6,000 000 At the end of the year it has, let us say,
an invoice of $.o,ob0,00, which you will observe represents less,
really, in quantity, than the increased cost to it of the merchandise
in that year; anda let us say that it has commitments outstanding
for $10,000,000 more. Let us say that it has made this year on
paper a profit of $4,000,000 by reason of taking this invoice at
$10,000,000 at the end of the year. That is approximately one and
one-half million more--and these are real figures I am giving you-
than that corporation made last year, and you see that i's at once re-
flected in this increased cost of merchandise, because I think it is all
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related to that and is governed by that. If the merchant must pay,
according to the language of this proposed bill, 18 per cent normal
tax and 80 per cent war-prbfits tax, he wil py to the Government,
in round figures, $3,000,0 of the $4,000,00 his inventory shows
him to have made during the year.

And right here let me say that the point that my client is making
has no relation to the percentage of the tax at ll. We are endeavor-
ing to argue that we should ilot be taxe4 until that profit has been
realized or is in hand. Now, let us say tere is a decline of only 25
per cent within the next six months, or next eight or nine months, in
those values. What has happened? This merchant, on his in4veatory
and on his commitments, has suffered a loss of 25 per cent which is
$5,000,000; he has merchandise of ten million more, and commitments
of ten million, and a drop of 25 per cent is a loss of 85,000,000. What
has happened ? This $3,000,000 just like the $4,000,000 supposed to
be profit, is not really cash in hand at the end of the year. This
property is represented by merchandise on hand and accounts re-
ceivable, and, of course, some cash in bank. It is merged, in other
words, with all of his assets.

lie has borrowed most of the $8 000 000 necessary, to pay this tax.
Six or eight months later there is a Aecline in values and he loses
$5,000,000. What has happened? His surplus of two and a half
million dollars has been wiped out and his capital has been depleted
to the extent of 40_per cent.

Senator JoNErs. I notice the proposed remedy you suggest is to
eliminate from the inventory the increase in the value of any asset
upon the original cost until such increase is actually realized by sale.
Does that meet your difficulty? As I understand it, you have pur-
chased these goods at these increased prices, and if you only want
to hold them until you realize the original cost, how does that meet
the situation if you expect to sell these goods at cost or at a price
below the original cost?

Mr. SWAirrs. The remedy which we suggest, I think, is this: We
are saying that in taking an account with a man whose income is
dependent upon ifiventory, and whose inventory represents merchan-
dise, if you please, at three times its normal or.prewar cost, under
rules and tegulatiors prescribed by the concussion, a reasonable
deduction shall be made from that inventory having i mind thope
increased costs. In other words, if I may take an illustration, take
the case I put where the tnerchant has at the end of the year, if you
Dlease, an invmntory at cost of $9,000,00. The Coaqmissioner of
Internal Revenue, with the assistance of the Board of Tax Reviewers
provided for in this bil, as I conceive the purpose of this amendment,
would sit in and deal with the facts and figures relating to this
particular industry and say that here they have an inventory and
we are asking them to pay a tax on an inventory of merchandise
that represents three times its normal or prewar prices. We will rule
as to that indptry, instead of treating this $9,000,000 as being so
much money in hand, or ('ash in hand, that, if you please, we will
treat that as $8,000,000, and we will allow a deduction of $1,000,000.
And, mind you, that is not a deduction which will enable the mer-
chant to escape the tax. for he has no desire to do that. That allow-
ance runs along and if during the succeeding year the prices arw
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maintained that tax is absolutely paid to the Government, every
peny of it.

Senator MXOOT..hat is, the following
Mr. SWAihTS. at the end of the owng year. Then, if at

that time pries have either gone up or ave ceoreased again, the
commissienlr and the board of tax reviewers will regulate this aflow-arce, depending 4n ether te prices have gone up. or have recaead,
so autozaticaiy .that '*ill take care of th1, to the end that ulti-
mately the taxpayer will have' paid a tax only on the profit that he
has actualy mac,, and as we see it and intend it, cortainlythe Gov-
ernnent will not havebeen deprived of one penny of tax. Nothing,
in other wer4s, is'tas free. , .

Senator JoNEs. Yes; but, as I understand it, the goods-have been
purchased at these'high prices.' Is that sot

Mr. SWARTS. Yes, s;r. -
Senator JoNZs. If they have been purchased at the high prices,

then how would thid exemption here gave you -any relief ? You say,
"The increase in thb value of any asset upon the original cost."

Mr. SWARTS. May I ask from what page you are reading?
Senator JONFS. grom page 10 ofyour brief, where you propose to

add this to the- presenlaw,
Mr. SWARTs. No. The provision I am proposing to add is on the

first page at my brief. I have the proposed law and the amend-
ment.

Senator $MOOT. That that section be amended by adding:
A rel 6ftnIle alloWancerbeing made for the increaSed cost of merchandise so

inventoried, over the average cost 6f like mwoiaudise, during the prewar
period. ,,

Senator JONES. I see. You want to go back to the prewar cost;
or, in ether4oyds, you want to exertipt at the present time the differ-
enceibbtween the prewat cost'of likearticles-- -- I

Mr. Swaors. No, Senaterif you will *permit me to interrupt
yw.--I went an allowance as against that; ,whatever the bemmns-
siouer's voice may, consider an allowahce on account of that condi-
tion., In otherwords&4 if I may put it this way, the merchants of this
country have for the. last two or three years been endeavoring to set
aside what they have chiled reserves, because they have not treated
a prfit that ,I insist is largely-a, paper- relt as an actual profit in
hand, and so against the inevitable day, tby have set aside a. reserve.
That reserve the, deparkm tnt has refused to~recignise as a deduction.

8enatar. Jv*t. How, much ef a serve 'have you set aside.,-' M
Mn,, SWARTm *As I understand,ione concern-I do ut kiew of all

of therr. but I happe.,'to know about one--set aside two years ago
approximately 10 per tent, and attmpte&to do that last year too. '-

Stent Jc Es. Weuldyou have us leaveit to the Tresury officials
to fi the amount of the allowanceI

Mr. SwAI1s. Yeev' Senator., - I have that proposition to urge here.
Senator Jloms. ,Would you not esl that yburbusinms be placed in

the same category as other, hazardous. butnmees may be, plaosd hi;
.or iribothebwers; do you think thatinv b.sinem. of this kid thbre
is an unusual hazarti and 'that some evi on.',should be madefor
that elms e business.
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Mr..SwARTS. We think there is a distinct hazard, and that some
provision should be made as against that condition and whatever
it is-not for us, but for every merchant whose income return is bot-
tomed on an inventory-and that the allowance should be appor-
tioned upon the way in which the prices in that particular industry
represent an increase over prewar or normal prices.

Senator SzwooT. Under that plan, if the Commissioner of Internal
Revenue allowed a million dollars allowance in the case cited, and
during the next year the fall in the cost of the goods did not equal
the million dollars, it would immediately show in the next inventory.
whatever it may be-- $500 000, $200,000, $100,000.-or, if the million
was represeted in the decline, it would show then.

Mr. SWARTS. Precisely.
Senator SMor. If that did not show the full million dollars auto-

matically the taxes that would have applied this year upon that allow-
ance--whatever the difference would be-would apply the following
year upon the amount?

Mr. SwArrs. Precisely.
Senator THOMAS. May I ask whether under the section as it ap-

pears in the bill the commissioner has not the identical power to
grant what you want in this amendment ?

Mr. SwATS. I am very glad you asked that question, Senator
Thomas. Under the present act there is a broad provision which
gives to the Commissioner of Internal Revenue power to enact regu-
lations as may be needed to carry .out the provisions of that act.
Under that provision it was urged a great many times by a great
many merchants that the reserve which they set upon their books
against these abnormally high prices, because of what they conceived
to be -the inevitable day, should be recognized by him as a proper
deduction to make before paying the tax. It was recognized that
every sane merchant should set up a reserve and should not treat that
as a profit. It was recognized by every certified accountant in the
country worthy of the name of a certified accountant that it was es-
seitial to the merchant to set up a reserve. It was recognized by the
Commissioner of Internal Revenue and his experts that the setting
up of such a reserve was the proper safeguard, but the commissioner
made the point that there was no authority in the bill which per-
mitted him to allow that deduction.

Senator THOMAS. This is not the identical provision.
Mr. SwArmS. No. This, I think, is a very much wider provision.

But in order that the commissioner may know that he has the power
to do that, we think a specific provision should be put in there. In
other words, we do not want that matter to be left in doubt.

Senator THOMAS. You want it absolute instead of discretionaryI
Mr. Swarrs. Yes. If the condition is one as we feel exists, if the

danger is real. if the situation is one that deserves the consideration
we ask, we thin it should not be left to the doubtful language in the
bill but should be specifically provided for.

The CmAmxx. Mr. Swarts, what you are saying would apply to
every business in the country equally, would it not?

Mr. SwAm. It would apply to every business in the country
whose return of tax and assessment of tax is bottomed on an inven-
tory and whose business is affected by these abnormally high war
prices Where it was not affected, this condition would not apply.
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The CHAIRnN. It would apply to all business engaged in the
purchase and sale of merchandise and other similar products?

Mr. SWARTS. Yes- and probably manufacturers, too.
The CHAIRMAN. go far as corporations are concerned, and so far

as the excess-profits tax and the war-profits tax are concerned, if
these corporations were permitted to retain a part of their earn-
ings without distributing them, and without them being subject to
any tax, they could provide themselves for that condition, could they
not ?

Mr. SWARTB. I do not see quite how they could do that.
The CHAIRMAN. By not distributing a part of their profits.
Mr. SWARTS. The point that I would make in answer to that is this,

that there is no profit until that profit is earned.
The CHAIRMAN. I am speaking about where a profit is earned in a

particular year in the case of corporations under the present law.
A corporation under the present law, earns a profit during the year.
It ascertains definitely what that profit is, and it distributes a part
of its earnings by way o fdividends to its stockholders.

Mr. SWARTS. Yes sir
The CHAIMAN. under the present law it is permitted to retain

a part of those earnings for reinvestment in the business, or for
any other purpose that they may see fit to do with them in connection
with the business. Why does not that afford ample opportunity, if
that condition is allowed to exist, and who would not that afford
ample protection to the corporation? I am speaking now only of
corporations.

Mr. SWARTS. May I answer that in this way, that the corporation,
in the first place, is not sure that it has actually made any money at
all. After it pays its taxes of $3,000,000, may l1 be permitted to say
that I do not see where, or out of what, they could set aside any re-
serve, unless they were permitted to set off an allowance on account
of merchandise. They have nothing to set out or safeguard.

The CHAIRMAN. That would probably be true of a corporation that
has not made any money at all. But I am speaking of the cor-
poration that has made it. If it has not made any money, it will not
have to pay any tax.

Mr. SWARTS. I know I am very dense, but my difficulty is this, that
I put a case of a corporation that has made $4,000,000, and it is a
paper profit.

The CHAIRMAN. I understand what you mean. You mean that
there are corporations that have made no profits, as a matter of
fact, but they have what you call a paper profit, as shown by the
inventory that they are required to make. .

Mr. SwARTS. The inventory shows a profit, and if those prices are
maintained they have unquestionably made that money, and in the
ensuing year they have to pay that tax.

The CHAn . We will go to another phase of it. As I under-
stand you, if you are permitted by the law to build up a reserve for
the purpose of protecting you against a contingency of, falling
prices, that reserve would not be permanently free from the exac-
tions of the Government?

Mr. SWARTs. It is a deduction from the inventory which is not
free from taxation by the Government no, sir.

The CHAIMAN. It is temporarily relieved from taxation!
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Mrlr. SWARTS. Yes,: for that time, unquestionably, and it is rejected
again in your inventory during the next year.

The CHAIR1AN. rut if in the next year it is maqe to appear that
you have not' sustained' that anticipated 'loss by reason "of fkling
prices, then that reserve fund comes sn~ject to a tax?

Mr. SWARTS. Exactly. c
Senator TOWNSEND. Of the year in which it was accumulated ?
Mr. SWARTS. Yes, sir.
The CHAIR-MAN. Now. with reference to the inventory you have

spoken about, have you carefully considered the regulations promul-
gated by the Treasury Department, No. 83, which prescribes the w.A
in which thee inventories shall be taken?

Mr. SWAiRTS. Regulation 33, affecting the present?
The CH.AIIUMAN. Yes; the present law.
Mr. SWARTS. I have not that regulation in mind, but I have pre-

pared a great many returns Tor corporations.
The (NiAWNOIAN. I am going to read it to you in a minute. Sec-

tion 202, as I understand, is simply for the purpose of making clear
and definite the authority of the Commissioner of Infernal avenuee
to do what substantially he has done here before by regulation. Here
is the regulation [reading]:

For the purpose of returns gross income of mercantile companies shall con-
sist of the total sales plus the inventory at the end of the year less! the sum of
the cost of goods purchased during the year and the inventory at the beginni'"
of the year.

Mr. SWARTS. Yes, sir.
The CHAIRNI \N. As I understand this section is to make definite

the authority which promulgated a regulation of that sort. Would
that regulation accomplish the purpose yoA have in mind?

Mr. SWARTS. Oh, no: not at all. We have had this matter up re-
peatedly for various companies that have been affected by this pres-
ent tax. and enforcing the present act. You will find that the mer-
chant is compelled to take his inventory at cost. or at value, which-
ever, if you please. is lower, and as the prices have gone u , of course
he has taken them at cost, but never below cost, except, of course, as
to a few shopworn things. or things which have lost in value.

The Ci. IRM Ax. You say this is the total sales made during the
year, plus the inventory at the end of the year, and then you sub-
tract. le,- the .uni of ihe cost of the goods purchased during the
year and the inventory at the beginning.-

Mr. SWARTS. We feel that the language of section 202 might be
construed to give the commissioner the power which we are asking
him to exert in the event that lie believes an allowance would be
proper: but I have seen certain experts connected with the depart-
ment, and I think, Senator Simmons, that they would say to you
that under the language of section 202, as now drawn, they doubt
very much whether they would dare to give us this relief if they
thought we were entitled to it.

The CHAIRMAN. Did you present this to the Ways and Meaus
Committee? 1,

Mr. SWARTS. No, .sr: I was asked to take this matter up just about
a week ago.

The CHAIRMAN. Have you conferred with the Treasury Depart-
ment about this matter?
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Mr. SWARms. I endeavored to meet Mr. Lefling\cll, but he was
so busy about a matter that lie had before the Ways and Means Com-
imttee of the House that I was asked to see Dr. Adams, and I saw
Dr. Adams for about 3.5 or 40 minutes. May I state, in view of the
questiOlL having been asked-otherwise I would not state it-what
I mderstand Dr. Adams's position to be?

The CHAIRMAN. I was going to suggest that there might be some
danger of misconstruing his view about it. We are glad to have
your view, and we will ourselves ask Dr. Adams and the other
authorities of the Treasury Department for their views when we
come to that.
i Mr. SWARTS. The question was asked whether the commissioner

should be vested with such power. May I call attention to sections
22, 212, 214, 217, 222, 228, 234, 252, 603, 1201. 1202, and 1203 of the
proposed )ill, which, we think, gives as large if not larger dis cre-
tionary powers to the commissioner: and may I add that the coin-
missioner's office, together with the board of tax reviewers, as contem-
plated in the present tax, are amply able to, and we feel confident that
they w ill, work out a rule which will be just to the industries of
this country whose incomes are affected and just to the Government
in such matters? We are perfectly confident that we will get a very
fair deal in this matter from that department.

And may I call attention to section 326 of the proposed bill. which
deals with invested capital? It is section ,26. subsection 3, where the
bill provides that there shaW not be included as surplus or undivided
profits, ,the increase in the value of any asset above the original
cost until suchjnclease is actually realized by sale."

In other words, if. 4 man has either bought or exchanged a piece of
real stat during, tq year, amd has on hand a piece of real estate
which at the end.pf the year he might be able to sell at an advance
o $iO00009, that $100,000 is not taxedto him as income because he, in
faqt,,has, not realized, And, just so, if there were a depreciation
in the 1 eal. estate he qould not claim it as a loss until he had actually
sold the real estate.and sustained the loss; and we respectfully con-
tend t 4*at the p'ovisioj Iwe are asking for is on all fours with the
very languv4e of sqction 326 of the proposed bill.

Senator, Siwoiz. That is paragraph 3 of section 326?
"C' - IAAIRMIAN, Yes.,

Mr, SAi 'RT. Thank you very uzuch. I think I haxe exhausted
niyself an the members of this committee. May I ask that Mr.
Watts be given not over five minutes?

The. CHAIRMAN.. We have been very liberal with you because you
havebeen discussing a very important and interesting question. It
Mr. Watts desires to be heard for five minutes-

Mr. SWA T. I do not think lie will take that long. He is herewith
the Federal Reserve Board Advisory Council attending a meeting.

The CHAIRMAN. We will hear Mr. Watts.

STATEMENT 0 MR- F. 0. WATTS, PRESIDENT OF THE THIRD
NATIONAL BANK, OF ST. LOUIS, MO.

Mr. WATTS. I am president of the Third National Bank, of St.
Louis, and ant representing the St. Louis Clearing House Associa-
tion.
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Mr. Chairman and gentleman, I merely desire to present to you a
communication to your honorable committee from my associates in
the St. Louis Clearing House Association a document signed by the
president of every bank in the city of St. Louis which is a member of
the St. Louis Clearing House.

I desire to add that it is a matter of great concern to the banks of
St. Louis, and I believe to the banks generally of the country, par-
ticularly of those banks that are the purchasers of commercialpaper
in large quantities. I speak of the bank that I represent, and say that
we, among our bills of approximately $30,600,000, carry from five
to ten million dollars of so-called commercial paper-brokers'
paper-paper of the larger concerns of the country, having credit
upon the general market and not having at hand sufficient banking
facilities in the locality in which they are located.

In a situation such as arises out of this question those concerns
would be the ones first to feel the injury of thte impaired credit that
might follow. It has been noticed by the men in charge of the credit
affairs of these institutions that during the past two years every state-
ment coming to hand showed a constantly increased amount of mer-
chandise, and a constantly decreasing ratio between the quick assets
and the indebtedness of the concern.

Senator TOWNSEND. Do you mean the amount of merchandise or
the price of merchandise?

Mr. WArm. The aggregate of merchandise on hand.
Senator TowNSEND. In value or in bulk?
Mr. WATrs. In value. There is a point at which danger lurks. In

the case of our customers we might look somewhat to the personnel
of the customer, we might decide that he would be able to take care
of himself in any emergency and that our obligations from that
customer we should carry on; hut that is not true of that part of the
assets of every one of the larger banks of the country which is com-
posed of the paper purchased on the open market. There it is merely
a matter of rule; it is a matter of established principles of credit.
It is a well-known fact that there should be a certain ratio of quick
assets to liabilities, and that varies with the different lines of busi-
ness. In the case of the organization which has brought this mat-
ter .particularly to your attention to-day it has been found from ex-
perience that that ratio should be two to one; there should be $2 of
quick assets to each dollar of liabilities; and for that concern to
have the best credit in the open market, to have such a credit as the
institution that I represent and the other institutions carrying from
20 to 30 per cent of their assets in this class of paper, we will readily
purchase the name when offered to us. We find that that ratio has
gradually declined in the dry-goods business until we are receiving
statements showing 1.85 1.75, and 1.70.

Senator THOMAS. Is ttat the only business you notice it in?
Mr. WATTS. No, Senator; I am merely using that as an illustration.

The same principles exist with all lines of business where the mer-
chandise has been at a constantly ascending price. We had one of
our larger customers, who borrows from ten to twelve million dollars,
who has bills outstanding at present of approximately $11,000,000,
come to my office recently and say to me that he hoped that we
would not be unduly alarmed if, in his forthcoming statement, his
assets showed a ratio of 1.60-a man whose ratio oT two years ago
was 2.10 to 1.
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The question is not whether I am unduly alarmed, the man who
carries with his other banker one-third or 50 per cent of his obliga-
tions, but the material point is whether those men who buy paper on
the open market will be alarmed and will withdraw from him that
credit which is absolutely essential for him to carry on the business
which he is carrying on at present. That situation, gentlemen, is one
which I believe is well worth your deep concern; and it is not a
question of taxation, it is not to my mind that the dry-goods man or
the shoemen or the hardware men desire to escape any taxation, but
it is a question of enabling them to continue their business in such
a form that the business of this country will continue to prosper, and
they will be able to continue to carry on the business of this country.

?,can conceive of no more unfortunate thing in.the commerce of
this country than to have the credit of the country broken down.
It so happens that we are working under, now, a great system of
finance, the Federal Reserve System; but it is necessary for them to
have fixed standards, and in the banks presenting the paper to the
Federal reserve bank for sale to the Federal reserve bank, they are
faced with exactly the same principles of credit that our customers,
in turn, are faced with when they present their paper to us. Unless
the paper is backed by an efficient ratio of quick assets to current
liabilities, we find it returned from the Federal reserve bank; and
for the business of this country to be put in such a position that those
quick assets will decline because of rising inventories and expand-
ing debts to such a point that the Federal reserve banks of the
country, that the paper-buying banks of the country, will feel that
the credit risk is hazardous, it seems to me that no more unfortunate
condition could arise in this country. Gentlemen, I thank you.

Senator TOWNSEND. What is your remedy?
Mr. WArPS. The remedy, Mr. Senator, it seems to me is to have

discretionary powers, as has been suggested, so that -these concerns
may set aside sufficient reserves.

Senator Stoor. A year ago, when the p resent law was under con-
sideration, I made the statement that so far as I was personally con-
cerned I would rather compel every corporation in the United States
to keep a reserve than to tax every dollar that is earned in order
to force it out; and I think if that had been followed, the country
would be in a very much better position.

Mr. WATTS. I agree with that position of the Senator, and it seems
to me we should rather insist upon the commercial and manufac-
turing institutions of this country keeping themselves in such a
shape that at the end of this war we will be prepared, that our
credit will be such that the merchants and manufacturers will be
stronK enough so that we can instantly rush in whatever the foreign
trade is'open to us.

Senator TowNSEND. You agree with the suggestion that has been
made by others that if you are exempted from taxation on this re-
serve atpresent, and the future should determine that that was not
necessary, then the taxation of the deferred years should be imposed
upon the exempt?

Mr. WArs. Yes. Mr. Chairman, I thank you.
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(The letters submitted by Mr. 'Watts are here printed in full, '
follows:)

THE ST. Louis CLEARING HOUSE,
St. Louis, September 13. 1Is.

CHAIRMAN OF SEiATE FINANCE COMMirrEE,
Washigton, D. C.

YEAR Srn: We. the undersigned, comprising all of the member.; of tho S
Louis Cleariug House Association. desire to call to your attention i matter ilint
is, in our opinion, of vital importance to the large commercial. institutions. 1,
well as to the banking interests of this country. It is that of linking sOne
provision in tiw new revenue bill that will, in a measure, provide protection
against the decline in values of merchandise, etc.

Profits for the current year will be arrived at by inventorying merchandise
and factor-i materials at pre.snt prices, which, as is well known, are largely
in excess of average values, and beyond question these prices will decline greatly
In the event the war should 'end.

It seems proper and desirable that the law should authorize the setting aside
of some equitable percentage of the value of merchandise and materials, or
allow a reasonable deduction from the Inventory before arriving at the taxable
profits, in this way making some provision for depreciation in value which N,

sure to follow the announcement of the end of the war.
Respectfully,

St. Loui Union Bank, by N. A. MeMillahi, resid&dt; State National
Bank, by E. B. Pryor. president; United States Bank, of St
Louis,.by Otto -Peithrnani, president; Franklin Bank, by George
T. Riddle, president :. Central National Bank of St. Louis, bN
B. T. Edward% president; Boatmen's Batik, by C. R. Lkws, viee
presIdent; Mississippi Valley Ttust Co.. by W. (0. TAckvy, vice
president, Ilternational Batik of St. Lotis, 'A. J. tlesmeyer, Jr.,
president; The.,National Bank of Oommeree -in, tSt Louis, by
Joe. G. Lonsdale, president; The Merchants-Laclede National
Sanlk df St. Louis, by W. M. Lde president; Aitietican Tru~t
Co., J. P. Frankllrd, jifesident'? Lierty tifnk of St.LdttWa,, J. L.
Jolnston; jntesidedt;-Werrceatfi1 Trust lotdpafy, byiFetus J.,
Wade, president I Lafayette. South -Side. Bank, D., G. Briakmam.
vice president; Third National Bank, F. 0- Watts, president;
Mechanics American National Bank, by Walker Hill, president.

TJie CJAIIAMAN. 4U comInfttce will now hear Mr. McMackin.
Please tfy to be brief. Mr. McMackin.

STAT iMENT OF 11t. HUGH 3. MMACKIN.

*;;r. McMAcK -_N. I will do so. .Mr. Chairman ad gentlemen. I
hmve come here to represent our association, the Eastern. Soda Water
Bottlera' Assneiation aud the Alnerictn Bdttlers' Protebtvq Associa-
tion and the Virginia' Bdttlers' Prtebtive Association, W0 have just
held a conference at the Hotel, Raleigh this morning, and at that con-
ference it was agreed by all present that we could not ask for any
reduction in the proposed 20, per cent tax on our industry, but We
felt that there should be amendments made in certain sections of the
Imposed tax.

V e are, -taxed on nonkeverage alcohol from $2.20 to $4.40, an in-
crease of 100 per cent. We do recommend, however, that section 628
be amended, on line 8. page 115, where it reads "a tax equivalent
to 20 per cent of the price for which so sold." We are somewhat
afraid that the revenue department might construe that to mean that
they should levy a tax on our containers. By that we mean on the
deposit system that we have on our bottles and cases. Invariably
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when we sell our products a- great many of the bottlers charge so
much for the containers and the goods-so much for the containers
and the case-and, of course, when the containers are returned the
deposit price paid on the containers is refunded to the customer.

Senator THOMAS. Do you sell the containers with the beverage'
Mr. MCMACKIN. Some of the large bottlers do. Most of them do

not. And generally when the containers are returned, as is usually
the case, the refund is made always to the customer who returns
them.

Senator ROBINSON. In those cases you charge the price of the con-
tainers against the customer to insure prompt return of the con-
tainers?

Mr. MCMACKIN. Yes; exactly; the actual cost. We do not make
any profit on the containers.

In line 3, in that same paragraph, if the word "so " was stricken
out 'and the words "the beverage is" were inserted, so that it would
read -30 lper cent of the price for which the beverage is sold," that
would obviate, any objection.

The CHAIBMAN. You want to make the same change. then, in line 9.
Senator SMoOT. I think you could put it in line 9. and then there

would note any difficulty.
Mr. MCMAQKIN. Yes, that would be splendid. That per cent

clause strikes the ,ear, beers, and, we are not holding any brief for
them. It is the soft-drink industry we are here asking consideration
for. , - I

The (HArRMAN. What would we do about the cases where the seller
never iitebded that' the container or bottle should be returned?

Mr. McMACKIN. We would recommend that that. should be, made
to,read, " The selling price for which the contents are so sold."

Senator SMOOT. "For which the beverage is so sold"
Mr. MCMACKIN. That would cover it.
Senator SMOOT. But that would not cover the case Senator Sim-

monsspeaks of. What are you going to do with a case where von do
not expect the, container-the, bottle, or whatever it is-,-to be re-
turhed-where you din not expect thecontainer ever to be. returned?

Mr. McMAcKIN. Mr. Martin, of Baltimore, tells me that he ships
his beverage to Texas, and the freight charges on the return of the
containers are so high that it does not pay him to have them.shipped
back to him. At the same time, in billing to the customers, they are
billed at the actual eost to the factory, the bottles so much and the
boxes so much,,'nd there is no profit made on the containers: and, we
feel, of course. that it would be hn injustice to ask usto pjy a 20 per
cent tax on the container on which we make no profit. On the contents
we'are perfectly willing to assist the Government, and we want to.

The CHAIRMAN. But where you do not expect the container to be
returned, ever, you charge that as a part of the price of the beverage,
do you not?

Mr. MCMACKIN. The actual cost of that particular item, yes, sir.
The CHAIRMAN. And you want to be relieved from taxation on that

container?
Mr. McMACKIN. Yes, sir.
The CHAIRMAN. Do you keep separate accounts of the value of the

beverage and the value of the container, where you do not expect the
container to be returned?
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Mr. McMAcxIN. No, sir. They are generally billed out together,
and then refunded for on a certain basis. If we allow some bottle*-

The CuAmaN. I am talking about a case where you do not expect
any refund.

Mr. McMcuN. In Texas we simply bill it out, and, of course, we
do not expect them ever to come back, and we figure to lose just the
actual cost of what we paid for that merchandise.

Senator SKOOT. You invoice it, then-
Mr. McMAcKx. At the actual cost.
Senator SMooT (continuing). At the actual cost of the containers?
Mr. McM.&cnx. Yes.
Senator TOWNSEND. You charge that cost up to the customer?
Mr. McMACKIN. Yes.
Senator ToWnSEND. You do not lose anything on that?
Mr. McMAcKIN. We do not lose anything on it, and at the same

time we do not make any profit on it. We bill it at actual cost, and
we feel that it should be put so that the department would not expect
us to pay a tax on the containers.

Senator TowNsEND. I can see that very plainly; but suppose you
conclude to charge some dealer a profit on the containers which you do
not expect to get back?

Mr.McMAX nN. That has never been done, to charge a price on the
containers so as to make a profit. We are anxious to get the business
on the beverage alone, without making a profit on glass or boxes. It
is the beverage end of it; and we believe if your committee will take
that into consideration, to change line 8 so that it would read, "the
selling price at which the contents are sold," it would eliminate the
revenue department from interpreting a tax on the gross sales cover-
in {he boxes and the bottles.

Ae CyCAxAx. I think this very point has been suggested to us
by some other gentleman.

Mr. McMAcxIN. It has?
The CHAIRMAN. Yes.
Mr. McMAcKIN. Oh, well, then I will not pursue that further.
There is another question I wil take a minute of your time on.

On line 12, section b, on the same page, covering natural mineral
waters, line 12 reads, "at over 10 cents a gallon, a tax of 2 cents per
gallon."

We feel that a great many of the mineral and table water con-
cerns throughout the country to-day are escaping a tax on that in-
dustry, and we have recommended that in line 12 it be provided
that on all waters selling from 5 to 9 cents or less per gallon, a tax
of 1 cent per gallon be levied, and that at or over 10 cents a gallon,
2 cents a gallon be levied, as written in the bill now.

Senator THoMAs. In passing such a tax on, is not the tendency to
add something to it and then collect double profits from the con-
sumer, universal?

Mr. McMAcxIN. I can say, safely, for the soft-drink industry, that
it has not been the policy to do so.

Senator THOMAS. You speak for the wholesalers only I
Mr. McMcKns. For the wholesalers it has been generally-in our

line of industry, it has not been done.
Senator THOMAS. It is very largely the case that the tax has been

made the basis for an additional profit.
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Senator RoniNsoN. The statement was made here this morning by
one witness that that practice had prevailed in the soft-drink indus-
try, and he mentioned what he said were specific instances of it,
particularly referring to drinks made of soda water; that a tax of
2 cents would just imply an increase in price of 5 cents.

Mr. McMAcIN. At this time, as you gentlemen are probably
familiar with, we have been cut down 50 per cent on our sugar allot-
ment, and we expect that the War Industries Board is going to con-
serve all the lumber, glass, and tin and fuel, and, of course, that will
save freight a great deal, and if, Mr. Chairman and gentlemen of
the committee, we have permission, we would like to file our brief
later in the day, containing the amended suggestions that I have
just offered, as we have not had time to subnt those, which I have
in brief form for the committee's consideration. I would like with
your permission to file that later.

The CAIRMAN. You have thatpermission.
Mr. McMAcxni. Thank you. That covers all I have a right to

say, and I thank you.
The CHAIRMAN. The committee will now take a recess until 3

o'clock this afternoon.
(Thereupon, at 1 o'clock p. in., the committee took a recess until

3 o'clock p. m.)
AFTER RECESS.

The committee reassembled at 3 o'clock p. m., pursuant to recess
taken, Senator F. M. Simmons presiding.

Senator TowNSan. I would like to have you call at this time, Mr.
Chairman, if you will, for a brief statement, a representative of the
Burroughs Adding Machine Co. who has asked to be heard on the
excess-tax provision, page 129 of the bill-Mr. Dodge.

The CHAIRMAN. How long do you want to be heard?
Mr. DODOE. Not over 15 minutes.
The CHAIRMAN. It is not exactly in the order of our program to

call him now, but if there is no objection to that we will hear him
first.

STATEMENT OF MR. F. H. DODGE, REPRESENTING THE BUR-
ROUGHS ADDING MACHINE 00.

Mr. DODGE. Mr. Chairman and gentlemen, as Senator Townsend
sas. I appear here to speak for the Burroughs Adding Machine Co.,
a chigan corporation, engaged in the manufacture and sale of
adding machines, calculating machines, and bookkeeping machines.
We are represented throughout all parts of this country and most
foreign countries. I

My connection with the company is that of director of sales. I
am also a director of the company.

What I wish to speak about is the excess section of the new
tax bill, page 129, line 8, referring to the 10 per cent tax on adding
machines. rntil this bill appeared we did not know that it had been
proposed to place a tax on adding machines. When we learned this
we made some investigation to find out what other countries in the
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office-appliance line were covered in this bill. We found some arti-
cles had been in the bill which are direct competitors of our prod-
ucts, but those articles had been taken out.

Senator SMOOT. What articles have you reference to as having
been taken out?

Mr. DODGE. Typewriters with adding attachments, combination
typewriters and adding machines, computing machines, and tabulat-
ing machines.

The CIAIRMAN. They have all been taken out, leaving only adding
machines?

Mr. DODGE. That is my understanding.
Senator THOMAS. What is a tabulating machine? Is not that a

mechanism of somewhat similar usefulness-I mean depending for
its patronage upon the same line of trade?

Mr. DODGE. Tabulating machines and duplicating machines; yes,
sir. Likewise the combination typewriter and adding machine.

Last Tuesday I appeared before the Ways and Means Committee
for the first time, and for the first time stated the position of our
company and the belief that we had that an innocent mistake had
been made in including adding machines in the form they had been,
having later taken out competitive articles.

Senator SMOOT. The mistake was made in dropping the others,
was it not?

Mr. DODGE. Well that i for you gentlemen to judge. After ap-
pearing before Judge Hull he asked that I put briefly the main points
in a letter, and I think if I read from the letter and then talk from
that for a minute or two I can cover the ground in the best way.
With your permission I will read this letter, which is dated Septem-
ber 11 [reading]:

B3URROUGHS ADING 'MACHINE CO.,
li'a.hiniton, 1). C., September 11, 1918.

Judge ( "oiti. HULL,
11'ajla and llea ns Committeo,

i.Hofuc of Representatires.
MY i)EAR JUDGE: The war-revenue bill has so far exempted typewriters with

adding attachments. combination typewriters and adding machines, computing
and tabulating machines. and a proposed tax of 10 per cent is scheduled for
adding mstehines.

About one-half of the product of the Burroughs Adding Machine Co. is known
a1s bookkeeping inachineq, which come in direct competition with the abovo
(.lasification now exempted. I (' - .:

We believe that the committee are not awareof the fact that this portion of
our product is Fold for the same use as the three type exempted. We feel
certain that there is no intention on their part to show discrimination against
any one.

The CHAIRMAN. If we should include those other articles in the
bill, would you have any objection?

Mr. DODGE. I beg your pardon.
The CHAIRMAN. I say, if the committee should conclude to include

the articles which you say have been eliminated, along with adding
machines, would you have any objection?

Mr. DODGE., That would meet the situation partly. My personal
opinion is that it might be improved even beyond that. I will touch
upon that phase.
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The CHAIRMAN. You rvere basing your argument upon the ground
that yoirnlehie came in c mtit oW il bother WAt.l ciha4
been in the ti vand whie.. hall b&tkMn'bIt"

Mr. 'O V es; tlatis per.fectly true. ,
T'fle UIrAIRMAi. A d'on t kvfbndd-hat it might affect your busi-

ness.
Mr. DODGE. Yes.
Senator SMOOT. You are perfectly right on that. Now, come to

the tax.
Mr. 9ODqE (continuing reading):
If adding machines are taxable, then certainly typewriters with adding

attachments, combination typewriters and adding machines, and computing and
tabulating machines are also taxable as they are sold for the same purposes as
bookkeeping machines. -

- If the above classification should be exempt, then adding machines should also
be exempt.,

Weherewith place before you certain information showing the essentiality of
the adding machine in the business world.
IFirst.- About 72 per cent of our product is sold to the Government, war

industrie,' and financial Institutions. .
Seeond.-The whole accounting system of the banking institutions is built

up'around the adding machine. This can readily be ascertained by investiga-
tion at Government offices, financial institutions, and manufacturing indus-
tries. (Note copies of letters attached.) Fbrty per cent of our product as
represented In money valve Is purchased, by the financial institutions who at
present are assuming material responsibilities in handling Liberty loan, Red
Cross, War CIbst, and Y. M. C A. accounting for the Government interests,
which relieve the-Government of considerable expense in this connection. Hence
the banking institutions, war industries.' Government and Government-con-
trolled institutions would be paying about 72 per cent of the tax. Is it desir-
able-tb impose this burden on them; considering that the tax collectible would
not compensate for the hardship entailed? I
Thid.--We estimate that this year's output of Burroughs machines will

take the place of 24,000 individuals who would be necessary if adding machines
were not in existence. A large proportion of the machines are now operated
by women, thereby releaqing thousands of men for war work and other duties.

The adding machine is in no sense a luxury. It is a great conserver of man
power.

Fourth.-The development of mechanical figuring is so extensive that it re-
quires the services of accountants and highly specialized experts to negotiate
the sale with the users, such as banks, railroads, and mercantile institution%,
in adaptingthe machines to their accounting problems.

b9ftlw-t*Many -large industries have been so affected by the draft that their
accounting departments would be absolutely demoralized without the use of
bookkeeping machines. (See letter attached.) I

We place the above information before you for your earnest consideration,
behaving that it is your desire to impose taxation that will be-fair and just to
all.

Very truly, yours,
F. H. DODGE,

Director'6f sales; also
Director of Bu,#)%frh Addfng Mackiwe Co.

If I have your permission, I would like to refer to three short let-
ters, one'tepregentin' the Federal reserve bankr--

Senator THoMAs. sit your purpose, in 'iferring to these letters,
to itnpress u.with the usefulne. of this 'device? 'If so, I am willing
to concede, so far as I am concerned, that it is one of the- most useful
devices we have to-day in business.
"'Sen'ator SMoO.'A'vof i have said I can testify to.

Senator ROBINSON. I do not fliCk therOiS tnvquestion about that.
Just Pit'hr "the letters. I .- I
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Mr. DoDGE. I have here three letters, one representing the Federal
Reserve Bank System from the Federal Reserve Bank of Cleveland,
Ohio. It is not the only letter. Several others are on fie with us.
There is another letter, representing the national banks of the coun-
try, and here is a copy of a letter from the Bethlehem Steel Co. stat-
ing how their entire accounting system is built around the machine,
and to what extent they are dependent upon it.

Senator ROBINSON. They would be able to pay a reasonable tax, I
think.

Mr. DODGE. I think they would, sir. I do not question it for a
moment.

Senator TuoAns. They could charge it to cost plus.
Mr. DODGE. I desire, also, to refer to the fact that early in the war

our factory at Nottingham, England, was tendered to the British
Government for war purposes on the ground-that we would be glad to
furnish them with such machines as they needed from our American
factory. The Government there has had the use of our factory since
the beginning of the war. The British Government has conceded or
granted our company 20 tons monthly of shippng space to carry
machines to Great Britain for use of the British Government, and
in the British war industries.

France has already granted 30 tons of shipping space for the
same purpose.

So those few developments, coupled with the information you have,
coupled with the information about the dependency of the business
world on these machines to take care of the labor shortage, I think
establish the fact that we do not belong in the classification where
we were put when this taxation bill was drafted.

Senator SMOOT. You are classed as a luxury and you are not a
luxury?

Mr. DODGE. That point I want to establish beyond any doubt. We
are put in the same class as articles such as motion-picture films,
tennis rackets, golf clubs, baseball bats, lacrosse sticks, fishing rods
and reels, chess and checker boards, chewing gum, candy, dirk knives,
bowie knives, daggers, etc., electric fang, thermos bottles, cigar or
cigarette holders and pipes, photographs, automatic slot devices,
weighing or vending machines, liveries and livery boots and hats,
bathing suits, etc.

Senator RoBiNsoN. Have you taken that matter up with the au-
thorities that make these classifications? You understand that we do
not, primarily, make these classifications. We did not assign you to
the nonessential or luxury class.

Mr. DODGE. I think my ideas are quite clear on that Senator, and
I think I have established the fact that the article made by our com-
pany is in no sense a luxury; that the business world, and financial
establishments particularly, are very much dependent on those ma-
chines at the present time.

Senator SMOOT. What were you selling the machine at in 1914?
Mr. DODGE. What were we selling it for?
Senator SMOOT. Yes.
Mr. DODGE. With the exception of about one-tenth of our line, the

same price as we are selling them at now.
Senator SMOOT. And what is that one-tenth that has increased in

price; what line of machines?
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Mr. DODGE. Bookkeeping machines, on which we discovered that
we made the wrong price in the beginning, when we put the article
on the market.

Senator TnoxAs. Did you charge too much for them?
Mr. DODo. We did not charge enough for them, although the

raise in price was not very great.
Senator THOMAS. This is not the only type of adding machine!

There are other manufacturers?
Mr. DODGE. There are other manufacturers; yes, sir.
Senator SMoor. This is the machine?
Senator THomAS. Oh, of course.
Mr. DODGE. I believe our company is providing about 60 per cent

of the total number of adding machines used in the country.
Senator ROBINSoN. It is a necessary machine in all accounting

now.
Senator NUGENT. Are those machines made now which divide and

subtract?
Mr. DODGE. Yes; those machines are in this class.
Senator NUGENT. Are machines manufactured that divide and

subtract?
Senator THOMAS. They will do everything now except wipe out

your overdraft.
Senator NUGENT. I was just wondering whether or not they would

b6 included under this general head of adding machines.
Senator ROBINSON. It ought to be "computing machines."
Mr. DoDGE. They are the ones that run in direct competition with

the articles that have been taken off the bill.
Senator TowNsEND. I think there is no question, if Mr. Hull makes

that suggestion, that the classification is wrong, and they knew noth-
ing about it at the time, and not until this complaint was made did
they get onto it.

Senator JONES of New Mexico. You do not object to the tax you
are called on to pay, but to the company you are made to keep; is
that it?

Mr. DODGE. I think you will agree that if the Burroughs machine
must be sold under a tax while other competing machines and so-
called necessities of the business world are sold without a tax, it puts
a handicap on the production, not only now but after the war.

Senator ROBINSON. He makes two points--first, that it is a neces-
sity and that it ought not to be taxed in that way; and, second, that
if it is taxed other competing articles ought also to be taxed.

Senator TOWNSEND. ie puts it right the reverse, as I understand.
He does not want to complain about his competitors or anything of
that kind but he wants it put so that if they are exempt he will beexempt. The necessar 'ference is drawn.

Senator RoBINsoN. That is the same, of course. It is a fair propo-
sition, that if he is not exempt and they are exempt it will affect his
business.

Senator TOWNSIrD. He is not asking you to attack some other
item, so far as that is concerned.

Senator RoBINsol#. It is a fair proposition.
Senator TOWNSEND. It is a fair proposition.
Mr. DODGE. I suppose every .man around this table agrees that it

is not fair to leave the discrimination in the bill as it is at present.
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I hope yon will see that it is fail to exempt adding machines as an
essential commodity.

If there is anything else we can add to what I have said, we will
be glad to furnish any information. Incidentally, I 'want you to
know that the company has just tendered about 200.000 square feet
of- floor space to the Government for its use in a most stringent
emergency.

Gentlemen, I thank you.
(The letters ;ubnitted by Mr. Dodge are here printed in full, as

follows:)
FEDERAL RESERVE BANK 01 LEVELAND,

June 12, 191S.
Mr. F. S. C RANE,

Manager Clcrcltt td Af!Ic/(y. Burrougs Alddi .g llihin' ('o.
I)EAR Si: I am slightly disturbed over your statement that certain minor

draft officials lnve hazarded the conjecture that your repair men are doing non-
essential work.

