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SOURCE OF DATA AND
_BASIC TABLES

\\

It was mentioned in Chapter 1 that the dats used in this
study were derived from original tabulations of federal
incons tax returns. The Department of Commerce, in co-
operation with the Temporery National Economic Committee,
initiated these tabulations in 1938,1/ and they were com-
plled during 1939 and 1940 by the Income Tax Study, an
undertaking of the Work Projects Administration sponsor-
od by the Division of Tax Research of the United States

Treasury Department. 2/

A group of 939 returns, representing approximately
200 small corporations in each of the five industries,
was pulled from the 1926 files. The returns of the same
companies were then pulled for seach succeeding yesr
through 1936, or, in the case of discontinuing companies,
through the last year in which a return was filed. In
this proceas companies that weres involved in mergers or
consolidations, companies whose returns, known to have
been filed, were missing or not available, and companies
whose financial statements were grossly inaduquate, were
eliminated from the sample.3/ 1In addition to this orig-
inal 1926 drawing, a supplementary drawing, smaller in
size but similar in other respects, was made from the
1930 returns anc was then carried through the six succeed-

ing years.

The Department of Commerce set up the following re-
quirements for a coampany's inclusion in the sample:

1. The corporation must be a manufacturer of bread
and cake; of men's and boys' suits, coats and overcoats;
of household furniture; of brick, tile, cement blocks and
cut stone products; or of machine tools, taps, dies,
gesuges and other accessories.

2. In 1926 (or 1930, for the supplementary drawing)
the corporation must have had total assets aggregating
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lese than §250,000 (the depreciation reserve being con-
sidered a deduction from the land and plant account).
Cospanies which subsequently grew above that size were
not eliminated, howsver.

3. The corporation must have been in active opers-
tion in 1926 (or 1930, for inclusion in the supplementary

drawing).

As a basis for the drawings 23 internal revenue co)l-
lection districts were chosen 4/- slightly less than half
the total mumber of collection districts in the United
States. Their distribution was such that they included
about half the corporate returns filed in each of five
major regions, these regions representing an arbitrery
division of the states for the purposes of this project.s/
In seeking eligible corporetions among the selected dis-
tricts' returns, letters of the alphabet were chosen at
random, with the result that each district had a reason-
ably fair opportunity to contribute companies to the saa-
ple. It is justifiable to assume, therefore, that the ge-
ogrephic distribution of the sample companies gives some
indication of the location of small incorporated enter-
prises in the industries trested. The number of comps-
nies in the 1926 and 1930 drawings, classified by indus-
try, region, and asset sise, 1is shown in Tables A-1 and
A-2., Soms idea of the size of the cities represented by
the sample companies msy be had from Table A=3, which
classifies, according to this criterion, the companies in
the 1926 drewing which continued through 1936.

The federal incoms tax retums submitted by corpors-
tions are confidential. Idemtification of particular com-
panies is impoasible fron the present tabulations because
they are on a sample basis, because the samples comprise
comparatively small segnents of all sasll manufacturing
corporations in these five industries, and because the
data for particular companies have been grouped and ag-

gregated.

Since all active corporations are required to file a
federal inconms tax return, those which ceased filing re-
turns during the period studied my be assumed to have
ceased existence as corporate entities. Most of thesm wers
probably failures, although a few may have changed to a
non-corporete form of organisation or been liquidated at
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1112
=1 - 1926 DRAWING OF CORPORA
W_" Bation by Meglon snd Asset sﬁi"'f} 1N FIVE INDUSTRIES
n'e Fur~  Stone- chine
ﬁ Baling Clothing nlture ~Clay 00, Total
Lass »000 22 7
0,000 = 100,000 6 9 lg 3 Zz ;:
lmlm - lﬂow 2 2 5 3 1 13
150,000 - 300,000 - 1 5 2 1 9
200,000 - 250,000 2 - - 2 1 5
ToTAL 2 19 2 2 % 19
Less zaf‘tso 000 33
» 54 2 1 6
50,000 - 100,000 12 28 3 Z Z lljn
100,000 - 150,002 & 16 7 ) 1 13
150,000 ~ 200,000 2 a 7 1 IN 22
200,000 - 250,000 1 9 4 2 - 16
ToTAL 2 M35 o® 2 2 28
e We
Less than »000 30 26 16 28 64 164
$0,000 - 100,000 17 6 15 27 29 9
100,000 - 150,000 6 12 14 11 11 Sh
150,000 - 200,000 6 & 15 9 9 43
200,000 - 250,000 b 2 5 9 5 25
250,000 and over b/ 1 - - - - 1
TOTAL & & & us @
Less than igo,ooo 13 2 5 19 1 40
s0,000 - 100,000 5 1 8 11 - 25
100,000 - 150,000 - 1 ? b] - 11
150,000 - 200,000 1 - 8 5 - 14
200,000 - 250,000 3 - 5 - - 8
TOTAL 2 -4 a3 3 -1 %8
et
Leas than $50,000 8 - 5 6 1 20
50,000 - 100,000 3 3 1 & 3 16
100,000 = 130,000 2 - 2 3 - 7
150,000 = 200,000 X - 2 - - 3
200,000 - 250,000 1 - 4 2 - 7
TOTAL A3 =2 A4 Az 4 22
GRAND TOTAL 185 191 194 184 135 939

