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The Source of “Big” Profits

The stetemeni is often made by
students of Henry.George that our
economy is not capitalistic in es-
sence, but that its basic characteris-
tic is land monopoly. If this is true,
verification should be found in the
financial statements of large indus-
trial corporations.

An examinagtion of the records (as
published by Moody, Poor, and
Slandard Statisties), reveals that, in
many cases, rent accounis for more
inan the net incomes of our indus-
trial gianis, and, in afl instances,
contributes substantially to their in-
comes. It also explains = paradox.
Everyons knows that the enormous
corporate empire is comparatively
inflexible, -unwieldy, overmanned;
that it pays higher wages for fower
hours than de the small CONCETTS,
and often operates at higher costs
per unit than its little, independent,
compact competitors. Yet the g
feilows keep on absorhing the little
ones.

The explanation commonly given
is that large aggregations of capi-
tal, by volume purchases, mass pro-
duction, patent and cartel monopoly,
are able {o overcome their internal
weaknesses, It will be seen from
tie analysis herein that rent is the
primary prop of big businesses, suf-
ficiently stromg to hold them wup in
spite of their deficiencies.
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For those who have no acquain-
tance with balance sheets, a simpli-
fied ewample will help clarify the
analysis.

Suppose a corporation is organized
with a paid-in capital of $100,000, of
which $50,000 is in preferred stock
and 350,000 in common stock. Its
balance sheet would look like this:

. Assets
Casll e m—— $100,000
Total Assets e $100,000
Liakilities
FPreferred stock _— ... __ $50,600
Commmoen St0fK oo oo 50,000
Tetal Liakilities oonrmceececaoan. $100,000
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The Company now proceeds to buy
a going business. It pays $25,000 for
inventory, $50,000 for real estate sub-
ject to a mertgage of $25,000, $5,0060
for machinery and $1,000 for furni-
ture, fixtures and supplies. The hal-
ance sheet takes on the following
appearance:

Assels
Cash $44,000
Inventory ..___._____ 25,000
Real estate £6,000
Furn, fixtures ... ______.._ 1,000
Machinery oo 5,000
Total ASSEtS e $125,500
Liabiliiies
Mortgage .. $25.000
Preferved stoek .o _____ 50,000
Common stock oo ____ 50,600
Total Liahliities . _.___ $125.000

Although the total of assets is now
$125,000, the Company is no richer
than when it started, assuming that
it paid the market price for its pux-
chases. TInstead of expressing its
value In terms of total assets, there-
fore, we comsider it in terms of net
tangible worth,

‘Wet tangible worth is defined by
Dun and Bradstreet, Inc. as the sum
of all preferred stocks and common
stocks, surplus and undivided profits,
less any intangible items in the as.
sets, such as goodwill, trade-marks,
patents copyrights, leaseholds, mail-
ing lists, treasury stock, erganization
expenses and underwriting discounts
and expenses. - The mnet tangible
worth of our corporation, in ascord-
ance with this definition, is stin

$100,000.

After a year's operation, during
which the Compary earns, say, $5,-
after depreciation and divi-
dends and after reducing the mori-
gage by $1,000, the statement may
look like this:

Agsels B
Cash e 36,100
Ascounts receivable ______ ... ___ 100,000
Inveniory .. 20,008
Real estate oo _____ $50,000
depreciation _.____.____ 2,000
Real estate, net ... . 48,000
Machinery ._______ 5,0¢0
depreciation 1,000
Machinery, met _________ 4,080
Furn, fixtures ___________ 1,000
depreciation — ... 100
Furn. fixtures, net .o.—— 900'
Total AsSels wvecoceccmommomeeom $179,000
Lialilities
Account payable ... 250,008
Morigage 24,000
Freferred stock . __________ " 50,000
Comimon S{0K Ao vumcmigneee e 50,000
Burplus e mnaeen 5,000
Total Eiabilities —ooeworeocvmmreen 317,000
The tangible net worth of the
Company is now: -
Preferred stock . ___ 350,000
Common stoekk 50,000
Surplus -—— 5,000
Tangible Net Worth _o .- 3105,800
g g b

We can now look at some actual
figures. Im the case of United States
Steel, we find in Moody's for the
Yyear 1938:

{In millions of dollars)
Preferred stock
Commen stockk - 653
Capital surplus
Earned surplus

Tangible Net Worth _____________- $1,208

From the same source, we find
that U. 8. Steel, on the asset side of
its statement, shows the following
items:

Property, plant and equipment _.__ $2,344
Less reserve for depreciation, de-
pletion and amortization __._____ 1,178

Net property, plant and equipment $1.166

This means that U. 8. Steel over
5 period of years has spent $2,344.-
000,000 for property, plant snd equip-
ment, and, up to the end of 1938,
has written off on its books against
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this item, the sum of $1,178,000,000;
or about half the expenditure. Com-
pare these figures with its tangible
net worth of $1,298,000,000.