I do not see how the work of this institution could( Ibe carried on without the
use of adding machines, bookkeeping machines, and other mechanical accounting
devices. With the large number of such highly developed and delicately ad-
justed machines, operated unler pressure often by Inexperienced persons, and
nearl\ always by persons without mechanical aptitie, it is inevitable thil
adiustments and repairs ;hould be frequently necessary.

It would seem )erfectly apparent that the average. inehinic could not b:,
c!)able of making such adjustments and repairs witlout III(' familiarity whicI
results from long training in this highly specialized class of Nwork. Unless we
can have at call the service of such experts. the nletuhni(.al equipment upon
which we have come to rely and without \vbieli a tremenuously increased
number of hands would be required, would be almost aibsolutely useless, because
interruptions to our vork would disrupt our entire system, depending as it does
so largely upon such dispatch as will insure the handling antI forwarding of all
items that reach us on the (lay on which they are received.

These facts are so obvious to anyone acquainted not only with banking but
also with the other systems of accounting that are vital to the business interests
of the country, that I can not believe that any draft official could be acting with
authority In making the statement that your repair men were engaged in un-
necessary work. I should think, in fact, that it would be unnecessary to take
the matter up with Washington, for it seems inconceivable that such a ruling
could be made. However, it is my understanding that the office of the Provost
Marshal General (who is, I believe. Maj. Gen. Enoch H. Crowder) would be
the proper quarter to which any communications on the subject should! be
addressed.

Very truly, yours,
E. It. F' UICE!L (;orcci ij .

BANK OF PITTsBtRGH, NATIONAL ASSOCIATION,
Pittsburgh, Pa., Jnly 18, 1918

Mr. A. W. SAXE,
Managqar Bui roafqls .dding illachinc Co., Pittsburgh, PaI

DEAR MR. SAXE: At this time there is considerable discussion as to " essen-
tials and nonessentials," and from the fact the Bank of Pittsburgh, National
Association, operate approximately 40 Burroughs adding machines, it is our
desire to issue this letter stating that it would be practically impossible to
complete the daily work of any banking institution without the use of adding
macbiaes; and further it is a well-known fact that the Burroughs Adding Ma-
chine Co. furnish the great majority of adding machines to the different banking
institutions in the United States. Should the adding machines be considered
as nonessential, it would necessitate the use of at least three times the clerical
force in any one of our banking institutions.

Adding machines are so essential to the banking business that we do not
hesitate to say that by classing them as nonessential would certainly be a
calamity not only to the bank but to the depositor as well.

With kindest regards and best'wishes, I am,
,Very truly, youmr, WM. M. BELL,

Assistant Cashier.
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BarxszHzu, PA., April 83, 1918.
Mr. F. B. PADxfmue,

Senior ivOieian Asstmt Irnpectar of Ordnance.
Dus Srs: With reference to the request and affidavits for the transfer to

the Emergency Fleet classification list of Thomas E. Hannahan, 6f the Bur-
roughs Adding Machine Co., we the undersigned beg to make statement that the
Bethlehem Shipbuilding Corporation (Ltd.) Is operating 100 per cent on Navy
and Emergency Fleet work; the Bethlehem Steel Corporation is operating 65
per cent on Navy and Emergency Fleet work.

All the accounting work made necessary by the operating departments of
both these corporations is represented at Bethlehem by a clerical force of 167
on the accounts payable, accounts receivable, and billing departments; 35 out
of the total force are constantly at work on the shipbuilding accounts; 86 of
the total force are at work on the Navy and Emergency Fleet accounts of the
Bethlehem Steel Corporation. Thus a total force of 121 are at work on the
accounts made necessary by the Navy and Emergency Fleet work.

This force of clerical workers is absolutely dependent upon the Burroughs
adding machines, around which our system of accountancy has been built, and
without which it would be almost Impossible to obtain the accounting results
which are absolutely imperative.

We therefore add this evidence to the affidavits already submitted, with the
request that it be given the most serious consideration. H. G. Burrsv,

Manager, Bethlehem Shipbu4lding Corporation (Ltd.).H. E. lwiS,
Vice President, Bethlehem Steel Oorporation.

The CIAnIHAN. The committee will next hear Mr. Wade H. Ellis.

STATEMENT OF MR. WADE H. ELLIS, REPRESENTING THE
UNITED CIGAR STORES CO.

Mr. Ewus. Mr. Chairman and gentlemen of the committee, I
resent, as counsel, the United Cigar Stores Co. of America. Mr.
Edward Wise, president of the company, had expected to be present,
but was unavoidably detained at the last minute and he has asked
me to present his views, which I will do very briefly.

I am not intending to discuss the general tobacco schedule, but
only one feature of the tobacco tax, and that is the so-called floor
tax, or the tax on goods on hand, which is found in section 702 of
the bill, at pages 120 and 121 of your official copy.

Heretofore, under the tax of 1917 and, indeed, under the Spanish-
American War tobacco tax, the Congress has always levied on the
goods on hand that had already paid the previous tax a so-called
floor tax of one-half of the difference between the new law and the
existing law, that is to say, one-half of the new tax-the additional
burden. This was done in the act of October 8, 1917, passed last
fall. There was not the slightest intimation that there was ging
to be any change in the matter that this time, and it was assumed
that the policy would be the same, but the bill as reported to the
House provides for the absorption, apparently, of the entire new tax,
or the entire difference between the tax imposed by the act of Oc-
tober 3, 1917, and the tax proposed to be imposed by this new statute
,pon goods on hand; and we respectfully submit that this would be
a serious mistake; that the tax ought to be not more than one-half,
such as has been the uniform policy of the Government heretofore
and such as was provided in the last act.

We ask, therefore, that section 702 be amended so as to introduce
the words" one-half of" between the words "of" and "the" in line
5, page 121, of the bill.

81608--1S.-.85
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Senator SMOOT. The words "one-half of the"?
Mr. ELrS (reading). "One-half of the difference," etc. This, as

I have pointed out, is line 5, page 121.
Now, if the committee please, and will bear with me a few moments,

I would like to read very briefly, and I will save the time of the
committee in that way, the several distinct reasons given by the presi-
dent of the United Cigar Stores Co. for this proposed amendment.
In order to make this clear I will read Mr. Wise's statement in full
[reading]:

STATEMENT OF EDWARD WISE, PRESIDENT OF UNITED CIGAR STORES CO. OF

AMERIcA.

(Title VII, sec. 702, H. R. 1286---Floor tax on cigars, tobacco, and manufactures thereof.)

We respectfully ask the amendment of Title VII, section 702, H. R. 12868, by
inserting, on page 121, line 5, between the words "to" and " the," the words
"one-half of," so that section 702 shall read as follows:

"That upon all the articles enumerated in sections seven hundred or seven
hundred and one which were manufactured or imported and removed from fac-
tory or customhouse on or prior to the date of the passage of this act, and upon
which the tax Imposed by existing law has been paid, and which are, on the day
after the passage of this act, held by any person and intended for sale, there
shall be levied, assessed, collected, and paid a floor tax equal to one-half of the
difference between (a) the tax imposed by this act upon such articles according
to the class in which they are placed by this title, and (b) the tax Imposed
upon such articles by existing law other than section four hundred and three
of the revenue act of nineteen hundred and seventeen."

The existing revenue law, being the act approved October 3, 1917, in section
403 thereof, provided as follows:

"That there shall also be levied and collected, upon all manufactured tobacco
and snuff in excess of one hundred pounds or upon cigars or cigarettes in ex-
cess of one thousand which were manufactured or imported and removed from
factory or customhouse prior to the passage of this act, bearing tax-paid stamps
affixed to such articles for the payment of the taxes thereon, and which are, on
the day after this act is passed, held and intended for sale by any person, cor-
poration, partnership, or association, and upon all manufactured tobacco. snuff,
cigars, or cigarettes, removed from factory or customhouse after the passage of
this act but prior to the time when the tax Imposed by section four hundred or
section four hundred and one upon such articles takes effect, an additional tax
equal to one-half the tax imposed by such sections upon such articles."

The act of October 3, 1917, so far as concerned the war tax on "Tobacco,
cigars, and manufactures thereof," did not become effective upon its passage,
but became effective 80 days after the passage thereof, and it was for that
reason that the provisions of section 403 were extended to tobaccos, etc., re-
moved from the factory after the passage of the act but prior to the time when
the tobacco tax became effective. The new House bill makes the changes in
the rates of taxes on cigars, toliacco, and manufactures thereof effective at
once. It is not asked now that there be any extensison of time of 80 days or
otherwise before the floor taxes on goods on hand at the time of the passage
of the act become effective, but it is asked that the floor tax should attach Im-
mediately on the day after the passage of the act, as provided in section 702,
upon all goods then held and Intended for sale. It is, however, respectfully
submitted that the amount of this floor tax should not represent, as now pro-
vided in section 702, the whole of the difference between the tax imposed by
the new law and the tax imposed by the existing law, but should, for the fol-
lowing reasons, equal only one-half of that difference.

I.

In order to collect this floor tax It is necessary that an inventory be made
by every jobber and retailer of tobacco and manufactures thereof. Under a
previous revenue act, by which an occupation tax was imposed upon all job-
bers and retailers of tobacco products, there were registered in the whole coun-
try 465,000 of all kinds, small and large. Statistics which are believed to be
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reliable, obtained through the Treasury Department, show that the returns on
the floor tax imposed by section 403 of the act of 1917 were made by only
10,000, and that the total amount of the floor tax so collected was $5,191,724.84.
It is conservatively estimated that at the time of the passage of the act of 1917
there were in the United States not less than 600,000 dealers in tobaccos and
manufacturers thereof at retail; this did not include jobbers.

At the time of the dissolution of the American Tobacco Co. in 1911, under
the decree of the United States Supreme Court, the record in that case showed
that there were at that time over 600,000 persons and firms engaged in the
United States In selling tobaccos and manufactures thereof at retail, and yet
in 1917 returns for the payment of the floor tax were made by only 10,000.
The collection of the floor tax from the retailers under all circumstances is
difficult, and to collect even a portion thereof requires a staff of thousands of
men. The result has been that practically only the largest among the retailers
and jobbers filed returns as required by the regulations and paid the amount
of the floor tax, and this was on the basis of the payment of one-half only
of the additional tax.

II.

The stocks of tobacco and manufactures thereof which the dealers will have
on hand on the date of the passage of the new act will all represent purchases
made by the retailers long prior thereto, due in large measure to the fact
that the Government requirements for the Army and Navy have been so com-
prehensive that the retailers have been obliged at times to wait for months
beyond the ordinary time In order to receive goods ordered by them, all
realizing that the Government requirements must first be satisfied. These
goods have all been purchased on the basis of the present revenue acts. In-
creased taxes in the act about to be passed will require increases in prices in
tobacco and the manufactures thereof by the retailers to consumers. It is, of
course, the retailer, and not the manufacturer, who comes in contact with the
purchasing public. The retail prices can not be so readjusted as to be changed
overnight. III.

The retailers are satisfied that with regard to all goods purchased either
before or after the passage of the new act, and which are not held by them
one day after the passage of the act, the full tax imposed by the new law
should become effective the day after the passage of the act. A different situa-
tion, however, exists with regard to stocks on hand which are large, due, as
above noted, to the necessity of retailers getting goods when they could
and carrying them in as large quantities as their capacity and credit will
permit. As to these stocks on hand and which in the case of large retailers are
turned over in about 45 days, the changed sizes of the packages, the changed
sizes of the cigars, and the general readjustment necessarily Involved by
the largely increased taxes will render It practically impossible for retailers
to readjust their prices to the consumer within a period of less than 30 days
after the passage of the act without entailing great loss, which there is no
possibility to recoup, upon the part of those retailers who will comply with
the law and make the returns and pay the tax pursuant to the rules and regu-
lations of the Commissioner of Internal Revenue.

IV.

The amount of the floor tax paid by the United Cigar Stores Co. of America
pursuant to the provisions of section 403 of the act of 1917 was $233,117.26.
The time and the efforts of all the officers and employees of the company were
immediately directed to readjustment of the business so as to meet conditions
imposed by the change in the tax. Notwithstanding all efforts made in this
regard it was found to be entirely impracticable to make adequate readjust-
ments involving increases of prices for a period ranging from one month to
three months after the passage of the act. Increased prices on cigarettes and
tobaccos to the consumer to meet the requirements of the new taxation did not
become completely effective until December, 1917; on cigars the readjust-
ment was not made until about 90 days after the passage of the act, due to the
fact that the manufacturers were unable to make new sizes to meet the new
conditions, and in the meantime the old retail prices prevailed on stock on
hand. There were a few exceptions on a few publicly advertised brands, but
not material enough to affect the general result.



TO PROVIDE REVENUE FOR WAR PURPOSES.

V.

Under the Spanish-American War act, increasing the internal-revenue taxes
on tobacco products, it was provided that stock on hand should pay one-half
of the new tax under the same conditions as the act of 1917. It was esti-
mated that there were 400,000 retailers In the United States in 1898, and of
this number there were only 4,329 who made returns. There were 84,000
manufacturers and only 345 made returns. The total amount of the tax col-
lected was $919,000.

VI.

For the foregoing reasons, and in order that undue hardship may not be
placed upon those retailers who have always complied with the law and
who will comply with the new law, as against the larger number who have
failed to make returns and in that way have failed to pay the tax to the
Government as required by law, it is respectfully submitted that the interests
of not only these retailers but of the Government itself will best be served by
imposing Instead of the whole tax an amount equal to one-half of the tax only
as such floor tax, and at the same time through the Internal Revenue Depart-
ment to arrange, so far as possible, for a complete enforcement of the law.

VII.

The position which I have outlined as representing my company is not
peculiar to my company. It Is the position of every retailer in the country who
IQ anxious to comply with the provisions of law to enable and to assist In
every way in raising as large an amount of revenue as possible out of our
own industry without unnecessary destruction. I am informed that a brief
has been filed or is about to be filed with this committee by the Tobacco
Merchants Association of America, which represents among its membership
thousands of jobbers and retailers throughout the United States who are in
no way affiliated with the company which I represent, and who are earnest
competitors thereof, and I invite the attention of the committee to the con-
sideration of the views expressed by that association in its brief.

September 16, 1918.
Respectfully submitted. EDWAD WISE, Prefdeftt.

The FINANCE COMMITTEE, U. S. SENATE.

Mr. ELiSR. Now, Mr. Chairman and gentlemen, I have no reason-
able doubt that if these facts had been called seasonably to the at-
tention of the Ways and Means Committee the correction we sug-
gret would have been made by that committee. I

Senator THOMAS. It would appear from your statement that pre-
vious and existing laws are manifestly weak in the machinery they
provide.

Mr. ELwS. I should sa!y, perhaps, in the enforcement.
Senator ROBINSON. Did you say that out of 600,000 who were

liable for the tax on!y 10,000 made returns ?
Mr. ELus. Yes, sir.
Senator SMooT. There was 10 per cent paid the tax, but far le-,,

than 10 per cent of returns--
Senator ROBINSON. I understood you to say that there were only

10,000 out of 600,000 that were liable for the tax.
Mr. ELIS. Yes.
Senator THOMAS. With that law in force as it ought to be, the

revenue from tobacco would be very much greater.
Mr. ELLIS. Yes, sir.
Senator Tnaons. Could you tell us how much the estimated rev-

enue from this source would be reduced by making the amendment
you have suggested? Have you figures on that?
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Mr. ELiS. I do not know the Treasury Department's estimate,
but I do not believe it would be reduced at all by the change we
propose.

Senator ROBINSoN. He can not tell, but they have estimated a
given amount of revenue to be derivable from this source, and of
course if that estimate is reliable, we could get the amount to be de-
rived under the bill as amended by simply dividing it by two.

Mr. ELLIS. But it must be remembered that while one-half the
additional tax on floor stock might be absorbed by the seller before
the readjustment of prices or sizes, the entire additional tax could
not be so absorbed; and if experience shows that a vast majority of
dealers made no return of stock on hand, in order to evade one-half
the added tax, it would be still more difficult to collect from all if
the trade were subjected to the entire increase in taxes, with no
opportunity of recoupment. All things considered, it would seem
fairer to impose a floor tax which all can pay and then strictly en-
force it as to all.

Senator TOWNSEND. I want to corroborate what Mr. Ellis has said
by facts that have come to my attention. I am not acquainted with
anybody connected with the United Cigar Stores except Mr. Ellis,
and I did not know that he was so connected until I saw him stand
up here, but we have these stores in innumerable towns in my State.
Immediately after we passed the act of October 3, 1917, practically
every one of the smaller stores raised the price of certain tobacco
about 20 per cent on certain qualities of tobacco that I have in mind.
The United Cigar Stores did not do that, and they had not raised
it when I came away last, four weeks ago. It was still at the same
old prices they had always charged, for the last 4 years, and on a
5-cent package of tobacco the others were charging 7 cents. The
United Cigar Stores were selling it still at 5 cents. They had paid
the tax, and neither of the other stores I have in mind, I am positive,
had ever paid a cent.

Mr. ELis. Probably they have made no returns.
Senator TOWNSEND. No.
Senator SMOOT. Does the Internal Revenue Department intend

that 98j per cent of the tobacco dealers of this country shall escape
paying taxes on their floor stock?

Mr. ELUS. Of course not, Senator; the Internal Revenue Depart-
nient means faithfully to perform its duty.

Senator ROBINSON. Do you know whether or not that statement
has ever been called to the attention of the Commissioner of Internal
Revenue?'

Mr. ELLis. I do not know, Senator.
Senator SMOOT. It is so astounding that I can hardly believe it.
The CHArIEMAN. Is not this true: Does not that 600,000 include

every little dealer that had a box or two of cigars upon their floor
when the tax went into effect?

Mr. ELas. I think that is quite likely. It must include a number
of dealers that it would hardly pay to get the tax from.

The CEAnA. Under the pftsent law we allowed 30 days after
the passage of the bill before it went into effect.

Mr. ELLS. Yes, sir.
The CHAIRMAN. Then, in addition to that, under the present law

we allowed certain exemptions.
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Senator SMoOr. One hundred pounds of tobacco and 1,000 cigars.
Mr. ELarS. Yes.
The CHAUMAN. One hundred pounds of tobacco and a thousandcigars.IT. ELS. Yes.

Senator RoBrNsoN. That would unquestionably eliminate a great
many of them.

The CHAIRMAN. Yes. It would not account for all of them. But
the small dealers all over the country, who had a small stock on hand,
they are included in that 600,000, and they disposed of their stock
in some way or other before the end of that 30 days-many of them;
many of them disposed of the stock that would not be exempt under
the tax.

Mr. ELLIS. Doubtless that is so.
The CHAIRMAN. I have the number of dealers in the United States

stated here as 477,766. Out of that number he says only 10,000 made
returns.

Senator SMOOT. The difference between the number of those who
made returns and the total number of dealers is appalling.

The CHAIRMAN. Yes; but you know every little country store and
little stores selling other things everywhere will carry a few cigars,
incidentally-a very small stock.

Senator SmooT. One hundred pounds is a good deal of exemption.
Senator TOWNSEND. All those little fellows took advantage of it

and put up the price.
Senator RoINsoN. I understand that the Commissioner of Inter-

nal Revenue is not asleep on the proposition, because he is a very
active man. He gets the revenue.

The CHAIRMAN. The committee will next hear from Mr. George A.
Lee.

STATEMENT OF MR. GEORGE A. LEE.

Mr. LEE. Senator Lodge and gentlemen of the committee. I can
say what I have to say, I think, in less than 10 minutes.

I regret that I did not have the opportunity of hearing what the
oil men had to say two or three days ago upon the depletion clause
of the revenue bill. Ac~credited representatives of the German Gov-
ernment have stated within the last 60 days that when the belligerent
nations now engaged in this contest sit around the peace table to dis-
cuss the terms of peace, the potash of Germany will have a large part
to play in dictating what those terms of peace shall be.

Senator ROBINSON. Maybe so.
Senator THOMAS. Maybe so.
Mr. LE.E. That threat has been conveyed generally throughout the

world. and has reached this country, and was intended to reach this
country.

For the information of this committee I want to shy that the State
of Nebraska. probably much to your astonishment and much to the
astonishment of everyone two or three years ago. is now producing
from 6'0 to 80 per cent of the potash.'supply of America. I '

In 1913 the German Government imported into this country under
the syndicate plan, which now prevais there in the production of
their potash, some 287,000 tons of potash-287.000 tons which was
cut off entirely at the time war was declared.
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Last year Nebraska. in cooperation and conjunction with other
potash producers in this country, was able to produce but 32,000
tons of potash. This year that production will probably be dou-
bled, because the potash plants of Nebraska-

Senator LODGE. What was the tonnage they produced?
Mr. L. Thirty-two thousand tons was produced by the American

industry last year, as against an importation of some 250,000 tons the
year before war was declared.

Senator SMooT. We produce more potash than that. Nebraska
may have produced 32,000 tons, but more was produced in this
country?

Mr. LEE. Yes, sir: others produced that.
Senator SMoor. You said "we."
Mr. LFa. That was a mistake on my part. Nebraska produced

from 40 to 50 per cent of the production of this country.
Senator SMooT. Utah produced nearly 20,000 tons last year of

potash.
Mr. LEE. I am speaking from my only available data-the reports

of the Geological Survey and the reports to me from the Department
of the Interior and the Department of Agriculture.

Nebraska potash, as well as potash from all other parts of the
country, is used largely and fundamentally in the South and East,
essentially for fertilizer purposes.

Senator THOMAS. It is also very valuable in mining, for the sepa-
ration of gold.

Mr. LEFE. Yes. The bulk of it at this time is going south. I can
say all that I want to say on that by one or two concrete examples.

The CHAIRMAN. What is the prospect of expanding that pro-
duction?

Mr. LE. The prospect of expanding it depends upon the prospect
of the new revenue bill and the consideration which Congress is dis-
posed to give to such war mineral industries as the potash industry.
I can just answer your question by taking one concrete case.

The CHAIRMAN. Suppose we eliminate that and say that every-
thing is done that is necessary to be done to stimulate the industry.

Mr. Lim. That is very favorable, I am sure.
The CHAIRMAN. To what extent can you expand it?
Mr. I . We can expand it to the absolute exclusion and perpetual

exclusion of German potash.
Senator THOMAS. fow long do you think it would be before you

would produce an adequate supply?
Mr. LEE. I would say that with the present production continuing

as it is now, under reasonable protection, and permitting the capital
investment to be amortized, within three to five years the production
should equal if not exceed the German importations.

Senator SMooT. In order to do that. however, the producer in this
country has got to be assured that after the war he will have the
American market?

Mr. Lit. Oh, exactly.
Senator SlooT. In Utah to-day we have absolute mountains that

we can produce potash out of, all you will want in the United States
for the next 100 years; but the price, of course, of producing it and
the freight rate to the market is so much higher than it is in Ger-
many that it can not be done.
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The CHArAxN. Is the production very costlyI
Mr. L=. Quite costly, as compared with the German production.

Over there they mine it and here we manufacture it.
Senator SMOOT. Are the lakes in Nebraska going to hold out long?
Mr. In. It has been estimated by competent geologists that under

the present degree of depletion they will probably last from 10 to 15
years.

Senator THOMAS. At what rate of production?
Mr. LEE. That is at the rate of production in the coining year,

which will be about-
Senator SMOOT. Sixty thousand tons?
Mr. LEE. Yes; about 60,000 tons. There is a potash plant being

completed now, which was started some months ago, at Antioch,
Nebr., which cost $1,50,000.

The CHAIRMAN. What is the capacity of that plant?
Mr. LEE. It has a capacity of about 300 tons of potash per day.

The brine lakes which adjoin this plant are ample and sufficient to
supply the plant for years to come. Under the present law, and the
revenue bill as crystalized into law last year, that plant will have to
pay between $200,000 and $250,000 to the Government. They see no
assurances of amortizing their investment. If this war suddenly con-
cludes, no one can forecast the future. No one at this time, of course,
can predict congressional action--congressional action with reference
to the exclusion of German products.

We all hope that an American policy will be pursued regardless
of politics, but that is a contingency of the future, and the situation
which now must be met by that company and other companies simi-
larly located, representing an investment of between eighteen and
twenty million dollars in Nebraska, is this, are they going to recover
their capital investment out of their returns, if they are to be taxed
between 60 and 80 per cent under the present law ? The Treasury
Department is helpless. They have told my company and other
companies that they ought to get relief, and in order to stabilize and
in order to put this American industry on a solid foundation we
would very much like to see it accomplished; and after conference
with Chairman Kitchin and the Ways and Means Committee, a de-
pletion clause was written into the bill which is now before this
committee for consideration.

Senator THOMAS. What Treasury Department official gave you
that assurance ?

Mr. LEE. Dr. Allen. I understand, mining expert of the TreasuryDepartment.Senator THOMAS. Did he convey it to the Ways and Means Com-

mittee?
Mr. LEE. Yes; Dr. Allen told me--
Senator THOMAS. Is it your contention that the Ways and Means

Committee disregarded it?.
Mr. LEa No, Senator; my contention is that the bill as it now

stands will give reasonable relief.
Senator RoBiNsoN. Oh, you are satisfied, then, with the relief you

have in the bill as it is?
Mr. La. Yes; and I simply wanted to take a few minutes of the

time of this committee to point out the importance of it.
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The depletion clause as it now stands in this bill involves the
human equation, and that, of course, is necessary in the administra-
tion of this bill or any other bill but we are willing to take a chance
on this committee. While Dr. llen does not represent directly the
Internal Revenue Commissioner, I am willing to take a chance on
the integrity of such representations. He told me that this language
was intended to accomplish the amortization of the capital invest-
ment. I do not see how that position can be successfully assailed.
If a man is willing now to undertake the investment of a million or a
million and a half dollars in order to stabilize and build up some
industry, it seems to me that he ought to be permitted to at least
set aside a portion of his net profits to take care of his capital invest-
ment before he is taxed from 60 to 80 per cent.

These potash plants, Mr. Chairman and gentlemen of the com-
mittee, are not seeking entire immunity. They are not seeking to
have their capital investment written off with one stroke of the pen.
They are as patriotic as any other class of citizens. They are willing
to do their bit, and they are doing it; but they do feel that if the
earnings of a certain year for instance, are $800,000, $100,000 of
the $300,000, under reasonable rules and regulations of the Treasury
Department, should be set aside out of their net earnings to permit
them to help amortize the $1,50,000 investment. Or, if the war
suddenly concludes, and it is seen that foreign potash may enter this
country to the exclusion of domestic potash, then they feel that the
spread ought not to be so limited but that they ought to get a greater
part of their net earnings of that particular year to take care of
their capital investment.

Senator JONES of New Mexico. You have remarked that the rate
of taxation on your industry will be 60 to 80 per cent.

Mr. Jx. Yes, sir.
Senator JoNEcs of New Mexico. How do you figure that out?
Mr. L=. Only by the returns which are estimated by the Internal

Revenue Commissioner and the money which has been paid.
Senator JONES of New Mexico. Then your rate of profit is very

high, is it not ?
Mr. LEE. Yes; the rate of profit has been very high, Senator, and

that is the very proposition that has stimulated the investment
There is no question but what the profit in potash is extremely high
at this time.

Senator JoNE s of New Mexico. How much are you getting from
your potash now?

Mr. LE& I can not speak from the operating end of it. I only
represent them in a legal capacity, on legal questions and rate
questions.

Senator THOMAS. Can you not give us some idea ?
Mr. Li.. I think that the Nebraska and other production in this

country is selling for from five to ten times what German potash
brought before the war.

Senator JoNiEs of New Mexico. That was my recollection.
Mr. LE. And, of course, the cost of production is infinitely

greater.
Senator TEOMAS. But not five or ten times greater ?
Mr. bu. Yes; but, Senator, if a man is willing to risk a million or

two million dollars-
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Senator THOMAS. I am not finding fault. I am from a mining
country and know what the hazards of the business are.

Mr. LEE. I know that you are, and that is why I was going to say
if a man is willing to put up a million dollars or two million dollars
at the solicitation of the department he ought to be assured of the
protection of his capital. Take this $2,000,000 plant that is being
built and will be operated in southern Nebraska; it does not own a
lake, but it leases all the potash lakes around it upon a royalty
basis of 20 per cent. Under the present bill it is not permitted a
nickel for the depletion of those lakes, and yet any intelligent man
would immediately conclude that just to the extent that those lakes
are depleted-25, 50, or 100 per cent-just to that extent is the value
of this potash factory impaired and destroyed.

Senator TOWNSE.ND. You mean under the present law?
Mr. LEE. .Under the present law. Now, I take it that the Treasury

Department, without having given the matter very careful attention,
have arrived at this expression, which seems to be fair, that there
shall be an equitable apportionment between lessor and lessee, which,
as I construe it, would mean that if that string of potash lakes which
supplies this factory is depleted 50 per cent, for instance, during the
next year, then the allowance which is made for depletion will be set
aside and will be equitably proportioned between the lessor-who has
not a nickel in the lakes other than what it may have cost him
years ago-on the one hand, and the factory on the other.

The CHATRMAN. You are satisfied with the bill in this respect as
reported?

Mr. LIE. Yes, sir; satisfied with the wording of it.
The CHAIRMAN. You simply want to impress it upon us?
Mr. LE. I want you to appreciate the importance of it.
The CHAIRMAN. Just one question. Have you stated how long, in

your judgment, these potash lakes would furnish an adequate supply?
Mr. LEE. The best available opinion is from 5 to 15 years. My

own judgment, having seen them and having seen the potash deposits
in them, is 15 to 20 years; but the State geologist of Nebraska tells
me 15 years.

The CHARMAN. You think, then, in 15 years our available supply
in this country will be exhausted ?

Mr. LEu. So far as the brine lakes of Nebraska are concerned. I
imderstand, however, that experiments are being attempted by the
Department of Agriculture to extract potash from some other
minerals.

Senator THOMAS. Yes. Great Britain is manufacturing a targe
part of her potash from other materials.

Senator LODGE. There are great deposits in Utah also.
Mr. LEE. Yes.
Senator LODGE. Also in California and the Searles Lake region.
Mr. LEE. Yes.
Senator THOMAS. The deposits in our country do not, I think, exist

in the form of lakes; they are in rocks, more.
Senator ROBINSON. What is the output of Searles Lake now?
Mr. LEE. I have not been advised.
Senator JONES of New Mexico. You have a big plant there.
The CHAIRMAN. What you mean to say is that the present law

would supply this country for 15 years, but you have no information
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ab to how long the total potash supply of the lakes in the country
would be equal to our demand?

Mr. Lm I have not, Senator; but knowing what I do about the
experiments that are being conducted and the results that are being
obtained, I am very sanguine about the future.
Senator THOMAS. No doubt about it.
Mr. LzE. I think if you will take this letter which was placed

before the Ways and Means Committee, whioh came to my attention
two weeks after it was received by the committee-it is a very succinct
representation of the attitude of all of the people of the country-that
unless they are permitted to amortize their investment the industry
will not expand. I thank you for your attention.

The CHAIRMAN. Mr. L. C. Boyle desires to be heard, and we will
give him the opportunity now.

STATEMENT OF MR. L. C. BOYLE, COUNSEL FOR THE NATIONAL
LUMBER MANUFACTURERS' ASSOCIATION.

Mr. Bonr.z. I would like to call the attention of the committee to
line 24 on page 38 of the House bill, which comes under section 234,
under the head of "Deductions allowed," under the income-tax pro-
vision.

The thought that I am seeking to convey was not discussed before
the House committee, and, as a result, I am of the opinion that the
matter that I have in mind was omitted from this bill, and I think
all that will be necessary will be to call your attention to the omis-
sion [reading from the bill]:

In the case of oil and gas wells a reasonable allowance for actual reduction
in flow and production to be ascertained not by the flush flow but by the settled
production or regular flow; (b) In the case of mines a reasonable allowance for
depletion: (c) In the case of mines, oil, and gas wells, a reasonable allowance
for depreciation of improvements.

That language under (c) is the principal thing I wanted to call
your attention to.

Now, my point is that there is no reason in the world for making
that provision to include oil and gas wells and not as to a lumber
manufacturing business, because the parallel between the production
of a coal mine, for instance, which is a destructive industry, and the
depletion of a timber block which is operated by a sawmill, is perfect.
They are identical.

Senator LODGE. Trees, however, grow again, and coal does not.
Mr. BoYLE. I will speak of that, Senator.
Here is a practical proposition. and those of you who come from

lumber sections will appreciate my thought that a sawmill is built
only after the timber to supply it is bought. That is not altogether
true upon the we~t coast, where they have mills that buy their logs
for their daily consumption. but in the South and in the Lake region
anti in the Atlantic coast region and in all other sections of the coun-
try, excepting upon the west coast, the timber is bought and then
the mill is built. Now, for a modern mill, equipped as they must be
now to operate effectively, it is necessary to buy a tract of timber for
15 or 20 year operations. A 15-year operation is considered, by
those who have given the matter scientific study from an industrial
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and economic standpoint, to be the mean average of what would
be necessary.

Now, to Senator Lodge's .thought. It is impossible, of course.
for the operation of a sawmill that has got a 15-year cut, to rely
upon any reproduction process of the trees during the actual life
of that mill.

Here is my idea, and I think this is so manifest, gentlemen, that
when you come to put your minds to it you will see that I must be
right. A coal mine is developed. It has an acreage of coal to
be exhausted. A shaft is sunk at a given point on that property.
and from it are run the openings or roadways, as they call theii, the
main drifts, and from them the spurs or laterals. As soon as that
mine is extended under the ground by its little railways to a point
where it would not be economic to bring the coal back from a distant
point to the main shaft it would be more economic to develop

istant property by sinking another shaft and running other open-
ings, and the mine that was first exhausted by the process, its tipple,.
its hoisting machinery, and other paraphernalia that goes to nine.
would be, of course, nothing but junk, and could be sold at whatever
it would bring in a secondhand market.

A sawmill is precisely that operation, only on top of the ground
instead of below the ground. A sawmill is constructed often at a
very high cost of several thousands of dollars. From time to time
logging roads are extended into the forest tract that has been blocked
off by the sawmill enterprise, and from that main logging road the
spurs extend on either side into the timber as the logging road i'
projected. There comes a time in that operation when it would be
more e,ononic to build another mill and construct another plant than
to operate from the original plant that I have just described.

Senator NUGENT. Why can you not move the plant?
Mr. Boyxz. You can not move a sawmill plant in the sense-you

can not move it as you could any other piece of property. If you
did so you would have to do it at a very great expense.

Senator NUGENT. There is merely the expense of dismantling and
moving the machinery.

Mr. Bons. All right. We would be perfectly willing. The build-
ings, of course, would have to be torn down and they would have to
be conveyed. Of course, the question of getting the material of the
old mill to the new plant is a matter of some moment, but ever since
the sawmill business has been in operation it has been recognized
that as each thousand feet of lumber is cut that mill property is
worth just that much less, and each year-

Senator NUGENT. Are you speaking generally now, or do you mean
the mill at that particular point ?

Mr. Boy. I am speaking generally of the sawmill business. I
am not speaking of sash and door and blind mills or woodworking
plants, which are continuous operations. I am speaking of a saw-
mill operation that is a destructive operation, the same as a mining
operation, the same as oil production is a destructive operation; be-
cause when the oil is gone or the timber is gone or the mineral is
gone, the improvements of that operation are nothing but second-
hand material. Any man familiar with the problem must recognize
that to be the fact, and what we are asking for here is that the same
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treatment be given the sawmill operation as is given the mineral and
coal mines and oil wells and other destructive enterprises of that
kind. To do otherwise, gentlemen, would be to make discrimination.
The law recognizes this principle here in those industries, not only
as to those natural-resource industries that I have just called atten-
tion to, but as to those natural-resource industries that are referred
to for war purposes in section 8. If there are any questions, I will
be glad to answer them, because it is an important matter; it is going
to mean a great deal to this industry. And this statement is made
in the utmost good faith. It is not made for the purpose of escaping
taxation. We are not complaining of the tax, but we are complain-
ing of the elimination of this national resource as distinguished from
others.

The CHAIRMAN. Yon would have no difficulty in removing the
machinery in your mills, would you

Mr. BOYLE. No, sir; you couldremove your machinery.
The CHAIRMAN. And you would have no difficulty in removing the

iron rails of your logging machinery?
Mr. Boy". Andfor just whatever they were worth; the tax would

get the credit for that.
This matter has been up before the Treasury Department, and

here is the suggestion they made under the law as it stands, and this,
I think, answers the point that is made: In reply to an accounting
showing that was made by a sawmill under the present law, wherein
they had followed the practice which all sawmills have followed
from time immemorial, of charging off a certain amount per thou-
sand feet to take care of the amortization of the plant, the Treasury
Department said: "You can not do this until the last year of your
operation. Then you can charge or take credit from the profits you
make in the last year for such loss as may have occurred to you due
to the fact that your capital could not be returned and that you had
not realized your capital from any sinking fund."

The difficulty about that is, of course, that in the last year of a cut
of 15 or 20 years there would not be sufficient return in the way of
an income to take care of that. And so far as salvaging the machin-
ery is concerned, in salvaging the wire rope, in salvaging the rails,
whatever credit there is to accrue to the tax on that matter is taken
care of by the administration of the matter by the Treasury Depart-
ment.

This matter will be looked into and covered in the same way as
the peculiar conditions that exist in the zinc mining at Joplin, where
a mine is exhausted in 5 years, or a coal mine in Cherokee County
that will be exhausted in 35 years. In a lumber operation the depre-
ciation would not be as great, and the loss would not be as complete;
but there will be some complete loss there to the owner, and that is a
matter for rules and regulations of the Treasury Department. But
the principle ought to be recognized, gentlemen, in the bill, under
the same idea that is here indicated, "such reasonable allowance in
all the above cases to be made according to the peculiar conditions
in each case and under rules and regulations to be prescribed by the
commissioner with the approval of the Secretary."

So that I do not see where there could be any danger of a loss,
of a sawmill getting too much of an advantage, and surely, under the
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statement I have made here there is some merit to the suggestion that
when the timber is cut out the mill as such, as to that going operation,
is a dead thing.

The CAIRMAN. And that you mean without reference to whether
the lumber mill owns the land or leases the land for a given period?

Mr. BoLz. It would not be material as a lumber operation. That
is the thought that I wanted to suggest.

You will notice on your pad there, Mr. Chairman, that my name is
mentioned with the names of others. Mr. Holmes, of Kansas City,
is here, and I would be glad if you would give him the privilege of
presenting another matter which is entirely apart from the matter
I have discussed.

The CHAIRMAN. In a sawmill, a well-equipped sawmill plant, what
is the proportionate relation of the machinery to the wood construc-
tion or the necessary buildings in which to house the machinery and
operate the plant?

Mr. BonnL Well, I would not be qualified to state that.
The CHAIRMAN. I realize the fact that if you were compelled to

move your plant-probably your buildings would be of very little
value--would be almost a loss; but your machinery would be of very
considerable value.

Mr. BonLz. Yes, sir.
The CHAIRMAN. In my country-I do not know how it is in your

country-but in my country in many cases the buildings are very
crudely constructed, very crudely built, and outside, probably, of the
drying plant, of very little value. At the end of 10 or 15 years, the
period that you say is generally required to cut over a tract of land,
they would be of practically no value in many instances. They them-
selves would be about exhausted.

Mr. Bomz. I have seen a good many mills in your country, Sena-
tor, of course, and I am more familiar with those in the South and
in the Lake regions. I do know that these mills that are now built
for operation under these modern conditions of high-power machin-
ery are built in these days very substantially. They are not simply
boards tacked together; they are real buildings.

The CHAIRMAN. I said many of the plants. What you say is true
of some of the larger mills.

Mr. Bomz. Yes, sir.
The CAIRMAN. For instance, some near my town; very expensive

mills. Their buildings are of a high class. But all through the
country, out in the woods where these mills are established, the struc-
tures are very crude.

Mr. BoYE. Yes, sir; depending upon the type of operation that
it is. There are what we call the little "tin pot" mills, as you have
heard the expression; movable affairs that just have a little shack.
But we are not talking about milli of that kind. I am talking about
mills that have hundreds of thousands of feet of production to-day
and that are built substantially, and where there will be a substan-
tial loss.

Now, I know this committee, if I speak on a matter that has merit-
and I assure you that that is my thought, my understanding about
it-if the loss is substantial in the event that the timber ii cct out,
will consider that; and, mark you, a man can not move his mill to
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another piece of timber that he wants to cut, because he buys his
timber for that one operation. He does not own timber that he can
have his mill moved to.

Could I have this privilege, of submitting for this committee's
opinion a statement from a practical mali as to the relative value of
the mill propertie, by and large. os distinguished from the na-
chinery, the saws and things of that kind, which we know would be
of value, that can be sold in the market. Mark you, they woutlul not
be used for another operation by that man; they would ha%,e to be
sold to some one else as second-hand material for whatever they are
worth, and he ought not to be charged with any greater amount.

The CHAIRMAN. I am not meaning to say that there is not a great
deal of merit in your suggestion; but this is the situation in the coun-
try, as I understand it: A great mill company, owning many hun-
dreds of thousands of acres in some instances, is located at some cen-
tral point They have a logging road running into this body of tim-
ber and into that body of timber. These logging roads haul all of
their production to the main mill, and it is there manufactured.
They cut over one tract and they do not tear up that mill and throw
it away, but they have another tract to cut over with that same mill.

Mr. Eons. Surely.
The CHAIRMAN. And then they have another tract when they get

through with that, and the same mill is engaged in cutting over these
several tracts for an indefinite period.

Mr. Boym. We cut with a mill until the supply is exhausted.
The CHAIRMAN. That may be many, many years; and in that coun-

try very frequently they own the tract of land, and reproduction sets
in and by the time they have cut over the entire tract there is an-
other crop ready for them on the part that was first cut.

Mr. Bomn. May I have the privilege of filing a memorandum with
the committee ?

The CHAInMAN. Yes.
Senator LoDGE. Where they have adopted economic methods of cut-

ting forests, they do not do it as you apparently do it, and it seems
to* me your idea is drawn from rather wasteful methods of work.
It will take 40 years for the time necessary to reforest for the purpose
of cutting, and they begin to cut a tract and then move on graduall
until they get to the 40th division and then they come back and
begin again, and treat it just like any other growing crop, and they
move their sawmill about. Now, that is done by some very jreat
compares. I have in mind the Great Northern Paper Co. They
never think of charging that to anything more than to ordinary
operating expenses.

Mr. BOLE. The character of the timber that they are operating in
makes a difference.

Senator LODGE. The Great Northern Paper Co., of course, is oper-
ating in pulp wood.

r. Boyrz. That which you are speaking of would not be appli-
cable to the chairman's region or to the southern producing mills.

Senator LoDo.. You can not grow oaks in a few years
Mr. Borna. Or yellow pine.
Senator LogoE. They grow pines pretty well in 40 years.
Mr. BoTnn. They can not do that with yellow pine.
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Senator LODoE. They can with pine in Maine.
Mr. Bonsu. If you are in wood that is available to the same opera-

tion, of course. you can do that.
*Senator LobuE. In Maine they grow petty good pine.
Mr. Bo.nn. Yes; but I am talking about a practical, going situa-

tion that is here and is aln absolute fact, and these mills cut out in 15
or 20 years, and the mills is a loss, comparatively speaking; and they
ought to have an opportunity under any bill to be treated the sameway that a man is treated that is similarly situated.

The CHAIMAN. If a company owned, just one good-sized tractand had the right rumply to cut the standing timber within a certain
period of time, and they built a mill upon that tract and they had
logging roads to bring in the material, what you say would happen
i that particular case, undoubtedly. At the end of the first cut-
over their mill would be of practically no value except for the
machinery, which would be salvaged, ana the iron in the rails which
could be salvaged.

Mr. Bonu. That could be administered by the Treasury Depart-
ment-and no loss of revenue can come to the Government-accord-
ing to the facts of a peculiar situation. I would be very glad if you
would permit me to file this memorandum.

The CHAIRMAN. File your brief.
Mr. Bon=. Thank you.
(The brief referred to is here printed in full, as follows:)

NATIONAL LITMBER MANUFACTURERS' ASSOCIATION,
(heago. Ill.. * cptember 23, 1918.

In re deductions allowed In H. It. 1286.3.

