If the corporation income tax 18 to be retained the risk of loss

of revenue will be avpided and there will not be the possibdility of
large windfall gains acoruing to stockholders of corporations which
distribute pubstantielly all their earnings. Rates under the supple~
aentary mdistributed profits tax, however, must de drastic enough to
accomplish the purpose of bringing income within the resch of the personal
income surtax, The rate schedule reporbed as having been proposed by
Chelrman Harrison 1s not drastle enough.

The following table summarises SBenator Harrison!'s suggested

schedule as reported in the newspsperss

Pergentage of mdjusted net Tax rate appli- Total tax as
income undistributed gable to additionel a percent of
(before undistributed part of net income adjusted net
profits tex) updiotributed = income
Undex 30 No tax
50 0
50 ~ 85 B percent
-1 0,25 percent
56 - 40 174 percent
40 0.878
40 «~ 50 20 percent
50 £,875
50 - 80 30 pergemnt
60 5.878
60 ~ 70 45 percent
{4} 10,875
70 » 20555 48 percent
08 zs . 23.8753/

v Maxisust possible tax,
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During four yearus of prosperity a mere domen of lerge corporations
paid out only $174,000,000 of a sum of $585,000,000 availedls for commson
dividends, Nesrly $400,000,000 escaped surtaxes, and surtaxcs in the
higher brackete would have been levied on the bulk of this emount,

TABLE I
como dend Teelve S t

(M111lons of dollers)

4 yrs, 4 yrs. 2 yra.
£8-2 1980-33 1934-35

Consolidated met income after

Fodersl taxes 665 3.4 208
Preferred dividends {(and minority

intoerssts) 100 28 5
Awvallable for common 565 258 154
Conson dividends 174 2 B V4 84
Undistributed earnings 891 25 1/ 70

2/ Five of thess twelve corporations paid common dividends in excess
of the smount currently earncd for the common stock in either
one or two of thess yeara, None paid common dividends out of
acomulationa in more than two of these years,

The table showa that these twelve corporations es a group earned
$1,200,000,000 4n the ten years 1926-1955, They paid $250,000,000 in
preferred divideads, but out of the remaining $950,000,000 they distriduted

A/ Aluminum Co. of America Gul? 011 Corp.
Amsrican Bmelting & Refining Co,.. Hershey Chocolats Corp.
Cocs-Cola Co. Koppers Gas & Coke Co,.
Colgate-Palmolive Peet Co, fi. 8. Kresge Co.
Continental Baking Corp. Procter & Gemble Coe
Great Atluntic & Pacific Tea Co, Badie Corporation of Amorica
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only $470,000,000, or about half, in common dividends, It &lso shows
that these corporations did not need to drsw on thelr accumulation of
earnings in order to meintain dividends in the depression years, Their
combined earnings continued to be sufficlent to sllow the accumulation
of a substantial amount even in these years,

The figures used in the table are tsken from public reportw and
probably understate the texable adjusted net income of these corporations.
And there are many other corporations like these, The record therefore
clearly shows that large amounts of income in the hands of large corpora-
tions have escaped aurtaxes in prosperous yenrs and are escaping them at
the presant tize.

The proportions of income reteined by these corporations varied
from year to year but slso varled more between one corporation and another,
Examples are cited here to show this proportion in three individual cases
and also the tax which Chairmen Herrison'!s schedule would have lmposed,

Radio Corporztion of America paid no coumon dividends throughout
these ten yeers., The percentage of net income retailned ai'ter preferred
éividends during the years 1926 to 1920 varled between 9% and 65 and
aggregated $398,000,000 cut of total net income of $49,000,000. In the
next four years net income totalled $5,000,000 and surplus was dresm on
for an additioml $6,000,000 to pay preferred dividends., Undistributed
earnings taxes would have been sssessed at a maximum rete in the year
1628 equivalent to about 2L percent of met income,
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American Smelting and Refining Company peid both preferred snd
common divlidends but its total disbursements, 1926-1929, wers only sbout
half of ita net income, $37,000,000 was retained and this was 63 percent
of the amount avallable for the coammon stock. This proportion did not
vary much from year to year. The tax rate under Chairman Herrioson's
schedule would have amounted todbout seven, percent on met lncome,
though aboul 11 percent on totsl wmdlstributed esrnings snc 46 percent
on the amount of undigtributed earnings in the highest bracket,

Continentel Bsking Corporation retalned only from 18 to 59 percent
of 1ts net income in the years 1988 to 1929 and would have been subjcot
t0 an insignificant tex in one of these ysars. Nevertheless most &£ its
distribution was to cover the more or lesg fixed charge of preferred
dividends, In 1926 it disbursed most of the amount remaining available
for common dividends,but in 1927 only about half of it, end in 1928 and
1929 it pald no common dividends at &ll, In 1920 a tax of less than
) percent of its net income would have been assessed, and none in the
other years.

Three of the obrporations included in the group of 12 are owned by
the Mellon interests. A4s shown in the following tsble, durlug ten years
their net income amounted to at least $£58,000,000, After preferred
dividends of $80,000,000 at least §178,000,000 was available for distri-
bution to the common stockholders, $45,000,000 was the amount of common
dividends psid,
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TABLE 2
e coma on undistributed profite of B Mellon companiep (Millions of dolla

192629 & 19801988 1954-1985
Het fncome 218 5 S8
Preferred dividends 40 BO 10
Avalleble for common 178 25 5
Common dividends 27 15 1
Undistributed profits 151 ~40 24

1/ Excluding in 1926 and 1927 Koppers Gas & Coke Co., not yet formed.
The other companles are fduminum Co., of America snd Gulf 04l
Corporation,.

1t 1is apparent that the rates proposed by Senutor Herrison would be
ineffeptive in forcing out any additlonsl appreciable amount of dividends,
Personzl incomes iun excess of $74,000 are subject to surtex rates ranging
from 47 to 75 psrcent. The highest rate in Scnator Barricon's proposed
schedule is 45%. Since 1t 1s a falr sassumption thet individusls dominating
large corporations huve incomes in excess of $74,000, it follows that they
would find it personslly advantageous to continue to lsave eernings undis-
tributed with gorpor:tions.

The fect that in so doing they would vietimize small stockholders
sannot be relied upon as an effegtive check, if for mo other resson than
that g=mall stockholders will not know the high rates paid, Taxes will be
shown in & lump sum as heratofors, and the rate paid if 80% of earnings are
retainad amounts only to 5.9 percent of adjusted net income, ‘The only
way in which Justice for the amall stockholder can be obtainsd is by meking
the rate on undistributed earnings eo high thet wealthy stockholders will
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