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a ) HMJr asks Oliphant, wbo ion~ enthuaiaatic........ 45 A 
b) RMJr coaaulta Jackson, who prefers Dorsey....... . .. 45 B 

Auociated Gee ud Electric ComP'UlY 
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Shipments of Adjusted Service Bonde going forward to 
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See SUnr 
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Chen aa.11a - J/l:J/J6.. .. . .. . .. .. .. . ..................... . . 122,130 
Cocbru, B. llerla 
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CoUDternUing Duties 
Conti deutial report of aubco=mittee to Executive 

Commi ttee oa Commercial Policy- 3/28/36.. . .... .. ....... 169-188 
Crowley, Leo T. 

James Coffey writee to HUJr concerning - 3/19/36......... 156 
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Jlllir di80USM8 with lqers breakdOWD Of ~180 ldlllon 
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F~ill&, Govemaeut 
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Gerner, Jolm !1. (Vice President) 
Aaka FlliJr to •do SOINtbing• for Jolm C. TllMI&ll, a Cuatoea 

patrol inspector in San kntonio diatr!ot- ~/6/)6..... III 39 
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Greellbaum, Edward s. 
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Hill, Suruel. (Congresllll&ll) 
See Appoint=ents and Reaiinationa ••••••••••• • ••••••.•••• 
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GrU. ready to discuss Slwo Clearance plan with I!XJr 

3/10/36 .. 0 ••••••••••••••••••••••••••••• • •• • ••••••••••• 
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liquor control in Treasury Depart=ent ••••..••••• •••• •• 
H!.IJr discunes Canadien liquor case with FOR - J/12/36 •• 

a) MacKenzie King baa ude personal appeal, so FOR 
tells State Departaent story u,y be told to 
Pat Harrison 

Graves aeaorandUII concerningpreaent atatus ot legislation 
affecting iaports of Canadian whiskey- 3/18/36 •••.••• 

Copies of debates furnished to Eli Frank, Jr •••••••••.• 
Memorandum on principal features of Canadian Trade 

Agreement fr0111 Harry libite to '1':8J'De Cbattield-Taylor 
3/21/"J6 .....••... • .. • . . ' ........ .. ...... . . . . .. .. . .. . .. . 

Narration of steps taken by Treasury t o insure that 
Canadian Trade Agreeaent would not interfere with 
prosecution of aD¥ liquor caaes, prepared by Oliphant 

a) Corrected n.arratio.n .... . .. . .. .. •. • •. • ••• • . • • • • • • • 
FOR writes Phillips (State :>e~rbent) , stating ~ua 

we should require trcQ Canada- 3/2~/JS •• ••• • ••• • • • ••• 
T'Ylor letter to Hull in fUrtherance o: FUR's letter 

3/28/)6 .. ... . ... .. .. . . .. . ............ . . . ............... . 
Grnes' reaction to first aoeet ing rltb Csnadim 

repreaentatiVBa . ..... . .. . . .. . . ...... .. . . . .... ...... . . . . 
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Lic:;uor (Continued) 
Verbatia r eport of aeetin&; present• Wrong , of Canadian 

Legation; representatina of Seagr&~~ 1 a, Hiraa Walker, 
Consolidated Distilleries; lliolceraoo, Haclccorth, aod 
.lloore, of State Departme:~t; Taylor, !"rank, Graves , 
and .lira. Klot~, of Treasury- 3/30/36 •••••• ••.•••••• •• 

Second meeting of £&me group- 3/31/36 •••••••••• .••.•••• 
Memorandum summary of diaouaaions prepared by Ur. ~rons 

(Canadian Legation) through State Depart100nt and 
Mr. Taylor- 3/Jl/J6 •.••.• ••.. • ••• • •••...• •........•.• 
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Magill, Roawell 
See Tax Bill, 1936 ••..•..• •. •• ••••.••.• •• .••• •• • •• •• •• •• 
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Relief 
See Oneoployment Relief 

Revenue Bill, 1936 
Draft or message discussed at ~bite House- 3/2/36 . ••••• 
Actual message presented to Congress- 3/3/36 •.••••••••• 

a) KMJr discusses possibility or Treasury officials 
going down to Hill to explain - with Garner, Byrnes, 
Doughton - 3/3/36 ......•.•• • • •• •••••• • .•.. •• ••••••• 

Publicity discussed by HMJr , Oliphant , and Gaston 3/3/36 
Treasury point of view tbst proposed tu bill should not 

be "butchered 51th exceptions• - 3/6/36 • ••.••••••••••• 
New reTenue by increased tax of $1.00 per g&llon on 

distilled spirits and U .OO par barrel on beer discussed 
a) Bstia:iat.e of increased yield .• ..•........• • .• • .... 

Magill consulted on new sources of revenue • • ••••••••••• • 
a) Ballie phones HMJr he wants .lla&ill to adviae 

J . and w. Seligman and CompaJl1 on tax ~~attera 
but that Oliphant has advised .llag111 against this 

b) Di scussion: llagill and Olipbllllt J Bailie li.Dd 
Oliphant , ct cetera 

o) Magill ' a letter to I!I&Jr, concerning 
Report of subcommittee of Houoe Waya and .Ileana Committee 

3/26/)6. . . . . . . . . . . . . . . . . . . . . . . .......... ..... .... . . . . . 
Helverin& and McLeod teat1aon1• ······ ·· ·· ·· ·············· 
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Sllnr 
Dow-Jones report that Treasury will b~ CeMdl•n all•er 

onlJ' through Ba.nk of Can•ck - 3/4/36 .. • • .. • • • • • • • .. • • • • 
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Taxation 

See Revenue Bill, l9J6 
T~de Agreement, Canadian 

See Liquor - Canada 

Unuployamt Relief 
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Boot Pe.ge 
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Editorial in l•aebiJlgton Post - J/J/)6.............. . .... UX lJ, 
17-25 Conference• RWJr, W.ieees Roche and Lon.igan- J/J/)6 •.••• 

Conference• IDIJr, Gill, Bell , T8,Ylor, Gllaton, 
W.isses Roche ~d Lonigan- J/4/)6 •••••••••••••• •• •••• • 

a) Chart showing max:imum nUlllber to be employed on 
State Works Progress AdJIIinilltration projects, 
Maroh-·J\me, 1936 • .•......................•. . .•... 

HMJr decides not to see FDR prior to J/5/J6 eeet.ing at 
fihite Houee; ~ta FDR to get whole picture free 
Hopkins r~rat •••• •• •••....•..•.••••.••••.•..•..•..•.•. 

Whit e Houae conference J/5/J6; present• FOR, HMJr, Bell, 
Hopkins , and Gill •••••••• • .. • •••.• • ••.••••.• • •• • •• •.•• 

a) RWJr recoe~~~enda ~ depe.rt.aent t.o handle all 
rellef, beginning Ju1y 1 

b) Hopk.ina po.ints out hie Ollll adla.in.iatrative expense a 
equal $5 mill ion a month and that Tugwell's are 
$J million a month 

c) !DIJr po.ints out that, to date, Hopldne has e;otten 
lese thnn one-half the t4 billion 8 for relief 
purposes 

d) IDIJr begs FDR not to leave aaount need~ •vague 
and up .in tbe air•; asks b1.a to aet top llait 
.in next fiecal year of $1 billion, 960 aUllon 

IUIJ'r ill; Bell aalted fer report on 'llhite House conference 
J/8/J6; reports FDR talked for one bour on forthcoe.ing 
fishing trip to Bahamas, then aiaply reviewed March 5tb 
con.ference •. . .. . ....... . ...•. .• .. •. ••••.........• • • • • • • • 

Further White House conference J /lJ/36; present 1 FDR; 
Garner; Speaker of House; Glasa, Robineon , and Byrnes; 
Buchanan and Bankhead; Hopkins , Gill, and Bell ••••• ••• •• 

FDR 1 s aeasage- 3/18/36 •..•••••••.•..•.•• • •••....•••...•• • 
UD.ited States Sav.incs Bonde 

Salaries or Sloan &Dd Br,yan UDder cooa1deration - J/J/36 •• 
PmllcitJ De!Airto.ent to be built up aeparatal7; Gaston to 

be conau1t.ed only .in connection witb f.ina.l deciJiion ... . . 

- Yl -

Watson, Jaaea E. (foraor Senator, Indiana) 
Oliphant reports on tax case; copy of latter tQ Justice 

Depart.ent, etat.in~ Treasury' a wlllingoeu to accept 
offer in coaproaise attached- 3/11/)6 • •••••• •• •••• • • •• • 
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TOR RELEASE, UORNING NEWSP~~ . 
Mnn~r y , Mrrch 2, 1~36 

Pret\is :t~rv1ce 
No. 6-02 

3ccrctary of th~ T•~a~ury Ynrc~ntha~ 1~ today offer>nc for auborr1ption , 

at par Rlld aecTUI.'d int•r.,~t, throuc;h th" "edcrnl R .. ~erve banlto $65<', ()1<' ,1'(0 , 

or thcr<,ab.,uts, of 12-1!>-yeiU' 2-3/4 percent TreMury bond~ of 1:148-51 , ttnd 

$601' , "'QV, OO"l , or ther~abouto , of !>-year 1-1/2 prrcent Trca~ury not~o of :;nrieo 

A-1041 . Tht> holder& of 2-7/8 p~rcent Tr~aoury note• of Serio- <'-1~36 maturing 

April 15 , 1~36 , a r c offor~d th" privileGe of r.xchonr,in& such ~turing note• 

~1thcr for the 7rcaaury bondo or the Trea.ur,r nQteo, the cxchanr.e to b~ ~dP 

po.r for par with an nd,ju:t>tcnt of accrued 1nt~'N~t 1\: of llarch 16, 19:<6, and 

to tho extt'nt ouch oxrhMt~D privilep,c 1o avail~d of, the offerin,~ of bond:J or 

of notoo may be increaocd. 