To the Hon. F. M. SIMMONS.
Chairman, and ifenbrrs of the Senote Fhiance Committee.

United States Senatc.
GENTLEMEN: On Monday, September 16, I presented to your committee some

observations on subdivision (c), commencing at line 24, page 88, and this in
reference to the status of lumber manufacture as to deductions allowed, as
such operations may in principle resemble mines, gas and oil well operations.

Subdivision (c) as it stood In the bill when I appeared before your committee
read nq follows: " in the case of mines. oil and gas wells a reasonable allow-
ance for depreciation of Improvements." etc. I urged that "timber and other
natural resources " be Inserted after the word "wells." on line 25, so that (c)
as amended would read: " in the case of mines, oil and gas wells, timber and
other natural resources a reasonable allowance for depreciation of improve-
ments," etc.

Since appwaring before you the Way.s anti Means ('omnittec of the Hde
Inserted the above lunguitge in, (e). Thus the bill will coiime to the Senate coin-
mittee ilmended it; siirged to you Monday.

Due to 1i1y o\wnI limitations I fear that I did not itake my thought ch,ir
when before your onalIttee. Ipermlnnlon was given me to file a written state-
ment to supplement tie oral argument. I ant glad of the opportunity, for I
feel confident that the enatee cnommittee will agree to my suggestion once the
facts are understood.

Generally. speaking, as originally placed In the House bill, (c) was designed
to take cure of the following situation: Improvementts necessary for a coal-
mine operation, for itnstance. are of no value (other than as salvage) after the
voal Is exhausted. The application of the rule of depreciation by wear and
tear a.t Lplietd to business operations generally would not suffice to recover
to the coal producer the (npital Invested in necessary improvements, hence the
bill recognized the neeri of an nnnunl " renqonable ollnwnnce for depredation,"

this under regulattis prescribed by tlie commissioner with the approval of the

Qaoilrv
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The committee Is familiar with the ordinary development of a coal property.
A shaft is sunk, and from the shaft extends roadways or openings. From these
main roadways other openings are made, and in this wise the underground
workings are developed. As the enterprise is started with but one object, to
wit, the recovery of the coal embraced within the property limits of the par-
ticular operation, when the coal ip exhausted the improvements are only of
such value as can be secured for them as junk or second-hand material. The
improvements, as such, are of no value whatever to the exhausted property.

There is one other phase Involved in a coal property-there must be a suffi-
cient area to be developed to Justify putting in place the improvements. As
each ton of coal is taken from the body of the mine the improvements depre-
ciate in value proportionately and when the last ton Is lifted the value of the
Improvements Is, as stated, what they will bring as second-hand material.

Lumber manufacture is identical, as to the matter indicated, with coal min-
ing. The only difference is that ore development takes place below the surface
and the other on the surface.

A modern lumber operation must first secure a block of timber sufficient to
run a mill plant for from fifteen to twenty years. The investor i not justi-
fied in erecting the plant until he has not only first secured his timber or
raw material supply, but lie must secure a sufficient quantity of timber to
justify his plant investment. When sufficient timber is secured and the plant
erected, logging or train roads must be extended into the timber. As the
timber is cut the railroad Is extended farther and farther. Thus the develop-
ment continues until all the timber has been cut. When this occurs the im-
provements, to wit, mill, logging roads, dry kilns, etc., are of no further value
as such. Their sole value is such salvage as may be obtained.

As in coal mining, with the first thousand feet cut the Improvements, as
such, depreciate proportionately, and when the last thousand feet Is cut the
improvements are of that value that they will bring as secondhand material.
Becquse of this fact, expenditures for maintenance in wasting industries should
not be charged against depletion in the same manner as they would -be charged
against depreciation In those industries whose lives are practically perpetual.

Without taking further space as to the fact that when the timber for a
given operation Is exhausted the plant Improvements are of no further value
as such, I will briefly address myself as to the character of these improve-
ments.

During the discussion of this matter before the committee the suggestion
was made by members of the committee that these improvements were rather
inconsequential and could be easily moved. As to this latter suggestion, I feel
that I have made It clear that there is no place to move the plant after timber
is cut from a given operation. That is to say, a man who has blocked out 15-
or 20 years of timber, when he has cut it he is through. If there is
other timber adjacent that he can buy and economically cut with his plant
as erected, of course he will purchase such timber. However, in the South,
for instance, practically all of the available tracts are now under operation or
blocked out for a new plant. If a man who has cut out one block has another
block of timber to cut some place else, true he could utilize a part of his old
plant in the new operation, but he can not move his plant, as such, to the
new operation-he must rebuild and reconstruct the new plant. For just
such value as the old material would have In the new plant he should credit
capital account on the old operation. An instance of this kind would be the
exception and not the rule, and in addition the situation would always be
within the control of the department, whereby rules would be laid down govern-
ing all such phases.

As to the character of Improvements thai designate a modern sawmill, I feel
that I can best illustrate this Item by attaching hereto and making same a
part of this presentation, two letters written me from clients at Kansas City
in answer to a query from me which was based upon suggestions made by the
Senate Finance Committee at the hearing above referred to. These letters,
with the data attached, sufficiently explains the character of a modern sawmill.

In passing, It Is but fair to state that the plant referred to in this letter Is a
very moderately sized plant as compared with such plants as the Great
Southern, at Bogalusa, La., and many, many other operations.

Accompanying this statement I am filing with the secretary of the committee
photographs of the mill plant referred to in. Mr. Keith's communication. I
thought the photographs themselves would rather illuminate the presentation
and bring before the committee in a vivid way the fact that these Improvements

81608-1-----Ru
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are not only extensive but quite substantial In addition I am handing the
secretary the ground plan of the Conroe mill, which plan will indicate to the
committee the extensive character of a modern sawmill plant

I would like to have the privilege of withdrawing the photographs and the
ground plan after the committee has examined same.

I trust that when the House bill comes before the Senate committee and item
(c) comes under review that the committee will have in mind the suggestions
here generally Indicated, so that there will be a correct grasp of the thought
that lumber manufacture Is a wasting industry, as is coal mining and other
mineral operations, and plant depletion must be treated in the same way as in
mines, gas and oil wells. Any other method would simply deprive lumber
manufacture investment of a full return of capital investment In improvements
and which return is accorded to all other industries.

Very respectfully,
L. C. Boyrx.

P. S.-Senator Lodge made the suggestion that in Maine the pulp operators
moved their plants from time to time and their growth of timber was made avail-
able to such plants. This suggestion would not at all apply to the character of
timber that comes within the scope of lumber manufacture, generally speaking.
Southern pine and fir timber takes a century to mature. The life of an ordi-
nary sawmill operating in such woods would in no wise enable a second growth
to be available. Further, even if the principle was applicable, such fact would
come properly within-the purr ew of the Revenue Department's regulations a
provided by the bill.

CENTRAL COAL & COKE CO.,
Kansas City. Alo., September 17, 1918.

Mr. L. C. BoYLE,
624 Southern Building, Washington, D. C.

DEAR SYR: Referring to the attached statement of the cost of construction of
the Conroe (Tex.) plant:

Owing to a lack of time we can only analyze a few of the large 'items on this
statement. We have taken the sawmill- and sawmill power house and the
planing mill and planing-mill power house and are giving you below a state-
ment showing the total cost of these parts of the plant and then showing the
cost of the machinery on these parts of the plant:

SAWMILL AND SAWMILL POWER HOUSE.

Sawmill -------------------------------------- $99, 858.69
Power house ---------------------------------------- 54,065.78

$143, 924. 47
Sawmill machinery ------------------------------ 32,307. 16
Power-house machinery ------------------- 38,962.89

66,270.05

Total -------------------------------------------- 77, &54.32
Machinery approximately 46 per cent of total cost.

PLANING MILL AND PLANING-MILL POWER HOUSE,

Planing mill ----------------------------------- $46,992. 28
Power house ------------------------------- 19, 976.45

$66,968.73
Planing-mill machinery ------------------------- 18,994.01
Power-house machinery ------------------------- 10,477. 59

29,471.60

Total -------------------------------------------- 87, 497.13
Machinery approximately 44 per cent of total cost.
You will notice that the machinery is approximately 46 per cent of the

total cost of the sawmill and sawmill power house and that the machinery Is
approximately 44 per cent of the total cost of the planing mill and planing mill
power house. The portion of this Investment shown as machinery Is the onlY
part that would have any salvage value when the plant Is cut out and it would
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probably bring 50 cents on the dollar, and that is a liberal estimate under
normal conditions. The buildings, the labor, and material going into same
and all items of expense of that character making up the Investment would be
worthless.

Yours, truly,
CHAs. S. KEITH, President.

CENTRAL COAL & COKE CO.

Kansas City, Mo., September 17, 1918.
Mr. L. C. BOYLE,

Wakhftgton, D. C.
DEAR SIR: Replying to your wire. I am inclosing herewith exhibits in con-

nection with the total Investment in our plant at Conroe, Tex., being state-
ments and photographs in connection therewith, the photographs showing
views taken both during construction anj as the plant stands at present time.
This will serve to give you an idea of the character of construction necessary
for a plant of this nature. It may be necessary for you to keep these photo-
graphs, but I hope you will not, as I would like to have them returned to me.
especially those in the album.

(1) Below I give you statement of analysis of the capital invested, and the
distribution thereof, of 96 southern pine companies, operating more than 100
mills and producing 4,445,648,000 feet annually, which is more than 25 per cent
of the total production of southern pine. These companies had a total invest-
ment on December 31, 1917, of $270,349,000, distributed as follows, to wit:
Investment in timber (60 per cent of the total) -------------- $162,917,000
Investment in plant (18 per cent of the total) ---------------- 49,187,000
Accounts and bills receivable, stocks of merchandise, and inven-

tories (approximately 18 per cent of the total) ------------- 49,791,000
Miscellaneous assets (approximately 4 per cent of the total)__- 8, 504, 000

In other words, 78 per cent of the total Investment necessary for the conduct
of the business was of a nature which depleted itself.

These companies had 32,053,744,000 feet of standing timber, with an in-
vestment therein of $5.0S per M feet; in plant, $1.53 per M; in quick assets,
$1.55 per M; and in miscellaneous assets 27 cents per M, or a total of $8.44 per
M. As the timber is cut $5.08 is expended for timber azixu $1.53 for plant, or a
total depreciation of $6.61 per M.

From the foregoing you will see the amount of money necessary to establish
a plant. Most sawmill propositions have not only the question of plant to con-
sider, but the question of town site, millhouses, commissaries, stores (not stocks),
and all the improvements which are necesary for the purpose of taking care of
and housing the employees of the industry, which, when the lumber is cut, imme-
diately become of no value, not being worth enough to Justify wrecking them
and moving them to some other point. Houses costing $700 to $1,000 have fre-
quently been sold under such conditions for $25 and $30 each.

(2) I am Inclosing a statement showing the investment in the Conroe plant,
and direct your special attention to the fact that the railroad includes only the
right of way, the ties, and the dump, but not the steel, which is rented. It is
obvious this item will be of absolutely no value when the timber is cut. This
plant cost over $800,000 in 1914, at a time when materials which went Into its
construction were at the lowest price in history, but under normal conditions
the entire equipment 9f the plant if wrecked and placed upon the market would
not bring over $100,000. Of course, such a plant would bring more under
present abnormal conditions.

(3) I inclose a mup showing the location of building on the mill site. and
in lead pencil I have noted the cost of each division of this plant. I call your
special attention to the fact that it cost us $11,015.71 to get two artesian wells
put down, and the casing in them can not be extracted. They have no value
whatever, except as a sonre of water supply for the plant and fire protection
therefor.

(4) I also inclose you a book of photographs taken during construction of
this plant, which show the character of its construction. In addition, I hand
You a number of photographs showing present condition of the plant, on the
back of which Is noted the items shown In the Investment statement.

Yours, very truly,
CHAS. S. KEITH, President.
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Delta Land & Timber Oo.--ost of oonstnution--Conroe Plant.

Sawmill:
Sawmill ...... $99, 858. 69
Green lumber sorter --------------------------- 15, 293. 40
Sawmill power house -------------------------- 54,065. 78
Sawmill fuel house ----------------------------- 4,970.99
Artesian well ---------------------------------- 11, 015. 71
Machine hnd blacksmith shop ------------------- 15, 167. 98
Electric lights --------------------------------- 7, 585. 50
Lath mill -------------------------------------- 5,566.42
Log pond -------------------------------------- 5, 780. 32

Housing for employees:
Houses
Office expense

Yarding:
Dry kiln and platform transfers ----------------- 26, 708. 60
Dry kiln ------------------------------------- 58,396.11
Rough lumber shed ---------------------------- 16,744.44
Dry lumber sorter ----------------------------- 22,452.66
Overhead trolley system ----------------------- 43,634.42

Logging:
Walker County Railroad ---------------------- 156, 220.08
Logging equipment ---------------------------- 102,338.37
Railroad -------------------------------------- 2,.909. 82
Wood houses ---------------------------------- 7, 360.01
Woods store ------------------------------------- 898. 86
Railroad motor car--------------------------- 1,963. 43
Track scale ------------------------------------ 2,099.35
Telephone line ---------------------------------- 554.87

Waterworks:
Water system -----------------------------------------

Planing and loading:
Planing mill_--------------------------------- 46,992. 28
Dressed-lhmber shed --------------------------- 11,756.47
Planing mill power house ----------------------- 19,976. 45
Loading platforms and dressed-lumber sheds at

planing mill --------------------------------- 10,587.84

$219, 304. 79

29,351.38
198. 19

167, 936. 23

274, 344. 79

16, 984.80

Miscellaneous:
Temporary mill barn-------------------------
Cleaning mill site ---------------------------
Personal property and fixtures -..
Live-stock account ---------------------------
Plant warehouse-----------------------------

90. 89
1,383.73

489. 82
1, 757.16

775.40

89,31S.04

4, 497.00
General expense :

Administrative expenses during construction ----------------- 23914.51

Total ------------------------------------------------ $825,839.73

STATEMENT OF MR. MASSEY HOLMES, REPRESENTING THE PINE
ASSOCIATION.

Mr. HOLMES. Mr. Chairman and gentlemen, I represent the Pine
Association, which represents the manufacturers of yellow-pine lum-
ber in the South. I shall address myself to the question of defining
"invested capital" in section 226 of the bill.

Will you kindly assume, gentlemen, this illustration for the pur-
pose of my discussion, that there are two lumber-manufacturing coni-
panies, each with assets of identical value, say $200,000, each during
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the taxable year with operating expenses of precisely the same amount,
each during the taxable year with an income of the same amount.
Given those conditions, our contention is that those manufacturers
are similarly situated, and under any principle of equal and just and
fair taxation any tax on the incomes of those two respective companies
should be the same.

Our taxes under these revenue laws are all taxes on the incomes of
those two companies. They are called in one instance, of course, the
normal tax, in another instance an excess-profits tax, and in another
a war-profits tax, but each tax is a tax against the income of the busi-
ness; and we say and urge that, given a property of the same value
devoted to producing an income, given the same net income for the
companies A and B, the taxes ought to be the same.

Senator SMOOT. That is, if one company, A, was run at a loss and
company B was under better management and made 100 per cent,
company B should not pay any tax?

Mr. HOLMES. Yes; precisely; if A made $100,000 and B a net in-
come of $100,000, the tax should be the same.

Senator SmooT. It would be the same in that case.
Mr. HOLMES. It should be.
Senator SMOOT. It would be under the situation you present; butthere are a thousand cases where it would be and there are 10,000 cases

where it would not be.
Mr. HOLMES. The 10,000 cases where it would not be make an un-

equal taxation, it seems to me.
Senator SMOOT. Yes; but not the case you presented. Your proposi-

tion is entirely different from that.
Mr. HOLMES. No, sir; I had not gotten to a point where you could

definitely say that it was or was not different. All that we have nowis the property, valued at $200,000, with a net income of $100,000 in
each case.

Senator SMOOT. Yes.
Mr. HOLMES. Now, it does not follow that the tax under the revenuelaws is going to be the same in each case because the available capital,the invested capital, as defined in the present law and the proposed

bill is the same.
Senator SMooT. When you started out, of course. I understood you

to say thatthe capital was the sane.
Mr. HOLMES. No, no.
Senator SmooT. Well, the other, of course, there is no question aboutat all. We have had dozens speak of it, and we all know it. There is

no question but what there is a discrimination under the provisions
of this bill.

Mr. HOLmlES. Do you think it ought to be remedied?
Senator SmooT. I do; and I an going to try to do it; but I do not

know whether I can or not.
Mr. HdLMES. Then, I do not know whether there is any use of my

presenting that further.
Senator SMOOT. The committee knows that thoroughly.
Mr. HOLMEs. The committee knows that under the present law andproposed bill the manufacturer of lumber may have returned to him,net, less than the actual present-day cash value of the stumpage

which he consumes in its manufacture?
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Senator SMOOT. That all depends upon the price he sells his luin-
ber at.

Mr. HOLMES. The Federal Trade Commission has recently said
that the cost, exclusive of the value of stumpage, average, is $18 a
thousand. It is generally understood that the value of stumpage on
March 3, 1917. which, of course, you must use in computing your in-
come tax, was $5 a thousand in the South. That would make a total
cost of $23 average. The price-fixing committee of the War Indus-
tries Board has recently fixed $28 as a fair and reasonable return to
the manufacturer. That leaves a margin of profit there of $5 a
thousand. The stumpage is actually worth to-day from $7 to $8.
Now, if you compute invested capital on original costs instead of on
the value as of March 3, because none of us consider that the war in-
flation should be considered, if you take the original cost, your manu-
facturer may get in 60 or 70 per cent, and of that he pays $3.50, leav-
ing $1.50 a iiousand which, added to the $5 he may deduct in com-
puting his income makes $6.50, which is less than the $7 or $8 his
stumpage is actually worth to-day, leaving him a loss on that, under
which he can not carry on. and making a loss of revenue to the Gov-
ernment. I

Senator LODGE. In the case of your two companies, they originally
cost $100,000?

Mr. HoLnms. No, sir; they did not. I was never allowed to say
about the original cost, and the difference-

Senator LoDGE. What the original cost is does not matter.
Mr. HoLMEs. Yes, sir; it makes a lot of difference.
Senator LODGE. I will not try to state the case I was going to state.
Mr. HOLMES. I beg your pardon, sir, for interrupting. I simply

meant that in one case with $50,000 original cost and in the other
case that. prior to the income-tax law, might have been $200,000 for
a precisely similar tract of timber. both of those might have a value
of $200,000 before the income-tax law.

Senator LoDGE. That was the case I was going to state.
Mr. HOLMES. That was the case I started to state when I under-

stood Senator Smoot to say that it had been stated so often that it
was useless to state it again.

Senator LoDGE. It has been stated, and I merely wanted to ask if
that was not the case you were going to state.

Mr. HOLMES. It was; and, of course, that manufacturer would get
very quickly into the 60 or 70 per cent class, and he would get an
actual income less than his net revenue. I suppose it would not be
helpful to read into the record a short form of amendment to accom-
plish that.

The CHAIRMAN. Mr. Holmes, you had better make your presenta-
tion without any reference to any intimation as to how any member
may feel about any particular amendment submitted. We do not
know how the committee, when it takes up the consideration of the
bill, will decide, and you had better present your amendment without
reference to any intimation you have.

Mr. HoLMEs. That was my feeling, but I understood from Senator
Smoot that the case had been so often presented that the committee
thoroughly understand it.

Senator SMOOT. I think the chairman will admit that. •
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The CHAMRAN. Yes.
Mr. HoLMEs. I did want to present it, but I understood that it

was of no use.
The CHAnlMAN. I think that you had better present it.
Mr. HoLMs. If you will consider, then, that the lumber society of

the South urges it also very seriously-
Senator JoNEs of New Mexico. I would like to have you state in

your particular case the cause of the difference, of capital-in the
concrete cases you started to state. a

Mr. HOLMES. In the concrete case, sir, it is because of the rising
value on yellow pine accruing very markedly since 1897 up to the
present time. In 1897 yellow pine could be bought as low as from
20 to 40 cents a thousand feet. I am speaking of actual sales now.
Then it rose rapidly, until in 1913 the common price was at or
around $5 a thousand feet, and there have been actual sales just
under $8 a thousand feet within the last year, or else just over a
thousand feet.

Therefore the case I was putting concretely is that of a corpora-
tion which invested, in 1900 or a year or two earlier than that,
$50,000 in a body of timber which may appreciate in value to March
1, 1913, until it is actually worth and could be sold for $5 a thousand
feet, or in the case I was putting, $200,000 of those assets, whereas
another company not formed until later, and which purchased, for
the purpose of illustration, an identically similar body of timber in
quantity and quality, may pay $200,000 for it at that time. There-
after the two bodies of property which are devoted to producing an
income to pay tax are, in my illustration, just the same, and the net
income just the same. Does that answer your question?

Senator JONES of New Mexico. It is perfectly clear. I wanted you
to get it in on record. I thought I understood that was the point that
you had in mind.

Senator SmoOT. That is just exactly as I thought it was.
Mr. HoLms. Then may I suggest that section 326, to accomplish

that thought, if it seems to have any merit, should be amended by
striking out paragraph 1 and by substituting for the paragraph
numbered 2 a paragraph to be numbered 1 and reading substantialy
thus [reading]:

The actual cash value of property as of March first, nineteen hundred and
thirteen, if such property was acquired prior to March first, nineteen hundred
and thirteen; If such property was acquired on or after March first, nineteen
hundred and thirteen, the actual cost thereof if acquired for money, or the
actual cash value thereof at the time of acquisition If acquired for property or
for stock or shares; and

2. Paid In or earned surplus and undivided profits acquired on or after
March first, nineteen hundred and thirteen, and used or employed In the bust-
nesi, exclusive of undivided profits earned during the taxable year.

No. 2 is to be substituted for 3 of the present bill.
The CHATIRAN. You want to change the definition of "invested

capital "'.,
Mr. HOLMES. Yes, sir; and particularly to eliminate the present

provision that any increase since the original cost shall not be con-
sidered as a part of it.

The CSArMAN. You want to do that not only on account of lum-
ber-you would want' that to apply not only to lumber--the thing
you specifically discussed but to everything?
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Mr. HoLms. Yes; to everything; because I think it is not im-
practicable--the administration, either-because we have all got to
determine the vklue as of March 1, 1913, in determining whether we
make or lose property in disposing of it.

The CnAmmAN. I am advised that Mr. Andrews is here with a
delegation, and he wants to be heard about five minutes.

Mr. ANDREWS. Yes, sir

STATEMENT OF MR. JESSE ANDREWS.

Mr. ANDREWS. I am a lawyer and reside in Houston, Tex. My
firm is counsel for the Long-Bell Lumber Co., of Kansas City, Mo.

Mr. Chairman, I wish to speak particularly with reference to the
effect of the proposed bill upon stock dividends that have been pre-
viously declared. That may be a subject that has received the atten-
tion of the committee heretofore--i so, I am not advised of it-
the effect of the proposed bill on the income of stockholders who
have .received stock dividends declared this year; but prior to the
introduction of the proposed bill.

Senator SMoOr. You are opposed to the restrictive features of itI
Mr. ANDPEWS. Yes, sir. I shall limit my discussion to stock divi-

dends, and also to stock dividends declared prior to. September
3, 1917, for the fact is that in the early part of this year the com-
panies of which my firm are counsel declared and paid a number of
stock dividends, the stockholders thinking that the tax which would
be assessed on account of the stock dividends would be based upon
those rates which were applicable during the years in which the earn-
Sings were accumulating which were distributed by these stock divi-
dends. They would not have voted for the stock dividends if they
had for a moment thought that that plan of taxing stock dividends
would be changed so as to make the dividends not only a part of
the income for this year but also taxable at the rates which would be
promulgated for the year 1918.

Senator THOMAS. In other words, you assumed, and had a right to
assume, that the Government which you were supporting would not
further impose a retroactive tax?

Mr. ANrnazws. Yes, sir; that was it. It was not as though we were
assuming that the rates would be the same, because it was not that.
It was a question of principle or policy.

In passing the 1917 act, as you gentlemen will remember, you pro-
vided then that it would not be permitted to corporations thereafter
to fix the years or the earnings out of which the dividends would be
paid, but that automatically, if. I nay say, the dividends would be
deemed to distribute those earnings which were most recently accu-
mulated. If the dividends, werepaid in the spring or in the early
part of 1918, before any dividends for that year had been accumu-
lated, those dividends, regardless of the wi~sh of the corporation,
would be deemed to distribute such earnings as had been earned in
prior years, but which had not been distributed.

But you provided also in that act for this, and this is the nn-
portant thing and is the thing which guided these gentlemen in vot-
ing for the stock dividends: You provided that while the dividends
would be distributed in the way I speak of, and while they would
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constitute a part of the income of the taxpayer of the year in
which they were received by the taxpayer, they would be taxable
at the rates prevailing during the years in which those earnings
were accumulated by the corporation. Now, that was the situation
which confronted these companies in the spring of this year. They
naturally anticipated that there would be an increase in rates, because
all recognized that more money would be required; but they thought
that the plan that had been set forth with respect to the stock divi-
dends was that they, when received, would be taxable in the hands of
the stockholders at the rates prevailing during the years in which
the earnings were accumulated. They knew in the spring of 1918
that- these stock dividends which they were about to declare dis-
tributed earnings of prior years and not of 1918, and they voted for
the payment of the stock dividends. Now we find that if the pro-
posed bill becomes a law, those dividends become a part of the in-
come of the stock holders this year, and instead of being taxable at
these relatively low rates, which was understood when the dividend
was declared, they are taxable at the very high rates.

If I may be permitted to give you the figures in the case of one
stockholder, it is really astounding-a stockholder who was a mana-
ger of one of these mills, who in his long connection with it in years
had invested his earnings in the stock of the mill, and the earnings
having been retained in the business, which earnings, to ether with
this increase in value which Mr. Holmes has spoken of causing a
very large increase in the book value of the stock over and above its
par value, he received dividends amounting, in stock, to $179,000.

Senator TnoMAS. Last year?
Mr. ANDP EWS. He received them in the spring of this year, before

there was any suggestion of a change.
Senator THoAS. Yes and out of the earnings of other years?
Mr. ANzPiws. Out oi previous year, running back to 1902, and

running up inclusive to 1913; earnings of past years. Now, he ex-
pected to pay and was willing to pay, a tax of about $25,000-

The CHAIRMAN. Had they declared those dividends--had they de-
clared any dividends from the earnings of tis year?

Mr. ANxtEws. No, sir; I think not. The dividend declared at
this time was intended to distribute such earnings as had been ac-
cumulated in 1918 and, retrogressively, back to the beginning of 1913.

Senator SMooT. Do you remember the date that the divi-dend was
declared?

Mr. ANDPRwS. It was in April, 1918.
Senator SMOOT. Was that your quarterly meeting of the directors?
Mr. ANDRews. It was the annual meeting.
Senator SmooT. And the report was made for the year 1917 busi-

ness?
Mr. ANDItEWS. Yes.
Senator SxooT. And it was upon that report that a stock dividend

was declared.
Mr. AinDws. I am not sure but what the report came down, and

recognizing that the dividends accumulated in 1918-the profits, if
any, accumulated in 1918-had to be distributed also, I am not sure
but what it included also such profits as had been accumulated from
the 1st of January, 1918, down to the date of the dividend.
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Senator Smoor. Is that the end of your business year. January 1?
Mr. ANDREWS. January 1 is the end of the business year, buYthe

annual meetings are held about the time I speak of.
Now, this gentleman expected to pay a tax out of this stock divi-

dent, which, based upon the rates of the preceding years. would
have amounted to about $25,000. His tax now, he finds, if this bill
should become law, would be $83,437. This law will result in a tax
to him on account of his stock dividends alone of some $57,767. In
the language of the Supreme Court of the United States. with which
you gentlemen are familiar, he was no richer after the declaration
of that dividend than he was before. I refer to that principle as to
stock dividends just to show what an enormous rate he would be
paying, some $57,000, if this bill should become a law, for the pur-
pose of having-

Senator THOMAS. I have never been able to accept that decision of
the Supreme Court as logical: but I think you are quite right in com-
plaining against a retroactive tax.

Mr. ANDREWS. I was just going to say, Senator, whether that is
strictly true or not, or strictly accurate or not, there is not an amount
there commensurate with this greatly increased sum of money.

Senator THOxAs. I agree with you on that.
'Mr. ANDREWS. Now, it seems to me that can be readily remedied by

adopting the language taken from the act of 1917, and inserting it on
page 4, line 15, after the word "distributed "; and if I may, I will
continue with the reading; I will read the whole as it would be. On
page 4, line 15, insert after the word "distributed" (changing the
period at that point to a semicolons the following: "; shall constitute
a part of the annual income of the distributee for the year in which
received, and, as to such stock dividends declared and paid prior to
September 3, 1918, shall be taxed to the distributee at the rates pre-
scribed by law for the years in which such earnings or profits were
accumulated by the corporation."

The CHAIRMAN. You want that particular provision written into
the present law?

Mr. ANDREWS. Yes, with respect to these dividends that have been
paid-prior to September'8. The committee will remember when you
introduced that law last year you adopted that practice yourself, of
making its application not retroactive beyond the date when the Sen-ate report was introduced, which was August, I think, 1917.

With the permission of the committee I should like to say just one
word on another subject. It is a subject that (len. Boyle referred to
and I will speak of it in the briefest way only, because I would like
the committee to know what the situation is with respect to the yellow
pine sawmills in Lonisiana and Texas, among the largest of which are
lumber mills which we represent and in -onnection with which I
would like to file just a memorandum.

The situation there as I understand it is that these mills, each com-
pany for itself, first locate a large body of land. They build a mill
that is commensurate with the size of the body of land, and I think
that the information we will furnish the committee will show that
those mills are very substantially built and involve a substantial out-
lay of money, and are built with considerable attention to stability
end permanency.
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The companies I speak of anticipate the best they can what will be
the salvage value of that mill at the end of the cut, assuming that it is
kept in a state of constant repair by repairs and renewals which are
charged as a part of operating expense. They assume what will be
the salvage value of that plant after the expiration of the cut. They
arrive at a certain number of dollars, forming about 80 per cent of the
cost of the plant. They divide that number of dollars by the number
of feet of standing timber which will be cut during that time, arriving
at a unit value of so much per 1,000 feet. Now, as that timber is cut
that unit value of so much per 1,000 feet is added to the cost of manu-
facture and is set up in what is called a depreciation reserve, thefur
pose of that reserve being to furnish at the end of the cut a nd
which, together with the residual value of the plant, will restore the
original value of the plant. That is the practice which they have fol-
lowed uniformly up to this time, and the practice which they would
like to have supported by the amendment which Gen. Boyle has sug-
gested.

The CHAIR.AN. I want to say to the committee that Mr. Charles
Piez, vice president of the Emergency Fleet Corporation, has writ-
ten me-that is, he did not write the letter himself, but Mr. Hurley
wrote me a letter-in reference to Mr. Piez submitting to the com-
mittee some views that lie thought. without indicating what they
were, might be of value to the committee. I received that letter
Saturday, and I wrote him at once that we might possibly close the
lorings to-day, and if it was possible he could come to-day: and
if he could not come to-day, probably the committee might hear him
at some later time. He is not here. He either did not get the
letter-

Senator SMOOT. We could hear him any time this week. I hould
think.

Senator THOMAS. Mr. Chairman, I was informed by some gentle-
man representing the mining industry, Mr. Callbreath and Mr. Arm-
itage, of New Yo6rk, that they wished to be heard for a few minutes
upxon the amendment that Mr. Callbreath proposed. I do not know
whether they are here or not.

The CHAIRMAN. These hearings are to go over until to-morrow,
because some gentleman wired us that this was a Jewish holiday, and
asked if he could be heard to-morrow, and the committee directed
me to wire him that he could be heard to-morrow.

Then, Mr. Vanderlip wished to be heard to-day, but he missed his
train and would not be able to aet here until late this afternoon, and
we agreed also to hear Mr. Vanaerlip to-morrow; so that we can hear
this other gentleman also, I think, if he gets here to-morrow.

Mr. Rush C. Butler will be heard at this point.

STATEMENT OF MR. RUSH C. BUTLER.

'Mr. BuTLr. Mr. Chairman and gentlemen, I appear on behalf of
the National Coal Association, composed of about 2,000 members,
about one-half of whom are local coal associations. Their tonnage
is confined to bituminous coal and represents about 350,000,000 tons
of annual production out of 540,000,000 tons last year.

The individual operating companies that are in this membership
are very large-the largest-an very small-the smallest.
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We have three or four different points concerning which we wish
to speak very briefly. Only one of them pertains to the coal indus-
try independently and that is not independently of the mining
industry, as a whole, and I only venture to suggest that2 and that is
the added exemption that should be allowed to the mining industry
over and above other industries, because of the fact that we were
advised by the public press that the Treasury Department had made
such a recommendation to the Ways and Means Committee; but we
do not find any embodiment of that idea in the present bill.

The reasons for an extraordinary exemption on the mining in-
dustry as numerous, but two will suffice at the present time: First,
because the mining industry is extra hazardous and only invites
capital that is willing to take extra chances, which, in turn, is en-
titled to a larger percentage of profit; and, second, the extra exemp-
tion should be allowed for the coal industry, because of the fact that
the coal industry pays a higher percentage of its net profits by way of
a Federal tax than any other industry. I can not make this statement,
however, authoritatively, but I have been so advised by representa-
tives of the Treasury Department. It would, therefore, seem that if
all industries are to be on a comparative basis, there is just occasion
for the Treasury Department's recommendation that a special exemp-
tion applicable to the mining industry be made.

The next proposition we have in mind is a revision of the definition
of " invested capital," and Mr. Hornberger, of the Pittsburgh Coal
Co. and the treasurer of that company, the largest bituminous coal
company in the United States, is here to speak upon that subject,
but I wish to leave with you a brief compilation that has been pre-
pared by one of the members of our committee, Mr. Marion, of Pitts-
burgh, from reports made to our committee from various of our
operating members. This tabulation shows the capital of these re-
porting companies per ton of annual production, based upon the
returns made to the Treasury Department for the purposes of taxa-
tion, and it will illustrate better than anything else I know of how
unjustly discriminatory as between competitors within the coal in-
dustry are the provisions of the'present law. The same situation,
undoubtedly, ensts in other industries, and I may say all other in-
dustries, but I have the actual figures here from the coal industry.
For instance, we have 41 companies reportingout of a total of 395.
whose capitalization per ton of production is under $1. Their aver-
age capitalization per ton of production was 65 cents.

Omitting those up to the $5 mark and above, we have them under
$1, and between $1 and $2, and so on; but omitting those and going
to the highest, we have 34 companies reporting a capitalization in
excess of $5, running up in one instance to $13.93 per ton; an aver-
age of $8.21 per ton.

The story that is told by these figures is simply this, that when
the exemption of 7 per cent if you please, or 9 per cent, whichever
it is, is applied, and taking 7 per cent because most of the coal com-
panies did not have prewar earnings equal to 7 per cent, but apply-
ing 7 per cent exemption to these companies, the company capi-
talized at 65 cents per ton would have an exemption per ton of less
than 5 cents, whereas the company capitalized at $13.93 a'ton, or
practically $14 a ton, at 7 per cent. would have $1.28 exemption per
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ton of coal. If these two companies happen to be in the saiie field
where the price of coal is the same, you see that the company with
the exeniption of $1.28 from taxation is at a tremendous advantage
over the company having an exemption of only 5 cents a ton. I
will leave this with the committee.

(The paper referred to is here printed in full, as follows:)

Companies report- Thefr per p t Exemption
cent of on basis of

Capital per ton production. the ro- 10 per cent
Number. rer nt of cavitall-eof total reported. Low. Higb. Average. Zaton.

Under I ..................... 41 10.38 19.6 $0.047 0.963 50.65 10.065
Beten $1 and -2 ............ 156 39.49 27.6 1.022 1.968 1.43 .143
Bet-een $2 and 3 ............ 105 26.58 21.9 2.00 2.957 2.14 .214
Between 33 and $4 ............ 34 8.61 6.3 3.072 3.979 3.46 .346
Between $4 and $5 ............ 25 6.33 13.8 4.21 4.887 4.65 .465
Over $5 ....................... 34 8.61 10.8 5.04 13.93 8.21 .821

Total ................... 395 100.00 00 ............... 2.72.

Capitalization of companies in first three groups, representing 69.14 per cent
of production, Is $1.42 per ton.

Capitalization of companies in last three groups, representing 30.86 per cent
of production, is $5.88 per ton.

Companies reporting produce 143,894,809 tons.
Senator JoNzs of New Mexico. You mean 65 cents a ton per an-

num? You mean taking into consideration a year's output?
Mr. BUTLER. Yes; that is, the capitalization for each ton of pro-

duction for the year 1917, 65 cents up to-
Senator JONES of New Mexico. $14 per ton, practically?
Mr. BTER. $14; yes, sir.
Now, the other point, that Mr. Hornberger will speak on, is in-

cluding borrowed capital in capital investment, and the fourth point
that we have in mind is the one pertaining to amortization.

Senator JONES of New Mexico. Before you leave this other point,
what is the cause of such a great difference in capitalization in those
concerns?

Mr. BUTLER. It is not in capitalization, Senator Jones, as such,
but it is in the definition of invested capital as it is contained in
the act. Invested capital is limited to the amount of stock, the par
value of the stock originally issued for pro erty, plus certain items
of cash earnings, etc. Now, it happens, perhaps, in the case of some
of these companies who have very low capitalization, that they have
been running 15 or 20 years, and that they have depreciated their
property so that their capital account is very substantially reduced
at the present time; and for a company of that kind no special con-
sideration is invited. But, to take Mr. Holmes's illustration, take
two compares that have established themselves side by side in the
same fled

Senator JONES of New Mexico. It involves, then, a question of
appreciation of the value of the coal lands; is that the point?

Mr. BUT . Yes; very largely.
Senator JONES of New Mexico. That is what I was trying to get

at-what the main element was.
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Mr. Bumn. Yes, sir. Is that all you wish on that point?
Senator JONES of New Mexico. Yes; thank you.
Mr. BuTLm. Then, on this point, we were very much concerned

with that subject prior to the time that we knew what the contents
of the House bill were to be because, as I read the testimony of the
engineer from the Fuel Administration who was here day before
yesterday, he made it very clear that under the law as it stands
to-day it is not only difficult but it is absolutely impossible for
operators to continue improving their property or even keeping it
up to the present standard unless these unusually high war costs can
be specially amortized; but we are quite well satisfied with the pro-
visions of the House bill. It seems to us that they might have gone
a little further, because a limit of amortization of 20 per cent of
the net earnings of any company in a given year is liable not to be
any more than 5 per cent of the cost or 10 per cent of the cost, and
we think that if you gentlemen can find a way to provide for special
amortization of the excess cost, due to war conditions, of these addi-
tions and improvements over and above the prewar cost, you can
come nearer arriving at justice and permitting the operators to de-
velop and improve and repair and keep up their property than you
can under the provisions of this law, which, while apparently on
their face very fair, may limit the amortization to a very small per-
centage of the actual cost of these additions and improvements.

We had in mind originally that subject of adjustment in later
years, which would be in the control of the Treasury Department.
It might not be improper to allow amortization of this excess cost
at the rate of even as high as 50 per cent per year for the period of
two years; that is, 50 per cent of the cost, without reference to the
net profits of the corporation.

It is true that during the year or years in which amortization is
taking place a very considerable saving in taxes, if that is what
you please to call it, would be made by the operators; but in subse-
quent years their excess profits would be tremendously increased,
and, o? course, we are all prepared to pay these excess profits, not
only for the duration of the war but for at least a few years there-
after.

Senator SMooT. That is, the beginning of the third year-with
the third year?

Mr. Bum=. Yes; with the beginning of the third year. We think
that arrangement would be more satisfactory than that contained in
the present bill.

Mr. Hornberger has been asked by me to speak on this bill, and
he only came in to-day.

The CHAIRMAN. Mr. Hornberger advises me that he would prefer
to address the committee to-morrow rather than to-day and Mr.
Owen must appear before the committee now or not at all, because
he must leave the city this afternoon. If there is no objection, Mr.
Hornberger instead of being heard this afternoon will be given a
fe* minutes to-morrow morning. How long will you want to-
morrow morning ?

Mr. HORNBEzGE. I think 10 minutes will be ample for me.
The CHAnMAN. I ask that question simply because we are very

anxious to get through these hearings by noon to-morrow. We will
hear Mr. Owen now.
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STATEMENT OF XR. X. J. OWEN.

Mr. OwBN. I will be just as brief as I can. It will not take but
three or four minutes. I want to confine myself to section 600. I
represent some 18 companies which are engaged in the manufacture
ofhousehold and veterinary remedies and also flavoring extracts,
spices, and toilet articles, which are distributed almost entirely to
some rural communities by means of some 20,000 salesmen and
agents, one of whom usually covers a county and calls on some 800
to 1,000 people several times a year.

Section 600 provides for an increase on nonbeverage alcohol, which
means, according to letters that I have received from all the com-
panies I represent, an increase of price which will be equivalent
to some 40 or 50 per cent upon gross sales of the extracts and medi-
cines, which is substantially the same percentage as is indicated
by, I understand, the medicine people and proprietary medicine
people, who have appeared here before you. Upon our entire sales,
including spices and lubricating oils and things which are entirely
disassociated from medicines, it is going to mean a tax of 17 per cent,
and our idea is that it is a tax on the raw ingredients which it is
absolutely necessary we should use. If there was anything we
could substitute for the nonbeverage alcohol, we would be ticyled
to do it, because the price is so excessive. The prices of other drug
ingredients have increased enormously, more than in any other busi-
ness and as we must pay the additional revenue we feel that it should
be distributed by means of a gross-sales tax, or even of an invest-
ment tax.

There are other sections by which we are affected, particularly the
10 per cent consumption tax upon which there was a specific tax last
year. That, this year, in the case of our industry, is going to mean
an additional revenue to the Government of five to ten times that
which they received under the 1917 law.

I do not intend to say a thing about that. If the committee feels
that they require from our industry that much more, we will be glad
to see that it is made: but we do feel that it is going to mean a serious
situation for us in this increasing rate on alcohol. It is going to
amount to that extent that we can not get away from it. Our meth-
ods of doing business, selling mostly to farmers, nany of whom live
in sparsely settled communities and small villages, results in their
buying ahead. When our men get around only three or four time a
year, they estimate for the next two or three months, and if they
think they have got a horse that is going to be sick they get some
colic medicine. They buy these things in advance and keep them on
hand; and if you are going to increase the price of these remedies so
greatly, the farmer is going to take a chance and get along without
them, and it is going to mean a sharper decrease of sales for us than
for other people, and a decrease in sales which we believe so far as
our own particular branch of the industry is concerned, will prac-
tically nuljify the increase in the rate in its result upon the revenue
to the Government. In other words, our decrease of sales will result
in a decrease in our use of nonbeverage alcohol, which we will not
purchase, and with the decrease of purchase 'by our concerns, and
the decrease of individual purchasing among the customers
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visited by our 10,000 men, the result will greatly outweigh the addi-
tional revenue which you would derive from the increase on alcohol.
Of course we stand a little differently there from the general drug
trade, but it hits us just as heavily if not heavier than it does them.
That is the only point I will take up.

The CHAImAN. The committee will now hold an executive session.
(At 5.30 o'clock p. m. the committee went into executive session, at

the conclusion of which an adjournment was taken until to-morrow,
Tuesday, September 17, 1918, at 11 o'clock a. in.)
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TUESDAY, SEPTEMBER 1T, 1918.

UNITED STATEs SENATi, COMMIrrE oN FnxAcz,
Wtaiugton, D. -C.

The committee met, pursuant to adjournment, at 11 o'clock a. m.
in the committee room, Senate Office Building, Senator F. M. Sim-
mons presiding.

Present, Senators Simmons(chairman), Thomas, Robinson, Jones,
Nugent, Lodge, McCumber, Smoot. Dillingham, and Townsend.

The committee resumed the consideration of the bill (H. R. 12863)
"to provide revenue, and for other purp oses."

The CHAAIMAN. We will hear Mr. E.C. Lindley first.

INVESTED CAPITAL.

STATEMENT OF MR. E. C. LINDLEY, OF ST. PAUL, MINN.