g3/ Based on TNEC Monograph 15 {(previously cited) Tables 6-A to 6-E in Ap-

wu '.
y 1’:0 1926 drewing inadvertently included one coapary that exceeded the

stipulated asset size.
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the desire of the omers. The nucber of reaaining and of
discontinuing coapaniss in each year of the period i
shown in Table A4,

For the purposes of tabulation the corporations wepe
divided into three broad groups. The first consists of

~ 1930 DRAWIND OP CORPORATIONS IN PIVE INDUSTRIES
D by Rogion and Asset Sise g/

, ] eh

Eﬂf!ﬁ Baiing sﬁs altere —“&a ﬁg Total
Less 'ZE ﬁ.om 3 2 8 3 3 19
50,000 - 100,000 1 1 3 - - 5
100,000 - 150,000 - - H - 3 &
150,000 -~ 200,000 - - 1 ) | 2 &
200,000 - 250,000 - - 1 - 1 2
TOTAL 4 ] 4 Y 2 Y

Less then $50,000 &4 37 6 1 3 i1
50,000 - 100,000 ) 16 & ) | - 22
100,000 - 150,000 1 10 ) - - 12
150,000 - 200,000 ) & ) | - 1 7
200,000 - 250,000 - & - - - &
TOTAL i 4 n 12 2 & %

le

Less than 'ﬁ.ooo 7 3 4 7 ? 3
50,000 - 100,000 b - $ & s 18
100,000 -~ 150,000 2 - - ] 3 10
150,000 - 200,000 &L - J 2 2 1n
200,000 - 250,000 - 1 3 1 1 [
TOTAL 1 4 18 19 ie 2%

Less than 850,000 9 1 3 3 2 18
50,000 - 100,000 1 - 4 2 - ?
100,000 = 150,000 1 - 2 - - 3
150,000 - 200,000 - - - . - :
200,000 -~ 250,000 - - 2 - - 2
TOTAL 1 < n 2 -2 4

Lase tﬁs $50,000 5 - - 5 - 10
50,000 - 100,000 1 - 1 : 2 Y
100,000 = 150,000 1 - 1 2 : Y
150,000 - 200,000 - - - - - -
200,000 - 230,000 - - 1 3 - 4
TOTAL 2 - 2 10 2 =

GRAMD TOTAL [V 79 58 ok 35 262

o/ Based on THEC Monegrach 15 (previously cited) Tables 6-4 to 6.F 1n Ap-

poniix P,
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continuing companies - those which filed returns through
1936. This group is thus composed of two identical san-
ples, one for each drawing. In Table A-i the number of
companies remsining in 1936 indicetes, for each industry
and each drawing, the number of companies contained in
this group. 6/ The identical 1926-36 sample of continu-
ing companies formed the basis of the analysis presented
in Chapters 2 and ) of this report; the identical 1930-36
sample of continuing companies was used infrequently, and
then only as a check on the reliability of the 1926-36
sample.

The second broad group comprises all the corpora-
tions in both drawings which ceased filing returns by
1936 or before. In the compilations covering these dis-
continuances no distinction was mede between the 1926 and
the 1930 drewings. Thus the number of companies in this
group, as indicated in Table A-4, is, for each industry,
the sum of all the diacontinuances in both drawings. This
sample of discontinuing companies was not used directly
in the present study; 7/ it was superseded by the third
broed group of corporations, which was more convenient to
snalyse.