Pruactically all of the write-off for
depreciation applies to improvements
and equipment and not to the land.
The term depletion is applied to the
diminution of mineral deposits, but
depletion is small compared to the
depreciation and obsolescence of cap-
ital. Tt is mauch more lkely that if
the land is carried on the bhooks at
cost of aequisition many years ago,
its present day value is a great deal
more than the book walue.

The next gquestion is: What per-
centage of the net figure for prop-
erty, plant and equipment repre-
sents the land value? A rough idea
- of this percentage may be gleaned
from the following assessed values
for 1939 in New Jersey cities that I
took off while looking up seme oil
properiies:

Hence, in the casze of U. 8. Steel,
which carrics en its buoks a net fig-
ure for property, plant and eguip-
ment of $1,166,000,000, one-guarter
of this figure or roughly $300,000,000
may be assumed fo be the value of
the land.

The next gquestion is: What is the
rental value of land worth $300,000,-
0667 My own estimate is thaf 10%
is a conmservative ratio, that is, the
rental wvalue of §300,008,000 worth
of land is at least $30,000,000 a year.

In actual leases of industrial prop-
erty made by small companies, which
haven't sufficient capital to buy land
outright, I hawve found a ratio of
rent io land value (as indicated by
option of purchase of the land) to :
be over 20%. Since the option price
is always greater than the actual
market value at the time ithe option
is. given, the actual ratio is still
greater than the apparent ratio.

U. 3. Steel, therefore, by its own-

6o Land

Description of Property Land Value DBoilding Value  motal to Toial
5 water-front oil storage plants, totaling

30,39 acres ____ — F3T4.600 $467,100 $84L, 700 446
Department store ... ____ - 2,208,600 1.299,700 4,508,300 6205
8 office buildings ______. - 3,043,300 8,586,200 . 11,627,500 2645
7 gasoline service stations . e~ 139,300 51,200 170,500 81t/
One oil refinery - 2,209,287 14,376,004 18,675,591 1444

No effort was made to select fa-
vorable examples, as the figures in-
dicate.

Again it must be remembered that
these are assessed values and do not
represent actual market values.
Whether the assessed land values
bear the same ratioc to actual land
values that assessed building values
hear to actual building wvalues, I
have no means of knowing. It is
more than likely that the element
of rapid depreciation of buildings is
not fully allowed for in assessed
valuations, since the assessments in
these communiiies are much below
the real values in the first place. As-
sessed values of puildings are gen-
erally the same ycar after ycar de-
spite the factor of depreciation.

‘When 1t is considered also that the
actual value of the Jand owned by a
corporation may be many times the
book value, the problem becoines all
the more difficult.

Certainly for corporations im gen-
eral a figure of 26% of the NET val-
ue of property, plant and equipment
is a conservative estimate of the
“jand values involved.

ersiip of $300,000,000 worth of iand,
pays rent to itself in the sum of $30,-
000,600 a year, using a 109% ratio.
I am inclined to think that the ac-
tual rental value may be many times
the figure that we have fnally
reached.

- Y. 5. Steel lost money in 1838, but
in the ten year period 1929 through
1938, it earmed 320G million dollars
or an average of $32,000,000 a year
—all rental value,

Despite the advantages that are
often credited to large corporations
by wvirtue of patents, volume pur-
chases, mass production, alleged
price-fixing, power of large aggre-
gations of capital and tariffs, rent
in this particular instance not only ‘
accounted for ali of its earnings but
undeubtedly Ieft a halance fo spare,
which may have bheen absorbed in

excessive salaries, too much man
powexr, red fape, and inefficiency

generally.

Mz, Lurie has prepared sivdies of the
Iinancial statements of several other
laxge corporations thai prove the con-
ientien that their profits arve traceable to
muewppoly  renkb appetr  in
sEbseauent issnos of The Preeman, .
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