Senator THOM.&s. To what item of the bill do you wish to direct
our attention?

Mr. LINDLEY. I want to talk about subparagraph 2 of section 326.
Senator NUGENT. What interest do you represent?
Mr. LiNDLET. I am here as counsel for the Great Northern iron ore

properties, and I am here because that is a trust, and I felt it was my
duty to the cestui trustants to appear..

Under subparagraph 2 of section 826, limiting the value of prop-
erty to the par value of stock exchanged therefore, the properties in
the Great Northern iron ore trust would be worth $1,750,000.

Under paragraph 3 of the preceding section they are to be deemed
to be worth $150,000,000.

Under title 10-the excise tax provision-we pay a tax upon a
basis of about $50,000,000 to $60,0000, and it is that glaring
inequality, working a very gross injustice, that I felt it my duty to
the beneficiaries in that truet to appear and bring to the attention of
the committee. I do not think there is any phase of invested capital
that I can inform you about. I point out that inequality, and I
think it is always bound to work that way if you do not stand by
the fact, and I think the fact should be actual value. On actual
value, as I say, we are paying a capital-stock tax on a basis of about
$50,000,000 or $60,000,000, and if it is worth $50,000,000 or $60,000,000
for the purpose of a capital-stock tax, the property ought to be
worth $50,000,000 or $60,000,000 for the purpose of excess profits or
war tax. I am not complaining about the amount of taxes you are
levying, or the rate, but I say that that is an inequality that ougnt to
be corrected,-and I think it ought to be actual value.

81008--18----87 77
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Senator SMoOr. The actual value at what time?
Mr. LINDLEY. At the time you are paying the tax.
Senator SMooT. For the year in which the tax is imposed?
Mr. LINDLEY. Yes. These properties were exchanged some 12 or

15 years ago, and the present owners are not the then owners at all.
They are represented by transfer certificates traded in on the stock
exchange, so that the present owners are not the persons who were
the owners at the time of the exchange.

As a practical proposition, I want to call your attention to another
thing. You are levying a very heavy estate tax. I am not saying
anything about whether your tax is borrowed or not, but when you
get into a large estate, if they had to go through probate and raise
the cash to pay the tax, you would bankrupt the estate, because they
could not dispose of the properties to get the money to pay the tax.
I think you ought to provide that the Government would take in
payment of its tax, securities, and that kind of property which the
Government appraises, and take them at the value you appraise them
at for the purpose of paying the tax. Otherwise it would be im-
possible to raise the money without sacrificing the estate.

Senator JONzS. Which one of those figures ought to be taken as the
basis of your valuation ?

Mr. LINDLEY. I said I thought you ought to take the actual value
at the tithe of levying the tax.

Senator JoNES. How are we going to ascertain that?
Mr. LINDLEY. That is a thing you have to ascertain in many cases.

You have to do it by the best evidence you can get. As a matter
of fact, we have returned to the Government. under the catpital~toek
tax; a value of between $50,000,000 and $60,000,000.

Senator JONES. Is that property being worked at the present time
to its full capacity. or anything like it?

Mr. INDLEY. A very considerable portion is being worked. It
is mostly under lease to large steel companies, which consume the
ore themselves. In so far as that which is not under lease is con-
cerned, we are trying to negotiate leases.

Senator JON&S. What percentage of output have you. compared
with the quantity of ore in sight?

Mr. LINDLEY. The total quantity of ore estimated to be in 'the
properties is somewhere around 400,000,000 tons. Just the total ton-
nage being produced by all our lessees I can not tell you, but it is
several million tons-perhaps three or fpur million-a year. There
are different companies which have leases.

Senator Joxrs. At that rate you have a supply there which would
last a hundred years.

Mr. LINDEY. The leases all call for a graduated increase, and, as
it has been estimated. it "ill take 80 to 40 years to exhaust it.

Senator JONES. What would be the ba-is of value of thht kind of
property ? ""

Mr. LINDLEY. They have figured out present value for taxation
purposes in Minnesota, and on the basis of the present value of the
ore in the ground these properties are worth about $50,000,000.

Senator JONES. What royalty are you getting on the ore?
Mr. LINDLEY. The royalties vary all the way from 50 to 60 centS

for poor grades up to $1.15 or $1.20.
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-.Senator JON ES. Do you think we could get at any reasonable basis
'for evaluation with such a property as that ? I

Mr. LINDLEY. They have all been valued in Minnesota. They
-hve special 2ommispion that has been there for a number of years
to value mining. properties;
* Senator JorES. What is it valued at by the Minnesota authorities I

Mr. Lnsntzy. They arrive at what they call a present value in the
groundjust as the ore lies' and, as I say, using the basis of the Min-
nes6ta Tax Commission, tle value of all these properties which I
have mentioned would be about $50,000,000. T

Senator JON s. And you would be satisfied- with that as a basis for
:invested capital; I

Mr. LINDI .r. Yes. All I want is what the property is actually
,worth.

The CHAIRMAN. When you say what it is actually worth, at what
time do you mean?

Mr. LinrnY. At tie time you are levying a tax and allowing a
return on the property. I thank the committee.

The CHAIRMAN. The committee will next hear from Mr. John R.
Vanderlip. Mr. Vanderlip, we have but very little time this morn-
ing. Will you require much time to present your views?

STATEMENT OF MR. JOHN R. VANDERLIP, OF MINNEAPOLIS,
MINN.

Mr. V.ANDzRIP. I should like to take some time.
The CHA=MxAN. That is what I suspected. I wanted to see if you

could not limit yourself to some definite time. This is our last day
for the hearings, and we are going to be a little pressed for time.

Mr. VADEILIP. I appreciate that fact, and if the committee will
allow me to proceed, when you think my time is up let me know, and
then permit me to print my argument and. submit it to the committee.
With that arrangement I shall be quite content

Senator MCUMBER. Would it not be well to give us orally now
est tithe points you want to make and submit your argument andhave itprinted?

Mr. VAND ELIP. Yes; Senator McCumber. I shall be glad to do
that
Senator MCCUMBR. I think we should understand it better.
Mr. VANDzRLIP. There are two propositions. I represent certain

individuals and corporations who are interested chiefly in iron-ore
deposits in the Lake Superior region, and from that district, as I am
advised, substantially 80 per cent of all the iron ore products of the
United States is produced. The two particular points in the pro-
posed revenue bill to which I desire to direct your attention, and for
which I desire to ask some modification, are the clause in regard to
depletion allowed for natural resources and the definition of invested
capital.

Senator T1oMAs. Mr. Vanderlip, we have had a number of hear-
'igs on those propositions.

Mr. VAN DEaLIP. Senator Thomas, I think that in respect of the iron
markets, apebially in the form of a lease, such as is employed in the
Lake Superior region, there is a distinction in respect of depletion
that does not exist withalmost any other mineral.
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The particular point in respect of depletion to which I should
like to direct attention is this, in the Lake Superior region at lest-
and I can not speak for other regions---almost all of the iron ore is
disposed of under what are called mining' leases. By the terms of
those leases the lessee agrees to pay a specified price per ton for all
the ore that he mines. e is further obligated, whether he mines or
not, to pay to the owner of the property an annual minimum gum,
being the royalty rate on an agreed number of tons-perhaps a hun-
dred thousand tons. And that is paid whether he mines or not, and
after it is paid he is entitled to take out the number of tons of ore
for which he has so paid without making any further compenstion.

Under the existing law, the act of September 8, 1916, it is provided
in general terms-i am not quoting exactly-that the owners of
mines shall have the right to deplete to the extent of the value in the
mine of the ore which is mined and sold in the taxable year. That
does very well where the lessee is mining and taking out his ore
But in those years when he does not mine and take out the ore and
pays advance royalties, under the construction that has been put on
that law by the Commissioner of Internal Revenue, the owner of the
iron property is not permitted to take any depletion and is, on the
other hand, required to return all of his royalties received as income
and to pay income and excess-profits taxes upon them.

It takes but a moment's consideration to reveal that in those years
when the operator takes out ore against the advance royalties that
he has already paid in previous years, the mine owner receives no
money at all for that ore from which he can make afy deptlon.
That Ts the general suggestion that I want to make in respect tothat, and I desire, therefore, to submit in connection with tproposed form of a clause for depletion which wll protect the iron-
rme owners of the Lake Superior ditrct, and, i faet, will protect

the owners of all natural resources, whether it be timber, iron,or any
other mineral or oils or as. So much for that.

With respect of the efinition of invested capital, I feel, as Mr.
Lindley does, that subdivision 2, restricting the value of tangible
assets which are paid into a corporation to the par value of the
stock issued therefor. works a very great injustice. Prior to 1913.
when, for the first time, Congress had authority to levy an income
or any other form of tax based upon income, whatever gain there
might have been over cost in the value of properties became the
capital assets of the owner of those properties, as was distinctly held
byv the Supreme Court in those recent cases which were decided on
the 20th of May and the 8d of June last, and to which I shall take
pleasure in referring, if I may print a short brief.

There are to-day thousands of corporations in the UntedState;
organized to handle certain properties with practically a nominal
capitalization, in return for which properties worth many, many
times the par value of the stock were turned in. If this present laW
be enacted in the form submitted by the Ways and Means Committee.
ydu can see at once the injustice that it will work, and upon that
point I think that the definition of invested capital demands gome
revision.

The same thing occurs in two or three of those subdivisions. I do
not want to take up the time of the committee. I have impIy out-
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lined, as Senator McCwnber suggested, the points I desired to make.
But if I may be permitted to print my suggestions in regard to
both these matters, with a form that I desire to submit to be adopted
in lieu of the proposed bill, I shall be very grateful to the committee.

The CHAIRMAN. You can print any amendment you desire, any
brief that you have, and any statement of facts that you wish to
present.

Senator SMOOT. If you have your brief with you now you can file
it with the reporter.

Mr. VANDERLIP. I have only a hurried copy that I dictated, and
I shall be glad to print it, if I may.

(The brief referred to above is here printed in full, as follows:)
STATTMENT SUBMITTED TO THE FINANCE COMMITTEE OF THE UNITED STATES

SENATE RE EATING (A) IN) DDrCTIONS FHoM Gxoss INcoME FOR DEPLETION OF
NATI;RAL RESOURCES; AND (B) TO THE I-)EFINITION OF " INVESTED (APITAL."

I desire to submit for the consideration of the committee some suggestions
relating to certain provisions of the new revenue bill particularly affecting tax-
payers Individual and corporate, engaged In the production and marketing of
natural resources, especially iron ore and other e*-sential minerals. The tax-
payers whom I represent are interested chiefly in the iron ore deposits of the
lAke Superior district, which produces, as I am advised. substantially 80 per
vent of the entire iron ore output :ef the united States. I need not stop to
emphasize the vital iportam to the Nation in the present crisis of the iron
and steel industries, nor the necessity for the uninterrupted production of the
raw material demanded for their sustained operation.

What I submit touching the effect of the blending measure ujnm the iron-ore
interests will be equally pertinent, I believe. as respects the owners of other
mineral propertles. including oil and gas lands. find of standing timber, wher-
ever situated; and I wish to urge modification of some clauses of the bill, as
presented to the House by the Ways and Means Comnittee, which seol to
threaten the safety of the interests to which I have referred.

There are certain basic principles which no one, I assume will question as
essential to a fair and equitable tax law, and which it Is quite as much to the
selfish interest of the Government to observe and conform to as it Is to the
selfish ends of the taxpayer to have enacted.

For example, It Is desirable, from both points of view, that the invested
capital of the taxpayer shall be adequately protected from Invasion by any
exaction alleged and Intended to be imposed upon Income only. This is so be-
cause, If the capital be invaded and reduced by suoch taxation, there will ulti-
mately be nothing from which income may be produced or derived.

It Is of mutual advantage also to both Government and taxpayer that, if
.rcem profits, or war profits, taxes are to he levied upon that portion of cor-
porate gains and incomes which exceeds a certain percentage of the capital
Invested and used in the taxpayer's business, such percentage shall be calculated
Upon an accurate, and not upon an arbitrary and inexact, determination of
Invested capital.

The clauses of the proposed bill to which I direct especial attention are those
relating, first, to allowances for depletion of natural resources such as timber,
ores, oil, and gas, and, second, to the deflnltipn of Invested capital.

T. AS RESPECTS DEP. rTIoN.

;j Paragraph I10) 4a) of section 214 (beginning with line 22 of tinge 15 of the
printed bill), relating to individuals, and paragraph (9) (u) of section 234
(beginning with line 20 of page 38 of the printed bill). relating to corporations,
Provide fur the depletion allowances referred to. The two paragraphs are In
identical language, as follows:

"t(a) In the case of oil and gas wells a reasonable allowance for actual reduc-
tion in flow and production to be ascertained not by the flush flow, but by the
settled production or regular flow; (b) in the case of mines a reasonable
allowance for depletion; (c) in the case of mines, oil and-gas wells, a reason-
abe allowanCe for depreciation of ,uprovements, such reasonable allowance in
all the above cases to be made according to the peculiar conditions in each
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case and tinder rules and regulations to be prescribed by the Commissioner
with the approval of the Secretary. In the case of leases, the deductions
allowed by this paragraph shall be equitably appiortioned between the lessor
and lessee."

THE LAW AS NOW EXISTING.

In the act of September 8, 1916 (now in force). Congress disclosed a clear
purpose to permit the return to mine owners of the capital investment they had
therein on the first of March, 1913.. By paragraph 8 of section 5 of that law
the same language s used in relation to 'depletion of oil and gas wells as is
found in the pending measure, but. In respect of mines, the language Is this:

" In the case of mines a reasonable allowance for depletion thereof not to
exceed the market value in the mine of the'product thereof which has been
mined and sold during the year for which the return and computation are
made, such reasonable allowance to be made * * * under rules and regula-
tions to be prescribed by the Secretary of the Treasury: Provided, That when
the allownnce authorized shall equal the capital originally invested, or in
case of purchases uade prior to March 1, 1913, the fair market value as of
that date, no further allowance shall be made."

Please observe that all reference to allowing depletion of natural, deposits to
an amount equal to the value on March 1, 1913, Is omitted in the pending
measure, leaving the amount that shall be allowed entirely to the discretion of
the commissioner. If the committee can guarantee the continuance in office
of the present high-minded commissioner and his equally sincere associates and
advisers, this discretionary clause might be permitted to stand; but, in. the
absence of power to make such guaranty, It would seem the part of wisdom
to make the law specific; hence we think this clause should be corrected, so as
to assure to owners of mining properties the return of their fair values as of
March 1, 1913, is a matter of statutory right and not of administrative dis-
cretion.

Property rights before March 1, 1913.-It will be borne in mind that until
March 1, 1913, Congress had no power to impose a tax upon incomes or profits.
and that accordingly that date constitutes a line of demarkation distinguishing
the period prior thereto from the ensuing period. Whatever gain or profit a
taxpayer derived prior to March 1, 1918, was tax fee; he was required to make
no account of it so far as the Federal Government was concerned, and so much
of it as he did not realize or, if realized, did not spend. became a part of his
&pltal assets; in other words, what he owned on February 28, 1913, was his
to the extent of Its full value, quite irrespective of how that value accrued,
whether by improvement paid for by the owner or by increase of value simply
due to lapse of time.

Deeiion of the Supreme Court.-This seems sufficiently obvious, but it was
put beyond question by the decisions of the Supreme. Court of the United
States In the cases of Southern Pacific Ry. Co. v. Lowe. and Lynch v. Turrish
(decided June 3, 1918) ; and in the cases of Doyle r. Mitchell Bros. Co., United
States v. Big Four Ry. Co., and Hays v. Gauley Mt. Coal Co. (decided May 20,
1918), all recognizing that whatever value existt4 In the property of a taxpayer
at the time the income-tax law became effective constituted a part of that
taxpayer's capital assets, Including, as the court took pains to emphasize, any
increment in value accrued up to that time over the original cost.

It will also be remembered that upon all income, gains, and profits derived by
a taxpayer after March 1, 1913, the Government has had and exercised au-
thority to Impose income and excess-profits taxes,

Peculiar conditions of mining lease.-It is Important to note, however, that
the existing law (of Sept. 8. 1916) allows depletion In the case of mines only
to the extent of the market value in the mine of ores which are mined and
sold during the taxable year. That act falls to reach one phase of iron mining
operations and falls to afford protection by allowances for depletion in a situa-
tion In which, In a large percentage of instances, the taxpayer receives back
before the ore is mined moneys amounting to a substantial part of his capital
represented by the value of his ore lands on March 1, 1913.

In the Lake Superior district the common method of disposing of iron ore is
by mining contracts, usually In the form of so-called mining leases, under which
the contractee or lessee undertakes to pay a specified price per ton for the ore
which be mines, and Is also obligated, If the mine be not Immediatelf and
continuously operated, to pay to the mine owner, in advance of mining the ore,
an annual sum representing the agreed price per ton for a definite number of
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tons of ore, which sum is received by the owner, and is understood and agreed
by both parties to be in full settlement for the ore so paid for, which may be
removed by the operator at any time thereafter without further compensation
therefor. These payments are commonly designated as "advance minimum
royalties"; but whatever their designation they constitute in fact installment
payments to the mine owner for the ore in the mine, and to the extent of
its value on the 1st of March, 1913, they represent the only payment which the
owner receives for such ore and his only mode of recovering his capital invested
therein.

Inequitable nature of prc8cnt law.-The Bureau of Internal Revenue has
construed the language of the act of 1916 literally, to wit. as permitting an
allowance for depletion of a mining property only to the extent of the ore
actually mined and sold during the taxable year; so that in those years where
no ore at all Is mined and removed, or the amount mined is not sufficient to
make up the agreed annual minimum payment, the advance royalties received
by the owner are required to be returned as income, and as such are subjected
to income and excess-profits taxation; whereas, to the extent of the value on
March 1, 1918, of the ore so paid for, these advance royalties represent the
return to the owner of his Investment. A moment's consideration of the subject
reveals that, if the mine owner caotake depletion only from payments made
for ore actually mined and sold during the taxable year. in those years when
the mine operator applies such advance royalties in payment for an equivalent
amount of ore mined and removed by him, the owner of the mine receives no
moneys from which he can make a depletion deduction on account of the ore
so taken out, and, as a consequence, his capital represented by such ore Is
not received back by him tax free, but is subjected to both income and excess
profits taxes. The injustice of this In the past has been great, but, in view
of the enormous increase proposed in rates of both normal and excess profits or
war profits taxes. it will be multiplied nianifold.

AN ILLUSTRATION.

An owner of a tract of land containing 2 000,000 tons of iron ore worth In
tje mine, on March 1, 1910, $700,000, or 35 cents per ton, grants a furnace
Company the exclusive right to mine and remove the ore at a price of 50 cents
per ton. showing a gain or profit subject to taxation of 15 cents per ton or
$300,000, in the aggregate.
,.,The lessee agrees to pay $50,000 per year (the price of 100 000 tons) to
apply In payment for that quantity of ore whether It be mined In the same
Year or later. Of such payment, $35,000 is invested capital and $15,000 is
taxable gain or profit.
-,No ore is mined for four years, yet the lessee pays to the mine owner In that
period of time an aggregate of $200,000 (the price of 400,000 tons), upon all of
Which the owner is compelled to pay income and profits taxes, because no ore
is mined and sold during-such years, although the actual gain or income sub-
Ject touch taxation Is only 15 cents per ton (or $60,000), and $140,000 are a
mWe return of Invested capital.

During each of the succeeding four years the lessee mines and removes
200,000 tons of are(800,000 tons in all), but pays to the owner in each year
Only the agreed minimum annual payment of $50,000, applying the advanced
payment of former years in satisfctton of the remainder ($50,000) of the
agreed price. Deducting for depletion the entire sum of $50,000 In each of the
last four years, or $200,000 in all, the account will stand as follows:
Ore mined, 800,000 tons, value at 35 cents per ton. --------------- $280, 000
Deduet~on allowed ------------------------------------------ 200,000

i Capital not returned tax free ------------------------------- 80,000
If no ore be mined for 10 years, the aggregate minimum payments will be

$500,000, all of which. will be taxed as income. If 200,000 tons be mined in
each year for the next 10 years, the deposit Will be exhausted and the owner
will still receive (luring that period only the agreed minimum payment of
$50,000 per year, or $500,000 in all. Applying all of this to depletion, the
account will show aS follows:
Ore mined, 2,000,000 tons% at 85 cents per ton --- $700,000
Deduction allowed ......... ......... ... .."-- .0 ,000

Capital not returned tax free ------------------------ 200, 000
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If no ore be mined for 15 years. ti e t/uglate mininmnm payments vwill 1e
$750,000, all of which will be taxed as Iicoaie. If 400,000 tons be wined in
each year for the next 5 years, the deposit will be exhausted and the owner will
still receive during that period only the agr-ed miniinumr of $50,000 per year,
or $250,000 in all. Applying all of thk, to depletion, the account will show as
follows:
Ore mined. 2,000,000 tons, at 35 cents per ton ------------------ $700, 000.00
Deduction allowed ---------------------------------------- 250. 9.00

Capital not returned tax-free --------------------------- 450,000.00
Instances are not infrequent In which mining of ore has been postponed until

substantially all the ore in the mines has been paid for in advance, leaving
only the annual minimum for one or two years to be paid by the lessor In order
to permit the exhaustion of the mine.

Suggested depletion cla4se.-In lieu, therefore, of paragraph 10 (a) of sec-
tion 214, and paragraph 9 (a) of section 284, I desire to urge the adoption of a
paragraph conforming substantially to the following:

"A reasonable allowance for the depletion of timber, ores. oil, gas, and other
naturall deposits so as to secure to the taxpayer, whether owner or lessee, a
return of the-capital ' invested therein, including cost of development: Proride4,
That if such property were acquired prior to March first, nineteen hundred and
thirteen, tie fair market value thereof, or of the taxpayer's Interest therein, on
'hat date shall be taken to be his invested capital. The amount to be deducted
for depletion In any taxable year shall be determined according to the peculiar
conditions existing in each case and under rules and regulations to be prescribed
by the commissioner wfth the approval of the Secretary. When the aggregate
deductions allowed for depleting In any case equal the total amount to which
the taxpayer is entitled as a return of capital, no further deduction for deple-
tion shall be allowed."

11. AS RESPECTS INVESTED CAPITAL.

Invested capital Is defined by sections 325 and 326 of the pending bill (at
pp. 60 and 61), and I desire briefly to point out some particulars in which the
definition In section 326 Is inadequate, inequitable, and contrary to business
practice.

A definition of Invested capital is required in the law for the single purpose
of affording a basis for determining the deduction from net income permitted
to be made by a taxpayer before the balance of the net Income Is subject to
excess-profits or war-profits taxation. The portion of the income which may be
retained by the taxpayer free from this taxation Is intended to be such a per-
centage of the value of the capital used In the business as shall represent a fair
return to the taxpayer upon the capital which has earned the income; and no
one questions the necessity for such exemption. Manifestly, therefore, It is
essential that the amount of that investment shall be accurately and Justly
ascertained.

1. SubdivWon (1) is unfair to the Government.-lBy subdivision (1) of sec-
tion 326 (a) "actual cash bona fide paid in for stock or shares" Is to be
reckoned as part of the invested capital 

There is no limitation or qualification of this provision, and, as a consequence.
it will embrace, so far as the language of the law is concerned, all of the actual
cash at any time paid into the corporation for stock or shares, whether the
amount so paid in is still retained in the business or whether it has been, In
part or in whole, dissipated through mismanagement, dishonesty, or adverse
business conditions. Under the existing law (the act of Oct. 3, 1917) the
Commissioner of Internal Revenue has made bold to legislate and to correct
this error in a measure by a regulation which requires an aecuntlng for busi-
ness losses prior to the taxable year; it is desirable, however, that a qualifica-
"on of the terms of the law should be contained In the law itself, and not be
left to extra legislative correction.

':L Bbdidaton (S) is Ln par lUtise snfai to the Goernment.-Subdi'vi
sion (2), which relates to the inclusion in Invested captal of the actual Cash
value at the time of transfer to the corporation, ef tangible Property ether than
cash bona fide paid-in-for stock or shares, is open to a similar objection s
respects depreciation, exhaustion, or destruction of such property prior to the

taxable year.



TO PROVIDE REVENUE FOR WAR PURPOSES. 585

Both of these clauses, if Wttrally construed and applied, are to the manifest
disadvantage of the Government. In fact, in many Instances they allow exemp-
tions, In connection with excess-profits or war-profits taxes, based on a larger
amount of invested capital than IS actually employed in the business.a The same subdivision is in$fltious to taxpayers.-As applied to taxpayers
I object to the inclusion of the limitation of such value to the time of the trans-
fer of the tangible property to the corporation, for the reason stated in connec-
tion with my discussion of the depletion clause, namely, that, irrespective of its
cost or Its value at the time of acquisition, tangible property owned by a corpo-
ration on March 1, 1913, represented invested capital at its then value, the
Increase being a part of such capital as fully as the original cbst to the corpora-
tion. This was very clearly declared by the Supreme Court In the cases cited.

Income. profits, or earnings derived from such Invested capital after March 1,
1918, are subject to Income and excess-profits taxes before what is left can be
included as Invested capital, so that the limitation to which I have referred is
entirely proper as respects property acquired after March 1, 1913, but is erro-
neous as to property acquired before that date. This Is distinctly recognized in
section 201 of the bill as the true principle, but that recognition is denied by the
language of the bill as it now stands when it comes to its application to excess-
profits and war-profits taxes. If injury to the mercantile and industrial enter-
prise of the country is to be avoided, this distinction must be eliminated from
the bill. It is unnecessary for me to assert that few, if any, tax-paying corpo-
rations will object to the payment of excess-profits or war-profits taxes at any
rates which the situation demands shall be Imposed, provided the life of their
enterprises is not sapped by such destructive legislation as will forbid their
maintenance and development to meet the requirements of business exigencies.

4. Limitation of value to par of stock issuevl for property.-A crlflg evil in
subdivision (2) of the definition is embodied in the words, In line 11 of page 61,
"but in no case to exceed the par value of the original stock or shares specifi-
cally Issued therefor."

There are in the United States to-day thousands of business corporations the
capital stock of which was issued in consideration of the transfer to the cor-
poration of tangible property other than cash exceeding in value many times the
par of the capital stock Issued therefor. Prior to the enactment of the excess-
profits tax laws this was a perfectly legitimate transaction of everyday occur-
rence, instances of which are familiar to all of us. When such corporations
were created it was wholly Immaterial what thip nominal capital of a corpora-
tion might be, for it was a fact (and is still an Indisputable fact) that the value
of the capital stock of a corporation depends upon the value of the assets behind
it and has no necessary relation to the nominal par value of the stock. By the
clause In the proposed bill which I have last referred to, if a corporation with
a moderate capitalization received property in payment therefor of a value
several times the par of the stock, all of the value above par will be excluded
from consideration as invested capital. It can make no difference In principle
whether cash is paid Into a corporation and then expended for necessary prop-
erty, or the property itself is turned in for stock; In either ease the eventual
assets of the corporation are the same, yet the cash payment Is allowed at Its
full amount, while other tangible property is allowed only at the par value of
the stock issued therefor. The Injustice of this is apparent and it Is not neces-
sary to enlarge upon the subject.

If It is sought to retain the definition of invested capital In anything resem-
bling the form proposed by the pending measure, the words "Ibut in no case to
exceed the par value of the original stock or shares specifically issued therefor"
should be stricken out of subdivision (2) and a clause substantially as follows
should be substituted: " Prorided, That the actual cash value of such tangible
property, clearly and substantially in excess of the par value of the stock or
shares issued therefor shall be treated as paid In surplus."

What amounts to an amendment to this effect was in fact appended to the
existing law by the regulations promulgated by the commissioner. but, as in the
former case of such extraleglslative amendment to which I have alluded, it Is
desirable that the Congress and not the commissioner should embody such
andment in the bill which is finally adopted.

IS. The inhibition against allowing increase of value above cot.-Subdivision
(8Y df section 326 (a) relates to paid-in or earned surplus and undivided profits.
Strphm and undivided profits earned during the taxable year are properly
excludt from- Inclusion in invested capital, but here again we find -the same
theory evidenced of excluding from consideration shy "Increase In the value
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of any asset above the original cost until such increase Is actually realized by
sale."
. 1. The purpose of this clause seems to be to forestall any attempt by the coa.
missioner to amend the law by regulation, its was done under the act of
October 3, 1917. It will be seen that this clause involves the same postulate
already adverted to, as. in the last analysis, it applies only to property acquireil
prior to March 1, 1918. That postulate Is, that property belonging to it cor-
poration on March 1. 1918, represented invested capitni to the amount of its
actual value at that time. irrespective of Its cost or value at the time acquired;
and this is the postulate which the Supreme Court has delared to 1e the law
of the land.

I have been informed that, according to the calculations i the Treasury
Department. not to exceed 10 per cent of all tax-playing ('orporatlons will be
Affected by this clause. lut I need not argue that this fact presents no legl-
tlimte excuse for its Inclusion; oni the contrary, intsmuch as It affects so
small a proportion oif corporations, it sets to mie that it desire to prevent
any Injurious discrimination against them should be a prevailing motive in the
drafting of the law, rather than a purpose to select those few for ant onerous
and excess\ e burden.

S on far us I knin, the great majority of the corporations which will be
armed by this proposed legislation are those whose investments are repre-
sented, in whole or In part, by lands which are valuable for natural resources
therein or thereon, with the single exception that occurs to me of c'rporations
owning business sites acquired long since and which, in the lapst, o: time,
liave increased largely In market value. As far as lumbering companies.
mliung companies, and oil and gas companies are concerned, their lands and
developed properties unquestionably represent Invested capital essential t0
the initiation anld continuLtnce of their businesses, and such companies are
entitled to have the values therein existing on the 1st of larch, 1918, com-
puted In arriving at the amount of invested capital on which allowable
deduction Is calculated, for the reasons already stated.

2. Another very cogent reason against the retention of the clause to which
I am objecting is that the proceeds received from the disposition of these
Wasting properties are almost universally distributed to stockholders as they
are received and atire rarely, if ever, reinvested in the business of the com-
panies sot as to become e part of their working capital. It is a travesty and
An aggravation to state to much companies that the increase in value of their
properties above the original cost can be included in the calculation of
invested capltjtl titter such Incrense is actually realized by sale, when it is
certain that after it is so realized it will not be used in the business. From
the point of, view oif a business man, and this tax law is a purely business
proposition, the price alt which lie could dispose of life corporate assets on
March 1, 1913, denote' the then value of his invested capital is ,'preented
by such assets. and it is submitted that the definition to be embodied in the
new revenue law should be (one which is in consonance with the recognized
understanding and practice of business men the .whole country over. A
deviation from this principle will produce uncertainty, confusion, and dis-
eouragement at a time when stability and assurance are most neceswflry,

sI'GOESTED DEFINITION OF " INVENTED CAPITAL."

6. 1 desire to submit for the consideration of the committee the following
substitute for section 326 (a) as being a fair and adequate definition of
invested capital, honest in its operation alike to the Government and to the
taxpayer:

"Section 326 (a): That, as used in this title, the term Iinvested capital'
means: First the actual cash value, as of March first, nineteen hundred and
thirteen of all the tangible property of a corporation used or employed In the
business if such property ,as acquired prior to said date, but exclusive of tangi-
ble property the inc 'Inc front which is not subject to the tax imposed by this
title; or second, if acquired on or after said date, the tangible property used
or employed In the business of a corporation, as follows: (a) cast) actually paid
in for stock or shares; (b) the actual cash value at the time of payment -of
tangible property other than cash paid in to the corporation for stock or shares,
or, if not paid in for stock or shares, the actual cost thereof in money, or, if
otherwise acquired. the actual cash value thereof at the time of such acquisi-
tion; third, paid In or carried surplus and undivided profits acquired or ac-
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trued on or after March first, nineteen hundred anti thirteen, used or em-
ployed in the business, exclusive of surplus and undivided profits earned during
the taxable year; fourth, also such part of the actual cash value of any in-
admissible assets (is defined in section three hundred and twenty-five) as shall
be proportionate to the Income therefrom which is subject In any taxable year
to the tax imposed by this title, to be determined in accordance with regulations
prescribed by the commissioner and approved by the Secretary; fifth, where
capital stock has been Issued in consideration of the transfer to the corporation
of Intangible property, whether before or after March first, nineteen hundred
and thirteen, there shall be included as invested capital an amount not ex-
ceeding (a) the actual cash value of such property at the time paid In, or (b)
twenty per centuin of the par value of the total capital stock of the corpora-
tion outstanding on the date of such transfer, whichever is lower."

I appreciate fully the courtesy of the committee ii permitting the filing of this
statement.

JOHN R. VAN DmLiP.
SsrrsMlnR 18, 1918.

The CHAU-MAN. The committee will next hear Mr. F. S. Salmon.

STATEMENT OF fl. F. S. SALMON, NEW YORK.

Mr. SALMON. Mr. Chairman and Senators, Mr. Brown has asked
me to speak for a moment in his behalf, and, if possible, to ask that
he should be allowed to say a word or two after I have finished.
Mr. Brown is here representing the United Real Estate Owners' As-
sociation of the city of New York, which consists of some 7,000 mem-
bps, owners, and lessees of real estate in that city and thereabouts.

One of Mr. Brown's points is identical with that of my immediate
predecessor, the gentleman -who was taking up the question of the
definition of invested capital, on exactly the point of corporations
that have turned in tangible property of a value far greater than the
par value of the stock issued therefor. In New York City there are
a great many corporations that have been formed for holding pur-
poses, for the purpose for sale, and one thing and another, that
have turned into the corporations properties greatly in excess of the
value for, mere nominal issues of stock. I have in mind corporations,
for instance, that have turned in properties worth close to a million
dollars and have taken in payment therefor stock of a par value of
$5,000. Mr. Brown also has a great many of those corporations in
mind.

The law as now passed provides that there is a limit, I believe, to
the amount of the par value of the stock issued therefor in the case
of corporations who turn in this tangible property prior to January
1. 1914. But the department issued a ruling-article 63--that when
tangible pro p erty may be included in surplus, where it can be shown
to the satisfaction of the Commissioner of Internal Revenue, that
excess might be included if paid in surplu.s. If it is the intention
under the present law to continue such a ruling, that would be satis-
factory to the real estate interests and the .dificulty could be over-
come that way. But if it is not, there is going to be a very serious
Inequity worked along those lines.

'The original draft of the law as it was printed in the New York
Herald contained a clause in section 2, under the head of "Invested
capital," which would have covered that particular subject [reading]:

Unlean the actual cash value of such property tit the time paid li is shown
to the satisfaction of the commissioner to have )een clearly and substantially
In excess of such par value, In which cases such excess value to 'be treated as
Paid-in surplus.
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But the draft of the bill as it has been sent out by the CorporationTrust Co., of New York, excludes that particular feature.

Senator SMOOT. It is excluded in the draft.
Mr. SALMON. So that unless this ruling shall be continued as the

department has heretofore issued it, I do not see that there would be
much relief in a case of that kind.

Mr. Brown's other point is that of borrowed capital, in so far as it
affects real estate corporations.

The CHAIRMAN'. That rulingyou speak of is the ruling'nift(le under
thepresent law ?hr. SALMO. Under the present law-article 63.

The CHAIRMAN. Has the present law been so changed that you
think that ruling would not be tenable?

Mr. SALMON. It would seem so, for this reason: I was told that the
reason that that regulation was issued was that in the original law as
passed there appeared to be a discrimination between corporations
organized prior to January 1, 1914, and those organized thereafter,
and in order to overcome that discrimination the department issued
that regulation. Whether that is the reason or whether only because
of the inequity they overcome by that regulation I do not know.
Whether they would be under the law entitled to continue such a
regulation is beyond my knowvledrg: , I think they might feel they
wanted to do it. but I should think rather than put it up to the de-
partment to issue a regulation of that kind it would better be in thelaw itself.

Senator SMooT. I do not see, with the'wording of the House bill,
how a ruling could be made such as you suggest here, unless it were
- violation of the law in words.

Mr. SALMON. Except they might treat it as they have now, as paid
in or earned surplus. If they cared to do it that way, perhaps they
might. I do not know. I should think they would have just as
much right to do it again as they had in the past. But they have
done it. It would appear to me that it would be better to embody
it in the law rather than have the question arise, and be determined
by the courts afterwards.

Mr. Brown's other point is as to invested capital as it relates to
corporations. I have drawn up an example showing how two cor-
porations, both having purchased properties of a million dollars,
would -fare. -The example has been presented to -you a number of
times. Here are two corporations. One would pay $5,950 under the
excess-profits tax, and the other corporation would pay $33,600
under the war tax, both in the identical line of business, both owning
the same property, with the same income.

I would suggest that you include borrowed money, if it is possible
as capital, inasmuch as such a corporation would have the benefit oi
an exemption because of the interest paid, that the amount of money
annually paid by such corporation as interest should be deducted
from the exemption in order to again straighten out the inequitg
that would occur, and that might be a way of overcoming that diffi-
culty.

Of course, I do not know all the objections to including g borrowed
motey as capital. There might be others. But the capitl is there,
because we are on the obligabcn,.fremthe start,.inbuyfgxhe prop-
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erty. You have to pay it or your property is taken away, whether
you have paid cash or not.

I would like to get this in the form of a brief and mail it to the
committee.
. The CwAmMAN. With reference to the briefs, I would suggest that
they be in by next Monday.

Mr. SALMON. That can be done in my case. Mr. Browne would
like to say a few words, if he may.

The CHARMAN. ;Very well; proceed, Mr. Browne.

STATEMENT OF, MR. STUART BROWNE, OF NEW YORK CITY.

Mr. BRowNE. Mr. Chairman, I also represent the real estate board
here, at the request of the president of that organization, as well as
the United Real Estate Owners' Association.

It has become the custom in New York City, in the last 10 or 15
years, for nearly all pieces of real estate to be transferred to cor-
porations, the principal reason, if not the only reason, being that it is
very much easier to handle in the shape of mortgages rather than
having indiyidial ownership and subdivisions wider which an agree-
ment would have to be made. Whereas now in private ownerships
you have the possibility of death of some of the individual owners,rights of dower, and minority children. So that it is almost impos-
sible o handle any piece of property in New York City of any size
excepting by means of a corporation. The most of those corpora-
tions have nominal capitals, inspective of value of the property.
And most of the capital, of course, is obtained either by individual
mortgages or by a fund secured by a deed of trust.

The question of investment capital ought to be looked upon from
a different standpoint from that of invested capital in a manufactur-
ing plant or in merchandising. You can, with a manufacturing
plant,,turn over your capital many, many times in one year, depend-
ing upon the number of shifts you are running your machinery and
your men. The same thing occurs in merchandising. You will find
that businesses can make a gross profit over 100 per cent per annum
on their so-called investment, whereas a piece of real estate can
only turn over its capital once in a year and sometimes not the whole
of itacapital once in a year. Therefore I think that in any legislation
that is passed mortgage indebtedness or bonded indebtedness on real
estate ought to be treated entirely different from borrowed money
in other business enterprises such as have been explained already.
It ought to be treated as fixed investment, because it is fixed. You
can not get it ont until you sell the property. It is an absolute im-
possibility. It is there for good, and sometimes you can not sell the
property, you can not even give it away, and therefore borrowed
money on mortgages and bonds ought to be looked upon solely as
fixed capital.

I think there ought to be an amendment made so as to comply with
the regulation that has been made heretofore under the present law
as to the surplus, so as to even up the issued capital stock to its real
equity. And interest ought to be considered as fixed invested capital,
the same as the proceeds of invested capital stock ought to be.
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(The following document was submitted by Mr. Salmon )
NEw Yoax, N. Y., September 16, 191&Hon. FuumrqlOLD MrL. Simoeys,

Chainnan Senate Finnee Committee, Washington, . C.
DEAR SiR: On behalf of the United Real Estate Owners' Association, which is

probably the largest real estate organization in the United States, consisting of
some 7,000 members, Stewart Browne, the chairman, desires to present for
your consideration the following facts, feeling that some change should be made
in the proposed revenue bill to avoid the working of great inequities to the real
estate interests, as well as to other commercial enterprises similarly situated
throughout the country:

(a) The revenue bill now in force provides that invested capital shall, amongst
other things, consist of "the actual cash value of tangible property paid In other
than cash, for stock or shares in such corporation or partnership, at the time
of such payment (but in case such tangible property was paid in prior to
January first, nineteen hundred and fourteen, the actual cash value of such
property as of January first, nineteen hundred and fourteen, but in no case to
exceed the par value of the original stock or shares specifically Issued therefor).
and paid in or earned surplus and undivided profits used or employed In the
business, exclusive of undivided profits earned during the taxable year."

Many real estate corporations have In the pest been formed by various
owners, who have taken in lpayment for their respective interest in the prop-
erty turned into said corporation the entire stock of such corporation in a
sum which is purely nominal, the value of such property being greatly in excess
of the par value of such capital stock issued therefore, the purpose of such
method usually being for the purpose of admitting of more convenience In case
of sale and to better express the interests of all concerned in such property.
In accordance with the provisions of the present law, as above set forth, such
corporations In determining their invested capital would, so far as such prop-
crty goes, in the event that such property was paid in prior to January 1, 1914,
have been limited to the par value of the original stock or shares specifically
issued therefor, but to overcome this Inequity a regulation was issued by the
Treasury Department as follows:

"ART. 63. When tangible property may be included in surplus: Where it
can be shown by evidence satisfactory to the Commissioner of Internal Revenue
that tangible property has been conveyed to a corporation or partnership by
gift or at a value, accurately ascertainable or definitely known as at the date
of conveyance, clearly and substantially in excess of the cash or the par value
of the stock or shares paid therefor, then the amount of the excess shall be
deelned to be paid in surplus. The adopted value shall not cover mineral de-
posits or other properties discovered or developed after the date of conveyance,
but shall be confined to the value accurately ascertainable or definitely known
at that time."

And In accordance with such regulation a company so situated could Include
in their surplus the value of such property in excess of the par value of the
stock or shares paid therefore. The New York Herald in printing a copy of
the proposed new bill recently' quoted the following provision amongst those
*qverlng Invested capital:

. " (2j Xctuai (ash value of tangible property, other than cash, pald.in for
stock or shares. ut the tine of such payment, but in no case to exceed the Oar
value of the original stock or shares specifically issued therefor, unless the
aetual cash value of such tangible property at the time paid in is shown to
the satisfaction of the Commissioner to have been clearly and substantially
in excess of such par value, in which ease such excess shall be treated as
paid-in surplus."

The bill Itself, its finally completed by the Ways and Means Committee, how-
ever, in reference to this feature reads as follows:

" (2) Actual cash value of tangible property, other than cash, bona fide puid
in for stock or shares, at the time of such payment, but in no ease to exceed
the par value.of the original stock or shares specifically issued therefore "

It will thus be seen that the paragraph quoted in red above has been omitted
from the bill as drawn at present. If it is the intention of the Treasury De-
partment to continue to sustain the regulation contained In Article 63, quoted
above, viz: that such excess value may be Included as paid in surplus, then 1o
harm will be done because of this omission, but should the Treasury Depart-
ment decline to continue such ruling, then serious inequity will be worked to
the corporations who, when organizing, failed to provide a capital stock of
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sufficient amount to represent the actual value of the property turned in, and
it is our earnest desire that your committee take steps to see that such inequity
be prevented.

(b) We desire further to call your attention to the serious inequity that
might be brought about because of the provisions that exclude borrowed capital
from being considered as invested capital. In our particular industry, which
we have no doubt holds good* in a great many other industries, this would cause
a penalty to fall upon a corporation engaged in business under identical cir-
cumstances with another except that it had to borrow money or assume in-
debtedness to carry on its enterprise and the other none. For instance, we
would cite as an example two real estate corporations, both owning property
purchased for $1,000,000, both with a net income of $100,000 per annum (figured
before corporation (a) deducts the interest on its mortgage, which Is at the
rate of 5 per cent per annum).

Corporation (a) issued to its stockholders $100,000, In stock for cash and has
bought the property by paying the said 'sum on account of same'and giving or
assuming a mortgage indebtedness of $900,000, at say, 5 per cent per annum.

Corporation (b) has a subscribed capital of $1,000,000 of its own and has
bought the property free and clear, paying the cash therefor.