Tho 2-3/4 perrent Trrnoury bondo of 1948·51 now offered for ~o~h , and in 

Pxehan ':0 for Treaoury no too C.'\ turin.:; April 15, 1936, will be dated llarrh 16, 

1936, and will bear int~rort froo that date at the rate of 2-3/4 perr.Pnt pPr 

a.nnun payable aeciMJTUill.ly. They will oatura llereh 15, 1351 , but CliQ' bl' re-

doPmod nt th~option of thl' United Statun on nnd after Mereh 15, 1~48 . 

The 1- 1/2 pcr~cnt Trcnaury note• of Sor1~n A-1~41 , also offered for eeoh, 

and in oxchance for Treaotll'y notes caturin& April 15, l!l36, will be drte<! llnrch 

16, 1~~6 , r~d will bear \ntorc~t froo that tate at the rate of 1-1/2 percent 

per ann= Jlll¥&b1e aeo1&IUJUI\lly. 'Lhey will IC&ture \{arch 15, 1:141 , 1111d will not 

bo oubjec t to call for r~de~tion before thPt date, 

Th~ Trensury bondo nnd the Treasury noteo will b~ accorded th~ •~o exeop­

t4ono frorn taxation n~ 1\l'~ ""cord~d other innueo of Trea~ury bondo Md Troaoury 

not~• . reopect1vo1y, now outatan~.1ng, Theo~ prov1:1ono rre apec1ficell7 oet 

forth i n the off1c1aJ e i rcularo 1o3ue~ t~~. 
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Tho Trer~J b?n~o ~111 b~ i~cued in t~ f ~,, b·~~r b~n•o with interact 

<"Oupono l'ttrcl1ec! , l'.n~ bon<IR r~gi.ct.,rcd r.o to bot~. pri'lcip.l ""• intdr• "t; both 

fnr•~o will be icoued in tlw ~onor .. inntiono of $50, $100, $500, $1 ,00\ , $5 , 000, 

$10,0~ P~~ $100, 000. The Trorsury n~tG3 will b~ is3u~d only in b<nr<r forn 

rith CfiUponc rttnc!l.cl , in tha clonomi~tionc '>f $100, $500, $l ,C'OO, $5 , 000, 

$1C, C' .... P.C~ $100,000. 

Applicl'.tiona will be rt.:coivl"c!. rt tho Yccloul Rrsorve b"':k" M<' brnnchec, 

rn~ r t tho Trer BUTY Dept·rtncnt , lfeshinrt,n, :Sr.nki~& ina t1tut1'>ns ,lt Mrl\lly 

will h.•n~.lo 1\pplicPtionc for nubocribere , but only the Federl'l Ruocrvc. brnko 

P~<' the Trepcury Drp»rtnent l're P'lth~ri zo~ to ret r.n '>fficiP.l P.~-cncieo . With 

r• .,.,ct t'l CPSh ::ubocripti'>nc f?r cith r thot TrorB'll'}' bonb or tho Trel'<mry 

notes , ~pplicrti,ns froc inco~r~tLt brnKa rn~ truct c~ioo for oith~r icauc 

for their 'l>m eccount 11111 bu received rlthout c.'epooit but l7i ll be reotric t cd 

iH crch Cf'.Ce r.n~ for onch efferin,;; t o nn llJll<)unt not oxceedin,; ono-ht\11' of the 

combine~ cPpi trl rn~ ourpluo of tho oubscribin~ bnnk or truat compnny. Applice­

tiono from r~l othero .~ot bo ncco~~ied , if for m>re th~n $5 ,~, by pr~cnt 

of $5, 000 or 5 porc~nt ~f th¢ l'~~t 1\pplic~ for , ghichever io the ~rer.tcr; p~c, 

if f'>r $5,000 or lena, by poyoont in fUll . With rcopect t o cxchrn~e subscrip­

tions for oither bon~.c or nC>tcc , r.pplicnt1ono ohoult. b .;, I'.CCOIJPMiOc! by n Ul:e 

f~co nm?unt of ~7/8 percent Trenaury notuo ?f 51"rico G-1936 ton~.c rod in p.ynent. 

Gubject to the r eocrvrti?no oct forth in thr officiAl circulPro , eroh 

ouborripti?n:l for ll!.l~unta up t? r.n~ inc1ut'i!l4; $5 , ()()(1 "111 lx· ,.;iven pruterred 

nllotmont , caoh aubocripti~no for noounts ov- r $5,000 will be All'ltt~ on en 

oqunl pcr centl'1t;e b~oio , but 'l'lt lens thr.n t ho ~xir:rum preferred ~llotnent , r.n~ 

oxchtnt.:o cubscripti'lnO ••ill be l'lllo tte~ in full . 

Pl'¥lnent !or rny b'>n~o or n?teo nllottccl muot be r.lP~.c ?r c?crpletod on 

or before l<'.l'rch 16, l:l36, It Trof'oury no teo ~turin,; April 15, 1:136, nrc 

tencltrrd, c~pon tue April 15, 1936 cuot be ntt•ehcd to the noto2 , r~d nccrued 

Regraded Unclassified 



U!:lTI:D S'l'J.TES Cl" .AlaRICA 

?-3/4 P"".<J!CEI<T t:U:ASl'RY J;O:;ns OF 1948-51 

Dnte~ nnd ~cnrin; intereat fror K~ch 16, 1~~6 Due M~rch 15, 1951 

REDEEMABLE AT TIE OPTIOII OF THE UlUTED STATES AT PAR AlfD ACCRUED INTEREST Oll AND 
APTER MARCH 15, 1a4a 

Ir.toroet l"''''>ble llarc:1 15 tn<\ Septc:..ber 15 

1936 
DepRrtnent Circul"r lio . 557 

Public Debt Service 

I. On'.MING OF :SOliDS 

~URY m:PAl!TYEt."r, 
Office of tho ~ecrot~. 
YP.shington, llnrch 2, 1936. 

l. The Secrot~~ry (.f the Treasur.r. purwant t v the auth~rity of the Scconi 

Liberty Bond Act, npprovei Sopteo~er 24, 1917, na nnended , invite• wbacriptions, 

nt pl'l!' Md accrued inter.at, fror t!!o p~ople of the United Statea for 2-3/4 per-

cent bon~a of the United States, desigM.ted 'l'reMur;r l!onds of 1948-51. The iDount 

of tho offerino?, is $650,000,000, or therenbouts, nith the right reserved to tho 

Socrotary of the Trenaury to increase the offerin~ by an acount aufficiont to ac-

capt all subscriptiona for <~hich Trr·eaury Note• c-r Series c-1936, naturing April 

15, 1936, are te:~dered in p~-ncnt ,._.,d •.ccepted. 

II. DESCRIPT!Oll 01" l!O!IDS 

1. The bonds nill bo detcd llnrch 16, 1936, an~ 11111 bcnr intcreRt fron that 

dnto nt the rote of 2-3/4 percent per nnnun, p1{nble on n seninnnunl bneia on 

SeptPnber 15, 1936, and thcrel\ftor on J.ltuoch 15 nnd Sppte:'lber 15 in c-u:h ;·eAr until 

tho rrinci!'Al .gno)UQt boco"'u pA,l•l\l>lo . they v111 .,nturf' Jtaroeh 15,1951, but ntJ¥ be 

rcdet:'led at the option of tho U:lited Statoa on ~d nfter Karch 15,1,48, in vhole 

or in pArt , et par nnd neoruod inter est, on ~;r intercet day or d~a. on 4 nonths' 

notice of redenptlon o>ivt>n in such cannur , a thll SncretP.T'./ of tho 'l'rcnour.: shall 

preecribe. In case of p~tiRl redonption the bond& to be redeeoed will be deter­

nine•! by such oeth'ld na ~·"<! be ~rescrited by tho SocretttrJ of the 'l'rtlllflliT· Froo 
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tho d~te of redecption deaignnted 1n any aueh notice, interest on tho bonda 

c~led for rodecption ahhll e~se. 