-3 - 1926 DRAYDNG OF CORPORATIONS IN FIVE INDUSTAIES
Distribution of Continuing Companies, by Sisze of City s/

tios of Nea's  fur-  Jimne-  Machise
Paking Clothing niture Clay Tool fotal
Less than 2,500 3 )} 7 17 [N 32
2,500 - 5,000 3 1 5 4 2 15
5,000 - 10,000 2 - ) 4 4 1)
10,000 - 25,000 11 1 & 9 4 3l
25,000 ~ 5¢,000 9 1 2 8 5 25
50,000 - 100,000 8 1 3 a 10 {z
100,000 - 250,000 12 1 2 - n 2
250,000 - 500,000 6 5 10 ] 16 zs
$00,000 -~ 1,000,000 11 1 7 6 26 10;
1,000,000 and over 16 24 21 6 %
TOTAL a1 46 nb 10 118 8l

—
a—

a WPA
blished tables prupared by the Incove Tax Study, &
gﬂi:mm by the Treasury Departasnt; Lhe tables sre available in
the Treasury Department’s Source Bouk of Statistics of Income.
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A= - 1926 AND 1930 DRANINGS OF CORFORATICNS IN FIVE
ES: Nucber of Campanice Remsining snd Nusder Die-

continuing in Rach Year, 1926-36 and 1930-36 g/

Baking Nen's Clothjng Pumnityrs  Stone-Clay Machine Top!

Seaple
Cos Cos. GCos. Cos. Cos Cos. Cos. Cos. Cos

Ces. . . .
gg . Mo~ Dis- Re- Dia- Re- Dis- Re- Dis- Re- Dis.
apin- con- main- con- sain- con- main- con- main- con-
ing tin, ing tin. ing tin. ing tin. ing tin,

el

1926 185 - 191 - 194 - 184 - 185 -
1927 168 17 m 22 176 18 175 9 17 10
1928 18 10 w2 29 15 22 149 26 . 163 12
1929 W7 1 125 17 13 18 135 159 4
1930 13?7 10 % A 116 20 123 12 152 7
1 125 12 8 10 103 13 1 12 146 6
1932/ DO 15 7 1 92 1n 9 12 142 4
19338/ 104 6 6 6 84 8 89 10 136 6
19 8/ o7 4 5 1 7% 10 a3 6 129 7
193 g/ a8 9 52 2 70 4 9 4 123 6
19% b/ & 7 L 6 & 4 70 9 us 5
190

Prasing

1930 - ” - 8 - M - » -
1931 39 7 2 17 52 6 &2 2 32 3
193 3% 5 9 v o 12 A} 1 ) 2
1933 3 1 43 6 5) 9 3 6 E> 2
1934 b} G 2 1 2 2 % 1 n 1
1935 ;) 3 30 2 ) o 32 2 26 1
1936y 2 3 7 3 2 1 3 2 23 3

8/ Based on THEC Monograph 15 (previously cited) Tables 6-A to 6-E in ap-

pendix P,

% The discontinuances in these years make up the identical sample cover-
six ysars before discontinuancs. See Adpendix D, below.

This third greup includes only those discontinuing
enterprises which were in the sample six years or more. 8/
In Table A=, the figures for the companies in the first
drawing that discontinued at soms time during 1932-36,
and those for the companies in the second drawing that
discontinued in 1936, indicate the number of enterprises
that were eligible for this group. These companies, iden-
tical for six years before disappearance, provided the
basis for the analysis of portents of discontinuance, pre-
sented ;.n Chapter 4. They are described further in Ap-
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Several accounting churacteristics of the sample com-
panies should be mentioned. In the first place, most of
thea filed their federsl incoms tax returns on a calendar-
yoar basis. In the two identical samples of continuing
enterprises, combined, about 10 percent of the companies
in each industry filed 1936 returns for a 12-month period
not ending December 31 (Table A-5). These so-called fis-
csl-year statemsnts have been grouped with the retwmns of
the calendar year most nearly corresponding. Thus "lead-
ing® returns (those covering a yesr ending between July 1
and December 31) have been grouped with those for the
succeeding December 31; and "lagging” returns (ending be-
tween January 1 and June 30) have been grouped with those
for the preceding December 31. These fiscal-year state-
sents were 80 few, and were so largely concentrated in
the scnths immediately before and after the calendar-yesr
end, that they introduced no serious discrepancy into the
tabulations.

Ebr g_—,i - 1926 AMD 1)30 DRAVINGS OF CORPORATIONS
ES: Accsunting Perliods Used by
Continuing Compsnies, 1936 af

e —————

Mea's  Fur-  Stone-  Machine
Aﬁ“ Paking Clothing niturs  Clay Tool
Caleadar-year returns 95 cos. 63 cos. 86 cos. 96 cos. 125 :oa.

PLecal-yeur retums

Lesding 6 6 7 3 5

Lagging b/ 6 2 & 3 8
Leading or lagging b/

1 cr 2 months 2 2 2 4 L

3 or L months 2 1 4 2 4

5 or ¢ months & 2 5 [ 2

Not specified 1 2 1 0 3

ToTAL 108 3 98 102 TR

s/ Based oa THEC Monogreph 15 (previously cited) Table 7-9 in Appendix F.
presest table pertains to sll the companies in the identical 1925-36

and 1970-36 ssaples, and slso to a few additional fuiniture and stane-clay

coapsnies for which 1936 data were available.