The following examples would illustrate the war-profits tax that each would
have to pay, respectively, under the proposed new bill, and we are assuming for
the purpose of simplicity that these companies were not in business during the
prewar period:
Corporation (a):

Net income, before deducting interest on mortgage, at
the rate of 5 per cent per annum ------------------ $100,000

Less 5 per cent on mortgage of $900,000 --------------- 45,000

Net income ------------------------------------ 55, 000
Exemption, 10 per cent on $100,000 ---------- $10, OOQ
Specified exemption ------------------------ 8,000

13,000

War tax. 80 per cent of -------------------------- 42. 000=$33, 600
Corporation (b) :

Net Income ------------------------------------------------- 100,000
Capital ----------------------------------------------- 1,000,000
Exemption, 10 per cent on $1,000,000 ---------------- $100, 000
Specific exemption -------------------------------- 3,000

- 108, 000
The latter corporation could still Increase its earnings $3,000 before it would

have to pay any tax of whatsoever nature under the war-profits section.
Under the excess-profits method corporation (a) would have no relief; corpo-
ration (b) would have to pay as follows:
Corporation (b)-Excess-profits method:

Exemption, 8 per cent on $1,000,000 ------------------ $80,000
Specific exemption ---------------------------------- 8,000

$83,000
The balance of the income, amounting to $17,000, would be subject to tax

under the excess-profits method to the extent of 35 per cent thereof, or $5,950,
and it would therefore be clearly shown that these two corporations engaged
in the same lide of business, both owning the same property, with the same
income, in the case of corporation (a) would pay war tax of $33,600 and
corporation ib) a war tax under the excess-profits method of $5,950.: In order
to avoid such a serious inequity, we would suggest that, if it is in any way
Possible, legitimate borrowed money or indebtedness be included as invested
capital and to provide that in cases where borrowed money or indebtedness is
included in Invested capital that as an offset to the benefit that such a corpora-
tion would enjoy because of the deduction allowed for interest the amount of
interest annually paid by such corporation be deducted' from the exemption
allowed in such year in computing the war tax under both methods.

We believe b6th of these points are worthy of your serious consideration and
submit the same to you with the hope that it will bring about relief.

Respectfully submitted.
UNITED REAL ESTATE OwNns' ASSOCIATION.
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NEw loax, N. Y., September 21, 191.
UHAMiaAN AND MiMaIRS SKcNATE FiNANCK COMMITS,

Washington. 1). (,

GrNsEmnzn : The United Real Estate Owners' Aociatlon. consisting of over
10,000 members, all residents of and owners of real estate in the city of New
York, desires to present, for your earnest consderaton. the following facts.
and respectfully asks that a change be made in the prolxn&l revenue 'bill to
avoid resulting Inequities to the real estate Interests ss well as to other corn-
mertial enterprises similarly situated throughout the United States.

CAPITAL STOCK.

1. The majority in value of parcels of New York City real estate are ,r-
porate owned, with very few stockholders and with a capitalization out of all
proportion to the equity therein. This condition is brought about by various
owners taking in payment for their respective interest In property deeded to
the corporation the entire capital stock In the aggregate, generally from 5 to
10 per cent of the equity value in the property.

2. Some of the reasons for New York City corporate ownership rather than
partnership coownership are:

(a) Difficulty In forming any agreement which will define the different in-
terests.

(b) Difficulty in getting consent to mortgages and renewals thereof.
(e) Difficulty in getting consent to sale and to facilitate the legal formalities

In transfer of property.
(d) To prevent legal complications from deaths occurring and minqr Interests

coming into being as a result thereof.
(e) Preserving continuity In ownership and management, etc.
& Subsections 2 and 3 of section 207, present revenue bill, read as follows:
" (2) The actual cash value of tangible property paid in other than cash,

for stock or shares in such corporation or partnership, at the time of such pay-
ment (but in case such tangible property was paid in prior to January 1, 1914,
the actual cash value of such property as of January 1, 1914, but in no case to
exceed the par value of the original stock or shares specifically issued therefor),
and."
" (3) Paid In or earned surplus and undivided profits used or employed In

the business, exclusive of undivided profits earned during the taxable year."
Under the above law the capital of such corporations, for the purpose of the

war tax, would be limited to the par value of their capital stock provided the
property was transferred to the corporation prior to January 1. 1914. The in-
equity of this was clearly seen by the Treasury Department, and they therefore
issued the following Treasury Regulation:

"ART. 63. When tangible property may be included in surplus: Where it can
be shown by evidence satisfactoryr to the Commissioner of Internal Revenue
that tangible property has been conveyed to a corporation or partnership by
gift or at a value, accurately ascertainable or definitely known as at the date
of conveyance, clearly and substantially in excess of the cash or the par value of
the stock or shares paid therefor. then the amount of the excess shell be deemed
to be paid In surplus. The adopted value shall not cover mineral deposits or
other prop'rties discovered or developed after the date of conveyance, but shall
be confined to the value jccurately ascertainable or definitely known at that
time."

Section 326, subdivision 2. of the proposed new bill as drafted originally by
the Ways and Means Committee renids as follows:

"Actual cash value of tangible property, other than cash, paid In for stock
or shares, at the time of such payment, but In no case to exceed the par value
of the original stock or shares specifically issued therefor, unle. the actulal
cash value of such tangible property at the time paid In is show, r to the satis-
faction of the commissioner to hate been clearly and substantially in ercess

of such par value, in which case such excess shall be treated as paid-in surplus."
The bill Itself as finally drafted by the Ways and Means Committee, for

presentation to the House, eliminated the above matter In Italics and instead
of said section, section 326, subdivision 2, was inserted, reading as follows:

"Actual cash value of tangible property, other than cash, bona fide paid in for
stock or shares, at the time of such payment, but in no case to exceed the par
value of the original stock or shares specifically issued therefor."

We are legally advised that the wording of the proposed new bill will Col-
pletely wipe out said article 63 of the Treasury Regulations. The 'oliowing
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will give you a glaring illustration of the inequity arising out of the bill as now
drafted, on a property valued at $1,000,000, with a mortgage of $700,000, with
the owning corporation capitalized at $10,000 or capitalized at $30,000:
(A) Corporation-10,000 capital stock:

Net income-without deduction of interest ------------------- $70, 000
Interest ------------------------------------------------- 35,000

Net Income -------------------------------------------- 35, 000
Specific exemption ----------------------------------------- 3,000

32,000
War tax of 35 per cent of $32,000 ----------------------- $11, 200

(B) Corporation-$300,000 capital stock:
Net income-without deduction of interest -------------------- $70, 000
Interest ------------------------------------------------- 35,000

35,000
Exemption 10 per cent on capital of $300,000 ------------ $30, 000
Specific exemption ---------------------------------- 3,000 33,000

2,000
War tax of 80 per cent on $2,000 ---------------------------- 1,00

Showing that corporation (B) will pay $9,600 of war tax more than corpora-
tion (A) with the same property and the same net income, but only a differ-
ence in the capital stock. To meet this condition we respectfully ask that the
above section be amended to read as originally drawn by the Ways and Means
Committee, as outlined above, by adding to section 326 the paragraph-

"Unless the actual cash value of such tangible property at the time paid in
Is shown to the satisfaction of the commissioner to have been clearly and sub-
stantially in excess of such par value, in which case such excess shall be treated
as paid-in surplus."

INTEREST ON MORTGAGE INDEBTEDNESS.

4. Fully 90 per cent of the fixed capital invested in New York City business
and apartment property is furnished by mortgage indebtedness, while 70 per
cent of the property In Boston is represented by shareholders' investment to
100 per cent of its value and without mortgage indebtedness. The Inequity of
the war tax on New York City real estate as compared with Boston real estate
and other real estate similarly situated can be readily seen.

There are thousands of properties where the proposed war tax would take
practically all the net profits (except the $3,000 specific exemption) and where
such exemption represents an infinitesimal percentage on the equity value.
The following is but one Illustration of the inequity of the proposed new bill,
assuming for the purpose of simplicity that these corporations were not in
business during the prewar period and each owning the identical property of a
value of $1,000,000:
(A) Corporation-$100,000 capital stock:

Net income without deduction of interest ------------- $70, 000
5 per cent interest on mortgage of $900,000__ 4, 000

Net Income --- ------------------------------------- 25,000
Exempjon 10 per cent on $100,000 capital ------ $10, 000
Specific exemptio --------------------------- 3,000

*- 13,000 $12, 000
War tax of 80 per cent of $tfo-- ------------- 9,00

Net income -------------------------------------------- 2400
Equal to 2.4 per cent on its $100,000 equity.

(B) Corporation---. .,000,000 capital stock:
Net income -------------------------------------------------- 70000
Exemption 10 per cent on $1,000,000 capital ----------- 100, o
Specific exemption ----------------------------------- , 000

- 103, 00081608-&----3
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Corporation (A) would pay a war tax of $9,00, whereas corporation (B)
would pay no war tax whatsoever under either the. war-profits rmethd or
excess-profits method.

To remedy the above or similar inequities we respectfully suggest that
mortgage Indebtedness on real estate be included as Invested capital, and to
offset the advantage that any corporation with a full mortgage Indebtedness
would have over another corporation with a lesser or no mortgage Indebtedness
the Interest paid on mortgages annually by any corporation should be deducted
from the exemption allowed in such year In computing the war-profits' method
or excess-profits method.

CONCLUSION.

The bill as now drafted has the following inconsistencies, of which only four
examples have been given, as above.

A corporation owning realty of the same value, same Income, some mortgage
Indebtedness will pay a war-profits tax or an excess-profits tax varying In
amount from nothing to nearly 80 per cent of net income, depending upon the
corporation's capital stock amount.

A corporation owning realty of the same value, same income, same capital
stock amount will pay a war-profits tax or an 'excess-profits tax varying In
amount from nothing to nearly 80 per cent of the net Income, depending upon
the amount of mortgage indebtedness.

The bill as drafted puts a premium on overcapitalization and upon wealth,
and penalizes undecapitallzation and poverty.

The whole of the above is respectfully submitted to your committee for your
careful anti earnest consideration and in-the hope that it will bring real estate
relief.

UNITED REAL ESTATE OwNERs ARSOciATXQIO,
By STEWART BROWNE, Chadrm an.

The above brief is hereby Indorsed.
REAL ESTATE BOARD OF Nsw YORK,

By LAURENCE McGuuwr, Prcsident.
The above brief is hereby endorsed.

ADVISORY COUNCIL oF REAL ESTATE INTERESTS,
By WALTERn LINDRE, Chairman.

MOTION-PICTURE INDUSTRY.

On behalf of the motion-picture industry there appeared a dele-
gation consisting of Mr. William A. Brady, president of the Na-
tional Association of the Motion Pictures Industry; Mr. Walter V.
Irwin, general manager of the Vitagraph Co. ; Mr. Frederick H.
mniott, and others.

The CHAIRMAN. Mr. Elliott, of New York, has asked for a hearing.
Mr. Earr. Mr. Chairman, Mr. Brady is here, and will address

the committee.

STATEMENT OF fR. WILLIAM A. BRADY, PRESIDENT OF THE
NATIONAL ASSOCIATION OF THE MOTION PICTURE INDUSTRY.

The CHAIRMAN. Mr. Brady, you represent the same interests Mr.
Elliott represents? I a

Mr. BRADY. Yes, sir. I am the president of the National Asso-
ciation of the Motion Picture Industry. I represent the motion-
picture industry the making of the pictures, the distributing of the
pictures, the exhibiting of the pictures, and everything connected
with the industry.

Senator SxooT. As well as the very charming young lay who
plays ?
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Mr. BRADY. I thank you very much.
We do not come here at all as squealers. I dare say that when

the history of this war comes to be written, the most marvelous
achievement and the most marvelous development of any industry
in the world will be the development of the uses of the motion pic-
ture to win this war.

On the 28th of June, 1917, our worthy President wrote these lines:
It is in my mind not only to bring the motion-picture industry into fullest

and most effective contact with the Nation's needs, but to give some measure
of official recognition to all increasingly important factor in the development
of our national life. The film has come to rank as a very high medium for
the dissemination of public intelligence, and since it speaks a universal lan-
guage It lends Itself importantly to the presentation of America's plans and
purposes.

May I ask you as chairman by my appointment, to organize the motion-
picture Industry In -such manner as to establish direct and autliorttative co-
op attoh with the Committee on Public Information, of which Mr. George
Creel Is chairman?

That letter was directed to my humble self. And during the last
18 months I think it is a well known fact to you all that the motion
picture has delivered worthy and valuable service to the Govern-
ment. It has not charged for its services, it has not come here ask-
ing for reductions or concessions or favors of any kind. It has come
to all the departments in the city of Washington, and it has offered
its services gratis. 6

In the next Liberty Loan it is dedicating, free of cost, to the
Treasury Department at least 45 pictures made by the men and
women of the screen at their own expense, developed, printed
lighted, and Sptoduced by the manufacturers and the producers 'oi
the United States, and, in the opinion of the Secretary of the Treas-
ury, those pictures are going to be a most valuable propaganda that
is to be used in the coming -Liberty Loan. Let that suffice for what
we have done, and alibi us to the extent that we do not come here
trying to squeal.

We think that the taxes that are to be put upon us will practically
drive at least 50 per cent of the theaters of the United States out of
business.

Senator THOMAS. Mr. Brady, you exported 160,000,000 feet of film
in 1917 did you not ?

Mr. iRADY. Yes, sir.
Seiititi- THOMAS. That was either on sale or lease?

VM.i BRADY. In some cases on sale and in some cases on lease.
Senator T~oMAS. One or the other?

" 1 Mr.BRAY. One or the other.
Senator THOMAS. 'What are your terms of sale and what are your

terms of lease ?
Mr. BRADY. They vary.
Senator THOMAs. Give us the average.
Mr. BRADY. An ordinary picture in Great Britain will sell for

$4,000 to $5 000. An extraordinary picture might sell for $50.000.
Senator THOMAS. What is your average per foot ?
Mr. BRADY. I should say from $4,000 to $5000.'
Senator THOMIAS. $4,000 to $5,000 per foot ?
Mr. BRA. Outright sale.
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Senator THoiAs. You sell and lease by the foot, do you not?
Mr. BRADY. Not in the foreign countries. The practice in some

Foreign countries is to buy outright at so much per foot and so much
for the picture in other countries."

Senator THOMAS. What was your total revenue for that 160,000,000
feet of film sold and leased last year?

Mr. BRADY. I will ask Mr. Irwin to answer that.
Mr. InwiN. For the United States and Canada the total film rentals

are $70,00.0,000 a year.
Senator THOMAS. That excludes your exports to France, to Eng-

land, and to other places?
Mr. IRwr. Yes, sir.
Senator THOMAS. The 160,000,000 feet constitutes your total ex-

ports, does it not?
Mr. IRWIN. At the present time, Senator, we are using about 400,-

000,000 feet of positive film.
Senator THOMAS. That is not export. I am talking about the ex-

port of last year of 160,000,000 feet.
Mr. IRWIN. Our export would not average over 8 cents a foot.
Senator THOMAS. Eight cents a foot?
Mr. IRWIN. Yes, sir.
Senator THOMAS. That would be a little over $12,000,000 for 160,-

000,000 feet. You do not pay a cent of'tax on that, do you?
Mr. IRWIN. Yes.
Senator THOMAS. I am talking about your sales and your leases.
Mr. IRwix. No; not on the sales or leases. But we do pay upon te

goods which we purchase with which to make the pictures.
Mr. BRADY. But, with all that, Senator, no film company in this

country has declared any dividends during the last year. The film
industry has not profited by the war. We have rolled up no great
surplus. What surplus we may have is in film, lying on shelves. We
claim you are taxing us more than you are any other industry in the
United States.

Senator THOMAS. A great many people who appear before us claim
that.

Mr. BRADY. The figures can not lie.
Senator THOMAS. That is what we have been told by representa-

tives of other industries.
Mr. BRADY. You are taxing us 20 per cent on every admission to

our theaters, and, beyond that, you propose to tax us 10 per cent on
every film rental.

Senator THOMAS. You pass your 20 per cent on to the fellow who
buys the ticket, do you not ?

Mr. BRADY. Yes, my dear Senator; but at the same time it will
decrease our business. A 10 per cent tax we did not complain of
when it was imposed, but that 10 per cent tax did this: There were
17,000 motion-picture theaters in the United States when that tax
went on. There are less than 14,000 now.

Senator THOMAS. You have raised your prices, possibly.
Mr. BRADY. In veiy few instances.
Senator THOMAS. Is that strictly correct, now?
Mr. BRADY. I am informed that the other day a gentleman repre-

senting the vaudeville interests of the United States was asked
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whether he had not increased his prices at Keith's Theater. You
must not take Washington as a gauge of the amusement business of
the United States. Washington at the present time is the most pros-
perous place in the United States.

Senator THOMAS. No; I should not say so. I bought some tickets
at a stand in New York, and I judge to some extent by that.

Mr. BRnDY. If you talk about New York, then I want to call your
attention to a very marvelous clause you have in this bill. I can
quote it without looking at it. The stands in New York are charg-
ing 50 cents premium. It is the custom in New York for that to be
divided between the theater owner and the stand, as you call it.
You tax the theater owner 50 per cent of his 25 cents and you tax
the stand owner 5 per cent of his 25 cents. The stand has no invest-
ment; the stand sells the seats. Last week they sold seats for a very
popular patriotic play, "Yip, Yip, Yaphank," for as high as $5 a
seat. It came to the notice of the district attorney in New York.
Therefore it is not right that you should hold us up for that sort of
thing.

Senator THOMAS. I am not doing that.
I may say, in that connection, that in the consideration of the bill

of 1917 I exerted every effort I was capable of in taxing that very
situation; but it disappeared from the bill in conference.

Mr. BRADY. Yes; very strangely disappeared, Senator.
Senator THOMAS. I would not say that. It disappeared.
Mr. BRADY. It has disappeared.
The CHAIRMAN. I do not think that sort of remark is justified-

"strangely disappeared." It is a reflection on the conferees.
Mr. BRADY. I did not intend it that way at all. I might also call

attention to the fact that you were kind enough in this committee to
eliminate the footage tax, and the footage tax appeared back in the
bill finally.

But. to come down to what I appear for, I pleaO as perhaps the
oldest theatrical man in the United States actively engaged. I must
be an expert; you consult with representatives of other industries of
the United States as to what you are going to do with them; you con-
sult with experts on steel, rubber, leather, or any other commodity.
I say that in this instance at least you should take into consideration
the expert judgment of a man who has passed his whole life in the
entertainment business, and I say to you that just as surely as we are
in this room this estimate made here will not be justified by the event.
It is estimated that from admissions for the fiscal year 1918 there
were $26,357,000; for the fiscal year 1919, under existing law, esti-
mated $50,000,000; and for the 12 months' period under the proposed
bill, $100,000,000. I desire to go on record as an expert as saying
that that estimate in the last column will not come true, and that it
is very likely the estimate, of the second column will decrease with
the increased taxation. I put it up to any gentleman here that if
be goes to the box office of the theater and is called upon to pay. 10,.
15, 30, 40, or 80 cents over and above the already pretty stiff prices
that they charge in some theaters, that he will think it is becoming
hard. It is my business to sit in the .box office and watch the public
and get the pulse, and I can see it coming now, even in anticipation of
this°tax. The business is decreasing all over the country; not, in
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Washington, true; not in New York. true: not in Chicago, true; 'and
not in Boston, true. But they are not the United States.

Senator TiioMAs. Have you among your stars a young 'woinan
named Anita Roberts or Anita Williams?

Mr. BR1ADY. Anita Stewart.
Senator THOMAS. Is it a fact that youiay her $3,500 a week?
Mr. BRADY. I am not quite ositive oit, hut I think so. And Imight say that if that young ady gets that amount of money, she

will have to give about 60 per cent ot it to the Government.
SIenator THOMAS. I hope so.
Mr. BRADY. If it is true, and it is stated. In meetings between

theatrical interests and the governing bodies of the U7nited States
three names always come up-Charlie Chaplin, Mary Pickford, and
Douglas Fairbanks. Let us say that those people are getting very
Jarge salaries, which they earn, because their pictures sell the world
over. Those names I have just mentioned sell as well in India as
they sell here. Is it not a fact that if Mary Pickford makes $500,000
or $700,000 or $1.000.000 a year, the Gbvernment is going to take 60
per cent of it?

Senator TnOMAs. But it strikes me that a business that can pay
salaries like that, even in war times, is doing pretty well.

Mr. BRADT. The fact nevertheless remains that we have declared
no dividends. These actors are getting the money.

Senator THowXAs. There are lots of Industries we are taxing that
have not declared any dividends,, and are not likely to, during war
times.

Senator JONES. I was just going to ask you about that. How much
has your inventory increased during the last year?

Mr. IRwiN. Our inventory has not increased, and our inventory
is really fictitious.

Senator JoNEs. That probably is the reason it has not increased.
Mr. IRWIN. No: in this respect, Senator: It was necessary for us, in

order to show any profits at all upon which to borrow money, in some
cases to pay our tax, to inventory our negatives upon their former
value, the value when we were able to sell those negatives abroad. At
the present time our foreign business is very greatly decreased. Yet
our balanc- sheet shows our negatives put in at their former value.
The net result is that previously we used to receive, on a class oficture that cost $26,000, a ,arss profit of $54,000 from the Unitedstates and our European sales. 'Were our European sales are cut
off we receive a gross profit of only $19,000. Yet .we have had tovalue those negatives and have taken them up at their former value.
The net result is that there has been a tremendous accumulation of
negatives that we hope to dispose of abroad. But the chances arethat when the war is over the European market will never be able
to digest the tremendous supply that is now on the shelves ready to be
sent abroad, and has been accumulating for four years. I have the
actual figures here on that. A certain class of negatives costs on the
average $26,000. Fifty prints for use in the United States cost
$10,000, making the total cost $36,000. When fully used a.broad. add
30 prints costing $6,000. Cost if used only in the United States,$36,000. Cost if used abroad also, $42,000.

Senator Jons. Do you mean to say that you have been making
those great expenditures in piling up goods on the shelve, as you call
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it, when you feel that you are never going to. get your money out of
them?

Mr. IRWIN. Yes sir.
Senator Jons. Why do you do it?
Mr. IRWIN. We have been making those expenditures. Our nega-

tives are costing us more to-day than ever before.
, Senator JoNEs. If you have no use for the negatives, can not get
any money out of them, why do you put money into them ?

Mr. IRWIN. We are endeavoring to get as much money as possible
from them in the United States and Canada, and we are hoping to
get our usual profits from them abroad; but the chances are we will
never be able to accomplish that end.

Senator JoNzis. As a business man, do you mean to tell me that you
are putting your money into those things when you honestly believe
the chances are you will never get your money out?

Mr. IRWIN. Yes, sir; and, Senator, I will tell you why. The com-
petition in this business is so keen that the company that does not
continue its expenditures, and continue a product that is in advance
of the public demand, soon falls to the wayside. No company in this
industry can stand still. Our product must always be in advance
of the public demand. There are -millions and millions of people
coming to the motion-picture industry as patrons who never saw a
motion picture a year ago or two years ago. Had we talked to you
gentlemen of motion pictures two years ago the chances are that most
of you would not have ever seen a motion picture. Yet to-day you
are well acquainted with them. There are millions and millions of
people coming to the screen every day as patrons. Our product, in
order to hold those patrons, must be in advance of the public demand
as to merit, as to artistry, as to acting, as to production, as to setting,
as to stories, and with the cost of everything increasing, the competi-
tion among ourselves is so great that no company can let up. One
manufacturer was asked in a meeting with the exhibitors, " If you are
losing money, why do you continue in business? " This president of
one of the largest manufacturing companies answered, "We will con-
tinue in business just as long as we have 5 cents to take the subway
and go down to Wall Street.'

Senator JONES. If you gentlemen had recently escaped from St.
Elizabeths I would not wonder at your argument. But I never saw
,two gentlemen appear before the committee who looked as if they
had more good, bright business sense and judge ent than you two
gentlemen, and to have it appear in this record t at you are contend-
ing that you are deliberately investing money in a thing which you
deliberately believe you will never get it out of is beyond the compre-
hension of at least one member of the committee.

Mr. IRWIN. Senator, we must do so or quit. May I point this out
to you ? If you will look at our balance sheet you will see the tre-
mendous amount of money we owe to the banks, and you will see that
in many instances we have borrowed that money.

Senator Jox.s. And still are borrowing the money to put it into a
thin from which you never expect to get it out? I

Mr. IRWIN. We do hope to get it out when this war is over, but the
chances are growing less as the war continues. We have hoped that
when we made a negative that was very expensive we would get our
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usual profit from that, negative. But as the war goes on from year to
year we are becoming more fearful that the congestion of product
will prevent it.

Senator THOMAS. YOU spoke of ompetition. I understood Mr.
Brady to say, when he began his discussion of this matter, that he
represented the entire industry of the United Statea.

Mr. InwiN. He does.
Senator THoMAs. Then you are combined for the purpose of resist-

in this tax ?
Vr. IRwIx. No, Senator; we are only combined in an association

for the protection and the promotion of our own weltan, and since
this country entered the war that association has devoted itself to
no other work than the promotion of the war.

Senator THOMAS. But they are cutting each other's throats by in-
vetingin ways that you my will probably never realize a profit?

Mr.fIRWIN. Unfortunately, we are. Unfortunately, we may have
an artist under contract to-day-to cite an unfortunate condition of
a young industry-and an opposition producing company will come
and make an offer to that artist, even though the artist is under con-
tract, which will make that artist so unhappy and sulk to such an
extent in the work that we have to amend the contract and increase
the weekly compensation. Those are evils in the industry which will
omly be corrected through Such an association.

May I just point this out to you, that if you will look at our income
sheets you will see that the producing and distributing branch of the
industry last year did not earn $5,000,000. This is a tax of 10_per
cent on our grea rental. Our grow rentals are $70,000,000. The
tax will be $7,000,000, at least $2,000,000, more than we axe earning.
Not a company, Senator--although it may appeal to you as very bad
business, and doubtless there are many bad business executions in
this industry, which will correct themselves as the industry grows
older-paid a dividend last year.

,enator Townmnrn. I understood Mr. Brady said you did not ob-
ject to the 10 per cent tax.

Mr. BRADY. We do not object to the 10 per cent tax in the present
law on admissions. It is the intention in the next law to raise it to
20per cent and to ask, further, a 10 per cent tax on rentals

rwill ask you now to listen to an exhibitor, a man from Maine, who
represents the men who run the theaters, Mr. Alfred S. Black.

The CHAIRMAN. You may proceed, Mr. Black.

STATEMENT OF MR. ALFRED S. BLACK, OF MAINE.

Mr. BLACK. Mr. Chairman. I represent the exhibitors' branch of
the motion-picture industry, representing the theaters of the United
States. This is the first time that the small theater has come to
Washington to be heard. I will try to be very brief and confine my
remarks to business statements.

The exhibitors are a unit to win the war, and, as Mr. Brady has
stated, without thought of profit. We are willing to pay a just and
fair tax-glad to do so-but ask you not to make the tax so burden-
some as to put a large number, especially of the small theaters. out of
existence. Mr. Brady has shown you what the theater has done in the
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conduct of the war. I shall not touch upon it, but simply want to
emphasize the fact that it is one of the biggest assets to the Govern-
ment, and I hope you will take that thought away with you when you
leave this committee room.

There are three different taxes:
First, the seating tax, which the proposed bill increases to a double

amount, exempting the small theater in towns and cities of 5,000. If
this was the only tax to be increased, the exhibitor would not object.

The second tax is the change, or proposed change, from the footage
tax to the 10 per cent on rentals. It is estimated that the present
footage tax pays the Government approximately $2,300,000, and that
the new proposed tax will amount to approximately $7,000,000. The
manufacturers have ably stated that they can not afford to pay this
tax, which is true. But it is even more true that the exhibitor can not
afford to pay the tax and there is no way that he can pass this tax
over to the public uncle by means of profiteering through increased
admissiona, which causes a very material falling off in his business.

The third tax is the increase of the admission tax from 10 to 20 per
cent, which is the most dangerous of all. When the 1917 tax was put
in force, it is an actual fact that there was a falling off in business of
at least 25 or 30 per cent. It was four or five months before anything
like normal conditions came back, and they have never recovered, espe-
cially with the small theater.

The small theater comprises approximately 75 to 80 per cent of the
total theaters in this country, and td-day they are laboring under a
grest burden. The tax not only closed, as estimated some three to.
four thousand theaters but the gradual draft-with lie exception of
a very few towns which are being benefited by war activities, and they
are in the minimum-is weakening the existence of the exhibitors, so
that these few theaters which have been able to show a small profit
are now going into the loss column and can not stand fti other taxation
and remain open.

We feel that if this increased admission tax is put into effect it
will be more effective in cutting out theater attendance than the 1917
tax was, and that the Government will get a very small proportion
of the increased taxes estimated, and they will be losing the effect
of the screen, which has been so important to the causes of the
war. W'e ask you to consider the exhibitor, and especially the small
exhibitor; that we have a double taxation at the present time, a seat-
ing tax, and, in addition to that, we pay numerous State, county,
and city taxes, and various licenses, and a censorship tax. Those are
all burdens upon the exhibitor which can not be passed over to the.
public. But there is really a double taxation, with a seating tax
and a so-called'footage tax, or a proposed percentage tax. It is more
in proportion than any other industry pays in that we can not turn
it over; and then. on top of this, the grave danger of increasing the.
tax bo that it will drive away the patrons from the treater, which
is an all-important thing at the present tine. It means more to the
governmentt, in our judgment, to have th. people attend the theaters
where they can get the propaganda that is so necessary for them to
receive at the present tume, where they can gather together for the
successful outcome of these various drives, and so on, as Mr. Brady
has ably referred to, than it is to get the additional amount that might
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be obtained by the Government in this additional tax, and I urge
you, as strongly as I can, from the exhibitors of the United States,
to consider that and not put a burden upon them that will eventually
drive out of business r very large percentage of the exhibitorse:f
this country. f

Mr. BRADY. Senator, may I say one more word to correct some-
thing that was said, so that it may go into the record?

The CHAIRMAN. Yes.
Mr. BRADY. Senator Thomas, you said we were combined to fight

this tax?
Senator THOMAS. You said you represented everybody.
Mr. BRADY. The only reason why I represent everybody here is,

because the only way they could all be brought into one concrete jnass
was through the letter of the President..They are all in one con-
crete mass, with many divided interests, with the interest of the ex-
hibitor who has just spoken entirely different from Mr. Irwin's
interest. But for public service only are they in a concrete mass,
not for fighting any taxation.

Senator ROBINsoN. They could not have all been heard. They
necessarily had to have some one to speak for them.

Mr. BRADY. That is true.
Senator ROBINSON. We could not have heard every diverse in-

terest among them.
Mr. BRADY. That is true.
The CHAIRMAN. We asked that the industries, as far as practicable.

select some one to speak for them, and I think you are, just simply
complying with the request of the' onunittee when you come as the
representative of the whole industry.

Mr. BRADY. That is right.
The CHAIRMAN. You said something in your statement a little

while ago that might have been interpreted to mean that you- did not
think your industry was getting as full and fair a hearing before
this committee as other industries did.

Mr. BRADY. I feel, Senator, that the other industries are very well
known. You know all about iron ore; you know all about news-
papers; and you know all the other great industries. But this indus-
try is a young industry and you may not understand about it. For
instance, you take the -enator's argument as to what a fool a man
must be to go on making expenditures each week and no profit
coming i.

Senator THOMAs. That was not it. What Senator Jones criticized
was the statement that you were making these investments with no
expectation of getting a return, but expected to lose them.

0r. BesDr. Let me give you a concrete illustration of what the
Senator referred to. I was the head of the World Film Co. for two
years, and I received a very large salary as an expert producer.

hat company went on for two years while .I was the managing
director of it, and it was forced to produce a picture every week for
this reason, that the motion-picture houses throughout the United
States must have an issue each week. Pictures, as a general rule,
run only one night. That company invested in the two years an
average of from $25,000 to $30,000 weekly in a five-reel picture and
yet at the end of the two year, with all that stuff on the shelf, as
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you say, their bank roll had decreased 500 per cent, and still they
had to o on, hoping and hoping and hoping, and producing, and
hoping that- some day, as in the case of the General Motors Co., they
would be able to make some money. I think that is the best illus-
tration I can ve you. You remember when the automobile was a
luxury, when there was a great break in Michigan, and an automobile
man's note was not worth 30 cents, and there were all kinds of men
manufacturing automobiles and getting a bit here and a bit there
and a bit there, and all sorts of people running in the automobile
business. Then suddenly there came a great crash; the automobile
business went flat on its back, and then some smart men stepped in
and picked out the responsible units of that business and made the
entire car themselves--went at the business in a businesslike way-
and the automobile business became a great proposition.
. I assert this, that the great man is some day going to come to the
film industry. The film industry at present should be far beyond
where it is. It should not be entertainment. The day is going to
come when children are going to be taught by film. 'Instead of mak-
ing education irksome for the child, you are going to make education
pleasant for the child. The bird, the snake, the caterpillar turning
into the butterfly, will be shown to the child on the screen, so that he
or she will enjoy it. The operations of great physicians on the eye
and the ear will be taken for the screen, and a close-up will be
exhibited for years and years to students in the colleges of this coun-
try. Therefore, when that great man does come, he will lead this
industry, out of the wilderness, the same as other great man led the
automobile business out.

The CHAIRMAN. What I had in mind to say was that, so far as the
film industry is concerned, this committee has given every person
whd has come in asking to be heard in behalf of that industry a full
and amyle opportunity.

Mr. BRADY. You were kindness itself to us a year ago.
The CHAIRMAN. And I want to say further that in the conference

of the two Houses on the last bill I do not think any subject occupied
the time of that conference longer than the question of the tax to be
imposed upon the film industry. You had some very strong cham-
pions upon that conference committee. I remember very well the
very eloquent speech which you made to the committee in behalf of
your industry at that time. I am glad you came back and have given
us your views with reference to this bill, as you did with reference
to that.

Mr. BRiny. You must always remember it is the poor man's en-
tertainment, and it is keeping many a man from a worse place.

Mr. IRwiN. May I say to Senator Jones. in answer to his criti-
cism, that it is necessary for us to continue to make pictures for the
United States that cost just as much and more than the pictures
which were formerly used for the United States and abroad. The
fact that our market is restricted abroad can not relieve us from
making the same high-class pictures for the United States, and hop-
I that we will some day get our money out of the foreign market.

enator JONES. What I was criticising was the fact that you did
not hope to get it back and did not expect to get it back.

Mr, IRwIN. We have to continue to make the pictures for the
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United States or go out of business, and we can not decrease the merit
of the pictures we may offer. So that we either have to continue to
make pictures for the United States or go out of business, and that is
the problem that confronts the. business,

Senator JONES. You have to continue to make these pictures and
pile them on the shelves for foreign use that you do not hope to
make?

Mr. IRwIN. Yes, sir; because we make them for the United States.
You see, the same negative that is made for the United States is made
for the world. The foreign market merely consists of taking addi-
tional positives. We can make as many positives from a negative
as we want, a thousand or 10,000. Our foreign market consisted
simply of making 30 more positives and shipping them to the for-
eign markets. That has been restricted. Our great cost is in our
negative. Our 'negative costs us probably $25,000 or $20,000. Our
positives cost us probably $250 apiece. We never make a negative
for the foreign market. We make our negative for the wolid, tnd
where we have lost our revenue has been cut off from the positives
we shipped abroad.

Mr. BLacs. Mr. Chairman, I wanted to bring up list this one
point, that in the production of pictures the stars' salaries play a
very large part. The star pays a tax on his salary, and when the
proposed percentage on the cost-of production is made it rhakes
really double taxation. I simply wanted to bring that point clearly
before you..

(A memorandum prepared by the National Association of Motion
Picture Industry was submitted. and is here printed in full, as fol-
lows:)
[Memorandum prepared by a committee of the National Association of the Motion

Picture Industry in respect to the film-footage tax of the revenue act of Oct. 8. 1911.
Arthur S. Friend chairman; William A. Brady,_president; ex-officlo members, Walter
W. Irwin, David . Howell., Lee A. Ochs, H. B. Varner.)
The film-footage tax as enacted and now In effect, is unique in that In effect

it is a penalty levied upon persons, firms, and corporations engaged in a busi-
ness which. instead of being of the type ordinarily penalized or licensed, is In
fact, onq which benefits the Government, and whose uses and purpose aRe
directly employed by the Government. In other words, we find the legislative
department of the Government in effect, condemning what the administrative
department uses, encourages, and seeks to maintain.

It would seem that this tax (jveloped out of a complete misapprehension of
the nature of the motion-picture industry. because it is inconceivable that
Congress should have deliberately attempted to cripple an industry in respect
to which the administrative department of the Government has repeatedly and
positively spoken. The President, at the very beginning of the war, put him-
self clearly on record. Every word contained in his letter of June 28, 1917,
addressed to Mr. William A. Brady, president of the National Association of
the Motion'Picture Industry, is worthy of consideration, and, accordingly, the
letter Is here set forth in extenso:

THE WHITE HOUSE,
Wauhl&4fl6 June 28, 1918.

MY DEAR MR. BRAn: It is in my mind not only to bring the motioil-picture
industry into fullest and most effective contact with the Nation's needs, but
to give some measure of official recognition to an increasingly Important factor
In the development of our national life. The film has come to rank as a very
high medium for the dissemination of public Intelligence, and since it speaks
a universal language it lends itself Importantly to the presentation of America's
plans and purposes.

May I ask you as thainmn by my appointment, to organize the motion-piCture
industry In such manner as to establish direct and authoritative cooperation



TO PROVIDE REVENUE FOR WAR PURPOSES. 605

with the Committee on Public Information, of which Mr. George Creel is
chairman?

It Is much to ask, but my knowledge of the patriotic service already rendered
by you and your associates makes me count upon your generous acceptance,

Cordially and sincerely, yours,
WOODROW WatSOw.

kr. WULSAM A. BEADY,
137 West Forty-eighth Street, New York City.

That the administration's appreciation has not diminished, but has, in fact,
increased, is best shown by the acts of tJie several department beads, although
of course, verbal expressions are not lacking. Substantially all of the adminis-
trative departments of the Government-notably the Treasury Department, the
War Department, the Navy Department, the Department of Agriculture, the
Food Administration, the Fuel Administration, and the Department of Training
Camp Activities--are using the motion pictures as an integral part of their
work, and in many Instances have established and are maintaining completely
organized motion-picture branches in their departments. The Red Cross also
uses the motion picture, and most successfully. And it is to be noted that not
alone is recognition given to the fact that the motion picture is "a very high
medium for the dissemination of public intelligence," but also is recognition
given to the fact that the motion picture provides entertainment and relief
which is essential in the strenuous and critical times in which we now are.
That America will win her war is beyond doubt, but just as it is Important that
the money, the ships, the food that are essential must be provided that the men
who fight may fight well, so, too, is it essential that the psychology of the men
at the front and the Men, and women at home be recognized and be protected.
In every cantonment in America motion pictures are provided for the entertain-
ment of the soldiers, and in every camp in France motion pictures are provided
for the soldiers; In every naval training school motion plctUres are provided
for the sailors, and on every boat that can possibly carry them motion pictures
are likewise provided. And what of the people at home? What will they do
and what can they do to keep their courage up, to keep tleir minds clear, to
gain a momentary relief from the thought of horror and the thought of distress
that comes so insistently from and through this terrific fight for freedom In
which America Is now engaged.

The honorable the Secretary of the Treasury has just publicly stated: "I
should look upon it as a misfortune If moving pictures or other clean forms of
amusement should be abolished."

Assuming, then, that the film-footage tax was not Intended as a penalty or a
license tax, ft would belong In the great class of shifting taxes. But placed'in
that category, it meets with two very serious objections: First, It can not be
shifted because of the nature of the industry; and, secondly, if it did shift, the
ultimate consumer being the public, it would place a burden against one form
of amusement, to wit, the motion pictures, wlich is essentially the poor man's,
the multitude's amusement, In effect a discrimination against the one form of
amusement which is undoubtedly more a necessity, more a war-time essential.
than any other form of amusement known in this country at this time. And,
peculiarly enough, it Is a discrimination against the one form of amusement
that is more economically provided than any other form of amusement Once
an actor renders his or her service before the camera, the result goes and can
be made to go to entertain and diversify millions upon millions of people all
over the world. In the legitimate theater the most that one actor can do in a
single appearance is to entertain the number of people who can be seated In
that particular theater at that particular time, which at the utmost is not over
2,000. Again, at a time when we are told that the conservation of man power is
important, we find the motion-picture theater, operating entirely without stage
attaches or employees, discriminated against in the tax.

The film-footage tax can not be shifted. The nature of the business makes
it impossible. As presently constituted, there are three divisions of the indus-
try---pfoductlon, distribution, and exhibition. The production consists in the
making of a negative similar to the plate made by the ordinary photographer,
on which Is reproduced the subject In order to do this in the motion-picture
industry studios must be provided and the services of actors, directors, photog-
raphers, and mechanics must be enlisted. The principal item of cost In the
Industry is the making of this negative, which, of course, varies in accordance
with the kind and quality of picture attempted by the producer. The negative
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is made On sensitized film, from which, when developed, positive copies can be
reproduced practically without limitation as to number. Obviously, the coat
of the negative is not In the least affected by the number of positive copies taken
from it, but equally obviously the return to the producer is affected by the
number of positive copies made. The positive copies are distributed for exhibi-
tion to the various- motion-picture theaters on at rental basis, and the motion-
picture theaters display" or show the positive copies by projecting them on
screens to their patrons. The ultimate consumer, then, is the patron of the
motion picture, or the public. The present film-footage tax amounts to about
nine-tenths of a cent per linear foot of positive, and motion-picture theaterss
today are, on the average, each exhibiting about 7,000 feet at each entertain-
ment, the tax against which would amount to approximately $63. As a matter
of faut. however, the exhibitor does not purchase the film, merely leases it,
so that the tax oi each copy of 7,000 feet is divided in equal parts among the
lessees. Each exhibitor accordingly pays $1.05 of the $63 gross tax for each day
that lie leases and exhibits the 7.000 feet.1 Each copy is treated the same way,
i. e., imade to return its $63 by carrying with It a charge of $1.05 (15 cents a
reel) a day against each user of It. The total revenue to the Government is
brought bak to the producer of tile motion picture who originally pays It, ac-
cording to the number of copies lb use each day.

The ultimate consumer, the patron of the theater, pays no portion for the
very ohvious reason that such a sun can not be apportioned. On the other
hand, the patron does pay the admisions tax, which is based upon the price
of the ticket of adnzlsslon. and In reference to which a separate brief has been
prepared.

Among the peculiarities of the situation In which the filn industry. finds
itself, it is 'to be notel that It Is an industry which has been *erlowaly and
adversely affected by the war. Prior to the war, the producer of a negative
could use It to reproduce positives for use not alone in this country, but II
all of the European countries; the additional cost incurred In supplying the
foreign market being only the cost of making the additional prints from the
original negative, and the manufacturer derived a very large proportion of his
profit from this double use of the negative. This is almost ended. Foreign
countries can not use much film, but the cost of negatives remains quite as
great as before, even greater in most cases because the cost ot all materials,
as well as labor, required for the making of negatives, has increased. Further,
there now are no foreign negatives from which prints might be cheaply made
for use here.

It Is quite common to refer to the economy resulting from large output, but
the economy arising from foreign use of film is of far greater moment than
any saving resulting from output alone; it is the saving resulting from making
the principal article of manufacture repeat its usefulness many times. The
war conditions have taken It from us.

Our tax statements are before you; they show profits. although smaller, much
smaller than In prewar years. But we ask you to look a little further; examine
our balance sheets at the beginning and end of 1917. It will be found that we
have shown profits based on inventories of film accumulated after use here and
held for future use abroad: our theoretical profits are locked up in that film;
unless the war comes to an end soon we shall never realize that profit, as
the accumulated stock of films will never be digested by the foreign market, at
least not at a normal price.

oVe have declared these profits, and have, where possible, borro%%ed momeY
tu pay taxes on them. Loojc over our balance sheets and see to what an extent
we are in debt to banks for loans to carry this stock.