2 . The bonds lhnJl be exempt, both ~• to princip~ nnd intercet, from ~1 

t~xntion now or horGofter imposed by the United St ntea, any St~ te, or~ of the 

poaaeanions of the United Stntes, or by P"' loa~ t~lng nuthority , exeopt (n) 

••tPte or inherit~ee taxee, or gift taxea, and (b) gr~nted ~~~1t1onnl 1nco=e 

ti\Xea, coiDDOnl•• known na eurhxes, ""~ excen-profih Md var-proflta tnxes. "0" 
or hereafter impoaei b7 the United Stntea, u~n tho tncome or profita of indi­

vidunlo, partnerships , nnaocintions, or corporntiona . The intoreet on nn ~ount 

of bonds authorized by the Secon1 Libcrt7 Bond Act, npprovod September 24, 1917, 

na ~~mended, th& pr1nc1v~ of vhieh 1oea not exeee i in t.'le "«<>Teg'\te $5,000, ovned 

by ~ individual, partnership, ASooci~tion, or corporatio~. at~l b~ exeopt f rOQ 

the tnxes provided for in cl~usc (b) nbovo. 

3. The bonds will b" ...:ceptP.ble to et'lcuro daposits of public none~··· but 

11111 not bear the circulntion i>rivilege nnd 111ll not be entitled to nny privilege 

of conversion. 

4. Bearer bonds 11ith interest coupona attAChe~. and bonia rog1atered ns to 

pr!ncipnl and intereat, vill be issued 1n denominntions of $50, $100, $500, $1,000, 

$5,000, $10,000 And $100,000. Provision 11ill be nade for the interchnnge of bonds 

of different denooinationa and of coupon nnd rogistered bonds, and for the trnns­

ter of reGis tered bonds, unier r~loe and re~ntiona presoribed b7 the Secretary 

of the Treasury. 

5. '!.'he bonds vill bo IUbjcct to t.'te f:Cn&rnl regul".t1ou o~ t.'le Tro!'\sury 

Depnrtment, now or here~ter preacr1bed,governine United st.to• bon~ . 

III. SUBSCRIPTION .U.'D .AI.L()TIL;:l!T 

l . SUbscriptions ~ill b~ received nt th~ Federnl Reaervo ~nuke nn~ br~chee 

nnd at th'> Trensllr'• Depnrblent , 1'/lShin.:;ton. :S!Ulklng institution• genernll;T will 

hMtlle "PPlicntiona for a'.lbacr ibars, but onl:• the 7ell.er .U Reserve b'Ullca 11n<\ the 
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Troaaury Departnent ~• authorized to ect aa official age~cies. Caah aubacrip­

~ions fro~ lncorpor~toi bnnka nnd trust conpnniaa for thoir oon nccount will be 

recclvoJ ~lthout dopo it but ~ill be r ostrictod in onch case to nn RmOunt not 

exceeding one-half of ~~e combined capital and surplus of the aubacribin& bank 

or trust coopany. Cl\sh subscriptions froo All ott.era r:ruat be ACCO'I!)IlJiiod, if 

for core t!lan $5,000, b;• p>~;'l'lent of $5,000 or 5 percent of the Mount of bonds 

applied for, whichever ia tho GrOnter; and, ii for $5,000 or leaa, by p~ont 

in full. The Secrotnr:r of the 'J.'renaur;{ roservea the ri;sht to cloao tho booka 

aa to any or all aubar.rlptlona or clnssoa of subacriptions at any tine oithout 

notice. 

2 . 'l'he SecretN"; of tho 'l're'l&ury reaorvoa tho right to reject any aubscrlp­

tion, in qhole or in yart, to allot loss than the nnount of bonda applied for, 

to nake nllotoenta in full upon applications for aneller amounts and to oAke 

reduced allotments upon, or to reject , application• for lArger aoounta, or to 

adopt nn·r or all of enid nethoda or such other .,othoda of allotoent nnd claui­

ficntior. of allotoenh AI ahnll be deened by hlo to be in the public interest; 

and hia notion ln BD;{ or all of ~~ose reapocta ahnll be finp~. Subject to 

theae roaorvationa, cash aubacriptlons for acounta up t o end including $5,000 

oill be given preferred nlldnent, nod cash ~ubacriptions for nnounta over $5,000 

will bo allotted on nn equal percentAGe baaia, but not lese thnn the onxiauo pre­

ferred allotMent; and aubacriptions in pa;(Mont of which Tree~/ Notaa of Series 

C-1936 nre tendered oill be allotted 1n fUll. AllotMent notices will be aent out 

prooptly upon allotoent, o.ru\ the bnais of the allotMent will be publicly aru~ounced. 

IV, P.AniEIIT 

l. P~ent at par Md accrued 1nteroet, lf an.v, for bontl.a allotted on oaah 

aubacriptione oust be nade or coopleted on or before Waren 16, 1936, or on later 

allotnent. In every caae where p~ent is not ao conploted, the v«7=ent vith 
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Dnt~d •.n~ bclU"in..; intc•r< rt fror.t Ml'rch 16, 1:1~6 Duo M~rrh 1~ , 1941 

1?36 
D pf\l't'll<.r.t Ci:-culrr No. 558 

Public Dubt 5erv1co 

~'V!!Y DEPAll'ilGllT, 

I . OFFE!UllG OF ITOTES 

Office of tho Seer· tPry, 
1fnGh11','1oon , U•rch 2 , 1?36 

1 . The :;;.cr. t.•ry of th" 'r-rcas'U"'.f , purn•wnt to the r\Uthori ty of thv Second 

Llbcrt)' llon<! Act, P!>prweA 5cpt.r.bcr 24 1 1917, I'~ rr.cnr\ed , invito~ aubu~ription~ , 

~flnt notes of the Un1 ted ;:;tnt<.o , deo1 ?'~ted Tro~.oury Not.:.o of Ser1oe .l-1941. The 

nnount M th~: offerinG in $600, 000, 00<i, ·~r thorci'OI)Ut$ 1 with th< ri ht Nocrvcd 

to tho Cecrctt'.ry of the Tr.,noury to incrcnoe thn offcrin,'; by r.n t•nount aufficient 

to necopt P~1 cubocriptiono for rrhi~h ~ronour)' N~t~c ~ Scri~~ G-1?36 , ~turin& 

II. DE:'CRIPTICII OF NO'I'Z5 

l. The nc>tco will bo dl'tec' !Iorch 16, 1JJ6, nnd rl11 bet'~ int~r••r.t fror.> 

thrt d11to nt tho r rtc of 1-l/2 :percent ~r l'"<nun , pr.ynb1e ~n n oc,irnnwll b~.c1e 

on SPpter-.ber 15, 1?:~6 , rr.<' th~re~ ft~r "l'l !l,.rrh 15 r.n~ Scpte-.bcr 16 in or.ch yec-.r. 

They •111 crturo !;1-rch 15, 1941, l'.nd rill nl)t b, subj~ct to crll for roc!n"l)ltion 

pril)r ~~ cnturit;t. 

2 , The notcc chrlll bl' ex<>:ryt, b?th ro to l'rinei~~ Md int"·oat, fror.l ell 

h x.,Hon (cxce:pt oot,.to or inherito.nee tr.xt>o , ~r ,·1ft t"-ltcn) non or hOronftor 

inpooed by tho Unite~ St"tf:o, f':JIY St••tl! , r rey, of the pooa~ooiona nf th~ 

Uni tee Stntee, or b;t rny locrl tl'.xinr ~uthori~y . 
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3. ~e no tee will be accept ed "t p r c!.•lJ'i nt: auch tir:e r.nd under auch rules 

11nd rejl'lurtiona r.c ohl'\l! bf' p r eccribod or l'pprovf'd by the SPcret .. ry of the 

Trc~oucy in pEcyment of income nnd profito tl'>:eO prynble "·t the JMturity of tho 

no teo . 

4. The notco "ill bo Accept Pbl e to cceuTI! depooits of public mor • .,yc, but 

dll n9t btWr the cir cul•tion "rivile~ . 

5 . !eATer not£o with interest coupono ~tt"chcd will be i~r.uod in d~nom1no­

tionc of $100, $500, $1 ,000, $5 ,000, $10, 000 ~d $100, 000. Tho noteo will not 

bo i ooued in re~iotorcd form, 

II I • SUB SCRI PTI 011 AND ALLOTUENT 

1 . Subscriptiono will be received ~-t t he Fo;der•l Reoerve bn.nke P.nd branches 

Md r.t the cTEI'!ml')' Dep,.rt~~~ent , l aehin ;ton. llnnldng incti tutiona gonernlly will 

hl'.ndlo ppplic~tiono for auhecribero , but only the FederAl Rcso;vo bn.nko Md the 