3 “Leading® retums cover & 12-month period ending between July 1 and De-

cember 31, and are grouped with the succeeding Decesber 31 retumns. "Lag-

ging® returns cover & 12-sonth pericd ending between January 1 and Juna 10,

snd are grouped with the preceding December 11 returas.
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Second, the accrual method of accounting was fol-
lowed by most of the companies in these samples, but o
fow stated that they kept their books on a cash basis.

Among the continuing campanies in the two identical san-

ples, combined, the proportions using the cash basis were
as follows in 1936: baking, 13 percent; men's clothing,

14 percent; furniture, 11 percent; stone-clay, 21 per-

cent; machine tool, 13 percent.3/ This discrepancy, too,
is not considered serious for purposes of the present

survey, especially since some of the companies which re-

ported the cash basis may actually have followed the ac-

crual system, at least in pert, without realizing it;

others which stated that they used the azcrual basis nay
not fully have accrued all items.

Finally, in preparing financial statesents for in-
come tax returns esome of the corporations valued their
ending inventory at cost, others at "lower of cost or mAp-
ket ,” ani the remainder according to an unspecified meth-
od. On the basis of these three types of inventory state-
ment the percentage distribution of the two identical sam-
Ples of continuing companies was as follows, for 1936: 10/

Lower of Methoo

Cost or
Cost “Market cified
Baking 528 L3E b} 4
Men's clothing 20 &9 1
Furniture 168 T 8
Stone-clay 53 4l é
Machine tool 30 p ¥ 18

In two of the industries, men's clothing and furni-
ture, there was a strong preference for the lower-of-
cost-or-market msthod. In two others » baking and stone-
clay, the prefersnce was slightly in favor of the cost
method, perhaps because of the peculiar inventory situa-
tions in these industries. Inventory turnover is large
in baking, and uss of the lower-of-cost-or-market method
would not give results significantly different from those
obtainud by valuing inventory at cost; therefore it is
not surprising that sore than half of the baking compa-
nies followed the easier cost msthod. The resson why the
majority of stone-clay companies used that method is prob-
ably the preponderance of finished goods in such compa-
nies' inventory, and the fact that their raw material
comes from their own clay deposits (making a market price
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noainal). Although a majority of the mschine t -
nies preferred the lower-of-cost-or-market -th:: ::::y
one-third stated that they valued their inventory at cost;
this sisable proportion may be explained by the large
work-in-process and finished-goods holdings of such com-
penies, and by the fact that the common practice of manu-
facturing machine tools on order, rether than for stock,
is & strong inducemant to use the cost msthod,

In the supplementary Data Book (see footnote 2 to
this appendix) Tables B-1 to B-5 present, for each of ths
five industries, percentage figures on basic balance
sheet and incoms stateamsnt data for the companies that
continued in existence during 1926-36, and Table B-6 pre-
senta the same data for the 1936~-39 extension of the ma-
chine tool sample.ll/ In Tables B-7 to B=9 are shown the
msan ratios of accounts payable to total assets and of
notes payable to total assets, for the same companies cov-
ered by B-1 to B-5. In Table B-7 the ratios are presented
for all companies in the identical samples and also, sep-
srataly, for those that reported either of these items.
The other two tables cover all companies, whether or not
they reported accounts payable or notes payable; but in
P-8 the mean ratios are showm separately for the larger
and the smaller companies in the samples, and in B-9 they
are shown separately for the more profitable and the iess
profitable companies. The dividing line between larger
and smaller companies was the median asset size of each
sanple over the entire 1926-36 period, and the dividing
1ine between more profitable and less profitable compa-
nies was, for each sample, the 1926-36 median ratio of
net incoms plus officers' compensation to net worth.

Frequent references have been made in this study to
the importance of certain financial stateaent items as
wgources and uses of funds.® This term has a more or less
technical meaning, and is fully discussed in the Data
Book, along with tabulations covering basic sources and
uses of funds statements (Tables B-10 to B-14), account-
ing revaluations (B-15 to B-19), reslized capital geins
and losses (B-20) and surplus donations (B-21), for each
of the five industry sasples making up the 1926-36 iden-
tical group of continuing smal)l corporations. Basic data
on the identical sample of discontinuing companies, dis-
cussed in Chapter 4, are presenied in Tables B-22 to B-26

of the Data Book.