It is very doubtful if any film company would have shown a profit without
taking into account an Inventory of film used here but capable, under normal
conditions of use abroad. It is also doubtful whether film companies, Ih view
of war conditions, are morally or legally bound to take up assets of such a 'risky
character. We have done it, and nevertheless show profits to have been

Price, Waterhouse & Co. chartered accountants, who are employed by most of the
larger corporations engaged in the motion-picture business, and from whose expert knowl-
edge and experience the ngure referred to throughout this brief are taken, were depended
upon to work out the division of the tax among lessees or exhibitors of motion pipturf-
A payment of 15 cents a reel (1,000 feet of positive) per day equalizes the amount paid
to the Government by the producers of motion lgtures under the so-called fllm-footap
lax. 7,000-105 x60 lessees of one day eocb-$ .fl.



TO PROVIDE REVENUE FOR WAR PURPOSES. 607

greatly reduced. We have paid but insignificant dividends in 1917, and none
in 1918; we can pay none.

What conceivable benefits can we get fronk war comlitions? The soldiers
want films; yes, and we supply them at bare cost or below. There is a demand
for film for loan and saving propaganda; we supply it free-we show films
urging thrift and saving, well knowing that from that saving we shall suffer.,
Tn no way do we benefit.

As to the exact effect upon our earnings of loss of foreign trade, a concrete
example may illustrate:

A certain class of npgattves cost on 'the average, each ---------- $26, 000
50 prints for use in United States of America cost ------------- 10,000

Total ----- -------------------------------------- .000
When fully used abroad, add 30 prints, cost ------------------- 6, 000
Cost If used only in United States of America ----------------- 3, 000
Cost if used abroad also --------------------------------- 42, 000
Income from rentals, United States of America, gross ------------ 55,000
Gross profits out of which to pay expenses ------------------- 19,000

If used abroad, the figures become:
Income from rentals, United States of America ------- ----------- $55. 000
Income from rentals, foreign --------------------------------- 33,000

Total ----------------------------. -------- 88,000
Cost --------------------------------------- --------- 42, 000

; Gross profit out of which to pay expenses -- ,0 -
Out of the gross profit the cost of distribution must, of. course, be taken, and

it Is conceived that the cost of distribution in the United States of.America is
between 25 and 30 per cent of the gross income from rentals. The figure given
above as income from foreign rentals is the net which reaches the United
States, subject only to deductions to cover shipment, freight, and insurance.

The earnings are proportionate to the number of prints that can be used,
this depending on territory covered. I

Clearly, the business makes no war profit, and yet it i the one industry
against which a penalizing tax has been Imposed. Its product never reaches
the consumer in the sense that other manufactured product reaches the con-
Sumer; it is never used up; it is merely shown to one set of people and then
passed on to be shown to another, and the very thing that brings a revenue to
the producer, the positive copy, In so excessively taxed that the producer i
compelled to limit his output, and thus reduce on account of the tax, the profits
on which, if earned, he would pay and gladly pay a larger return to the Govern-
ment. In short, the comparatively small income derived by the Government
from the film-footage tax has tended. very materially to reduce the profits of
the industry and so reduced the amount of income tax and excess-profits tax
payable to the Government under the law. As before indicated, the film-footage
tax must have been conceived out of a gross misunderstanding of the very
nature of the motion-picture industry. Enforcing It is reducing the industry's
contribution to the Government and placing an unnecessary and painful hard-
ship upon both the industry and the Government.

To depart for a moment from the fundamental proposition advanced In this
memorandum, the motion-picture industry wishes to call attention to the
peculiarities of the law as now In force, in respect to foreign trade, which was
bringing about inequitable, unjust, and in some instances unconstitutional re-
suits, with the hope that under any circumstances Congress will find in its
redraft of the law adequate and proper remedies. The law provides that the
quarter of a cent per foot on unexposed motion-picture stock is payable only
on the raw stock which is made in America, thus exempting the imported raw
stock and favoring the foreign manufacturer as against the domestic manufac-
turer. Au a result, too, it favors the one company in America which, through its
foreign affiliations, has long been in the habit of getting from its French affili-
ated coMPany all of the raw stock or practically all of the raw stock which It
uses for Its Amirican product. Such a discrimination being obviously unjust
would seem to require no extensive argument. The law as it now stands also
requires the payment of this film-footage tax by the American producer, includ-
ing the quarter of a cent on each foot of unexposed and the half a cent on each
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foot of exposed stock for all motion pictures exported, whether the same be made
for export and directly exported by the producer or sold by the producer to
domestic dealers for export. In view of the ruling of the Supreme Court In
the case of William E. Peck & Company (Inc.) v. John Z. Lowe, Jr., Collector of
Internal Revenue (decided May 20, 1918), It would seem that irrespective of
any other revisions contemplated by Congress a clear provision should be made
eliminating the condition last described and found by the Supreme Court in
the Peck case to be unconstitutional.

If there must be In any form a tax on the American product of American
producers of motion pictures it would seem clear that that tax should not be
made so as to discriminate as the present tax does in any respect In favor of the
foreign made, unexposed film, and It would seem, too, that the constitutional
proviion against the taxation of American product for export should be fully
recognized and provided for in the act

The motion-picture Industry will make way for no Industry, and the men and
women engaged in It will make way for no men or no women when it comes to
patriotism. If the Government requires the industry as a whole in the prose-
cution of its war work there will be no cry against the conscription; it the
Government requires 100 per cent of the profits there will be no cry against
that; but the motion-picture Industry feels that it Is Justified in crying loudly
and with all its power against being taxed as others are not taxed, in being dis-
criminated against, and in being abused as It Is abused under the present tax.
There Is no record anywhere in the world of any such tax as the flht.i-footage
tax which is now levied against the motion-picture industry. It is neither a
license tax, an income tax, nor a tax against luxuries. It must be, as before
pointed out. a tax created out of a total misconception of the very nature of the
lndustry. The film Is but the container of the industry's product. It is like
taxing the paper in which packages are delivered from the stores, or the paper
-on which magazines, periodicals, and newspapers are printed.

The Industry wishes to'be frank and wishes to be fair. Its all is at the
-dsgwal of the Government, and it has served and is serving the Government
fully, freely, ready, and anxious to do more; but Just as no man falsifies his
income-tax return in order to pay more by way of income tax than the Govern-
went has assessed, so the motion-picture Industry feels that It should not be
taxed except as other industries are taxed.

All of which is respectfully submitted on behalf of the National Association
-of the Motion Picture Industry, representing the entire Industry in all its
trenches In the United States.

Dated at New York, July 26, 1918.
The CnMnAN. That will conclude to-day' semion, and there

will be no further general hearings.
(Memorandum rpaad by a committee of exhibitors' bench of the National hAsociatfto

9 the Motion Picture Industry, Alfred &. Black, chairman.)

The motion-pieture exhibltwr' of the United States have been a unit squarely
behind the administration and dedicated 100 per (enut to the win-the-war
program without thought of profit.

The exhibitors stand ready and glad to pay their Just and fair proportion of
the large amount necessor.% to be raised by taxation, but appeal to the Con-
gress of the United States not to be pufairly. burdened with practically the
whole tax placed upon amusements to the extent that a further considerable
percentage of them will be forced out of business. We desire to emphasize that
as a good business proposition, it is more important to the United States
Government Itself than even to the exhibitors that taxation be made equitable
for the many reasons cited herein.

The power of the screen In educating and affecting the morals of our peQple
and providing the most direct means for neenbary propaganda and the succeS
of the various drtves is one of the Government's principal asets In W1ning
the war. Thousands and thousands of concrete illustrations could be givell
an to the cooperation and direct results obtained by our branch of the wotlon-
picture industry in its work In connection with liberty, loans, food conserva-
tion, Agriculture Department. fuel conservation, War and Navy- DeartlWnt.
Aircraft and Shipping Boards, Department of Interior. commercial ecgoflo
board, training-camp activities, Civil Service Cowmimslon, war st ai)s. Red



TO PROVIDE REVENUE ?OR WAR PURPOSES. 609
Crowi, Y. M. C. A., Knights of Columbus, Salvation Army, Jewish war relief
drives, and committee on public Informatlon, Including very close cooperation
with four-minute men. Everything possible should be done to encourage at-
tendance at motion-picture theaters and nothing done to prevent same. As
great as the pressing need of raising additional money by taxation, the revenue
to be obtained from additional admission tax, which will undoubtedly prove-so
hurtful, should be of secondary consideration.

In addition to the various State and city taxes and license, censorship fees,
etc., now being paid by motion-picture theaters, there are three distinct forms
of taxation, all of which affect directly the exhibitors, two being paid by them
and the third directly reducing their box-office receipts.

Tax No. 1 (seating tax) : This tax was placed upon all theaters under the
1914 laws .x a war measure at a time whon theaters were looked upon some
what as it luxury, and the Important part they were to play in the conduct
of the war not realized. Under the proposed tax the mating tax on all
theaters in cities alud towns over 5,000 population Is doubled. If this was our
only tax, we would gladly aity same without appeal.

Tax No. 2 (excise or film tax) : Under the 1917 laws a tax was placed of
one-fourth cent ai foot oni all negative film iil one-half cent a foot (in
all positive film estimated to have given the Government a revenue of
$2,300,000. The manufacturers, not being able to withstand this tax, promptly
passed It on to the exhibitors, who were even less able to withstand same, In
the form of a 15-cent tax per day on each 1,000 feet of film leased, with the
result that between 3,000 and 4,000 theaters were forced out of business on
account of same and the other additional burdens caused by the war.

Under the proposed tax a 10 per cent tax on rentals is to be levied, which
upon an estimated gross rental of $70,000,000 amounts to $7,000,000, or approxi-
mutely three times the present revenue, and which, if placed upon the motion-
picture exhibitors, will force very many more of them out of business.

The exhibitors feel that the seating tax and film tax is really a double taxa-
tion and thereby out of proportion to' taxes upon other industry. That the
fundamental principle of all taxation is to pass same to the consumer, in this
case the general public, but that this can not be done without profiteering by
lncreaslng admission prices, which is also a dangerous procedure as seriously
affecting the business Itself, very largely a poor man's amusement. That pro-
duction of motion pictures should not be taxed unless all productions for the
amusement world be so taxed, and such tax be equitably distributed over the
whole amusement field. For illustration, the production of a stage drama or
musical production down to a phonograph record or baseball bat should be
similarly taxed. That we admit there are many evils in the motion-picture In-
dustry which should and will be corrected in time, but which are at present
uncontrollable by the exhibitors, the lessees. An especial evil is the higo
salaries paid by the manufacturers to the motion-picture stars. These sala-
ries compose a very large part of the cost of production, and whereas the Gov-
ernment Is already collecting large taxes from said stars, it is again double
taxation when a percentage tax is placed upon film rentals.

Tax No. 8 (admission tax) : This tax proposes doubling the present admission
tax. When the admission tax was placed upon theaters under the 1917 tax law
we feel the law should have been worded so that it would have been R
straight 10 per cent tax upon admissions and mat upon the unit of each 10
cents admission, as It would have been much more equitable and practical in
its workings. That immediately upon the collection of the tax the theater
attendance fOIl off over the United States upon an average of 25 per cent to 80
per cent, and It was some four months before Its partial effect was overcome.
Normal conditions have not yet been recovered and, as already 'referred to
herein, many hundreds of theaters were forced to close.

The smaller theaters in the small cities and towns, which comprise 75 to 80
per cent of the total theaters of the United States, are having at present a
hard time to get by and gradually it Is getting worse for them. While a com-
paratively few cities and towns have been benefited by war activities, the
continuous draft and other causes of the war are changing many smaller
theaters from a small profit to a lose, and no additional burdens can be endured
without forcing many more hundreds of theaters out of business.

If an increase of admission tax is made at the present time, it will cut down
the theater attendance probably in greater proportion than in 1917, and by
compelling so many theaters to close will defeat the ends desired to be ob-
tained. The Government will get only a small portion of increased tax as esti-
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mated and In turn will lose a large part of the available power of the screen
and, as heretofore emphasized, at a time when we believe it very unwise for
so very many reasons.

We therefore strongly urge that you carefully weigh the placing of double
taxation and especially not to overburden our industry by excessive taxation
and additional admission taxes so that the purposes for which the exhibitors
of the United States as a unit are so earnestly working may not be automati-
cally taken from them.

All of which Is respectfully submitted on behalf of the exhibitors' branch of
the National Association of the Motion-Picture Industry, representing the mo-
tion-picture theaters of the United States.

ROCIELAND, ME., Septeniber 20, 1918.
(Thereupon, at 12 o'clock noon, the committee adjourned.)
(The following brief was submitted by the Eastern Soda WaterBottlers' Association :)

WASHINGTON, D. C., September 16, 1918.
Hon. F. M. SiMMoNs,

Chairman Finance Committee, United State8 Senate,
Washington, Ah C.

DEAR SiR: The undersigned members of the carbonated beverage industry,
representative of 31 States, beg to submit for your consideration in connection
with House bill 12863 the following:

While the tax of 20 per cent of the selling price of carbonated beverages
proposed in the measure referred to heretofore is very high for the extent of
the business involved, we reLy upon the judgment and fairness of your com-
mittee to adjust said tax In conformity with the limitations and the needs of
our industry and our country.

We respectfully call the attention of your committee to section 628, subsection
(a), and suggest that the line reading "a tax of 20 per cent of the price for
which so sold" be changed to read "a tax of 20 per cent of price for which
the contents are sold." This Is to make clear the distinction between the con-
tents and the package where a deposit has been exacted to insure the return of
boxes and cases.

We further recommend that section 628, subsection (b), be amended by the
addition of the words " at 5 cents to 9 cents per gallon, a tax of 1 cent per
gallon."

Your committee is also respectfully requested to consider the fact that under
the present law the tax is entirely absorbed by the manufacturers of carbonated
beverages and has not been passed on by the manufacturers to the ultimate con-
sumer.

We further ask you to consider the fact that the manufacture of soft drinks
has been curtailed 50 per cent in its sugar supply and that labor, and other
conditions arising from the war have burdened the industry to such an extent
that we must respectfully request that yoV consider carefully the present
limited scope in levying whatever taxes your judgment may consider necessary.

Respectfully submitted.
EASTERN SODA WATER BOTTLERS' AssociATIoN,
H. J. McMAcxN, Secretary.
NATIONAL BEVERAGE & MINERAL WATER ASSOCIATION,
PANNILL MARTIN, President.
AMERICAN BOTTLERS' PnoTncTvz ASSOCIATION,
Wx. T. PmLLis, Secretary.
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THURSDAY, SEPTEMBER 19, 1918.

UNImD STATES SENATE,
COMMiTrEE ON FINANCE,

Waakington, D. 0.
The committee met, pursuant to adjournment, at 10.30 a. in., in the

committee room, Senate Office Building, Senator F. M. Simmons pre-
siding.

Present: Senators Simmons (chairman), Smith, Thomas, Jones,Nugent, Penrose, Lodge, McCumber, Smoot, Townsend, and Dilling-
ham.

The committee proceeded to the consideration of the bill (H. R.
11283) "to provide revenue and for other purposes."

The CHAIRMAN. The committee will hear Congressman Joseph W.
Fordney, of Michigan.

STATEMENT OF HON. JOSEPH W. FORDNEY, A REPRESENTATIVE
FROM THE STATE OF MICHIGAN.

Mr. FoiDNEY. I will be very brief, Mr. Chairman; as brief as I
can, at least.

Gentlemen, I have helped frame this bill as it is now before theHouse, and every member on that committee, both Republicans and
Democrats; has had a free hand in the preparation of the bill. No
politics have entered the committee's work at all.

I do not believe any member of the Ways and Means Committee isfully satisfied with all there is in this bill. I think never is a great
bill framed where all is satisfactory to all who take part in the fram-
in g of the bill.

reserved the right to attempt to have amended certain provisionsof the bill, perfely ageable to other members of the committee,
and I will be very 1riein stating my objections to the present bill
as it is now before the House.

First of all, I am not at all satisfied with the definition of capital.
I think it is entirely wrong. It should be more liberal. I believe
the views of the Secretary of the Treasury agree with my views in
that respect. In the first place, permit me to speak of the lumber
industry and mining. The raw material back of a sawmill or a
mining operation measures the life of the institution and in figuring
the cost or percentage in the lumber business, and I speak of that
because I am more familiar with that than others, because I am a
manufacturing lumber man. in the cost of production the value of
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timber purchased prior to March 1, 1913, is permitted to be taken u
of March 1, 1913; that is to say, if a lumberman purchased timber 20
or 30 years ago, or many years ago. at a very low price, which was
the case especilly in the South-20 years ago timber in the South
brought 50 cents a thousand feet, stumpage, which is now worth $5
to $7 per thousand, stumpage; in the tree; in the woods-in the cost
of production the value as of March 1, 1913, is taken and charged up
to production with all other costs of production, and the difference
between that cost of production and the selling price is the profit on
which there must be an excess-profits tax paid or a normal tax by the
corporation or the business.

Senator McCuMBrER. That is, where the land itself is resold?
Mr. FORDNEY. How is that?
Senator MCCUMBER. Where the land itself is resold?
Mr. FORDNEy. No: the timber cut from the land, Senator, and con-

verted into lumber. For instance, let me give you an illustration.
An average manufacturer of lumber in the South to-day is using a
$5 per thousand stumpage value and charging it to his production
cost, and crediting land account with that $5, and so on, where he
has a land account on his books--and they all do-and then add to
that $5 per thousand your labor cost and all other costs, milling and
planing, and so on, and all overhead costs, and the difference between
the selling price und the cost is the profit.

Senator McCuMBzL That is what I wanted to get at; whether you
mean the selling price of the lumber or the selling price of the ixmber
with the land, or both.

Mr. FORDNEY. If the land is also sold, that also must be credited to
land account, and is a return of capital That $5 per thousand
stumpage, and whatever is realized from the sale of the cut-over
land, is considered a return of capital, on which there is no tax. -But
when it comes to the corporation asking for deductions for the pur-
pose of paying this excess-profits tax or war-profits tax, as the case
may be, under this law, that stumpage value is not permitted to be
talmn. The corporation must go back to the original investment, the
original capital invested, surplus and undivided profits retained in
the business, and so on, and that is taken as capital. Now, my con-
tention is that the value of the production that the stumpage value
of that land on March 1, 1913, or whatever you ma7 have paid for
the timber if purchased since arch 1, 1913, is what is charged to the
cost of production, and if so, that is a return of capital and is not
subject to those super taxes, and therefore if it is capital, in that in-
stance it ought to be capital all the time. I can not see any reason
why the value of your property as of March 1, 1918 when taken in
the cost of production, should not be taken as capital. Now, that is
the whole meat in the coconut; and for that reason I believe the
value of your property as of March 1, 1918, as provided for in the act
of September 8, 1916, and the act of October 3, 1917, ought 'to be
your capital on which you ask your deductions, if a corporation or an
individual. Now, that is that point.

Senator NUGENT. Are you speaking now solely with respect to the
timber itself, or the land with the timber standing, or do you include
also the value of the land with the timber standing?

Mr. FOEDNEY. How is that?
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Senator NUGFNT. Do you include also the value of the land with
the timber standing?

Mr. FoRONEBY. Oh yes; the value of the land should be included;
whatever is received front the sale of the land, together with your
stumpage value, ought to be charged to the land account, of course,
as capital; and when your capital has all been returned, then, of
course there is no more credit to that account. That would be true
of every item of mineral. I am not familiar with oil, but it should
apply also with oil.

$enator NUGENT. Would you calculate the value of the land at its
stumpage value only, or at its agricultural value after the timber is
removed?

Mr. FoaDNEY. The value of the land should be fixed at its agricul-
tural value after the timber is taken off. For instance, in the case of
a tract I ai interested in in Mississippi, when we began operations in
1907 we charged to land account a certain amount of that property.
We purchased a going concern there. We charged in another account
on our books, the value of the mill and all other personal property,
rolling stock, and engines for logging, and steel rails and such like,
and planing mill. The very first year we charged off a depreciation
for the mill on this basis. When we purchased that property, upon
our estimates we had 20 years' cut of timber for that mill at so much
a year-40,000,000 a year.

There was nearly $500,000 invested in the sawmill and other para-
phernalia connected with it. We have charged off 5 per cent of
that amount each year, so that at the end of- 20 years, when our raw
material is cut out, the remainder of the mill is not worth anything
except as junk; whatever you get out of salvage must be credited to
that account. Therefore we have charged off each year 5 per cent,
so that at the end of 20 years the mill and all this other property will
be wiped off our books; .otherwise at the end of 20 years you have
something on your books that is not worth anything, and you have
not kept your books correctly. Every concern in the country does
that. For instance, there is one pine-lumber company that has a mill
just lately constructed, operateff entirely by electricity. It was one
of the first mills in the South operated by electricity. I went specially
to see that milL They invested in it $1,000,000. They have about 12
years' cut of timber-possibly 15 years' cut of timber-in their hold-
ing, The timber in the country aside from their holding had been
purchased and is in strong hands and can not be purchased by them,
and when their cut of timber at the end of 15 years has been ex-
hausted then that million dollar mill property is absolutely valueless,
except for such salvage as they can get out of it; therefore they
must charge off an annual depreciation, so that at the end of the
operation, at the time when their timber has been exhausted, that mill
will have been wiped off their books by depreciation, etc. So that it
is a question of great importance, that question of depreciation.

There are 48,000 sawmills in the United States. About 28,000 to
30,000 of those sawmills are very large investments--very large mills
that cut 10,000,000 or more per year. There are many sawmills in
the country in which there is an investment of a million dollars in
the mill and the planing mill and yards and other improvements
about the place; and, as Tsaid, when their timber has been "exhausted
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that property is absolutely valueless, except for whatever you may get
in the way of salvage out of it.

Senator THOMAS. Mr. Fordney, why did you not fix this in your
committee ?

Mr. FORDNEY. My good friend, I have been fighting for it for the
last two years; but my good friend Kitchin, all powerful, does not
agree with me, and for this reason-and for no good reason given by
himself or anybody else-if in- your definition of capital you permit
the use of the value of the timber as of March 1, 1913, the Government
will not get as much tax from the provisions of this law as they will
by charging it to an original investment--capital and surplus and
undivided capital.

Senator T OMAS. Was not the report of the House committee
unanimous?

Mr. FORDNEY.'I agreed, Senator. that I would do as Romans do--
that I would stand by the majority of the committee and offer no
amendments in the House.

Senator 'THOMAS. And appeal to the Senate?
Mr. FoRNmy. Yes; appeal to the Senate; and I reserved that right.

[Laughter.]
The CHAIRMAN. We were feeling very highly complimented.
Mr. FORDNEY. Thank you, gentlemen. I appeal to your judgment

in the matter to give most careful attention to that question, because
it is an exceedingly important one.

Senator NUGENT. Is it or is it not true that the lumber companies
charge a proportionate depreciation of the sawmill each year to the
purchaser of the lumber? In other words, do they increase the price
of the lumber to the wholesaler or the retailer in an amount propor-
tionate to the depreciation in the value of the mill?

Mr. FOEDNEY. Senator, I think I could answer that by saying yes;
but let me explain that no matter what your cost charges are,
whether for insurance, taxes, or advertisement, or whatever the
overhead expense is, must be charged to your production, and the
consumer must pay it or the manufacturer goes broke. Now, what-
ever tax is being imposed upon the people of the country by this
law-internal taxes, you as a manufacturer charge to your cost of
production and you must do it or else you do not make any money.
You fall behind; and the man that finally consumes that article
must pay it all, and he does pay it all. Let me give you an illustra-
tion. You may say as a protectionist that would apply to imports,
but it does not, because the conditions are not the same. In one
instance there are two American manufacturers in competition with
each other. In the other instance there are a foreign manufacturer
and an American manufacturer in competition with each other,
whose conditions and whose costs are not the same. That explains
that.

I purchased some beefsteak at my home the other day at 50 cents
a pound, and never before fully realized that whatever profit there
may have been in that beefsteak, either to the farmer who raised
the animal or to the butcher, all along down the line, every cost
connected with it was paid by me when that beefsteak was consumed
on my table; and what applies to a beefsteak will apply to a pair of
shoes and every other article purchased in the country, so far as
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your internal-revenue taxes are concerned, because it applies to you
the same as it does to me* you and I are in the same business and in
competition with each other, and we must and we do add it to our
cost of production. If we do not, we are going to lose money.

Senator NUGENT. I wish you would explain a little further, if you
will, Mr. Fordney, why it is that you are of the opinion that the
lumber company shouldbe allowed credit for its depreciation so far
as the sawmill is concerned, if, as a matter of fact, that depreciation
is charged to the customer and the customer pays each year.

Mr. FoaDNt. Well, my good friend, suppose that you purchased
a million-dollar piece of property, standing timber, and you put'in
$250,000 in the mill plant. You charge for your mill plant, and to
your land account $500,000, and when you commence cutting and
depleting your forest and turning it into finished production you
will charge for cost of production, we will say, a given sum per
thousand, say $5, and credit land account $6. If your $5 which von
are crediting to land account is more than the timber cost you, when
your land account has been wiped off your books then you have
no further return of capital from the depletion of the forest; but
you must each year charge off depreciation of your mill in propor-
tion to the life of the mill, or at the end of your operation the mill
stands at $250,000 on your books, and if you have not charged it to
your customers, you are out $250,000, because your mill is not worthanything.•Senator NUGENT. I do not understand it that way, upon your own

statement. If, as a matter of fact, you charge the proportionate
depreciation of the value of the mill each year to the consumers of
the lumber, then at the end of 10 years, say, the mill has been paid
for by the increased price that the consumer pays for the product.

Mr. FORDNEY. If you charge it off altogether; but if you do not
charge it off-for instafice, suppose that your cost of production is
$20 per thousand, not including depreciation as it is in the case of
the company I am interested in, our depreciation being 5 per cent on
$400,000 and on the basis of a cut of 40,000,000 feet a year; that is, 50
cents a thousand feet for every thousand feet of lumber we cut. We
charge that 50 cents to cost of production. Suppose that charging
that to our cost of production puts the cost up to $20.50 per thousand
feet, If we do not charge thgt to production, our cost is $20, but we
are out 50 cents, because we can not get back that value, unfortunately;
therefore we must charge to our cost each year a proper proportion of
depreciation each year in order that when the business has been con-
cluded, we shall have had a return of our capital invested in the mill
I would like to make it plainer, if I could, Senator.
. Now, gentlemen, another thing. I believe, and I am sincere in this
belief, after a great deal of study, that borrowed money is capital and
should be permitted to be used by corporations as capital invested.
Let me tell you why. Under existing law it is not permitted to be
used. That is not permitted to be done. The interest paid upon
borrowed money can be used as a part of your cost of production in
the overhead expense. Here is an illustration: Suppose that here is
a firm organize. with a million dollars of capital; wealthy; their
people put in all their capital, $1,000,000.
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When it comes to their deduction, they are entitled to and do get
a deduction of 8 or 10 per cent, under the provisions of this law, ac.
cording to whether they come under the excess-profits tax or the war.
profits tax provision. They get a deduction of 8 or 10 per cent on
$1,000,000. You and I may organize a corporation for a million dol-
lars capital, but we are unable to put in the cash. We pay in $5,000,-
000 and step out and offer bonds on the property or take any other
method of borrowing money, and we borrow a half a million dollars
of money. We put that money into the business. Then we have $1,-
000,000 capital paid up, one-half paid by the Stockholders, and the
other half borrowed money; but when it comes to our deduction, we
can only get a deduction of the amount of the actual cash we paid in
out of our pockets, and can not get any deduction for the borrowed
money, Now, that borrowed money is capital in the business; but if
permitted to be used as capital in the business then there should be
no interest credit for that. But whether your money iu borrowed or
you pay it out of your pocket, it is capital and is in the business andought to be considered capi tat when it comes to your deduction.

Senator MaCUMBER. Have you made an estimate of how much
additional levy will have to be made to cover the losses that will
follow from a change in the law making borrowed money capital I

Mr. FOtDNEY. No, sir; I have not: but it would be quite an item,
Senator.

Senator McCuMHEB. It would wonderfully reduce the amount.
would it not?

Mr. Fonnnn. It would be quite an item there is no question.
But, Senator, if we are framing a law for the purpose of getting
the largest amount of money, now that is one thing; but if we are
framing a law here to be just and equitable to all the, taxpayerM that
is another thing. You and I may be able to pass a law that will
permit the collector of internal-revenue taxes to take a man by the
nape of the neck and shake the money out of his pockets and say,
"This belongs to the Government."

Senator MCCU¢C rnu. We should try to do both. We should en-
deavor to be as just as we can and get all the money we can.

Senator ThOMAs. That is what your committee has been trying
to do with your alternate s"m of taxation I

Mr. FofnNim. To make it fair and just and equitable; yes, to all.
Senator THOMAS. Tax a man on the war-profits basin or the other

basis, whichever way you can got the most out of him.
Mr. FomNEry. That is true, Senator.
Senator THOMAS. It is like the man with his coon trap. He hal

it fixed "to catch 'em eomin' and agwlne."
Mr. Fonwcr. The trouble is that we can not agree on all these

thins, and we must abide by the majority, and I will. I will vot
for thin bill whether I agree with it or not.

Senator THOMAS. You will not take it amiss if I criticize the
House committee's bill or recommend its anendmentl

Mr. FODNZ.. Oh, no. I kind of expect that, Senator. I look
for it.

That question of borrowed capital is a very important one to the
poor man, more especially, we will say, than to the man who has
the ready cash to put in his business.
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One other thing. In existing law we have the income or normal
tax paid by the corporation as 6 per cent, but any money earned by
the corporation and not distributed to the stockholders duringthe
taxable year must pay a penalty, which is 15 per cent, as I recollect,
unless that money is used in the business or necessary in the busi-
ness; but if it has been placed to surplus by the company for the pur-
pose of ending taxes and not used in the business, then the Treas-
ury Department has the authority under the law to impose a penalty
of 15 per cent additional. There were no penalties imposed under
existing la*-have been neither this year or the year beore-but
there is no such provision in this law. This law provide that the
normal tax paid by a corporation shall be 18 per cent--a jump from;
6 per cent to 18 per cent-and on such portion of the earnings of the
taxable year as have been distributed to the stockholders there shall
be a normal tax only of 12 per cent. Now, that is putting the cart
before the horse, because the intention was to make the normal tax
12 per cent instead of 18 per cent, but that additional 6 per cent
between 12 and 18 is a penalty compelling the corporation to dis-
tribute to the stockholders all of the earnings of the taxable year.
Gentlemen, that is without any alternative, without any provision
that if it is used in the business it is not taxable, except tis.I made so much fuss on the committee, and so ninny times, every
day, that finally the committee agreed with me that money earned
during this taxable year and used by the corporation to discharge
interest-bearing obligations is not subject to the extra 6 per cent
penalty. I believe it is shown that about one-fourth of the moneyretained by the corporations during the last year was subject to
those taxes-would be subject to those taxes. If it was figured outcorrectly on the basis of nondistributed dividends last year, about
one-fomrth of that extra 6 per cent would pay the penalty. Theie-
fore a flat normal tax of 181 per cent would be put to 12 per cent ondistributed earnings and 8 per cent oh earnings not distributed.

But here is the point; here is the real test to that feature of thelaw, in my opinion. Every bank in the country passes each year, tosurplus or undivided profits, a portion of their earnings, after thepassing of a reasonable dividend by the directors.
Senator SMoor. You mean they should?

• Mr. FoIDWI,?. Yes; they should ao it, Senator.
Now every bank in this country accumulates bad debts. I never

heard of one that did not have bad debts. Finally ybur bank ex-
aminer comes along and orders the writing off of your books of cer-
tain bonds or notes, which are worthless, no longer valuable asassets. "That bank must have undivided profits to charge that
against,'or it must charge that to its surplus; and under the bank-ing laws the national banks can do that up to the limit of 10 per
cent of their capital surplus, and if this prevents them from takingout of undivided profits and charging to that account, then thebank must break into its surplus, which would be a very serious
matter.

Senator- Jons of New Mexico. Under the propomed bill, if baddebts are found during the year, the bank has a right to charge thorn
off against current earnings, has it not?

Mr. FOUDNEY. Yes; but it must pay 18 per cent of the nondis.
tributed dividends.
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Senator JONES of New Mexico. No; I do not take it so.
Mr. FoRDNEY. Oh, yes; I am correct in that Senator.
Senator JONES of New Mexico. Do they not have a right to charge

off the bad debts during the year ?
Mr. FoxwNur. Yes; and deduct it.
Senator JONES of New Mexico. Yes.
Mr. FoRDNEY. But, Senator, whatever proportion of the earnings

of the bank belongs to undivided profits or surplus during the year
must pay that 6 per cent penalty.

Senator JONES of New Mexico. I understand that; but you said
-that you thought they ought to have the right to write off thse bad
debts withQut paying that tax, ard I think they have it under the
bill.

Mr. FORDNEY. No: Senator. Perhaps I have not made myself very
clear.

In charging off those bad debts they must charge that to the undi-
vided profits of the bank, which is generally a reasonable amount
carried in order to take care of these accounts. Now, if they can not
place to undivided profits this year any portion of their earnings
without paying that extra 6 per cent, they will not put money to
undivided profits or surplus and pay6 per cent on it.

Senator JoNEs of New Mexico. Do not the banks now, as a usual
thing, charge to profit and loss the bad debts which they have ascer-
tained during the year?

Mr. FO1DNEY. Yes.
Senator JONES of New Mexico. And then credit profit and loss with

the earnings, and the balance remaining represents the earnings of the
business of the year?

Senator SMooT. Certainly.
M fr. FoRDNEY. Oh, certainly; if they have nothing to charge it to

but profit and loss, then they must break into their surplus.
Senator JoNr-s of New Mexico. They charge it to the current earn-

ing of the year.
%. FORMNEY. Or they must take it from undividedprofits or

surplus. I have been cautioned that I must stop quicly. Let
me say to you the earnings of this taxable year p laced to undivided
profits by a bank must pay 18 per cent penalty. That is used to take
care of your bad debts, of course. None can be put to surplus unless
it pays 18 per cent, or to undivided profits.

N ow, another thing. I will ask you to give careful consideration to
these things, and ifi have not made them clear you can dig it out
from the bili. Here is another thing. Under existing law no person
can go to the Treasury Department and get from the Treasury a. re-
port of some man s income-tax report under penalty of State priso.
or a fine, or both, except tinder Executive order. There is a provi-
s0n in this law that permits the House or the Senate to call for any
manis report. That opens the way for the demagogue, my good
friends, and the very minute that provision is put into law the So-
cialists in the House or in the Senate--and we must admit that they
are there; I do not know who they are, but they are there just the
same--will introduce a resolution calling upon the Treasury officials
to furnish the tax return of some man, Rockfeller, or of the United
States Steel Corporation. or the Beef Trust, or some great corporation.
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and any man who votes against that resolution will be immediately
classed and advertised upon the billboards as favoring special inter-
esta. That information can now be obtained through an Executive
order, through the President, and that is where that responsibility
should be laid, and when you reach that provision in the law I wish
-you would be careful in your attention to that and give it all the more,
possibly.

Just one more point, and I am going to conclude. This 6 per
cent, imposed upon surplus, works a great hardship upon every in-
stitution in the country. For instance, I will give you an illustration
on cotton mills of the country. There were in the country 33,430,000
spindles last year. There are now over 34,000,000 spindles. About
two-thirds of those spindles are in the cotton mills of the South.
The original cost of a cotton mill is. about $25 per spindle for the
number of spindles in the cotton mill. For instance, 250 spindles
cost originally about $550,000. I think you will find in the record
in my speech on this revenue bill a statement from the proprietor
of a cotton mill to that effect, and that in order to do the business of
the corporation, in carrying its raw material, manufactured goods on
hand, customers' notes, money in the bank to meet ordinary expenses
there is required to-day a sum of money equal to the original cost of
that factory, or another $25 per spindle. At $25 apiece, 34,000,000
spindles come to over $800,000,000, and if you do not permit them
to carry a surplus of the necessary money in order to do the business
of this year, you impose a. penalty upon them of 6 per cent upon be-
tween $800,000,000 and $900,000,000, which is over $50,000,000 a year.
That is on the cotton industry alone. The cotton industry of the
South is growing like a mushroom in the night. Only 10 years ago
the majority of the cotton mills of this country were in New England
and in the Northern States-Pennsylvania, and so on-but the
industry has been growing in the South and it is growing very
rapidly, and this extra 6 per cent penalty is a mighty serious ques-
tion. You will find in the record, in my remarks, a letter and a
telegram from Mr. Wallace Rogers, of Mississippi, giving the neces-
sary kmouft of working capital used now, and the normal amount
before the war. I ask you to give careful consideration to that,
gentlemen.

Senator JONES of New Mexico. Would they not -be better off if
they were not taxed at all?

Mr. FORONEY. I never knew anybody that was in favor of being
taxed, Senator; but we. have got to pay it now. We have got to
support our boys over there.

Senator JoNEs of New Mexico. Those that are doing patriotic work
now, why tax then at all?

Mr. FORDNEY. I ain in favor of taxing people, Senator. and I
would make up a bill that would take more than $9,0004000,000.
This bill we are now considering will bring in front one to one and
a half billions of dollars more than the estimates. The bill of last
year was estimated to produce three and three-quarters billions and
It has already produced over four billions: and the Commissioner of
'Internal Revenue says if you will give hi"n the necessary amount of
money to emplo accountants to do the work, he will get more than a
billion more tndyer last year's tax, and these estimates aire mnade, upon
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the same plan as the estimates made up by Mr. McCoy for the bill
of October, 1917, and in my opinion will yield from a billion to a
billion and a half dollars more than the estimates. If we live long.
enough, I hope to see that I am right about that, because I am sincere
about it. I- thank you, gentlemen.

The CHAIRMAN. We will now hear Mr. L. K. Leggitt. What inter-
est do you represent?

STATEMENT OF MR. L. K. LIGGETT, PRESIDENT OF THE UNITED
DRUG CO.

Mr. Liner. I am president of the United Drug Co., an inde-
pendent interest that has not been represented at your hearings.

We are manufacturers of pharmaceutical preparations, drugs,.and
medicines, as well as retailers.

We are interested in sections 600 and 604; in the provisions on non-
beverage alcohol.

We feel that the industry is having an injustice done it by having
the tax on nonbeverage alcohol raised from $2.20 to $4.40 a proof
gallon. It is practically the only such material that any such tax is
being imposed upon. Alcohol is being used in the manufacturing of
artificial spirits, artificial flowers, thermometers, brushes, and many
other articles--taking them at random here-on which no tax at all
is paid. That is denatured; yet our industry, in which alcohol is just
as essential to the manufacturing of our products as the glassware
that we put the products in, or the cork which goes in it, is taxed to
this extent.

I do not believe that the committee of the House realized the im-
plortance of it or fully realized how much of a burden the were
placing on our business, and I will give you just a few tems showing

the increased cost of some of the simple products
Essence of peppermint, one of the commodities used in all house-

holds, has increased in manufacturing cost 81J per cent.
Tincture of benzoin has incrased 30 per cent.
Rhubard has increased 36.8 per cent.
Cascara will be increased 29.1 per cent.
Squills will be increased 32.2 per cent..
Aconite will have an increase of 57.9 per cent.
Arnica will be increased 32.2 per cent. This affords a striking

example. Iodine is manufactured under a formula by which we can
use denatured alcohol, and it pays no tax at all; and yet arnica, used
for almost the same purposes, in a way, will have an increased cost of
32.2 per cent; that will have to be levied on the people.

Digitalis will be increased 59.7 per cent.
Nux vomica will be increased 62.2 per cent. •
Iron, quinine, and strychnine will increase 17.4 per cent.
Aromatic spirits of ammonia will increase 66.5 per cent in cost.
I illustrate this by giving you these few simple items, because they

are familiar to you. That goes through the entire line of products,
representing some 5,000 items, in which alcohol is used.

I do not want to take up very much of your time, excepting to bear
down on this one point that the Internal-Revenue Department have
so regulated the use of alcohol in medicines that they have practi-
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cally made it denatured alcohol. Before we can come by alcohol it
is necessary for us to ask permits of the legal representative of the
Internal-Revenue Department, file with him these in duplicate, to-
gether with a bond that we will use the alcohol for medicine only.
It is necessary also to file our formulas, to be forwarded with every-
thing else to Washington. We can not buy alcohol except by desig-
nating what we are buying it for. For that reason alcohol is dena-
tured just as much as if it were denatured physically as is the alco-
hol used in the arts.

I would like, if I may, to file a brief with your committee in the
next day or two.

The CHIs w. It will be printed, together with what you have
said here.

Mr. Lioorr. I thank you very much.
Mr. SMooT. You had better have it in to-morrow or not later than

Monday.

STATEMENT OF MR. W. X. HORNER, OF MINNESOTA.

Mr. HORNER. I wish just briefly, gentlemen, to speak to you on the
question of proceeds of life insurance policies payable at death where
bought purely for business purposes by an individual business, a
copartnership, or a corporation.

My remarks are not in conflict with those of other gentlemen who
have appeared before you to go into other phases of the life insurance
question. I am glad to say to you that I am sure from an analysis
that you will find out that my, objection is not something that will
take revenue from the Government; but if the inconsistency in sec-
tion 213 is corrected, it will add revenue rather than take revenue
from the Government, compared with the way it now stands.

Senator NUGENT.What interests do you represent?
Mr. HORNmt The interests of a large number of life insurance

agents over the country and purchasers of this form of insurance.
The paragraph in section 213 to which I wish to call attention be-

gins on line 14 on page 9 and reads as follows:
(1) The proceeds of life insurance policies paid upon the death of the insured

to Individual beneficiaries or to the estate of the insured.
You will notice that that taxes income from policies payable to a

copartership or corporation. I might, just to visualize what I have
in mind, call your attention to the advertisements of Wool Soap,
where the shrinkage of the youngster's undershirt is shown so visible
after washing. There is also a story, which you are doubtless famil-
iar with, or of which you will see the point if you are not-I will not
prolong my remarks by telling it--a story of a colored wedding
where the groom is shot and spoiled beyond recognition by the oppos-ingfaction...

Under the present law such policies are taxed through the pre-
miums not being deducted from gross incomes. These policies, like
all the policies under the new law, pay a stamp tax, and, under the
proposed law, in amounts beyond $40,000 they are counted under the
inheritance tax, and taxed under the inheritance tax. This. counting
the proceeds of such policies as income, the policies having paid all
these other taxes, not only subjects the proceeds to the inheritance
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tax, but they are counted as income which in most cases would btrina
them under the maximum of the surtax. 1,

But there is another point to which your attention mu,t be drawn.
that that large amount of money, coming in in that way, brought
purely as indenmity. increases the income tax that that concern would
pay that year if they did not have the policy mature, so that in all
cases the amounts of such policies, when they become claims by death,
are shrunken into almost entire uselessness,, and are almost entirely
taken up by the income tax that is paid upon the insurance, and the
increase of the normal tax on the normal income.

The CHAIRMAN. What amendment do you propose?
Mr. HORNER. The amendment I propose is to alter this paragraph

of section 213 so that it will read:
The proceeds of all life Insurance policies paid upon the death of the insured.
We just add the word "all," anti strike out the balance of the para-

graph, following the word "insured," in line 15.
Senator SMOOT. What is your amendment, again?
Mr. HORNER. We add the word "all." after the word "of," in

line 14. on page 9, of the bill, and strike out, after the word "insured,"
in line 15, all the balance of that paragraph, so that it will read:

The proceeds of all life insurance policies piad upon the death of the fibsured
It is not necessary for me to take up any more of your time, know-

ing how much you have to do, excepting to call attention to this one
point. Through error in the law of 1916 the premiums paid upon
such policies were allowed to be deducted as expenses, like fire insur-
ance premiums. That created among a poorer class of agents, willing
to take a spurious and temporary advantage, the recommendation
to clients of insurance of a high premium kind that would not be
recommended or sold or bought in normal times.

Under the law as passed last year that evil was corrected by 'not
allowing the premiums to be deducted from gross income. Now the
facts are that over these United States in the last 10 or 15 years thepractice of insuring the individual in a small business as well as a
arge business has become general, and it is more necessary in the

small business, because the snall business most needs the anchorage;
and the practice, I say. has grown up of putting a value upon some
one or some individuals, upon the man Upon whose shoulders the
responsibility of that business lies, and insuring them and indemni-
fying the business against loss by death. It is just as legitimate as
the practice of business insurance. It is of great economic value to
the business institutions of this country, and it is a statement of fact
that the hundreds of millions of dollars of insurance already now in
force upon that plan would absolutely, necessarily, the majority of
them, have to lapse. There is no reason for carrying that insurance.