TreMucy Department nr<• nuthorized to pet no o!ficinl l'gencioo. Ctloh oubccrip­

tiono f r om i ncorporAted br.nko nnd truct compt\nioo for their OWl\ f\CCOtm t will be 

received without dcpocit but will be r eotricted in eech CP.ce to nn nmount not 

excecd in~ one-hp~f of t ho conbined c"pi tp~ nnd ourplus of tho nubacribing bp.nk 

or trust co::1pe.11y. Cnoh oubocriptions from 1\l.l othero must bo nccOCII])"-nicd , if 

for more t~~ $5, 000, by PAYment of $?, 000 or 5 p6rccnt of tho Nmount of noteo 

npplied for , whichovur in t~d ~enter: pnd, if for $5 , 000 or l~nn , by ynyment 

in full . The Secrotney of tho Tre ... &ur-J r oocrvoa t:tc rie;ht to clooe the booko 

no to {'DY or ~1 oubocriptionc or clPcseo of oubocriptions P.t ~r.y timo • ithout 

notice, 

2. The SecretPry of t~o Tre~~ury rccerve~ the right to reject ftnY oub­

ocription, in whole or 1n ~·rt , to Allot loec thPn tho rnount of notPo nppl i ed 

for , to mnke nllotmontc in full upon nppl i cntiono !or cmAllcr rmounto And t o 

~.Ito r educed ~.llotmcnta upon, or to reject , "pplic,•tionn f or ll'r~;or omountc, 
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or to r.dopt r>.ny or ... 11 of ~·id r.:rt~odc nr !Nl'!'i o the r uthod~ of ,.llotr.:.,nt .-nd 

cl~aoific~tion of ,.llo tmn:-t~ nc ctc•ll be dc£11'<11 by h i rn t o bo in t~<• public in­

ternet ; f'.nd hlo P.ction in 1\nY or •11 of th~"" r on prc t o nl-.•11 be• finnl , 'lubj<ct 

to thooc re~<>rv .... tiono , cr.l!!t ouboeriptionn for Pmountn np to P.nd i ncluding $5 , CXX> 

will he ~ivon prefo.rr ··d ,.11otml'l't, ".nd .,.eh otlbceriptiono for l'l!lOuntll over 

$5,(X)() rill 00 P.l l ottf'd OH M Cqurl p~rccnk<:'J b,.aio , but not }CCI thl'n the 

c:.t\Ximum nrefcrrod nllotm~nt; •.nd cubocriptiono in pnyrn••nt of "ilich TrOI'eury !to tea 

of Zori cr. Q-1936 PJO tnndcr.d will be nllottcd in ru11. A.ll otmont noticoo will 

be oen t out promptly upon flllotment , Pncl thu bnnio of t he nllotmont mll bo 

publicly P.nnouncvd . 

I V, PAY!a:NT 

1, 1'1\ymc!lt l'.t l'l' r nnd nccrucd intcror.t , if ~. for notca allott ed on cnah 

IUbacript~ono I!IUCt b~ lliP.~e or compl e t ed on or boforo lb·reh 16, 1936, or on ll'ter 

P.llo tmont , In ev e ry enoe whero J>I'Y'l!Ont i o not oo compl ot e<! , tho p,..ymnnt with 

npplicntion up to 5 poreont of the amount of noteo •ppl i cd f or ohPll , upon 

doel:u-1\tion m:u!o by tho :;eer~ tn.ry of the Tre~>.sury in hi a d13erct1on , bo forfoitod 

t o the United St~tec, Any qW>.lifiec dcponltrry will bo p<'r :tittod to nrku ;>";flilODt 

by credit for noteo Allottad to it for itoolf nn~ ltc cuntomoro up t o rny AOount 

for which it ch:>.ll bo qtiJ\l1fiecl in c:xcooo of ox l otlnr. dopooito , whon oo notified 

by the Fcder~>l l!cnl'rvc bttnl: of 1 to cliatrict , Tr~~~>.aury llot es of Serloa Q-1936 , 

Dll'turinr: April 15, 1936, 1'1111 be ree e-pt etl rt nrr 1 n p.•:ftler.t for ~>ny no ton :mb­

oeribPd f or P.nd allottd I'D~ crueh 'P")Itlent ahould bo I'".P~C when t he oubacriptlon 

Coupona dl't~d April 15, 1936, w~ot be nttttchce to the notoa when 

aurr~ndoru~ , Pn<! necrued inl~rcat froo Octobe r 15, 1935, to ~sch 16, l936 , 

( $12, C\1844 per $1 , 000) , will be pr· i~ f')llOiti ntt I'CCtpt-nco of tho no t oo , 

V, GENERAL HlOVISIO!:S 

1 . Aa fine~ Pgcnto of the United St,.toa, Y~dvr•l Reserve b~o ~rc outhor­

i~.d r nd r equeatcd t o r~~vivc aubocriFtion~ , t o r.•kc nlloUDen to on th< bAcia 
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and up to the ~mounto 1nd1crted by the Sccrot~ry of the Trensury to tho Federnl 

R<'Bt'rvo bnnko of th" r t.opoc tlvo distric~s , to ioauu 1\l. l otr.tont noticeo, to re-

cuiv~ p~ent for not eo Allotted, to cake dol ivQry of notos on full-pnid 

eubscriptior.s ~llottcd • . nn~ they~ ia~o interim receipts pendibfi ~olivcry 

of thc.~efinitive noten , 

2, The Secr etAry nf the TreRcury mny nt nny time, or from tine to timo, 

proocribo supplcmentnl or rmendRtory rules And rogulc tions covorning ~he offer-

ing, which will be comr.nmicPtod pr.,mptly to tho Fedor r l Recervo br-"lka. 

lmlRY ILORGZ!~ , JR. , 
~~crotnry of tho Tre-nury, 
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FOR RELEASE , J.IORliillG N!:TISP.A_""'~'tS , 
TUeodfY, Mrrch 3 , 1936, 
3--2-36. 

'lfAchingt on 

Prnoc Servlc4! 
No. 6-94 

Secretrry of the TrePsury Uorg~nth~u rnnounced l~~t ni~t thrt tho 

aubccription books for ~he curr•nt off•r1~ of 2-3/4 oercent Tro~oury 3ondo 

of 1!>48-51 end of 1-1/2 perc•mt Trer~'Jr)' NoteG of SPries A-1941 closed rt 

oubocri 'ltionn. 

Creh cubscriptions for either ianuo placed in the m~il before 12 o'clock 

midnight, Mondty , Mrrch 2, .,ill be conoidered no hAving been l'ntorcd before 

the clooe of the subscriotion bookn. 

The oubocription booko for both 1aaueo will renPin open until further 

notice for the rec~i~t of uubrcri'ltion~ in prym•nt of which Tr~Poury Notee 

of S rtec C-1936, ~turin~ A'lril 15, 1!>36, r~e tendered. 

Announc~~nt of the ~ount of croh ouh3cr1otions rn~ th~ b~:ec of 

•llo~ment "111 orobrbl;r b<> ml'de on Thtlredry, llrrch 5 . 

ooOoo 
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FO!l RELEASE, MO:RNING NE':'ISPAl'E!lS , 
llrdneaday, March 4 , 1936, 

llachington 

Preoo Sorvico 
No. 6-95 

Secretary of ~ho 'l'roa:mry llorgenthau announced lact night that the zut-­

ncrip~ion books for ~ho current offerin~ of 2-3/4 percent Troaoury Bondo of 

1948-51 and of 1-1;2 percent Treaaury Notoo of Serien A-1941 will cloae at the 

clooe of buaineao Thuroday, ~~reb 5 , 1936, for the recoip~ of oubacriptions in 

payment of which Treaoury Noton of Ser1eo c-1936, maturing April 15, 1936, are 

tendered. The cubccr1ption bookc for. both ioouoo clooed on llonday, Karch 2, 

for the receipt of each oubocriptiono. 

Olr 

Exchange aubccriptiono for either iaaue , in payment of which Treasury Noteo 

ef Serien c-1936 are tendered, if placed in th~ mail before 12 o ' clock midni ght 

Thuroday, March 5 , will be considered ao having been entered bofore the clooe of 

the oubocription bookc. 

-ooOoo-
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. . 

c,Jr : 
' . ~ . 
oU"tes s : 

,Jr: 

l : 

IDI,Jr: 

B: 

1111, Jr : 

B: 

!DI,Jr : 

B: 

!W, Jr : 

F: 

.u,Jr: 

I : 

I, Jr : 

l'l : 

,r !,Jr : 

t : 

1~, Jr: 

B: 

Hl.l ,Jr: 

B: 

Hello 

Good monaing , sir 

Good morning 

llonday 
Uarcb 2, 1936 

Well, sir, I congratulate you . Your issue was a 
success. 

Alrelld,y? 

Well, from all I 1ve heard . 

Really? 

I 1 ve talked to, oh, seven or eight of the various 
people I guess , some of the banks 

Yes 

- a half a dozen dealers 

Yes 

They all say it 1s going out of the window. 

It ' s going out of the window? 

You ' re going out of the window, yes. 

Well , now, wait a minute , sometimes you throw things 
out of tho window. That ' s an expression like putting 
it in the ash can . 

(Laughter) Sometimes they flY out like birds . 

on, I see . They like it? 

Oh, yes , they all like it , they say it ' s perfect . 

Yes 

They say it's perfect. 

I thought we had a pretty good press . I love the 
thing in the lead in '.he story in the VIall Str eet 
J ournal . Did you see that? 

No I didnlt notice that. 

Oc.. 
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tLA , Jr : 

B: 

h , Jr : 

B: 

UIII , Jr: 

B: 

Hloi ,Jr : 

B: 

Hli, Jr : 

B: 

Hli , Jr : 

B: 

HU, Jr : 

B: 

Hli, Jr : 

B: 

lilol, Jr : 

B: 

HII , Jr : 

B: 

1-W, Jr : 

B: 

Well t~is I don ' t knov. ~ho John ? . Broderick is , 
but you e~ost likely lmow him . And he starts off nis 
article, ' A Wllirl-wind over-subscription t o the (} . S. 
Treasury offering today and t he prospects are that 
the new secur i ties will command a pr ompt premium.' 

That's rignt, yes . 

Vi ell , fro"l t he Ylnll Str eet Journal that • s quite en­
thusiastic , isn ' t i t? 

Well, that ' s pretty good, yes . 

Yes 

That's pretty good . 

Y!ell , as you get information will you keep me posted? 

Yes 

I see t hat they ' re a little slow in opening . 

\'/hat ' s t hat? 

I say t he opening on the regul ar board is a little slow 
today, isn ' t it? 

Yes - I 1vc got - I ' ve got openings here -

Yes 

- That are just about the same as Saturday ' s 

Just about the same? 

The two and threP.-quarters are the same, they 1rc quoted 
a hundred and two three six 

Yes 
against 
- I three fi ve on Saturday . 

Yes 

Saturday ' s close 

Well, the notes - we don't get you get t hose , the 
five year, I mean, if there's any change in that? 

Yes, I haven' t got that yet. They 're a little slower 
to get a quote on than the average. 
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Hll,.Tr: 

B: 

nll, Jr : 

Ll,Jr: 

B: 

.!'J, Jr : 

lli1 Jr : 

B: 

~,Jr : 

B: 

hiii, Jr : 

3 : 

liU, Jr : 

B: 

HU,Jr: 

B: 

- J-

Yes, 'Hell 

the book~. 
but they wanted to close 

Well, you can 't close it before tonight anyway, can you? 
No, not before 

No, Well 

no, you can't do it before t onight. 

That Texas tiling worked out al l right so there -

Wel l , I haven 't heard any complaints . And when I don 't 
hear any complaints I leave it a lone . 

(Laughter) That ' s right , yes . 

All right , Burgess 

Goodbye 

I'll tal~ to you a lit tle late r . I - I - I never, you 
know, I'm a l ways a little nervous about these things 
until the end . 

Vlel l , so am I . 

And I t hink it ' s better to be t hat way. 

Absolutely, yes . It's better to be safe than sorry . 

Right 

Yes 

Goodbye 

Goodbye. 

' 
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B: 

Hloi ,Jr: 

B: 

Hli,Jr: 

B: 

B: 

liii,Jr : 

B: 

.II., Jr : 

;:.>l, Jr : 

B: 

LJl, Jr : 

B: 

Hli,Jr : 

B: 

Pretty swell 

Well, I appreci ate a l l your help . 

Well, that ' s fine . You ' re closing the books tonight , 
aren' t you? 

Oh, yes , we ' ll - we ' ll put the wire out tn ten minutes . 

Yes , yes 

!~ow, it ' s been most helpful and if you notice in the 
press I 1 ve twice acknowledged your help . 

As for you, we appreciated it . 

No, but you by name . 

Oh, that ' s very nice of you. 

If you have noticed it . 

Yes, I have indeed . 

(Laughter ) All right , well you deserved it . 

(Laughter) Thank you, sir . Glad you feel that way . 

\'/ell, I -
isn' t it? 

everything in the street is 0 . K., 

Everything is 0 . K., yes . 

Fine ~ell , good night . 

Good night . 

• 
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a; ., Jr : 

Operator: 

Hll , Jr : 

Opbrator: 

u).I ,Jr: 
t. . R. 
Burgess : 

Hli,Jr : 

B: 

IU, Jr : 

B: 

BU,Jr: 

b : 

.w. ,Jr : 

B: 

HII,Jr : 

B: 

iill , Jr: 

B: 

IIJ.I , Jr : 

llonday 
Llarch 2, 1936 

Hello -

Mr. Kiplinger is in New York until tomorrow. 

Well , - do they know vrhere he is? 

Just a minute 

Still rolling all right? 

Well , they're coming in nicely . I ' ve got I ' ve got 
a report )\ere of subscriptions so far - there's a 
hundred and sixty-three million of the notes ~nd one 
hundred and ninety-nine of the bonds . That ' s very 
lar ge for this early in the day . 

It is? 

The only thing that anybody complained about was they 
think it ' s too generous. 

Too generous? 

(Laughter) 

Well 

But, I wouldn 't worry about that . 

No , well , 
thing and 
down here 

That's · 
position 

you and I , we had an upper and a lower on that 
- ar.d how did I know what friends of mine 

might have said Saturday and Sunday. 

you were , you Congressional 

V:ell , the whole thing, I mean these times are t oo diffi­
cult to 

That's right 

Well, what would we have done? Suppose we had gotten out 
this issue and tried for the hundred and a half and then 
had some t hing -

No I don 't I don't think you could have done that . 
I t hink you went as c l ose as wos reasonably safe to go . 

And then had ;;omething bust over the weekend and 

Yes, l'rell 

Regraded Unclassified 



mr,Jr: 

B: 

!IJ. ,Jr : 

-2-

I'd be- I'd cuch rather be criticized for beinf ~ 
little bit generous 

Right 

- than to have go too close, have it fail and then all 
the explanations in tne world wouldn't ~ave gone . 

Absolutely - ~bsolutely right 

., Jr : You !mow? 

fl}ti ,Jr : 

'J,Jr: 

" · 
mt, Jr : 

B: 

~'I , Jr : 

" : 

,Jr: 

3 : 

ill!,Jr: 

B: 

Hll,Jr : 

B: 

ffii ,Jr: 

1' : 

Yes 

If the thing had been a failure why I - everybody 
would have jumped on me 1 Morgenthau handled the 
first one and he should have had help and he should 
have had if he hadn 1 t let Coolidge go , . , , ' you 
know. 

Yes, yes -

What? 

\',ell, I' m I' m perfectly satisfied with it . 

I 

! 1m not 

I am too, and that doesn ' t worry me . 

No 

At these times a fellow has to take out a little insurance 
policy and then 

1'1hy, of course he does . 

Yes 

Of course he does . 

Yes Y'ell , thank you. We'll be talking 
do you go to lunch? 

Oh, I luncn rigr. t here in the building, I 

what time 

Well, I tell you, I lel;!.ve about five minutes to one to 
lunch with the President and will you call me about ten 
minutes to one? 

All right , fine. 
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a:.I ,Jr: 

1: : 

IDJ, Jr : 

- .3-

Call me about ten minutes of one. 

Yes , sir 

Thank you. 
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THE PRESIDE:l'l' 1 S IIZSSt,C:E OF [.(l;1!.CH 3 , 1935 
PROPOSmG A!>DITIOIIAL 'l'AlCEZ 

TO TllL CONGRESS OF THE UJJITED ST.I.TES: 

On Jp.n~y thi:-d. , 1936, in ~ey MnW.l budJ;et ::neo:>A.ge to the 
Con.;re!l!l , I poin ted out thlot without the Hem for relief tho bud.o;ot 
wa~ in bd=ce, Since thl't tie~e nn ~r.rportnnt lte::> of r evenue hl>c 

been eliod~·ted throu~ n decision of the ~ipr~e yourt, rnd nn 
t'.dd.i Uon..'ll Mnu.•l ehlo.rt;e hP~ been plf\ced on the TTP.Rsury throu~ the 
onnc tment of tho Adjuot~d Compenortion ~~ont Act , 

• • • • the .""'.ny le~ialnt1vo Acto crep.tin; the 
Jlll'chinery for recovery wc:-e 'Ill prodic• t ed on t\lo inter­
dependent belief!l. First , the "Cl'ouroo ~ould inr;edi"tely 
CFW>e r. gre~t lncre"ce in the r.nnunl exprn<!ituroo of the 
Government - CIM,Y of these expen~ ltu.ro•, h<nrcver , in the 
forc of lOI'no r.hlcb T'ould ul til:ll'tOl:f r tu"ll to the Tro,.eury. 
Second , no r r ooult of the aicult,ncouo 1\ttnck on the~ 
fronto I h.•vo 1 Mic•ted. , the rocoipta of the Govcnu.:ent 
would rioe definitely ~d sh.~ly during tho following fow 
ycr.rc , 1~hilo t;l'O>'tly incror<lcd 07penditure for tha purpoooo 
otn t ed , ~ouplod "ith rioinr, vrlueo r nd tho otopping of . 
locoe" 110uld , over " period of yoru-n , _,iminioh the need 
for work relief nne\ thereby r educe Fcd~rl\l oxpendituroo. 
The increr.oa in r~vcnucs nould ul tiJ:~rtuly meet p,r.d J'f\DO 

the decllnin,• coot of relief. 