Then the further statement of fact is that because of the newness
of the plan, and the very low mortality of insurance in the former
years, there would be very little from which the Government could
claim an income, and the insurance men, not the heavy writers, but
the men making a normal income, would be affected very greatly
and the Government would lose rather than gain.

I thank you very much.
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STATEMENT OF SENATOR JOHN WALTER SMITH, OF MARYLAND.

Senator SMITH. Mr. Chairman and gentlemen of the committee
I am here with some gentlemen to-daAwho represent the Nationai
Coal Association of the United States. The reason I am here, per-
sonally, is because the president of that company, Mr. Wheelwright,
is from my State. Mr. Butler would like to be heard for a short
time and will state what the conditions are.

Senator LODGE (in the chair). Our time is vepy short. Proceed.
Senator THOMAS. And we have heard a number of gentlemen upon

that feature of the bill.

STATEMENT OF MR. RUSH C. BUTLER, REPRESENTING THE
NATIONAL COAL ASSOCIATION.

Mr. BurrnL. You heard me on Monday, gentlemen, and a few
minutes were reserved for Mr. Hornberger to discuss one subject
only, that of including borrowed capital as invested capital. Mr.
Hornberger has asked me to take the few minutes that were assigned
to him for that subject, and I shall be exceedingly brief.

We see no reason for excluding borrowed capital from the defini-
ton of "invested capital," because it makes no difference to the busi-
ness or to anyone else, really from what source the capital employed
in the business is derived. it is a mere incident of organization in
many instances, that bonds are issued or notes or debentures are
issued instead of stock. I can say from the history of the coal in-
dustry that the exclusion bf borrowed capital from the definition of
"invested capital" will strike most heavily upon the operators who
are least able to afford it, namely, the men who have small companies,
or the men who are endeavoring to carry on this business which is
now so sorely needed for the prosecution of the war who are obliged
to borrow money, not having sufficient capital of their own. with
which to purchase shares of stock.

You can not classify capital. It is not divided into classes or com-
partments. It is. for any corporation to determine what particular
class of its assets are realized from the sale of bonds and what from
the sale of stocks. It is all one mass, commingled common, running
together, and it is qertainly more or less of an ariLtrary distinction,
even- though Congress may have the power to make it, to say that
borrowed money shall not be included in invested capital. I know of
many things which are much more burdensome to a company than
evidences of indebtedness of the company. I know of stock issues the
protection of which is more ample and sufficient and the return on
which is greater and more secure than bonds or other obligations-
so that there is no reason, from the mere standpoint of the name of
the indebtedness, why it should be excluded, and full recognition
should be given to all classes of preferred stock.

I have asked permission to leave a brief with the committee.
Senator LoDo. It will be printed with your remarks, Mr. Butler.
(The brief referred to above is here printed in full, as follows:)

MEMORANDUM OF SUGGERTTONS SI'MITlED I)N BEHALF OF THE NATIONAL COAL ASSO-
CIATION.

To the FINANCE COMMITTEE OF THE UNITED STATES SENATE.
The National Coal Association represents two-thirds, or nearly 400,000,000

tons, of the annual bituminous coal production of the United States. In sub-
mitting these suggestions and In the arguments presented before your committee
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in its behalf, the association Is looking broadly at the provisions of the bill
under consideration as applicable to all lines of industry and not with special
reference to their application to the coal industry alone.

We have presented three suggeqgions for your consideration: (1) A proposed
revision of the definition of invested capital; (2) a proposal that borrowed
capital be not excluded from invested capital; (8) a proposal that the excess
of current cost over and above prewar cost of Installations of plant, equipMent,
etc., be amortizi ot the rate of 00 per cent per annum for a two-year period.

We desire to present briefly our reasons supporting these suggestions:
(1) Revision of definition of invested capital. (See. 826, p. 61.)-The provi.

sons of this section give no consideration whatever to the value during the
taxable year of the property the income from which Is subject to the tax. The
unjust discrIminntion brought about by the provisions of the present law de-
fining Invested capital are proposed by the bill to be perpetuated and intensified,
Under this section (826) the cash value of tangible property at the time of Its
purchase, whether 50 years ago or two years ago, is made the value of the prop.
erty for the purpose of laying the excess tax. The unjust discrimination arising
under the provisions of the present law are well illustrated by' the table (see
p. 5 hereof) presented to the committee at our hearing. The same unjust fils.
criminatlon obviously will occur if the provisions of section 826 of the bill are
enacted Into law.

To Illustrate the discrimination complained of: The table (p. 5) shows that 41
out of 895 companies reporting to the National Coal Association had for each ton
of coal produced during the year 1917 an average invested capital of 65 cents
upon which exemptions were allowed, and that 34 of the 895 companies so report-
ing showed an average invested capital of $8.21 for each ton of coal produced
during that year upon which exemptions were allowed. Allowing the maximum
exemption of 9 per cent of the invented capital. as provided In the present law,
the operators In the first group were credited with an average exemption of
$0.0585 per ton, and of the second group $0.7385 per ton. It is unnecessary in
this brief to discuss the reasons why this vast spread in the exemption of com-
petitive operators selling perhaps at the same prices In the same field to the same
markets exists. Merely to point out the fact is sumlent to condemn the law
making any such situation possible. The remedy we propose for this discrimina-
tion Is that the property subject to these taxes be valued as of the year for which
the tax is levied, and if thin be impracticable as an administrative matter, then
that the value be fixed as of some date prior to the war, as, for instance, March
1, 1918. This proposal Is in substance the qame as thnt submitted by the
Southern Pine Assciation and the American Mining Congress.

(2) Borrowed money should be included in invested oupi0d..-Excluslon of
borrowed money from Invented capital under the terms of the law imposes a
great hardship upon those concerns (and In the coal Industry this means the
concerns of smaller financial responsibility) which have found It necessary to
finance their enterprises through the creation of debt. The only method of
financing available to many small business men whose credit is not uftielently
established to enable them to operate upon their own capital represented by their
purchase of shares of capital stock i by the issuance of bonts or other securitles.

Invested cplital in any business Is not divided Into compartments or classes.
It In the common suhstnne of the business, no matter In what manner it may
have been raised. It would he Impouslle to separate corporate assets so an to
Indicate those derived from the proceeds of the Issunnee of stock and those
derived from the Issuance of evidence of indebtedness. All of the amets of
any business are hazarded In the enterprise whose income Is taxed under
this law, and this, regardless of the source from which the assets were realized.
The wide variation In capitalization per ton of production, as shown in the
exhibit (p. 5), is in no small part due to the fact that Invested capital does
not include borrowed money, and what has been said regarding the dincrinil-
nation arising by reason of the present definition of Invested capital apples
equally with reference to the exclusion of borrowed money from the definition.

If borrowed money be Included as invested capital, It woull naturally follow
that Interest on borrowed money should in the Income tax be subjected to the
same treatment an dividends on stock, that is to say, it should not be de-
ductable from taxable Income as is now provided in section 284 (2) of the bill.

(8) The exesas of current cost -over and above prewar cost of installations
of plant equipment, etc., should be amortized at the rate of 50 per (cft
per annum for a two-year period.-The provisions of the bill recognize the
principle that excessive costs due to war conditions should be speedily
amortized and not carried permanently in defiance of economic principles In
capital account. Limiting the rate of amortization to 20 per cent of the net
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.,iirning, its the )ill provId"t will I meiln one thing t t one coflpany 1i1i41 another
thing to another company. In other words. It will lit practical appiteation
create iiijlust Ils1'lnllniltI0ii ltween iiNxlmiyer. Furtlhernore, In inny lin-
tancem, and thin Is particularly trn In the coal-nilulng Industry, the rate of

amortization proposed In the bill may not equal 10 per cent or even 5 per cent
a year of much excess cost, as a result of which the principle of amortization
for which the bill stands will be defeated by the very terms of the law itself.
lVh suggested before the committee at the time of our hearing that subject to
adjustments to be made by the Treasury Department amortization of this
excess cost should be permitted at the rate of 50 per cent per annum for a
twuwyesr period. Obviously this will result in a reduction of the taxes to be
paid during the two yeour, but equally obviously it will largely increase the
taxes to be paid In subsequent years.

We believe that the limit of amortization to 25 per cent of Income will work
injustice In many cases, and that the power of adjusimest which section 284 (8)
confers on the commissioner fully safeguards the Government in this respect.

We therefore recommend that this section be amended by sttriking out the
last sentence,reading, " In no case mhllll deduction under thin parLaph exceed
25 per cent of the taxpayers' net Income tis computed without the beneft of this
paragraph."

In presenting the views of this auroclntion before your committee on the 16th
Instant Mr. Butler stated that because of the fact that the public press had
announced that the Treasury Department had recommended n larger per-
centage of exemption for the intuing Industry than for any other Industry,
he desired to express to the committee ie awlncIntlents approval of such ree-
onminendatlon. We urge favorable consideration of the Treasury Department's
recommendation for the following reasons: First, that the coal Indnuetry Is
stild to have paid a higher perertage of its net Income by way of Federal taxes
for the year 1917 than any other Industry, thus clearly lndicatilg that the coal
Industry as an Industry carried lwe tan Its share of the burden of Federal
taxation; second, that the hazards of the business are relatively much rmter
than the hazards Incident to almost any other Industry.

Reapeertully submitted.
NATIONAL COAL ASSOCIATION,
J. H. WNuLLWIlIGET, Preident.
J. D A. MoRRow, Geweral Recretary.
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0. E. Bocxus,
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Under ...... 41 1M89 19. 0.047 0. ON 00. 06
Between - . ........... I3 9.49 21.6 1.03 1.118 1.43 .148

Between -l .................. 105 w as 21.i 2.01111 L ? 1.14 .214Betw -. . i 5.01 tL L075 8I,9s 8.46 .$48
Oetw.. -................... 5.6.33 13.8 4.21 4.87 4.66 .465
Over " ............... .......... 34 .61 10.5 .04 1.893 8.21 .821T t ..................... ...

Total. 35 100.00 100.00 ................ , ..

Capitallaton of companies In first two groups representing 47.2 per cent of production
(67957,994) In $.16 per ton.

.apitali tion of companies in first three groups representing 69.14 per cent of pro.duetlon Is 5.43 per ton.
CaPltaIiuation of companies in last three group. representing 80.86 per cent of pro.ductiona $5.83 per ton,
Companies reporting produce 148,894,809 tons.

81608-181----40
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The CHAnRAN. The committee will be pleased to hear Mr. W. E.
Humphrey.

STATEMENT OF MR. W. E. HUMPHREY.

Mr. HuPiiR.EY. Gentlemen, I wish to call your attention to one
provision of the bill.

Senator NUGENT. What interest do you represent?
Mr. HUMPHREY. I represent the principal mortgage companies of

the Northwest. I have here a list showing the principal ones, and I
will file that with the committee.

Senator LODGE. Let it be inserted at this point.
(The list referred to is here printed in full, as follows:)

The following Is a list of the companies represented by Mr. Humphrey and Mr.
McConahy:

Balfour, Guthrle & Co., San Francisco.
Seattle-American Mortgage ('o., Kansas City. Mo.
North American Mortgage Co., Bozeman, Mont.
Northwestern & Pacific Mortgage Co., Spokane, Wash.
International Mortgage Co., Spokane, Wash.
American Mortgage Co., Portland, Ore&
Holland-Washington Mortgage Co., Seattle, Wash.
Mortgage Co. Hollabd America, Seattle, Wash.
Holland North American Mortgage Co., Seattle, Wash.
Holland Mortgage 0., Spokane, Wash.
Holland Texas Mortgage Co., Port Arthur, Wash.
Netherlands American Mortgage Co., St. Paul, Minn.

Mr. HUMPHREY. I want to call your attention for a moment to a
provision of the law in regard to deductions allowed corporations in
the computation of their incoffie tax in the present law. The present
law provides as follows. This is a very short provision, under sec-
tion 12 [reading]:

Third. The amount of interest paid within the year on its indebtedness to an
amount of such indebtedness not in excess of the sum of (a) the entire amount
on the paid-up capital stock outstanding at the close of the year, or, if no capital
stock, the entire amount of capital employed in the business at the close of the
year, and (b) one-half of its interest-bea ring Indebtedness then outstanding.

The present House bill changed that provision of the law, and we
are simply contending that the change of the House made it a just
one, and we ask that it be retained. The present House bill now
being considered has this provision. I read from House Document
No. 1267, Sixty-fifth Congress, second session, page 16, under the head
"Deductions allowed" [reading]:

(2) All interest paid or accrued within the taxable year on Its indebtedness
(or, in the case of a foreign corporation, the propertion of such interest paid
which the amount of its gross Income from sources within the United States
bears to the amount of its gross income from all sources within and without the
United States) in excess of the interest received from taxation under this title.

Yesterday, I think it was, or day before yesterday, the House in
Committee of the Whole struck out the last line. so that it now stops
after the words "United States." That was amended. as I noticed in
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looking it over, on the floor. In giving the reason for this, the
report contains this statement that I think covers the whole situation
in a sentence. I read from the same report, House Document No.
1267, page 92, under the head of "Deductions" [reading]:

(1) Under existing law the Interest deduction Is limited to Interest on
an amount of indebtedness not in excess of the sum of the paid-in capital stock
plus one-half of the interest-bearing indebtedness. Since borrowed money Is
not allowed to be Included in computing Invested capital for the purpose of
the war-profits and excess-profits tax, It seems only fair to allow as a deduction
in computing net income the whole amount of the interest lald during the
year.

Now, if that is proper, why should not a corporation be permitted
to deduct whatever interest it is compelled to pay?

Senator LODGE. You are satisfied with the House provision?
Mr. HuMlPHREY. Yes.
Senator TowNSEND. You are satisfied with the amendment made

yesterday ?
Mr. I-UMIIMtEY. Yes: with the amendment which has been made.
Senator LODGE. In striking out that last line?
Mr. HUMPIhREY. Yes.
Senator RoBINsoN. The amendment made in the Hotiie is not

objectionable to you?
Mr. HubipHiEY'. No, sir; that is what we desire. We are not per-

fectly satisfied with it. We could probably write one that would
satisfy us a little better; but we are satisfied with that one. Take a
corporation with a capital of $400,000 and bonds outstanding of
$3,000,000; they would be permitted to deduct interest on $1,900.000.
In other words, there would be $1,100,000 on which they were pay-
ing 5 per cent interest amounting to $50,000, that they would not be
permitted to deduct. Not only would they not he permitted to
deduct it, but they would have to pay a tax on their loss. which
would amount, if paying 6 per cent, to $8,200. That is not an income
or a profit. It is a tax on a loss, and, of course, there is no justice
to it. and I never knew of but one reason why it was inserted in the
present law, and that reason was, probably, to keep a corporation
from decreasing its capital stock and increasing its bonded indebted-
ness. But if that was the reason, that is the only reason I can
imagine why it ever did get into law; and that reason has disappeared
under the excess-profits tax, because if they reduce their capital stock
and increase their bonded indebtedness they would have to pay more.

Senator THOMAS. I think that was the reason.
Mr. HuMPHRzy. Yes.
Senator THOM As. And that has been one of the strongest arguments.

to my mind, in favor of the British war-profits tax, which is based
upon actual earnings rather than upon indebtedness.

Mr. HUMPHREY. I think that was probably a reason; but if you
take it under the present law, even if you do not increase the excess-
profits tax it would be a great loss for them to do it, so that there is no
longer any reason that I can imagine why the provision in the House
bill shouli not be adopted. Certainly there is no justice in compelling.
a corporation to pay a tax on its loss. I see no reason why a corpora-
tion should not be treated exactly the same as a natural person.

I should like to file a brief.
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Senator LoDGE. File your brief and it will be printed with your re-
marks.

Mr. HUMPHREY. That you.
(The brief of Mr. Humprey is here printed in full, as follows:)

WAS~RNGTON, D. C., September 18, 1918.Hon. F. M. SIMMONS,
Chairman Committee on Commerce, United Rtates Senate.

My D a SENAToR: Representing the principal mortgage companies of the
Pacific northwest, we call the attention of your committee to the following deduc.
tons allowed corporations in the computation of lneme tax in the present revenue
law:

The revenue act, approved September 8. 1916, under the bead of "Deductions,"
section 12, contains the following -provision:

Third. The amount of Interest paid within the year on its indebtedness to an
amount of such indebtedness not In excess of the sum of (a) the entire amount
of the paid-up capital stock outstanding at the close of the year, or, if no capital
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.

The present revenue bill H. R. 12863, reported to the House of Representatives
September 8, 1918, and as amended in the Committee of the Whole, under the
subhead "Deductions allowed," section 234, contains the following provision,
to-wit:

(2) All interest paid or accrued within the taxable year on its indebtedness,
or, in the case of a foreign corporation, the proportion of such interest paid which
the amount of its gross income from sources within the United States bears to
the amount of Its gross income from all sources within and without the United
States.

Under the present law, a corporation is only permitted to deduct the interest
on indebtedness not exceeding the sum of the paid-In capital, plus one-half of
the Interest-bearing Indebtedness outstanding at the close of the year. This is
an unusual and, it appears to us, an unjust law. Why should a corporation
be subjected to a different rule, in the payment of tax, from a person? Why
should not a corporation be allowed to deduct from its Income all the interest
it is compelled to pay? As to how the present law works and the unjustness
of It, take the following illustration. A corporation with-
Paid-up capital -------------------------------------------- $400, 000
No profits available for distribution.
Bonds outstanding $3,000,000, one-half deductible ---------------- 1, 500, 000

Total amount on which interest may be deducted ----------- _ 1,900,000

Amount of bonds outstanding -------------------------------- ,000,000
Amount on which interest may be deducted --------------------- 1,900,000

Causing a loss of interest on ----------------------------. 100,000
Amounting at 5 per cent to ------------------------------------ 55,000

So that under the present law they are not allowed, in figuring their income
tax, to deduct as an expense the item of $55,000 paid by them in Interest, but
are obliged to pay a tax of $3,300 on that amount, which is not income or profit,
but expense; and as there is no income or profit out of which It can be paid, it
must be paid out of capital, and is not an income tax but an excise tx.

The unjustness In the operation of the present law is so apparent from th
above Illustration that further argument Is unnecessary, for it results in com-
pelling a corporation not to pay a tax on its income but compels t to pay a tax
on Its logs.

Taking the larger view of the question, the purpose of an income tax is to
collect a tax upon an income or upon T rofit, the same to be paid out of the profit.
and not to compel the payment of a tax upon a loss, which, It is meix-evident,
could not be paid out of a profit but would have to be paid out of the capital.

This law can not be justified on any principle of taxation and the only rea-
son for its justification. if any, in incorporating it into the law or IM, wa
to prevent corporations from decreasing the amount of their aptal .stock
zind increasing the amount of their bonded indebtedness in order to secure the
additional interest allowance. But such reason, if It ever existed, has ceased,
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fog. under the excess-profits tax law there is no longer any inducement for a cor-
poratldn to take such action as they would thereby be losers, as shown by the
following illustration:

Take, fpr example, a company operating with a capital stock of L000,000,
and a bond Issue of $1,000,000, drawing 5 per cent, which made a profit of 9
per cent in 1917 ($90,000), and averaged 9 per cent for the prewar period.
If they reduced their capital to $100,000, and Imureaed their boiwled indebted-
new to $1.900,000, tftey would he allow :in additional deduction on Income
tax of 5 per cent on $9(0),000, or $45,000, leaving a balance of $45,000 profits-
on which the tax would be assessed, resulting In a net advantage of $2,700.
This, however, would leave a net profit of 45 per cent on their reduced capital,
which would subject them to the payment of the excess-profits tax.
With a net profit of ----------------------------------------- $45, 000
Allowing a deduction of 9 per cent ------------------------ $9,000
Specific deduction of ----------------------------------- 3,000

Making a total deduction of ------------------------------------ 12, 00

We have a balance of profits of --------------------------------- 33,000
subject to the excess-profits tax, which would amount to $14,400, or $11,700 more
than the saving of $2,700 in the income tax; or, in other words, they would lose
$11,700 by the transaction.

We therefore submit that corporations should be allowed to deluct all In-
terest paid or accrued within the taxable year.

We submit the foregoing, confident that In view of the above facts, your com-mittee will approve the provision In reference to this matter io the present
flotse bill.

Respectfully submitted.
W. E. HuMPInEY.
JAB. M. MCCONAHEY.

STATEMENT OF MR. 0. F. HIEMKE, SECRETARY OF THE AMERICAN
APPRAISAL CO., MILWAUKEE, WIS.

Mr. HnSmKE. Mr. Chairman and gentlemen of the committee, I
wish briefly to submit to you for consideration the provision of sec-
ti6n 303 of title 3 of the war and excess profits tax, which provides
as follows [reading] : -+

Sie. 30. That in the case ot a corporation the earnings of which are to beascribed primarily to the activities of the principal owners or stockholders whoare themselves regularly engaged in the active conduct of the affairs of thecorporation, and in which capital (whether invested, borrowed, rented, or other-
wise secured) is not directly or indirectly a material income-producing factor,there.shall be levied, collected, and paid for each taxable year upon its net in-come (in lieu of the tax Imposed by Title II of the revenue act of nineteen hun-
dred and seventeen and in lieu of the tax imposed by section three hundred andone of this act, but in addition to the other taxes Imposed by this act) a taxof twenty per centum of the amount of Its net income in excess of $8,000. Aforeign corporation shall not be entitled to the specific exemption of $8,000.

A corporation fifty per centum or more of whose gross Income (as defined insection two hundred and thirteen for Income-tax purposes) consists of gainsor profits derived from purchase and sale, or of gains, profits, or commissions
derived from Government contracts, or whose Invested capital Is more than$100,000, shall not be subject to the tax Imposed by this section, but shall be
subject to the tax imposed by section three hundred and one.

I should like to speak of the corporations mentioned in the last
paragraph I have quoted from this section. "whose invested capitalis on than $.000i0."I

BrieflY, the American Appraisal Co. was organized 20 years ago by
its Preeht president and treasurer, nnd it was merely incidental that
th, form of organization was a corporation. Up to the present date



TO PROVIDE REVENUE FOR WAR PURPOSES.

not a dollar has ever been paid into the treasury of the American Ap-
praisal Co. for its capital stock.

As secretary of the company, I have been connected with the com-
pany for 16 years, and the other dozen who are with the company

ave practically all been with the company for more than 15 Years,
so that we are an organization of highly trained and expert ap-
praisers.

Senator THOMAS. What is your business ? What do you do?
Mr. HIEMKE. We make appraisals of properties for financial pur-

poses, for insurance purposes, upon which to base insurance and col-
lect the losses after a fire. We are a disinterested authority, and have
been accepted as such in the purchase and sale of large properties, in
the settlement of fire losses, and in many other activities where dis-
interested valuation is desirable.

Senator THOMAS. Your assets consist in your experience and-
Mr. HIEMKE. Yes; our assets are our experience, an accumulation

of 20 years in a successful enterprise.
Senator JONES of New Mexico. What would you say to inserting

in the law a provision treating such a corporation as a partnership
Mr. HIEMKE. That is exactly what we would like to submit to your

honorable body for consideration.
Senator THOMAS. In connection with that, what have you to say

to our extension of this law so as to include partnerships and indi-
viduals?

Mr. HIE.MKE. I beg your pardon?
Senator THOMAS. I say, in that connection, what would you have

to say regarding the expediency of extending the clauses regarding
excess-profits and war-profits taxes to partnerships and individuals?
It is now confined to corporations.

Mr. HIEMn. I do not know.
Senator JONES of New Mexico. It is extended under the excess

profits tax.
Senator SmooT. Not under existing law.
Mr. HEMxr. Not under the present law; and that is why we

would like, to have considered the reasonableness or equity of having
eliminated those words limiting it to a capital of $100,000 for such
concerns as ours: and I know there are others in the country, but I
have been in Washington only 36 hours, and I came immediately on
ascertaining that provision in section 303.

Senator ROBINSON. Do you desire to submit a specific amendment
which would accomplish the specific purpose?

Mr. HIEMKE. I have framed a letter which I would like to ask
permission to submit in the record, and I would like to ask con-
sideration of the feasibility of eliminating that provision the same
as the provision with regard to individuals and copartnerships has
been eliminated from the excess-profits tax.

Senator §MOOT. How do you do in your company-just issue one
share to each of the individuals interested?

Mr. HTIEMKE. We are capitalized for $300,000, and we have about
$250,000 issued to-day, with the balance of the stock in the treasury,
contracted with worthy employees, which will be paid to them an-
nually in consideration of their staying with us a number of yeas
Those old employees are our asset, and we are issumig to those em-
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ployws, in addition to their salaries, as an incentive to remain with
the'ompany, this stock.

Senator SMOOT. Then the company has not received anything in
cash for the shares issued?

Mr. HizxK. The company has up to date not received one dollar
for any of the shares that are issued, and we have no capital Ou
surplus and undivided profits conduct our business, and that money
is merely fised as an incident to the business to provide for deferred
payment for services rendered or to provide for office furniture.
We do no merchandising, no manufacturing, or trading of any kind;
simply render our service as a copartnership or individual would.
But because of our organization and because this organization has
been a successful institution with the members who founded it we
would be subjected to what we believe is an unjust provision OF the
law if that $100,000 provision is allowed to stand, and an unfair

,advantage to any other organization who would have, say, $90,000
invested in their business. They would pay 20 per cent, and we
would pay, under the excess-profits tax or the war-profits tax--and
our business is of such a nature that it would come largely-up to
80 per cent of our earnings. We are willing to pay and anxious to
pay all the taxes that are equitably imposed, and if the law could
be framed so that an organization such as ours would pay 20 per
cent tax we would be highly pleased, but we do submit for your con-
sideration the elimination of that as an unjust provision to or-
ganizations such as ours.

Senator JONEs of New Mexico. Do you pay salaries to all of these
members?

Mr. HIEMKE. Yes, sir; all officers are paid salaries, and profits are
declared on the stock as the stock is issued, as dividends.

Senator JONES of New Mexico. Do you pay salaries, do you think,
commensurate with the worth of the services, or. are they merely
nominal salaries?

Mr. HIEMIaE. That is a hard question to answer. I would say that
the salaries and the stock issued and dividends represent and are

. commensurate with the services rendered by the respective members.
Senator JONES of New Mexico. And that includes dividends as

well, you think?
Mr. HIEMKE. Yes.
Senator JONES of New Mexico. Do you object to telling us how

much the salaries of these different people are?
Mr. HrFzmE. I would be glad to. The president receives $25,000

a year; the treasurer receives $20.000: the secretary, $16,000; the
vice president, $15,000; the general manager, $15,000; the general
superintendent, $11 000; and the assistant general manager, $4,641.66.

Senator JONES oi New Mexico. And how much will be added to
those sums by way of dividends?

Mr. HIEmEK. That depends upon what dividends are declared.
Senator JONES of New Mexico. What has been your experience?
Mr. HrEMKE. They have ranged from nothing up to 75 per cent.

Last year they were 75 per cent. The year before that they were 40
per cent.

Senator SMooT. That is 40 per cent of the stock that is issued to
them, or 40 per cent more than the salaries they are paid?
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.Mr. HYwKE. Forty per cent on the stock that is issued to them,
to the stockholders of record.

Senator NUQENT. What addition would that make to the salaries
that you have enumerated there, in dollars and cents, approuiinely;
if you, desire to- give that infornlation?

Mr. Iauxz. It is 75 per cent on $237,950 at the close of our last
fiscal year, February 28,, 1918.

Senator JONES of New Mexico. What proportion of that does your
president get?

.Mr. ThmMF. The president has 805 shares.
Senator RoBiNsoN. What is the par value of the shares?
Mr. Hinan. $100.
Senator Rolsnisoy. I think we could figure that from the statement

you have made.
Mr. HIMnx. I could compile that and submit it.
Senator JoNEs of New Mexico. I wish you would, and just put it

in in connection with your remarks.
,Mr. Hiumsz Yes, Sir.
(The statement referred to is here printed in full, as follows:)

WASINGTON, D. C., September 19, 1918.
Hou. F. I. SI mors,

Chairman Senate Finance committee,
Washington, D. CF.

DzAn SnR: The proposed revenue bill for 1918, which you have now under con-
sidwation, draws am unfair discrimination in section 80 between corporatlns
having more than $100,000 invested capital and smaller corporations, copartner-
ships, and Individuals engaged In an Identical or a similar business; that is, that
of rendering personal services.

In the fourth line of the second paragraph pf section 303 of the proposed law,
corporations having more than $100,000 Invested capital are made subject to the
taxes imposed under section 801 which might amount to 80 per cent of the net
income, If competed under the war-profits method, and to the graduated scale of
taxes if under the excess-profits method, whichever produces the most tax,

Smaller corporatlmns though engaged In the same work are only taxable at the
rate of 20 per cent upon net Incomes In excess of $3,000, while copartnerships and
individuals are not subject to anmy exces-prttMs or wft-proft tax under the
proposed bill.

The American. Appraisal Co., of Milwaukee, is a Vimc4cnsin corporation with
authorized capital stock of $300,000. Not a dollar has ever been paid into the
treasury of the company for stock. all the stork issued tc date having hien issued
for good will or bonuses for services rendered by the stockholders.

Mr. J. L. Moon and Mr. W. 1I. Young, present president and treasurer, re-
spectively, founded the corporation 20 years agh and the writer has been asso-
ciated with the corporation for 16 years. The dozen smaller stockholders have
practically all been with the corporation for 15 years or more.

At the end of our last fiscal year, February 28, 1918, Mr. J. L. Moon, held 805
shares of stock, par value $100; Mr. Young, 586 shares; and the writer, 358
shares, the balance of 630 Issued shares being held by the 11 smaller share-
holders.

The corporate form of our association of expert appraisers is clearly incidental
only to our organization. Its business consits of rendering expert personal
services In making appraisal, of industrial and other establishments for finan-
cial and other purposes, which calls for a high degree of technical training and
experience. Its earnings have always been and are now primarily due to the
activities of the principal stockholders or owners, to whose Industry and effi-
ciency the development of the busineAs may be ascribed. We are not a manu-
facturing corporate. do no buying or selling or any kind of merchandulng,
and the use of capital in this company Is purely Incidental to the character of
the personal services rendered, being necessitated by delay and irregularity i
the receipt of fees, advance of salarlen, wages, providing office equipment and
accommodation&
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Under the existing revenue law businesses rendering personal services, such
as the American Appraisal Co., and as above outlined, are taxable upon excess
profits at the flat rate of 8 per cent, without regard to the form of organization,
whether corporate or a partnership or individuals, and without regard to the
volume of business or size of capital.-Articles 71 and 72, regulations No. 41,
Treasury Department, United States internal revenue, section 209 of the act.

While the 20 per cent flat rate upon such corporations as ourselves is quite
agreeable,' I submit that it Is not equitable to impose such a tax discrimination
in the same businesses because of the form of organization or because of the
size of invested capital, when with such discrimination a heavy burden is placed
upon the existence of the one and an unfair advantage is given to the other
class.

To do justice to such cases as ours the $100,000 limitation of invested capital
should be stricken from the bill, which is the relief we are herein seeking of you.

It should also be borne in mind that the stockholders as individuals will pay
increased normal and surtaxes upon their personal incomes, practically all of
which are derived from this corporation.

In conclusion I kish to express my appreciation of the courtesies extended by
your committee and bespeak your further kind consideration.

Respectfully submitted.
0. F. HIEMKE,

Secretary American Appraisal Co. of Milwaukee.

Senator TowNsEND. Mr. Chairman, a matter was brought to the
attention of the Committee on Ways and Means with reference to in-
surance-the tax on unauthorized insurance companies. Mr. Rainey,
a member of the committee, wrote a letter to Mr. Doyle, a member of
the Board of National Fire Underwriters, stating the position and
asking for information, which Mr. Doyle furnished in a letter, and
submitted a proposed amendment to the bill. I would like to have
that put into the record here now, in order that we can ask the Treas-
ury, or the Treasury Department, when it comes in, because it appears
that it was,opposed to a matter that appears to me to be absolutely
just and fair.

Senator LODGE. It will be printed in the record at this point.
(The letters referred to are here printed in full, as follows:)

JuNxE 26, 1918.
Mr. . H. DqyLz,

National Board 61 Fire Underwriters,
76 Williams Street, New York City.

MY Drmix MiL DOYLE: We are &agaged in framing, as you know. n very large
revenue bill. It Is necessary to find every possible source of taxation. I am
advised that there are policies of transportation and marine insurance which
were Issued by companies having no place of business In the United States,
and these companies, therefore, are not amenable to our taxing laws, neither
national nor State. They are in direct competition with our domestic com-
panies and are also in direct competition with those foreign insurance com-
panies which have complied with our laws and which have a domicile In. the
United States, and which are subjected to the license requirements of our
States and our State taxing systems, as well as our national Income taxes. etc.
I wish you would advise me as to the extent of this business.

Also, advise me as to the total amount of premiums which go abroad In
Insurance of this character. I understand the situation to be that vessels
and their cargoes are to some considerable degree Insured directly by the
owners, who make their applications direct to a foreign country. I would like
to know how much this amounts to. I am also advised that a good many
foreign companies having a domicile in the United States and authorized to
do business here sometimes refer business of this character to their home
offices, and the business Is conducted by mail or by cable between the home
office and the person taking out insurance on a vessel or floating structure of
some kind, or its coatents, in this country. Do you think there is any founda-
tion for a suspicion of this kind?
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I will be very glad, indeed, to have any data you can send me as to the
character of the insurance business I am discussing in this communication.

Very truly, yours,
HE.NRY T. ]tAINY.

THE NATIONAL BOARD OF FIRE UNDERWRITERS,
NC'" York, June 28, 1918.

Hon. HENRY T. RAINEY,
House of Representatives,

Washington, D. C.
MY DEAR CONGRESSMAN RAINEY: We are in receipt of your favor under date

of June 26, in relation to the proposed revenue bill.
Your information respecting placing %f insurance by persons, firms, etc., in

the United States with foreign companies Is unquestionably correct.' There is
a very great volume of this business placed in companies anl associations not
authorized to transact business in the United States, and such* companies share
none of the expense of our national, State, or municipal governments. nor are
the policies taxed under the provisions of the present revenue act. Their
activities are not confined exclusively to marine and transportation risks, bilt
include all classes of property Insurance; that is, fire. tornado, bombardment,
invasion, etc., in addition to transportation and marine.

These companies make no returns to any taxing authority In this country,
and it is impossible to do more than estimate the amount of the premiums,
I have conferred with a number of our leading insurance officials and they
assure me that a conservative estimate of marine and transportation business
would be more than $50.000,000 annually, and that other property risks com-
bined will exceed the amount paid for marine and transportation. If this Is
true, and I believe it is, a conservative estimate of the total business would
indicate a minimum of $100,000,000 annually. Of this iumense sum nothing Is
contributed' to the support of either our national, State. or uniclpal govern-
ments, and the business is in direct competition with our domestic companies
and the United States branches of foreign conipatiles.

It Is the general belief that the opportunity presented to foreign companies
having United States branches to evade payment of any taxes In this country
by transacting business direct from the home office is so apparent that ninny
have availed themselves of same. In this practice I am quite sure the United

* States branches take no part, but the busine-s Is written at the home office
abroad, at'the Instance of the assured or some broker acting for him, and the
authorized branch in this country has no record or knowledge of It.

I understand the modus operandi of handling this business by foreign com-
panies is to issue policies covering property in this country, basing their
liability upon that paid by some American company covering the same risk.
To illustrate: They will issue a policy for $10,000 with a provision that they
are liable and will pay upon the same basis at the same ratio and in like
amount to the blank insurance company which Is Interested in the risk. By
this means they not only escape the item of tax expense, but likewise escape
the Items of expense of adjustment, Inspection, etc., and have but a small
acquisition cost.

In a competitive way they have a further advantage of being immune from
the application of our various State laws affecting the business of Insurance.
such as antidiscrimfnatlion in premium charges, the necessity for having policies
countersigned by a resident of the State upon whom service of process 1ay at
any time be had, and the numerous other restrictive measures to be found ini
the statutes of the various States. They can charge one firm one rate and
another firm under conditions nlmos4t identical an entirely different rate.
Domestic and authorized companies ire not permitted to discriminate in this
manner and the result is that In a competitive way the foreign Interests have
a tremendous advantage and secure business through the very simple proce-s
of taking advantage of the rate which domestic companies must maintain tA
prevent discrimination.

This class of business, therefore, could bear a very much heavier tax than
that imposed upon the premiums of domestic and authorized companies. I
should say that a tax at the rate of 10 per cent upon insurance covering
property interests placed with foreign companies not authorized to transact
business In the United States, or if authorized, not placed through United
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States branches, would secure for the Government annually a sum In excess of
$10,000,000. This would not result In an Increase In rates, as the items of the
several taxes now Imposed, plus necessary expenses which the domestic and
authorized companies must bear, are in excess of the 10 per cent 30,u mention.

All of the above is confirmed by the estimates of several of our larger
companies based upon their competitive experience.

Trusting this is the information you desire, I am,
Yours, very truly, J.H. DOns,

Assistant General Counul.

INSURANCE.

[Proposed amendment.]

Each policy of Insurance, or certificate, or binder, or covering note, or memo-
randa, or cablegram, or letter, or other Instrument by whatever name the same
shall be called, by which insurance shall be made or renewed upon property of
any description (including rents and profits) whether against peril by sea or
on Inland waters, or in transit on land, or transshipments and storage at
termini or way points, or by fire, lightning, tornado, windstorm, bombardment,
invasion, insurrection, riot or other peril taken out by or on behalf of a citizen
of the United States or a resident thereof, or by any corporation or partner-
ship created under the laws of the Unite I States or of any State, Territory, or
district thereof, a tax upon the amount of premium charged of 10 Cents on
each dollar or fractional part thereof.

Prolqded, That this tax shall not apply to any policy or other Instrument
issued by an Insurance company created under the laws of the United States
or of any State, Territory, or district thereof, or by any person, partnership, or
association of persons residents of the United States and duly authorized to
engage in the business of Insurance under the laws of the United States or
of any State, Territory. or district thereof; nor to any policy or other Instru-
aient Issued by tiny insurance company or corporation not created- under the
laws of the United States, or of any State, Territory, or district thereof, or
by any person, partnership, or 'association of persons not residents of the United
States when such foreign insurance company. corporation, person, partnership,
or association of persons Is duly authorized to engage in business tinder the
laws of the United States or of any State, Territory, or district thereof, and
such policy or other instrument is written, signed, and issued by such com-
pany, corporation, person, partnership, or association, or its duly authorized
agent in the State, Territory, or district of the United States within which
it is authorized to do business: Providcd further, That policies of reinsurance
shall be exempt from the tax Imposed by thi subdivision.

It shall be the duty of every person, partnership, firn. association. or corpora-
tion (including brokers and solicitors) procuring a policy or -other instrument
by which insurance is ande or effected. or acting for or on behalf of any other
person, partnership, firm, association, or corporation in the procurement of such
policy or other Instrument and which 1N taxed under the provisions of this
subdivision, to attach and cancel to each of said policies or other instruments a
stamp or stamps equal In value to the tax Imposed thereon by this subdivision.

The CHAIRMAN. The committee will next hear Mr. Oren B. Taft.

STATEMENT OF MR. OREN B. TAFT, PRESIDENT OF PEARSONS-
TAFT LAND CREDIT CO., CHICAGO, ILL.

Senator LODGE. Whom do you represent?
Mr. TAFT. I represent the Illinois State Bank and the Pearsons-

Taft Land Co., of Chicago, Ill., and others like interested, and what
I have to say may have been said repeatedly. In a word, if I can
confine it to that, section 303 was evidently intended to meet our
case, being a corporation where the stock is largely held by the officers
who are actively engaged in the business and have been all their busi-
ness life; but our capital is $200 000 the minimum allowed by the
statutes of Illinois for State banks. 'We can not reduce it to meet
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this proposed law, and would like to have the proposed law
increased to at least $200,000. That will meet our case. As
to a larger amount, that is subject to your own judgment. If
that is done it meets all that we need. Without that or another
amendment which I will suggest. where the House evidently has m-
tended to meet our case, they have failed, perhaps they not ,der-
standing the concrete case, because between $100,000 and $200,000
we are.left as we were before, which was this: We have been a busi-
ness organization going since 1866. I have been continuously in the
business myself since 1869. It has been owned and operated very
largely as a business, first as a partnership and then as a corporation,
by two individuals, my former partner, an official, and then myself
and my sons.

In 1912 my former partner went out of the business, and my sons
purchased his stock, paying $400 a share for it in money. That is
the basis and the evidence that we have-and the business has not
changed in its character since--for the value of our capital invested.

Last year we paid a tax beginning with an allowed exemption of
8 per cent on $200,000, or $16,00. Had we been capitalized as we
might have been, had there been a need, we would have been capi-
talized for $800,000 of actual money on the basis of evidence that
would be satisfactory to any official representative. In that case we
would have started with a proper exemption of 7 per cent on our
$800,000, or $56,000. Between those two points of $16,000 and
$56,000; that is, we paid a tax on $40,000, because we happened to be
incorporated for $200,00 instead of the actual fair value of our stock,
$800,000.

Now, had section 30 read $200,00, or an amount more but not less.
I if it were to become a law, have nothing more to say. We are
ready to pay whatever tax Congress puts upon us; and I mean that.
None of us have yet gone into our principal, and we ought to before
we get through with this case.

y only suggestion is that you incorporate into this proposed law
the provision in the capital stock which provides for the ascertaining
of a fair stock value. It has all of the working method; it accom-
plishes the purpose by ascertaining, and it is known to you by ascer-
taining what is a fair value of the stock as capitalized upon the earn-
ings for the past five years. Take our earnings for the past 5 years,
if you please, and we are willing to abide by that; or the last 10 years
or 15 years, and take the total for the 5 years and divide it by 5, giving
the annual net arning% for the last 5 year, .Capitai. that, if you
please, at 8 per cent, which is the suggestion in the internal-revenue
commisiotur's siggeutx-tapitalizt that at 8 per cent and give us
that capital and put us under any method od taxation, excess-profits
tax, or war-profits tax that you please, and we will pay the tax. All
we ask--and I know that you want to grant it, and I believe the House
has indicated its desire to grant it--is a fair start at the bottom upon a
fair value of our stock, with a fair pro rata equitable exemption with
the rest, and other corporations of a like character. mad then tax us
according to your excess-profits tax or your war-profits tax, and we
will pay it. We ask that we be given a chance to start with an exemp-
tion in equity and equal with ters. I have said it all. Has it been
covered? I not, can there be airy objection? We have no provi, ioa



TO PROVIDE REVENUE POR WAR PURPOSES.

in the proposed law by the House which does not leave us precisely
as we were under the law last year.

Senator McCuMBER. Do you not think that all taxes should be
levied upon the actual invested capital during the year of taxation
rather than upon stock?

Mr. TAFT. Senator, there appears to be an attempt to define invested
capital, and this law goes into definitions.

Senator McCrMnE. If we would go outside of that definition and
provide that the tax should be levied in all cases upon the actual capi-
tal employed during the taxable year we would avoid your objection?

Mr. TAFT. Yes, sir. If you were going into our office for the pur-
pose of buying our business, I do not think you or any member here
would have any difficulty in ascertaining what that was worth in dol-
lars and cents. That is all we ask; use the business method. The
reason, as near as I can read it into the House bill, is that they do not
know what to do with good will as a value-and I do not. You can
play horse with it if you please, and I think they have dodged it and
are afraid of it. I should imagine so. There is a way to determine
what that good will is. If the organization has been in business long
enough to establish its own record according to its own books so as to
show the earnings, then capitalize the earnings on whatever basis
you please or fix as fair, and you have got the answer. The House bill
does not do that. It puts good will in the intangible assets. All
right. I can understand why; patent rights: contracts: possibilities;
good will.

Senator Joxs of New Mexico. Let me see if I understand your
suggestion. You would take a given business and estimate the amount
of prot which it ought to earn on capital in the particular business!

Mr. TAFT. Precisely.
Senator JoNi.s of New Mexico. Well, take that earning at 8 per

cent, and then if its earnings are $8,000 you would estimate the in-
vested capital at $100,000?