1 Thio policy r~o~tee in th~ oprin~ of 1933 heo 
b<>cn confirltCd in nctUPl prccticc by tho Tre.•oury fi!(UJ'co 
of 1934, of 1935 , p~~ by the eotimrtco for the fiscnl yonro 
of 1936 ~nd 1937, 

"Thoro io tod.•y no doubt of tho fUnd~mcnkl oound­
nono of tho policy of 1933. If rc ~rococd e.long the pr.th 
we havo follorrud nnd 1\'l th th" ruoul to /' tt•.inod. up to the 
p r eoent time w~ at~ll continuo our oucceoctul progreso 
during th~J conlni; ycero. 1 

If '<!0 ar~ to ..,.,intPin t:>is clorrcnt ~nd aound policy, H 11 
incumbent upon uo to mrko good to tho J\,der 1 ':'rc•eury b!'th tho loao 
of revenue cnuaod by tho SUp~m< Court ~tcicion ~~o the incrcn,o in 
oxpenoeo cnuacd by tho AdJuoted Gompono•tion Pnymont Act . I ~­
aize thRt ndhoronco to conoiotent policy C"llo tor such rction , 

To be opucific: Tho Supremo Court ~cciaion n~veracly rJ­
foct~ the buduct in nn ~ount of ono billion rnd seventc.n million 
dollaro durin~ tho fiocnl ycnr 1936 Rnd tho fiocl\l ycnr 1937, Thia 
fi.~c ia n.rrivcd r t ro follo#o l 
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Dofleit to ~.r to ( e"!)<:neitur, a et-,.~.~­
r.bl· t~ proe<;cain;; tl'xua l cro J)roe ... •c­
in& tl'xeo e~l'.cc te~.) in ..,xeoaa o! 
thnt cont.,mp1~>to<'l in thu 1937 b1.u'~t $ 281 , 000, 000 

Eatimr t<•c! CXJ)oln'lt•'.l'os to be 11'"~0 !rom 
oup'()h'll<·nt~l 'poropri-'\tion r'Oprovot! 
in tho Su~plomc~tr~ A-opropri~>tion 
Act, 1936 • . • . . . . . . . . . • . . . . . . . . . . . . . . . . . 296 ,000, 000 

EztiCOt·totl cxpen~ituros t., be mf'lo 
un~vr the Soil Conc,rv•ti~n rftd 
DomenUe Allotmc!lt Act • • • • • • • • . • • • • • • • • 440,000 ,000 

Tobl n<!~ itiont'l deficit 1936 
ru1-. 1937, due to SuprC!Ilo 
Court dociaion anol. c.~Juato~ 
fi\I'l:l pro.;rn.o . .................. .. .... $1,017 ,000 ,000 

For tho.~c~s of clrrity, t divi~o th~ present total 
nldition.~ r ... venue nc ... eo of the Gov.r~ent into the OCTQr~ont r~~ th~ 
tcmporr.ry onoa. 

Perrr.a:h<nt Tr~nour:- ineo:no of five hWl~red million dolli'TD ic 
r equirod to offaot OXJ)ondi turcs 'Wl~ch 11ill be l!ll'de nnnUAlly 1\D 1\ rcaul t 
of the Soil Conoorvrtion Md Dorn<;otic ;,llo tmcnt Act Ncontl:f 0111\Cted 
by the Congoaa rnd npprovec! by m... ; "'"~ M nt!ditionPl s\11.1 rvcurrint; 
rftnlll'lly !or nin" yN•rn nill bo requir~d to tu::ortize the totl'l coat of 

tho A!'.juatel Compcnc•tion PA;rt:cnt .let. 

'l'h.> net offoct of wyin,; C>o Vcterr.no 1 ll~nuo 1:: 19:'6, in­

nte.-.!' of 1945, 1c to ~~·· "" r=~ elll'r~ of one hWl~.rcc' rn• t··rnt:f 
million 1\olll'r~ r :~or:- t'l t!!~ ono hun'red I'D' oi>,ty ol.llion <'oll·rc 
r.l rer•.y in the buf.l)ll t. 

'!'/G r.r.:l colln<'. •tpon , thc r t.f.,r•• , t<> rrin~ by OOl'e f~rm of pnr­
tltl.llont t~xnt!.on M nnnunl P.nount of ni:< hun~.ror ""' t'·enty nillion 
1\ollP.r~. tt nr.y 't:o c•.it' , trut;lf\ll.Jy en' oorroctly, t:lAt. five hundr ed 
Llillion ~.ollrro rot t'un crou.'lt ~tp-rt.o •ut~ ll'tusti tute trxon in plnco of 
the oU. pr~c~aoin.; tAArt , ""' t!ll't only one hu:'l.l.r~d nne\ tt~cnty clllion 
<lollnro r;,pren,ntc 'lt:T' t .... -:,•c not hith• rto lovi .Jd. 

I leftv, , of courco, to tht ~iscrotton of the Con~oo tho 
foroulntion of the rppr-oprint<' t r.xca tor t!o" r.e.;d~ pcmnncnt rcv.:>nuo. 
I 1nv1tt y"W: 1\tt< nti<>n, hoy;~v~r , to "· t on. of tpx ":uc.>o ftoul.! r.ccoc:r 
plioh Rn ieport~nt t~ refo~ , renovd t"'o onJor ineQUI'.litioa in our 
ti\X cyr.ten, nne! ot'>p " lo'lko" in pNccnt ourtr.xoe. 
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Extendei atu¢7 of methods of improYing pr esent taxes on income 
froa bual:teu '1/:>rrunts t :l(' cot:el~orntion or changes to pr ovide a fl\irer 
diatrib~\ion of the tox load ~nng all the bon~fic1al oaners of business 
profita wnetn~r derived from unincorporated ontorprisoa or from incorporat­
ed bueineaees Me'. 9hot:l~:r dis tributed to tho roal oancr s ns corned or 
"i tbhold from th(lm , Tho exis ting !ifforonce bet .. cen corporA to tues nnd 
thoao imposed on o7nors of unincorporated buoincasea renders incor por a tion 
of smnll buaineucs difficult or 1mpoaaible. 

The nccur.tulntion of sur,>lua in corporl\t1ons controlled by tnxpey~ra 
with lnrge i ncomes is cnco\U"'Igod by the pr osnnt freedom of undistributed 
oorpor• t e income f rom surtnxos. Sinoo atoekhol ders nrc the beneficial 
ownora of both distributed ~d undis tributed corporate income, the nim, 
ns n mnttor of funinmcn tnl equity, should bo to sook oqunlity of tax 
burden on All corpor 'lte incono nhother dla tributed or \7ithhcl d fr01:1 the 
beneficiAl o.-mers. As th& lf\w ncr;< attlllds our corporl'lte taxes dip too 
deeply int o the shl'lres of corporl"to e~n1nca gcir.g to atockholdora who 
need tho disburscm~nt of dividends; whil e the ahr~os of stockholders \lho 
con ntford to lonvo earnings undiatriautot\ oac'lpos current surwes 
nltogother. 

Tbil mothod of ev~n~ exis ting aur tnxea constitutes a problom n• 
old na the income tnx ln~ itself. RepeAted ~ttempta by the Congreaa to 
provont t hi s form of ov~sion have not boon successful. The evil has 
boon n grouing ono. It bee no\7 r enohed diaturbing pr oportions from 
tho et~dpoint of the inequality it represents nnd of its serious offact 
on tho Federal revonuo. Thus tho Trensur; ostin•.t cs th.~t, during tho 
c~lendnr yenr 1936, over four nnd ono-hnlf billion dol ln:rs of corpor~te 
income will be withhold from stockholders . If this unCistributod 
i ncooe "ero distributed, it 11ould be ndded t o tho incoce of stockholdora 
nnd thoro t~~od ns is other pcraonnl inco~e . But, A$ netters nov stand, 
it uill be ni~~lold fron stockholdora by those in control of t~ae 
corporntiaa . In one y<.nr alono, tho Gover:v:~ent vill be deprived of 
revenues amollnting to ovor one billion three hund:red million dollnra. 

A proper tax on corporate inoono (includin; dividends froa other 
corporntiona) , vhlch is not dis tributed 1\8 enrned, \7auld corr ect the 
aorioua tJ<>-fold inequ..'lli t7 1n our texea on business profits if 
accompanied by a r epeal of tmpreaont corporate incone tax, tho 
cnpi t'll atock tnx, tho r ol ot od exceaa profits tax nnd tho present oxonption 
of dividends fron the noronl t~ on individual incoaes. ~o r ate on 
llndiatributed corporqte incone should bo grl'lduntod end so fixod aa to 
yield nppro:xi.nntely tho BMO rovonuo as 11eul<\ be yielded if corpornto 
profi ta 11or o diotributod and trucod in tho h~ds of stockholders. 

Such n revision of our corpor~te tnxoa would effect crent aimpli­
ficotion in tnx procedure, in corpora te nccount ir.g, an~ in the under­
standi~ of the "bolo subject by tho citizens of the nnt ion. lt would 
constitute ~istinct procress in tnx reforo. 

The !rol\8urv Do,>:lrk-.ent ;,ill b• G].~d to aub.,it ita estinl\te& to tho 
Co~ou aho·.,ing thnt this air.oli ficnt lon end r:ll'"ovAl of inequalities can, 
without ~airnesa, be put in~o ;>riiCtioo ao aa to yiel<\ tlte full a::lOUDt 
of aiz hun:lrod 1111d tvont:r n1111on dolliU'a - the mount 1 ltave 1ncUcoto4 
above Aa bein& necessary. 
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Turning to the temporary revenue needa or the Government, there 
Ia the item of five hundred and aeventeen million dollars, which affect• 
principally the curren t fiscal year. This omount must in some We:! be 
reatored to the Troaeury, even though the process of restoration might 
be spread over too YO!Il'l or three years. 

In this case alao tho fon:mlat1on of t.&xea lies wholly in tho 
discretion of ~1e Concroea. I venture, however, to call your attention 
t o two suggeationa. 