Mr. TAT. Precisely.
Senator JoNi of New Mexico. If you take some other line of busi-

ness where you-would expect to earn 10 per cent and it earned $10,-
000, ybu would have the invested capital at $100,000I

Mr. TAFT. Senator, I thought I had something here that would
show you, but I find I have not.

Senator RoiarsoN. You would not take the actual earnings, then ?
Mr. TAFT. I would take the net earnings. As you say, you can

make net earnings mean anything. I can make my salary three times
what it ought to be.

Senator Ronnmsow. That is what I was gettin. at.
Mr. TAFT. The internal revenue have imued instructions by which

to reach that very thing.
Senator RoINmsoN. You say you would take the net earnings as the

basis of capitalization?
Mr. TArt. Yes.
Senator ROBINSON. And you can make the expenses anything you

want to?
Mr. TAFT. Yes.
Senator ROBNO.. So that v would reduce the net earnings to

aa7_1mount you might care to.
Mr. TAFT.'Yes.
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Senator ROBINSON. Then the amount of cash that the concern
would pay would depend entirely upon the amount of expenses it in-
curred. Then, by paying themselves enormous salaries, why could
not the owners of a corporation prevent the Government from receiv-
ing any tax at all? Why could not they pay out the total gross earn-
ing and have no net earnings and pay no tax?

Mr. TAFT. They can do exactly what you have suggested, and so
the Treasury Department have endeavored to meet it and they do
meet it. Why do I say they do? Because ever since you have had
a revenue law your Government officials have come into our bank
and hkve spent at least three days there going over these very items,
allowing this and refusing that, and your internal-revenue instruc-
tions are right to that point.

Senator RoBiNsoN. Would you give the Government the power to
fix the salaries of the officers?

Mr. TAFT. It gives the Government the power to come in and
report to the headquarters whether they are excessive or not. That
is merely a regulation which, as I say, comes in the revenue act.

As I was going to say,you can not meet it except in one way. You
can not fix the salaries. You have got to determine in some way what
shall be permissible and what is not. In other words, answering Sena-
tor Robinson's question, I know of no way-I would know of no way
if I were sitting in one of these chairs--by which to determine what
my salary shall be in the concrete; and yet, in every case, the con-
crete has got to be the answer in that particular corporation. For
instance, in my case I retired from active business; that is, I gave
up my office hours, and my two ions are running the business as I
did before them, and acting merely as advisor and to keep the thing
running when it is in danger-and I am there every day- my salary
is $9,500 a year.

Senator ROBINSON. What was it before you retired?
Mr. TAFT. $12,000. My sons each receive $10,000 and give all of

their time, and I am quite ready to say that they can earn 50 per
cent more than that and get a position in a week's time any time.
They are thoroughly capable and are managing a business that han-
dles millions of dollars, Our salaries are certainly reasonable. Can
I say anything more on that?

Senator ROBINSON. I think I understand your position.
Senator TOWNSEND. I do not understand that you have answered

Senator Robinson's question when he said you were going to base
your capitalization upon your net profits and that you can make
those net profits anything you choose.

Senator RoBINsoN. That means you can make your tax anything
you choose, and that is exactly what we want to get away from.

Senator LODGE. Mr. Taft, I do not want to cut you off, but the
Senate has come into session; it is 12 o'clock, and a brief executive
session of this committee is desired.

Mr. TAFT. May I file anything by sending it to the committee ?
Senator LoDen. Yes.
Mr. TAFT. I can do it within a day or two. I have one or two sug-

gestions in connection with sections 303 and the $200,000.
Senator LODGE. Get here before Monday whatever you desire to go

into the record. Any amendment or argument that you desire to
make will be printed with your statement.

Mr. TAFT. Thank you.
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(The brief referred to by Mr. Taft was subsequently submitted
and is here printed in full, as follows:)

BRIEF SUBMITTED IN CONNECTION WITH REMARKS BY OREN B. TAFT, VICE PRESIDENT
OF PEARSON-TAFT LAND CREDIT CO., A STATE BANK LOCATED IN CHICAGO, ILL.

All references herein are to House bill 12863, with Chairman Kitchin's report
attached.

Following amendments are suggested:
1. To section 327:
"(4) Where corporations are engaged mainly or exclusively in farm or real

estate mortgage investment banking business and derive their income mainly
or exclusively from parts of interest paid on the mortgages sold by corporations."

This should go in just above the last line on page 28. Then amend pro-
vision (b) of said section 327 by inserting the words "first three" before the
word "cases" In the first line of the subdivision and add at the end of the
subdivision (b) the following: " In the fourth case specified In subdivision (a)
the minimum invested capital shall be one-twentieth of the aggregate amounts
of principal In the mortgages contributing during the taxable year to the Income
of such corporations."

It is believed the fairness of these amendments will impress you and anyone
else familiar with such concerns as ours. In our own case with these amend-
ments in the law our capital actually invested would be about $700,000; our
excess profits credit, $59,000; and our tax about $18,000, leaving the net return
to the stockholders on the purchase price of their stock about 6 per cent.

The amendments suggested have the merit of being simple and easily applied
and of no broader application than the few cases specified therein.

The character of the business in the cases provided for by these proposed
amendments Is based upon the principle followed in the farm-loan acts of Con-
gress where the profits arise from a percentage of the investments or loans
made. In fact, this act was itself based upon such business long carried on prior
to the act, and the relation of capital to that Investment is also followed In
the amendments proposed and as concretely evidenced in its application to our
own corporation.

It is clearly evident that the proposed law did not have a business of this
character in any of its provisions, and any attempt to make an application of it
is practically impossible; therefore, in justice to it the special provision pro-
posed should be made.

If we are left to the uncertain provisions of the bill as drawn, the total tax
under the bill will be over $36,000, as upon the price paid for this stock in the
last sale for cash the present holder would have no income derived from his
Investment for the reason that the exemption allowed of 8 per cent upon the
fair value of the capital miscarried in this particular business.

PEARSONS-TAFT LAND CREDIT CO.,
By OREN B. TAFT, Vice President.

The CHAIRMAN.. The committee will now proceed to executive busi-
ness.

(At 12 o'clock m. the committee went into executive session.)





APPENDIX.

During the sessions of the committee the following briefs were
received and by direction of the chairman were ordered printed in
the record, as follows:

BRIEF IN REGARD Tb SECTION 900.

TAPESTRIES AND TEXTILES FOR FURNITURE COVERINGS OR HANGINGS FOR INTERIOR
DECORATIONS.

This is general and the intent of the paragraph is not clear. It would cover
cheap curtains and curtain materials which are house furnishings and are used
by the poor, as well as the rich, as a comfort and necessity for the home. Our
contention Is that these articles should properly be placed in section 905 as,
Rbove a certain price, say $2 a square yard and $7.50 a pair at retail, they be-
come luxuries and should properly pMY IL luxury tax of the amoit your com-
mittee may name.

If the impost of 10 per cent on manufacturers, importers, and producers were
to remain, the sale of this article would so (leereas- that the revenue would be
smaller than could be collected in section 905. rhe income of time manufacturers
would become a loss, and therefore the income tax would suffer, and an im-
pending gross-sales tax would also become smaller. The larger revenue can
only be procured by the 20 per cent tax collected by the vendor from the pur-
chaser. We have submitted in a former letter the British luxury list, and If you
will see the French list now in force you will also find an exemption up to a
certain price on curtains and materials.

Furthermroe (see 909) these urooils are sold on 70 to 90 days' tile, and it
would be a great hardship for manufacturers to report monthly to the collector
when payment is made, sometimes In three to six months. During the last
famine hangings proved n great boon. They kept out the cold and soot.

We therefore ask you to kindly make this change.
Respectfully submitted.

CURTAIN MANUFA('TURERS' ASSOCIATION Or AMERICA,
M. E. WonMsFR, President.

UPHOLSTERY GOODS AS AN ESSENTIAL. 1
The Anthracite Coal Operators' Association. under dfite of September 4,

advises that "householders who would conserve their coal supply and make
their houses warmers should use heavy draperies for doors and windows."

It is a very practical suggestion.
From the earliest period, rugs and tapestries have been used in the finest old

castles of Europe, primarily to check drafts; if they possessed an esthetic
value, so much the better. But to-day, with the price of coal so high and the
supply limited, it Is pleasant to feel that such practical people as the coal men
recommend the use of drapery stuffs as contributing to the comfort of tim
home. We are too prone to dwell upon the unessential qualities of estheticism in
house furnishings, because comfort Is an all-desirable quality, but there's no
comfort so great as warmth In blizzard weather; so it might be well for dealers
in their advertising to dwell upon the recommendation of the coal men.

FRENCH TAX ON LUXURIES.

Law enumerating articles subject to tax of 10 per cent on retail sale lnoe.-
The French finance law of December 31, 1917, by article 27 instituted a tax of
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10 per uent on the retail sale price of luxuries. The Journal Officiel of March
24, 1918, published the text of a law, promulgated March 22, enumerating the
articles which are classed as " de luxe." All payments of less than 1 franc are
exempted from the tax, provided always that the payments are not on account
of a larger sum. For the purpose of calculating the tax a fraction of a franc is
deemed to be 1 franc. Rules are to be issued laying down the exact manner In
which the tax will be applied. The tax was to take effect three months after
the promulgation of the above-mentioned finance law, 1. e., three months from
December 31, 1917.

'Articles taxed irrespective of price.-The following articles are submitted to
the tax by reason of their nature, no matter what their price may be:

Photographic appliances, lenses, and accessories.
Motor vehicles for the transport of persons, their framework (chassis), and

carriage-making materials and accessories (carrosserie).
Jewelry of gold or platinum.
Billiard tables and accessories.
Hosiery and underwear (lingerie) of silk, pure or mixed.
Artistic bronze work, ironwork, and locksmiths' work (serrurerie).
Horses, ponies, asses, and mules for pleasure purposes (de luxe). (Breeders

are not liable to this tax.)
Curiosities, antiques, and all objets de collection.
Brandy, liquors, aperitifs, and liquor wines.
Sporting guns, hunting and sporting articles, and ammunition and accessories

(armurerie).
Live game for hunting or restocking coverts.
Harness for saddle horses.
Fine Jewelry.
Books f librairie) ; artistic publications on special paper with a limited im-

pression.
Livery (of domestics, etc.).
Watches of gold or platinum.
Goldsmiths' and'silversmiths' ware (orfevrerie) of gold, silver, or platinum.
Perfumery (rouge, scents, essences, extracts, etc.), excluding soaps and

dentifrices.
Paintings, water colors, pastels, drawings, and original sculpture. (Original

works in this category sold direct by the artist are exempt from this tax.)
Fine pearls.
Pianos, other than upright (cottage) pianos.
Precious stones and natural gems.
Tapestry, ancient or modern, In wool or silk, machine or hand woven; oriental

carpets; bathroom carpets tapiss de savonnerie).
Truffles, truffled poultry and game, and truffle patties.
Hunting garments and riding habits.
Pleasure canoes and boats with mechanical propulsion, yachts.
Articles taxed above specified prtces.-The following articles are taxed when

the retail price exceeds the price in francs per piece Indicated:
Lamp shades...............
Men's and women's clothing ac-

cessories -----------------
Pets (animaux d'agrement) :

Dogs------------------
Other animals..........

Articles of furniture and ac-
cessories-----------------

Articles de Paris, fancy or orien-
tal articles of all kinds other
than those comprised in the
above schedule ..........

Fancy articles for office use ....
Smokers' requisites ------------
Devotional articles..........
Bicycles-------------------
Silver Jewelry--------------
Imitation or rolled (double)

Jewelry or Jewelry made of
nonprecious materials -------

Hosiery, underwear (lingerie de
corps) :

Children
M en .........
Women .........

Brushes, combs, and other toilet
articles ..........

Frames (for pictures, etc.)
Walking sticks, hunting stocks-
Chinaware:

Table service for 12 persons
(about 116 pieces) -------

Small single pieces --------
Medium size pieces.......
Large pieces
Complete toilet service -----
Single pieces ......
Tea or coffee services ------
Single small pieces
Large pieces
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Men's headwear
Women's hats-------------
,'ootwear, per pair:

Children---------------
Women ----------------
Men ------------------

Chocolates, confectionery, bon-
bons, per kilogram-

Corsets, belts--------------
Complete costumes or overcoats:

Children's ---------------
Little boys' (garconnets)--
Men's (suits, frock coats,

morning coats)
Complete suits (veston) for
men_-

Separate garments:
W aistcoat ...........
Trousers ........
Coat, smoking jacket, frock

coat, morning coat ------
J ackets ..............

Costumes or mantles:
Young girls'
Vomen's .......

Separate garments:
Skirts
Bodices (corsages)

Blankets, quilts, eider downs
(edredons)

Cutlery, scissors, each article.-
Lace, embroidery:

By the metre-
Machine made - -
Handmade

By the piece-
Machine made
Handmade .....

Fans
Artificial or sterilized flowers,

each purchase ....
Natural flowers, Conservatory

and indoor plants (de serres
ou d'appartements), each pur-
ch se ............

Furs (fourrures). (See Furs
below ) ...........

Gloves, per pair ....
Fire irons
Engravings, prints, photographs,

and reproductions of works ofart .. . . . . . . . . . . .
Glatters, leggings, per pair ------
Accessories for games and

sports ----------------
Fishing tackle
Musical instruments other than

the piano (phonographs, gram-
ophones, mechanical pianos)
and all their accessories ------

Binoculars (opera, racing, etc.)
and lorgnettes _.

G am es .................
Lamps, candelabra

Household linen:
Tablecloths
Pillowcases
Tablecloths. napery, by the

square meter
Table or toilet napkins -----
All other articles ----------

Lustels, lamp brackets, chande-
liers ...........

Trunks---------
Fancy leather goods (maroqui-

nerie)
Furniture:

Bedroom, drawing - room,
dining room, study, for
the whole and for each.---

By the piece-
Small ........
Medium-
Large

Looking-glass articles (mirol-
terle) :

Mirrors ..........
Picture-frame glass --------

Motorcycles, side cars, cycle
cars, and similar vehicles....

Watches, other than those com-
prised in the above schedule--

Handkerchiefs, per dozen ------
Ornaments and knick knacks ---
Goldsmiths' and silversmiths'

ware (orfevrerie) in base
metal, plated (gold, silvered,
etc.), with the exception of
table ware, per piece .....

Umbrellas, parasols, sunshades
Perfumery; articles other than

those comprised in the above
schedule:

Soap, per cake ......
Dentifrice, per liter -------
Toilet preparations contain-

ing alcohol ......
Feathers, etc., for ornamenta-

tion (parures en plumes).
(See Ornamental grasses and
feathers below) -------------

Clocks (wall variety, etc.). (See
Alarm clocks, etc., below) ----

Furs (pelleteries). (See Furs
above) ---------------------

Photographs:
Portraits, per dozen -------
Enlargements, each-_

Upright (cottage) pianos and
harmoniums ----------------

Ornamental grasses and feathers
(plumes de parure). (See
Feathers, etc., for ornamenta-
tion above) -----------------

Alarm clocks, traveling clocks,
desk clocks. (See Clocks
above) ................

100
100

25

1,500

100
250
500

20
100

2,000

50
18
10

15
25

2
15

15

25

100

50

40
40

1,200

10

20
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Curtains, bed curtains, and fit-,
tings for same, French win-
dows:

Per curtain or curtain fit-
ting

Door curtains, double ------
Door curtains, single ------
Bed decorations

Window curtains, short window
blinds (brisebise), per pair

Bound books (rellure), each vol-
ume:

In octavo and smaller for-
mats

In folio and quarto --------
Ribbons, braids, etc. (passe-

menterie), per meter- -
Ladies' bags
Saddlery :

Complete harness for car-
riage

Single pieces ....
Window accessories (stores de

vrtrage ou de fenetre)
Articles in imitation bronze ....
Carpets:

Center carpets ------------
Beside mats and hearth

rugs

Carpets-Continued.
Ordinary carpets fixed by

nails tapss cloues), the
meter (1 m. by 70 m.)---

Ordinary carpets of large
size

Table covers, bedspreads
Tissues for clothing or furnish-

ing, the square meter-
Mural hangings of all kinds, per

square meter ...........
Clothing for the house (vete-

ments d'appartement), peig-
noirs, pajamas, dressing
gow ns ----------------------

Portmanteaux, traveling bags--
Glassware and crystal ware:

Large glasses -------------
Small glasses -------------
Glassware for toilet or office
use

Large articles, carafes, jugs,
and such like -----------

Wines:
In bottles
In casks, per liter

Horse carriages for private use
Aviaries, cages

The Journal Officlel of April 6 publishes a law, promulgated on April 5, pro-
viding that payment for goods bought before January 1, 1918, are exempt from
the above-mentionei tax.

In France a commission was appointed to decide upon the articles which
should be subject to the tax on luxuries, just as a select committee of the House
of Commons has been appointed for a similar purpose in England. The chair-
man of the French commission, In reporting to the French minister of finance,
outlined the commission's procedure, as follows:

"It would have been vain to attempt a rigorously exact definition of objects
called luxury objects. Besides, Parliament has not given us a mandate to
undertake a theoretic study, but to furnish it with concrete propositions with a
view to the classification called for by the law of December 31, 1917.

"This is not to say that in order to draw up these lists we have not been
guided by certain principles. We judge that the quality of luxury articles de-
pends on three elements--the nature of the article, its price, and its destination.

"In the first category are Included articles which are essentially de luxe, such
as diamonds, pearls, jewelry in gold or in platinum. In the second, objects which
in a general way are In everyday use, such as clothing, but which are of a
sumptuous character, when they fetch high prices. Finally, certain articles
which are de luxe by nature, such as motor cars, lose this character when they
are employed in the exercise of a profession; for example, the furs of a
chauffeur or the carriage of a doctor. The law, indeed, is intended to hit only
the display of wealth and not the instruments of labor; it taxes luxury but does
not wish to paralyze effort.

" In this light we were led to the drawing up of three schedules; the first,
comprising luxury objects by nature; the second, objects classed by reason of
their price; the third, exemptions accorded to certain articles by reason of their
destination.

"After some hesitation the commission decided that It was expedient to draw
up only the first two schedules, at the same time indicating in their heading the
principle of derogation founded on professional use.

"The first difficulty that the commission had to grapple with in the drawing
up of the schedules A and B consisted .in making a classification as complete as
possible, with designations sufficiently clear to avoid all difficulties In applica-
tion. In this matter we thought we could not do better than to follow the cus-
tams of the trade; it is traders who will be, in the application of the law, the
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principal collectors of the tax; it was necessary, therefore, to make our schedules
conform to their traditions and their customs. The categories proposed by the
commission are presented with the concurrence of the representatives of trade;
If some designations appear to the public obscure or incomplete the purchaser
will be enlightened at the tine of payment by the seller of the article upon which
the tax Is levied.

"The question of fixing the price above which certain articles will be con-
sidered as being de luxe occupied for a long time the attention of a subcommittee
and the commission Itself.

"We must observe that the figures given in Schedule B represent current prices
(les prix actuels) ; since it concerns a tax to be collected at once, and, since we
take price as the test of luxury, it could only concern the present price paid
(prix actuellement paye) for each article. The result of this has been that in a
large number of cases we have allowed exceptional figures, clearly higher than
those ruling for purchases before the war. It will evidently be necessary to
proceed with a revision of these basic prices (prix de base), when the market,
so profoundly disturbed by the rise in cost of labor and raw materials, resumes
its normal state.

"A very, important question, and one which nfay have a serious reaction on
the yield of the tax, has been settled by the heading of schedule B; it is there
stipulated that the tax is due not by reason of the sale pricb but only by reasou
of the excess of this price over the basic price appearing In the schedule. This
solution appears to satisfy the demands of equity and to accord with the con-
ception of luxury which we have indicated above; up to a certain price the pur-
chase of a piece of furniture, of an article of clothing, corresponds to a real
need; luxury, and consequently the tax, only ought to begin above that price.
Nothing in the text of the law of 1917 Is contrary to this interpretation, and
tlds is supported by a recent precedent, since this rule has served as the basis
of the assessment of the lump-sum tax on income.

"The question of the derogations justified by professional custom was very
delicate and would have given rise to long enumerations if we had wished to
enter into details of all kinds; we have thought subsequently that it was prefer-
able to fix by a general forinula the principle of exemption for articles destined
for the public services, agriculture, commerce, industry, and the exercise of a
profession. But this rule, laid down as a hard and fast one, would have led to
excessive indulgence If certain exceptions were not made to it. Thus the doctor
of whom we have spoken above may have need of a motor car to visit his
patients; but he has no need of a very luxurious carriage, and above a certain
price he ought to pay the tax. In this and other similar cases, we have intro-
duced in the schedules A and B certain precise definitions which will secure
that the exemptions, which taken in themselves are just, do not lead to abuse."

TAX ON ATHLETIC GOODS.

NEW YoRK, September 18, 1918.
Hon. F. M. SIMMONS5

Chairman Finance Committee of the Senate,
Washington, D. C.

DAR MR. SIMMONS: I take the liberty of addressing you as chairman of the
Finance Committee, suggesting certain changes in the administrative features
of the tax levied under Title IX of the proposed war-revenue bill recently
passed by the House of Representatives and now before your committee for
consideration, especially to the tax proposed by section 900 on sporting goods.

While I think the remarks which I shall make are general in their applica-
tion to all the articles enumerated in section 900 where the tax is imposed on
the price at which the articles are sold by the "manufacturer, producer, or
importer," nevertheless it must be understood that I am writing only as a
business man interested as an officer of A. G. Spalding & Bros., athletic goods
manufacturers, in the production and sale of athletic goods including bathing
suits, one of the new items subjected to the tax by said section 900.

At the time of hearings held a little over a year ago by your committee on the
war-revenue act of October 8, 1917, I had the honor of appearing before your
committee, testifying In opposition to any tax on athletic goods. When the
present bill was being considered by the Ways and Means Committee of the
House I had extended to me the privilege by that committee of appearing be-
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fore them, and the testimony and proof which I presented there is printed in
full in the Hearings before the Ways and Means Committee on the New Rev-
enue Bill under date of June 8, 1918, appearing on pages 57 to 78.

While I presented at that time what appeared to me to be valid arguments
against the Imposition of an excise tax on athletic goods, the Wayq and Means
Committee have decided otherwise, and while I still hold the opinions therein
expressed, the whole subject of this particular section of the tax law Is of suc
relatively little importance that I believe it Is wiser not to press before your
committee any further arguments in opposition to the tax itself or to the rate
which has been selected by the House of Representatives. The suggestions,
therefore, that follow have as their object to make the meaning of the law
somewhat clearer, to eliminate certain inequalities between different manufac-
turers, producers, and importers, which I believe would exist If the law was
passed in its present form, and while accomplishing these two results at the
same time increase slightly the total tax to be collected without any change of
the rates which are embodied in the proposed law.

I believe that no one will dispute that this tax is in principle a consumption
tax. It is a tax which Congress presumes will be passed on and borne ulti-
mately by the consumer of the taxed articles. From this it follows that the tax
should be equal on identical articles sold to the consumer at identical prices, or,
to put It negatively, that such articles should not be subject to a different
amount of tax according to the method or means of distribution used by the
manufacturer, producer, or importer to distribute his goods to the consumer. It
would seem that the Ways and Means Committee had this in mind by the lan-
guage they used in section 901 and by the following clause which is inserted at
the end of section 900:

"If any manufacturer, producer, or importer of any of the articles enumerated
in this section (900) customarily sells such articles both at wholesale and at
retail, the tax In the case of any article sold by him at retail shall be computed
on the price for which like articles are sold by him at wholesale."

It Is respectfully submitted, however, that section 901 and the above-quoted
clause of section 900 does not accomplish the result' which it is presumed was
Intended.

The manufacturer, producer, or importer may use three methods for distrib-
uting his merchandise:

1. He may sell direct to the consumer.
2. He may sell direct to the retail trade (meaning by " retail trade" the stores

which sell to, or the major portion of whose business is with the consumers).
3. He may sell to jobbers or large distributing houses who in turn resell to

the retail trade.
It is understood, of course. that there may be many subdivisions within

these three general classes, and that the manufacturer does not always use
any one of the three methods exclusively, but may use a combination of two, or
sometimes all three methods.

There is no such thing as a market price for articles of commerce such as are
listed in section 900. The price which the manufacturer will charge will differ
very materially according to whether he is selling direct to the consumer or
direct to the retail trade, or to a Jobber or distributor. Without going in
detail into the business economics which underlie and justify this difference in
price it is sufficient, perhaps, to say here that the amount of capital required
and the expense involved increase as the manufacturer tries to approach closer
to direct relations with the ultimate consumer. Furthermore, where the manu-
facturer sells direct to the consumer he almost always has one fixed price from
which he never makes any concession. The same is very largely true where the
manufacturer sells direct to the retail trade; where, however, we find a manu-
facturer dealing with jobbers and distributors, there Is a tendency to enter
into individual contracts, and the prices to the different jobbers and distributors
tend to vary.

The Ways and Means Committee very evidently Intended that the tax should
be on the price at which the articles manufactured are sold to the retail trade,
but the language used does not give effect to this intent probably because the
committee was not entirely familiar with the actual trade conditions.

Section 901, I think, would lead to an endless amount of dispute and probably
to much expensive and wasteful litigation between taxpayers and the Treasury
Department, for the following reasons:
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First. There is no way of determining what is the fair market price ob-
tainable for any particular article. As stated above, there is no such thing
as a market price for articles enumerated under section 900.

Second. The phrase "directly or indirectly to benefit such person or any
person directly or indirectly interested in the business of such person" is am-
biguous and almost impossible of being given any precise meaning.

No price concession is ever made in a bona fide trade transaction that is
not intended to at least indirectly benefit the seller, and yet t would always
be doubted whether Congress Intended that language to have as broad a mean-
ing as that.

I would respectfully suggest that section 901 be omitted entirely in its
present form; that the following changes be made In section 900 and a new
section 901 inserted in the language given below.

In place of the following language in section 900: "A tax equivalent of ten
per centum of the price for which so sold," insert the following: "A tax
equivalent of ten per centum of the wholesale price for which such articles are
customarily sold to the retail trade by such manufacturer, or by the dis-
tributors or jobbers to whom such manufacturer has sold."

In place of the following clause in section 900: " If any manufacturer, pro-
ducer, or importer of any of the articles enumerated in this section (900)
customarily sells such articles, both at wholesale and at retail, the tax in the
case of any article sold by him at retail shall be computed on the price for
which like articles are sold by him at wholesale," Insert the following: " If
any manufacturer, producer, or importer of any of tile articles enumerated
in this section (900) sells such articles only at retail, the tax in the case of any
articles sold by him at retail shall be computed on three-fourths of the price
for which so sold."

The way the law is drafted at present a manufacturer who sells only at
retail (and, so far as I know, there are none such In the athletic-goods trade,
except golf and tennis professionals) would have to pay a tax on the full
retail price. This is not fair to him because he necessarily is paying a larger
tax on this same article, selling to the consumer at the same price that his
competitor has to pay who distributes his goods by some other method. Where
the manufacturer sells only at retail it would be difficult, if not impossible, to
determine what the correct wholesale price to the retail trade for such mer-
chandise is. there being, as I have stated, no such thing as a market price for
merchandise of this kind. I think It Is safe to say that In any line of trade
the average wholesale price to the retail trade of any article of the class ofthose enumerated In section 900 varies from 60 per cent to 75 per cent of the
retail price. The number of manufacturers who sell direct to consumers only
and do not sell at all to the retail trade, I think, will be found to be very
small in any of the trades enumerated in section 900, and hence it seems fair
to those few that the percentage of the price on which the tax should be com-
puted should be taken at the highest average rather than the lowest average.
In the place of the present section 901 I would suggest the following:
" SEc. 901. That there shall be no change in the price on which the tax iscomputed by reason of any cash, quantity, or trade discount, unless in the case of

a trade discount only such trade discount be allowed to all the retail-trade cus-
tomers of such manufacturer, producer, or importer. The intent being that
the tax on any given article of the manufacturer, producer, or importer shall
not be varied by the special terms of any particular sale or contract of sale."

There is one other matter which I would like to submit for consideration to
this committee, namely, the question of tax on articles enumerated in section
900 which are sold to the Y. M. C. A.. Knights of Columbus. aind other organiza-
tions for the use of the Army and naval forces of the United States. Tile Com-
missioner of Internal Revenue has ruled that pursuant to the provisions of
section 3464 of the Revised Statutes of the United States, sales to the Red
Cross are not subject to the present excise tax imposed under section 600 of the
war-revenue act of October 3, 1917, because the Red Cross is in effect a depart-
Ment of the Government itself. Their present rulings with respect to theY. M. C. A., Knights of Columbus, and other organizations have been, np to
the present time, to the contrary, although I believe the matter is nw being
pressed by the Y. M. C. A. to secure a similar ruling in their case to that of the
Red Cross.

So far as our company is concerned, it is indiZerent to us what Congress does
in this matter. If the tax is imposed, we, of course, will have to collect it from
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the organizations purchasing merchandise from us, and if there Is no tax they
will buy at correspondingly lower prices. If the law Is passed in the form such
as I have suggested, or probably even in the form as it now stands, the price
will be more than 10 per cent of the price at which such organizations as the
Y. M. C. A. and Knights of Columbus are purchasing, because they are pur-
chasing In very large quantities and are receiving and are entitled to receive
the prices at which the manufacturer would sell to the Government Itself or to
large distributors, and which, of course, are very much less than the regular
wholesale prices to the retail trade. It is therefore respectfully submitted that
Congress should make this subject clear and unambiguous by expressly exenipt.
Ing sales to all organizations who are furnishing goods for the use of the Army
and Navy. With this in view I submit the following section, which I have
numbered section 901-A. for this purpose:

.. SFcToN 901-A. That under such regulations as the Secretary of the Treas.
ury may prescribe all articles enumerated in section 900 shall be exempt from
the tax Imposed by said section 900 which are sold to the United States, and
when for the use of the Army and naval forces of the United States which are
sold to the American Red Cross, the Y. At. C. A., the Knights of Columbus. and
any other organization which the War and Navy Departments will certify are
bonn fide furnishing such articles to the Army and naval forces of the United
States."

Respectfully submitted.
H. BOARtDMAN SPALDING.

Vice President and Treasurer of A. 0. Spalding e Bros.,
126 Naasau Street, New York, N. V.

Tapestries flnl textiles for furniture coverings or hangings in the Interior
decorations of buildings, 10 per cent tax.

Carpets and rugs, tn amount In excess to $5 per square yard, also subject
to tax.

Comparison: These two clauses, In our opinion, it is the Government's Inten-
tion to tax in about the. same way, as they are used under the same circuin-
stances and both come tnder the heading of interior decorations. The second
Item carries a tax which evidently is meant to show some consideration to the
general public, who all use this product when sold at prices the average civilian
can afford for his home.

In the first item there is no consideration shown at all to the users of
staple goods against the tser, of luxuries, although there should be more con-
sideration given to the first than to the second, for the reason that tapestries
and textiles cover a much greater scope than carpets and rugs.

Textiles may mean all classes of cotton goods, whether printed or not.
Printed textiles are, as you know, used for the cheapest kind of clothing, such
as children's dresses, aprons, women's wrappers, klmonas, etc. Some manu-
facturers of printed textiles call their goods cretonne, because they specialize
In selling the trade who In turn supply the house furnlshers, and it is gener-
ally understood that a piece of printed cloth used for the interior decorations
of a building Is called cretonne.

Therefore a manufacturer of cretonne Is in a general way understood to
sell his product for the interior decoration of buildings, and under, this heading
will be taxed, although he Is constantly selling his product to manufacturers
in all branches of trade, and in many cases sells as much for general usage as
he does for decoration. Under the circumstances, how are you to tax the
product which does not go Into the interior decoration of buildilns? For
instance. a manufacturer who makes printed percals, awnings, denims for
overalls as well as for draperies, silkoline for quilts, satinee, calicoes, trunk
linings, ginghams, or any other printed piece of cloth who sells his product, and
then in turn it is used later on for interior decorations--how is he going to be
taxed under this law, although the goods are exactly the same as the good
made by the cretonne manufacturers. Because he calls his product by another
name, should he escape this tax? It Is quite clear that this tax as it is written
now does not convey the Government's intention.

Tbere are enormous quantities of burlap used for the covering of walls of
buildings which will be subject to n tax of 10 per cent. How Are you to
separate thin from the burlap used for packing and other purposes?

To vml cinLpltcationii. which will surely rise. and to make this a workable
tax, we would suggest that a price be set on tapestries, drapery textiles,
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drapery nets in the piece or pair of $1.50 per square yard. This would be, In
our estimation, more nearly the original intention the Government is work-
ing for. a

During September, 1918; one of the requests from the Fuel Administrator
was that people should draw their draperies at tile doors and windows during
the cold weather, and particularly mentioned the drawing of these draperies
in unoccupied rooms. We quote this to show further utility use of draperies.

DEExiN MILLIKEN & CO.
TITUS BLATTR & Co.
ALEXANDER JAMIESON & CO.

CONSUMERS' PURCHASE TAX.

Whether or not it will be necessary to raise for governmental purposes the
vast stm of $24,000,000,000 or more, I certainly do not pretend to know or
question. But whether tile amount to be loaned to our allies should [it part
be paid for by direct tax on our citizens or tiot, is to me one of grave doubt. As
I understand It, our Government takes the bonds of our allies for these loans,
and if so, should we not sell our Government bonds to our citizens to raise this
money, rather than tax our citizens for any material part of It? When a citi-
zen pays a tax it is forever gone from him; but if he buys a bond lie has simply
loaned his money; nnl as our Government is simply loaning this money to the
foreign Governments and taking their bonds, it looks to me reasonable for
theib to likewise borrow the money from our citizens on its bonds.

Considering this feature, is it wise or prudent at this time to try to raise
one-third of the total amount to be expended by the Government, including
foreign loans, by taxation, amounting to, say, $8,000,000,000? Can the business
of the country continue to stand the heavy strain of taxation as now proposed,
and at the same time buy and consume the amount of bonds necessary to pro-
duce the other two-thirds of the revenue needed? It makes no difference how
abundant or prolific a milch cow may be, you can milk her dry, and though
leaving the body of the cow intact and not harmed, you have then taken from
her all that she can give of what you want. It Is well to remember, too, that
not all of the cows In the herd give milk, but a greater proportion of them
give it than there are people in the United States who pay direct taxes to the
Federal Government. I think It was estimated lnst'yenr that only about 3 per
cent of the total population of tile United States paid any Government tax.
Therefore, approximately 100,000,000 people were enjoying the benefits arid
protection of this Government, without Its costing themn one cent. Now, no
man is liable to appreciate very much anything which comes to him without
care or effort.

If It be necessary to raise anything like $8,000,000,000 by taxation, are there
not other ways than those now proposed, by which a very considerable por-
tion of this tax could be raised, and not bleed to death the very small propor-
tion of the people now paying direct taxes (any, 3 per cent), and put them in
such condition as that they can not continue to respond to the various calls of
the Government?

Therefore I want to suggest a form of taxation not now in existence, but
which the needs of the Government appear to me to necessitate, simply and
entirely as a war measure. This method of taxation Is what would properly
be called a consumer's purchase tax. A reasonable proportion of the whole
taxes of the country could readily be raised by a lax of this kind, and no un-
reasonable amount should be raised by it. It is the only method of taxation
that I know of that every consumer would pay a portion of, and a portion
based entirely on the amount consumed. If a man's consumption was small,
he would pay but little; if his consumption was large, his tax would be pro-
Portionately heavy. No one could easily evade it, and everyone, under the
present needs of -the Government should be willing to pay something directly
toward the maintenance of the Government. It would be paid day by day, as
purchases were made, It would not be a particular burden or hardship, and
would produce a large revenue, governed, of course, by the amount of per cent
taxed against the purchase.

In no way could It be made a debt-producing obligation. At the time of the
purchase the consumer would pay the tax, be It 2 cents or $5,000. The poor
man, earning a livelihood by the sweat of his brow, would hardly miss from
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his daily wage the amount required for this tax. If he spends $600 a year, and
the rate does not exceed 5 per cent of the amount of purchase he would make,
and the class of materials he would consume, It would hardly cost him more
than $30 per annum, or, say, 1 to 1j per cent of the total number of working
days In the year under the existing scale of wages. I think there is no man
who is deserving of citizenship who would not be willing to make this sacrifice.
If sacrifice It can be called, to help support his Government under present
conditions.

While, as I said above, this tax would apply to all, and everybody would be
doing something, it would still largely be paid by the rich man, or the man
who has another. income besides his daily wage. This tax Is not "giving until
it hurts," but it is giving to the man who pays It a direct interest In his Gov-
ernment, and makes him a more manly man. It makes him feel that he is
part and parcel of th& Government and equally deserves with all other citizens
the care and protection which the Government can and does give.

The consumers' purchase tax is in no sense class legislation, but makes one
class of all. We neither want nor need class legislation In war times for the
support of the Government. The rich and the poor alike are fighting in the
trenches. side by side, each doing his whole duty. Then, why not everybody,
by this purchase tax, pay a portion of the taxes necessary to support our sol-
diers.

A tax on luxuries (if anyone knows what are luxuries at this time) is dis-
tinctly class legislation or class taxation, if confined to articles enumerated as
luxuries, and therefore, in my opinion, does not meet the needs of the Govern-
ment under existing conditions. Under this proposed consumers' purchase tax,
what might he called luxuries would certainly carry a very high tax. This
tax could be so graded that where the purchaser wanted to make a purchase
costing $1, he would pay one rate of taxation, and where the consuming pur-
chaser wanted to make a purchase of $500 or $1,000, he would have to pay a
very different rate of taxation. This would be fair to all. One need not pay
a high consumers' tax unless it suited him to do so.

This tax would teach conservatism and economy, and to purchase only such
things as were, so to speak. needed or necessary. It would discourage useless
expenditures. At the same time it would produce a revenue astonishingly
large.

Being paid day by (lay, it would not disturb the financial situation, as is
now necessarily done by the collection of the enormous Income and war profits
taxes. I do not mean by this that either of these taxes ought or should be
abolished. They are absolutely necessary, and if unreasonably severe, no one
ought to complain at having them to pay. This consumers' purchase tax would
simply be an adjunct to taxes .collected in other ways, and would not be in-
tended in any way to be substituted for them, though it might enable some
reduction in these taxes where it is found they are oppressively heavy and
working material injury to the business of the country.

During the Civil War there was proposed several times in Congress a tax
known as a sales tax, but in each instance It failed of passage, and it Is readily
understandable why such a bill could not pass and would not be proper to pa.s
under the present war conditions. As I understand it, the bills then offered
taxed every sale. When a manufacturer sold goods to a jobber, the jobber
paid a tax; when the jobber sold it to a smaller jobber, the small jobber paid
a tax; when that small Jobber sold it to the retailer, he paid a tax; and when
the retailer sold It to 'the consumer, he paid a tax. So there was piled up
three or four taxes on the article when It came to the consumer. which was
tax on top of tax, so that it almost amounted to prohibition on general busi-
ness. But the consumers' purchase tax herein suggested would not interfere
with business In any sense as it is now being carried on. In fact. the busi-
ness world would hardly know there was such a tax. The manufacturer would
pay no tax when he sold any goods. The Jobber would pay no tax. The re-
tailer would pay no tax; and the only person paying a tax would be the con-
sumer when he paid for the article. It would be only one tax, and thht a
small one, unless, as heretofore stated, the purchaser wanted something that
might be called a luxury, and the purchase of which Involved a considerable
sum of money.

It also has the advantage of being a tax easily and cheaply administered and
collected. It could all be done by putting the necessary stamps on the article
purchased, these stamps to be paid for by the purchaser, of course. The re-
taller could go to the revenue office or post office and buy an assortment of
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these stamps, and when the article was sold inform the purchaser the amount
of tax he would have to pay and sell him the stamps to apply to the purchase.
Such safeguards and regulations could be enacted as would make the law easily
administered, all the details of which could be carried out, it appears to me,
as thoroughly and as well as Is done now by the Internal Revenue Department
or the post office in selling stamps.

It appears that some other source of revenue must be found to meet the
needs of the Government, unless the business of the country is taxed to a point
which might materially interfere with it, and also impede to some extent the
ready sale of the enormous amount of bonds which the Government is compelled
to dispose of.

It has been intimated by one high in financial authority that the politicians
would not approve a bill of this character. I suppose, of course, the politicians
here referred to are Members of Congress, because only the Members of Con-
gress would have anything to do with the passage of such a bill. I had learned
to think that there was no such thing as politics in Congress, where the welfare
and necessities of the Government and the proper prosecution of the war was
concerned; that Congress had virtually "pooled" Its politics when it came to
matters of that character, just as I understand the Army has pooled religion
In the different cantonments, and have put all the religion in one pot, so to
speak, virtually saying that the soldiers had just as well go to Heaven in the
sprinkling cart of the Presbyterians as in the submarine of the Baptists.

If one-third of the people of the United States paid this consumers' purchase
tax (and it seems reasonable to suppose that that many would have to pay It),
and the average amount paid by each was $33 per annum, it would produce a tax
of over a billion dollars, and this enormous sum could be produced by this
consumers' purchase tix without embarrassing or doing violence to anyone.

In the language of ex-Speaker Cannon in a recent Interview: "In such a
dilemma why not adopt a consumption tax?"

Respectfully submitted.
S. T. MOEGAN.

RICHMOND, VA., September 18, 1918.

THE NEW WILLARD,
Wa hington, D. C., September 19, 1918.

Hon. F. M. SIMMONS,
Chairman Finance Committee, United Statee Senate.

My DEAR Sin: A brief of my suggestions In regard to a change In section 900.
paragraph 15, and section 905, paragraph 1, affecting rugs and carpets, is
herewith submitted for your committee's consideration:

Oriental as well as other Imported rugs have so greatly increased in their
Cost as to make the proposed tax, unless changed, almost prohibitory. The cost
of such rugs has reached a high level undreamed of before the war, due to the
following reasons:

(a) Large increase in their price abroad.
(b) Fifty per cent duty on such increased foreign cost.
(e) Increase In the cost of ocean transportation and marine Insurance.
When to these factors Is added the great increase in the overhead cost of

operation of any business in this country, a rate of taxation approximating 20
per cent on the selling price of an article possessing In a high degree utility
and art is bound to result in the disorganization of business and consequent
failure to produce the maximum revenue possible from this source.

.There is always a limit at which any article can be sold, and to Impose a tax
excessively on its selling price without regard to the profit that Is possible to
make on such a sale is very different from taxing the net profits at howsoever
high a rate.

Modern Imported rugs can scarcely be sold at retail under $3 per square foot,
or $27 per square yard. Ranging from that price, they run up to $10 per square
foot, or $90 per square yard. An allowance of $3 per square yard on these
would still leave a net tax of 16 per cent to almost 20 per cent.

A large percentage of the rugs manufactured In this country also sells at a
price in excess of $15 per square yard.

The change herein suggested Includes such American rugs, thus placing them
at no disadvantage.
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Likewise by excluding imported and American rugs In section 905 and leaving
the $5 exemption on all other carpets and rugs the purposes of your committee
would be fully served by giving the intended benefit to the low-priced goods.

The pending bill provides in section 900, paragraph 15,. and section 903 a flat
tax of 10 per cent on the sale price of artistic Interior furnishings and other
objects of art and of decorative value-all articles sold under like conditions
and associated with high-grade rugs. The latter should, therefore, be included
In this section.

As It is likely that this revenue bill will remain on the statute books for a
considerable period even after the war, it Is most essential that not only an
Injustice be prevented but also the largest amount of revenue possible be
secured for the Government, and it will not be difficult to show to your coin-
mittee, If necessary, that a straight flat 10 per cent tax, as suggested herein,
will produce more revenue for the Government than could otherwise be obtained.Respectfully, S. KENT COSTIKYAN.

[Form of suggested change.]

TrLE IX. EXCISE TAXES.

Section 900 (15) to read: "Tapestries and other textiles for furniture cover-
ings or hangings and imported and American rugs (made principally of wool
and seamless) used in interior decorating and furnishing of buildings, 10 per
cent"

Sectlong9O5 (1) to read: "Carpets and rugs (excepting Imported and American
rugs, seamless and made principally of wool), including fiber, on the amount in
excess of $5 per square yard."
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