The first relatee to tho taxation of what 1118:/ wall be termed 
a vindfall recoivod by cortoin toxpsyora oho ehiftod to others tho burden 
of pr ocessing trocoo which \70l'e impounded and returned to thom or <7hich 
othor<rise havo remained unpaid. In unequal position ia thnt vnat 
numbor of other toxpeyora uho did not resort t o such court action nnd 
have paid their to.xoe to tho Government. By fill' tho greater part of 
tho procossinJ taxee oaa in tho main either passed on to conaumera or 
taken out of the price paid producers . Tho Congreas recophed thla 
fact lnst August and provided in Section 21 (d) of the .AQiculturnl 
•\dJustaent Act thllt, in tho event of tho inv3lid.at1on of the procculnc 
tnxos, only those proceaaors \7ho hnd borno the burden of theae tnxea 
ehould be peraittod to rocoive r cfunda. Tho return of the impounded 
funds and failure to pey taxos that oere passed on result in unjust 
enrichment, contrary to the spirit of that enactment. A tax on the 
beneficiaries unfnirl1 enriched b< tho return or nonpaycont of this 
Federal excise vould tlllco n maJor part of this 11indfllll income for tho 
benefit of the public. Kucb of this revenue would nccrue to the 
Trenaury durint; tho fiscal years 1936 and 1937. 

The other BUCCOition relates to n tecporory tax to yield thO 
portion of five hundred and seventeen aillion dollAr& not covered 
by the vi ndf all to.x. Such n tax could bo apread ovor tvo yeara or 
three ;;e!U's. .An oxoiae on the proceuiut; ot cer tain euicul tural 
products is vorth considering. By increnaing the number of 
commodities so taxed, by grently lo.,erin~; the r e tu of the old 
processing tax and by spreading tho tax over two or three yenra, 
only- 11 relat1voly light burden <rould be impoaod on the producora, 
conaumors or procoa•oru. 

rlWIXLlli D. ROOSEVELT 

The 11hite Bouae, 

Karch 3, 1936. 
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HI 1Jr : 
JoM 
GnrnoJr : 

''A,Jr : 

(1 : 

-- 'Jr: 

G: 

llloi,Jr : 

G: 

f:ilt, J.r: 

G: 

Hll,Jr : 

G: 

HL!,Jr : 

G: 

IW,Jr : 

G: 

'::.1, Jr : 

G: 

!U, Jr : 

G: 

I , Jr : 

G: 

u:.l , Jr : 

Hello 

Hello 

Henry Worgenthau , Junior 

Yes , Henry 

Bow are you? 

Tuesday 
W&rcb J , 1936 

On , I ' ve just had two teeth pulled out , about an hour ago -

My gosh ! 

And my God l You know I don ' t feel s o good . 

Uot so good? 

Y-es 

Hello? 

Yes 

This is wha t I •m calling up about -

All right 

In confidence, - it isn ' t very confidential but I 1m 
going to say it is -

All right 

There will be a t~ message coming up I guess at noon, 
see? 

Yes 

Now, if Pat Harrison or anybody else would like peopl e 
froo the Treasur y t o come up immediately aft er t&x 
message end explain what the President has in mind we ' d 
be delighted to co~e up, see? 

Yes 

Hello? 

Yes , all riaht, I 'll tell him. 

ow , will you t ell Pat if he wants to see us any time 
from t wo o ' c lock on 
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G: 

, Jr : 

G: 

HII, Jr : 

G: 

I!II, Jr: 

C: 

..,I , Jr : 

G: 

Hli, Jr : 

G: 

tJ;J , Jr : 

G: 

'J : 

Hl! ,Jr : 

G: 

G: 

,U.,Jr: 

G: 

-2-

Today? 

Today 

He can do it. 

,1e 1d be availabl e and it woul d mo$t l ikel y - well, 
we - I 'll send up -

tlo , I 111 tel l Pat i f he want~ to see you t oday why 
you 1ll be at his -

From two - any time after two o ' cl ock. 

After t wo o 'clock? I'll tell -

And I think, i f i t will be agreeable t o you, I ' d like 
to have you there. 

All right, I 1ll do any dllll!ned t l.ing I can . I t ell 
you, I 1 ve been laying down t his morning. The Doct or 
t old me that I couldn 't stend too much of thi s shock, 

Yes 

Say, Henry -

Yes, sir 

I wi sh you' d see Gibson - you reme~ber a l ong t i me 
ago we talked abou~ t hat border down there - Border 
Pa trol? 

Yes 

And the Pr esident gave ir.~tructions t o cancel that 
damn stuff - ? 

They never did do it and <OW they're firing four or 
five fellows there thnt •s the best there is or ever 
beeu on the Border. 

Yes 

And it ' s a God damned shame, old top, to have t o give 
up those kind of ~en . One man in pa~ticular that I 
have known since he was a boy 

Well, that's in the Labor Department, isn't it? 

No, no, that's just Border Patrol . God daMn it, I'm 
disgusted . 
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HJI,Jr: 

,. , Jr : 

G: 

Hloi ,Jr : 

G: 

i!'I,Jr: 

a: 

,Jr : 

G: 

li~ ,Jr: 

G: 

.. , Jr : 

G: 

HJ!,Jr: 

G: 

Hll,Jr : 

G: 

Hli , Jr : 

G: 

HM,Jr: 

G: 

, Jr : 

-)-

Border Patrol? 

Yes not Border Patrol, but the Custo~s 

Oh 

- Inspectors , you know? 

Oh, yes 

The fellows that ride on horse-back and ride up and 
dovm that river for t elve hundred miles . 

Ye!i 

No~, there ' s one f ellow down there that I happen to 
know and he went broker here three - t~o - t hree years 
ago 

Yes 

And he 

Yes 

This fellow is about thirty-eight or forty years ol d. 

Yes 

He ' s ti1e best cow man in Texas . 

Yes 

Now this Collector of Cuato~s hn~ lost lots of cattle 
down t here and they have t o e~tiQ~te their value, you 
know? 

Yes 

- their weight. This fellow is unc&nny in guessing 
t heir weight . His accuracy is something phenomenal . 

Yes 

And by God now he ' s going to have to fire him bec9uae 
he didn ' t have two years service in the army or some 
other damn thing, I don't know w~at it is ! 

Well, nc,w 

It just makes me s ick. 

Listen, when I co~e up thereiyou have a little m~o for 
me r~ give it t o ~e and I'l be delighted to look into 
it , will you? 
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All right 

You have somebody write ~e out a little memo and you 
hand it to me 

All right 

And I'll take it when I come up • 

Yes , I want you to tell Gibbons or Dow or somebody 
that they ought t o have some sense and a good 

0, K. VI ell, now 

All rigllt 

When I come up 

Yes 

You give it to me 

I ' ll be glad to see you any ti ~e. 

Well , I ' m not I 1m going to sit tight until I hear 
from you. 

Well , I say - you ' re going t -> sit tight until you 
hear from Pat? 

Yes , but I •ll sec you on that other matter anyway . 

All right 

0 . K. 

All right , Goodbye 
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Joseph W. Byrns Tuesday 

l!loi, Jr: 
Spea~er 
Byr .s : 

.... , Jr: 

13 : 

H:J , Jt> : 

B: 

llii, Jr: 

F: 

. i ,Jr: 

B: 

rlW, Jr : 

B: 

!£l, Jr : 

B: 

!i'' , Jr : 

B: 

Hll, Jr : 

B: 

Hli , Jr : 

B: 

liarch 3, 19.36 

Hello 

Hello , Ur. Secret&ry 

Hello, Kr . Speaker 

Y~:s , sir 

How are you? 

Fine 

~r. Speaker , I ' m going to tell tou , I guess there ' s no 
grcut secret, but some ti le around noon the President 's 
Tax Uessage is ~oing to co~e up 

I just got -.ord . It will be up about twelve o ' clock. 

Now, 1r . Spe&ker , if you a~ Doughton would care to he ve 
me and so~e of our Treasury people to co~e up there, say 
any t ime after two o 1 clock1 and sit down and explain it 
or ~nswer any questions , why we 1d be delighted to. 

Well , that '11 satisfy Bob Doughton and I'd like to have 
you do it . Would you mind calling him and telling him 
so? 

VI ell 

- or h~ve you done it? 

I - oh , no - no, no 

Well , you call Bob Doughton and tell hi!a, I' d rfther 
you ' d tell hi~ than for me to tel l him. 

Youth~ it ' s better? 

Of course I can carry the message for you, but - you 
call Bob. 

You think that I better call Bob direct? 

Yes, I ' d call Bob. You can tell him you talked t o me 
about it also, but - I'd call Bob. 

\'/ell now, v.hen we come up do you want to see us or will 
we Just see Bob? 

Well I expect I ' ll be 1n t~e Chair - this is private 
claims nnd 
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l!LI, Jr : 

B: 
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I see . 

I•ll have to stick around the House pretty close. 

Well then, I' ll call him up and talk t o him. 

All right. 

Well, I 1 1~ take your advice , 

All right. 

Thank you . 
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Tue::day 
llt:rch 3, 19J6 

IDI,Jr: Hello 
Rep . 
ooughton: All right, lfr . secretary . 

~,Jr : How are you? 

D: Very fine , thank you, ho• are you? 

IDI,Jr: Fine, how are things down ho~e? 

D: Well, all rifht 

IIJJ , Jr : 

D: 

Hli,Jr: 

D: 

everything is all right down there . 

Now, I was just talking to the SpeakP.r and I was saying 
1n confidence that t he President ' s Tax Messaee was coming up a t noon 

That ' s fine . 

And if around - any ti:::e r.fter two o t clock that you and 
any of your l i ttle Cabinet would care to see me and some 
of the Treasury offici als why we'd be delighted to come 
up . I mean, just privately, you know and sit down and just 
go over what the President had in mind, you know . 

Yes - I toll you what I had in mind 

HJ.I , Jr : Yes 

0: And I ' l l s~e how we - or how 

illi , Jr : Yes 

D: 

HM,Jr: 

D: 

Hlf Jr : 

D: 

Hl.I, Jr : 

0 : 

I served notice on 
today 

Yes 

anticipating this message 

I wanted to get right to work without any delay 

Yes 

But to t~e the Coomi ttee u1to rny confidence fro~ the 
start 

Yes 

I had th~e~bers of the Committee - f ull Committee , all 
the members , Republlcans and De1nocrats called yester~:ay 
afternoon 
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~1, Jr : 

D: 

0 : 

~,Jr: 

D: 

ill4,Jr : 

0 : 
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• 

Ob, yes 

And advised that soon aft6r the President's Uessare 
today, I 1 d call them together here 1n the Rouse in 
the Committee Room for a little Conference as t o 
procedure. 

Yeo 

Now we began prophesyin~ it would be a little 
and I thought I ' d talk it over with them all together . 

F1ne 

I want to try t o remove this 
as far as I can . 

Fine 

I thougnt oaybe we could put as much or the responsi­
bility on the Republicans 
as I could . 

That ' s r i ght . 

Now if you 
better come . 

I had called that conf. 
or after/you'd 

Well, I 'll abide entirely by your fOOd judgment. 

(Lau~h+er) nell, I'll call you back on that . 

Anyth:lng you say, I ' !D ready . 

You 'tiant to be ready and then I' 11 call you back as soon 
as we 'd like for you to come up? 

Yes, I ' ll drop everthing and come when you as~ me. 

Thank you , so much. 

O. K. 

Goodbye. 
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llarch :S, lQ:S& 

.At. the group meet1.ng t111e morning, HII , J r . brousbt. lq) 

tor discussion t he f ollowing exoerpt.e trom vPham'a memo t.o 
h1JII ot March 2: 

1 In December Mr. Cooli dge told the 
Federal Reserve Banke (through the Board 
ot Governors) thnt it t.lley would consent 
to the discontinuance ot tederal reserve 
notes beari ng the notation that. they are 
redeemable in gold, he would 1eubm1t to 
t he members ot the appr opriate committees 
ot Congreae the quest i on ot making at ita 
next seaeion, an appropriation' with w41oh 
to detr11.1 the coat ot pri.nt.1J:16 new notes, 
shipping the new notes out, and returning 
and destroying t.lle old not.es. 

1 The Board ot Governor• agreed t o 
atart paying out trom the new stock ot 
tederal reserve notes which are not re­
deelllable 1n gold, with the understanding 
tha.t it Congress does not act at t h11 eea­
aion, they wi ll revert to paying out notes 
ot the old type.• 

HII,Jr. appointed ur. Oliphant, Kr. Upham and ur. Bell 
a• a committee to study t.h1s and t.o deci de what the Treasury 
should do. He sai d he want.a to make an honeat ettort to 
he!p them it we can. 

Yesterday when Mr. UoReynolda ment.i oned an 1noreaee 
1n oalary t or Mr. Sloan because ot a promiae aade to Sl oan 
by Clooli dge that atter a1x months' eervice 1n t.he Treasury 
he woul d receive an 1ncr eaee, HII,Jr. remarked that he thought 
Bryan '• aalary -• too much and asked Mr. KcReynolde and 
Kr. Tayl or t o talk over the two ealariea and report on it 
at today 1 a meeting. 

Pursuant to that inatruction, KoReynolda toda3 sug­
geat.ed that 1naemuoh as aryan i a a publ 1oity man that he 
shoul d be put back in Gaeton'• ottioe and let Sloan be 1n 
complete onarga or and reapona i bl e t or baby bond ealea . 
HII,Jr. diaagreed abd told Kr. Taylor he wante publicity 
on baby bonda to be a aeparate activity entirelY apart 
tr011 O..at.on 1e organbation. He want.a t.o build up a aep­
arate ealea organ1&at.1oll for baby bonda and included 1n 
that. ut-I.IP he wants • publ1oity depart.ment.. When publicity 
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proolems are ready tor tlnal deol a i on, wr. Taylor and Mr. 
Gaston would then paas on t hem, but wr. Gast on would not 
be consulted until they are ready t or tinal decision. 
HU, Jr. also Bald that it Bryan is not the one tor th1a Job, 
then the men should have the courage to tire him but he ia 
leaving it entl r ely to them to decide. He suggested dia­
cuaeion ot tnla at the 9:30 meeting tomorrow. 

When the meeting adJourned, Mr. Mor gentbau asked 
Ol i phant and Gaston to remain, t o discuss publi city i n 
connection with t he President'• tax meaaage . Gaston was 
ot t.be opinlon t .hat a1noe the menage 1e very oo.pllcated 
~t there should be follow- up publlol ty on lt attar it 
is sent to Congreaa and e0111e explanatory worlt done. HM,Jr. 
thought the measage should be explained to Steve Ear17 t1rat 
and t.ben someone tr0111 the Treasury ought to aea the Speaker. 
Mr. Ol iphant suggested that Helvering should t alk to t he 
Speaker and Mr. Morgenthau asked Oliphant t o accompany Hel­
ver1ng when he call ed on Mr. Byrne• . HM,Jr. also thought 
that Doughten and Pat Harrison ought to get an explanation, 
and that a ator,y ought to be sent to Charlie Miohaelaon tor 
use 1n hie publi city letter.The Secretary told the men that 
in hia opini on 1t the publi city 1n connection with the tax 
message were handled oaretull7,. it would be one ot t.he 
biggest t hings ot t he year t or t he President. 

HU,J r . called llclntyre and asked tbat he arrange an 
appointment tor him and llr. Grima to see the Preaident on 
housing, and another appointment t or HM, Jr. t o see the 
President with Bell on t he timing ot the bonus. 
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Me&ti~ held in ~ecretary Uor genthau ' s office 
t his morning at 10:15 on Unemploygent 

Miss Lonigan: (speakinr. from lists of figures) 
That 1: the same as 4 million 368 - heads of famili es . Of this 
half a million don 1 t w:::.nt work 'oecuus~ they are sick of ·,vorking . 

Mr . Llorgenthau : Who suys t.hey don' t want work? 

IJ1ss Lonigan: These figures are all from TERA rocords . 

utss Roche: The ones that didn ' t want to work ere nil. 
The number that are applying for work is 3 million 9 . Of this 
2 million 6 have been put to .;ork . 

Miss Lanigan: Other people put to work not from r~11~f 
rolls . 1 million 2 awaiti~~ assivnment . States arP worrying 
ah~· t them . These may be left one way or another . Accoratn- to 
st~tlstlcs that still is ~ str.te burden. There are 3 million 6 
enn loyed on v1orks program ir. January~ leavinr 985 thousand . 

CCC boys . 
L!:is.s Roche: This 985 is not from relief - that includes 

\liss Lanigan: I do not know . 

Miss Roche: Well it docs . 

Mr . 1orgenthau: From th~ 985 shoulc be deducted the 
CCC . Let ' s say i t coes - the 985 breakdown - it i s very import~t. 

~ss Lonigan: No implic~tions in any of those ~ivures . 

Mr . '.!orgenthau: I don 1 t underst!i!ld t!le 999 . 

Miss Lonigan : The top line - 4 million 468 is certifi­
cati 'lns . Members of families wet·e not employabl e . Worker:;- rrould 
estimate the state and local burden of about 1 million . 

Mr . !.!or genthau : l million? 

Miss Lani gan : Yes . 

lolr . Mor genthau: lion- empl oyabl e 1 million? 

Miss Lonigan : Yes . 
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Miss Loniga~ : In addition to the st&te and local 
1rden ie tHs r.rou1• of certified people llpplyillb for work -

~ m1tl 1on 20, m•kl~· to~~l for states an~ local 4 million 2 . 

llr . IJoryenthnu : That 448 thous:;nd might not come 
o t of the 999? 

18 

loiiss Lorir:.n: No it noul be added because thP. t 448 
has been certi fied. 993 has been left over . ~ey should never 
h v been certified . 

Mr . dell : You don ' t think some of the peopl e in the 
1 ml llion 294 would come out of the 999 - doubling up there? 

Miss Loniyan: Yes - anybody who was employable . 

Miss Loni, un : This was ~de out of figures that never 
were fi tted in th fir t place. 

Ur. orve• thau: Give w so~e fi~ure that has a base . 

tha t ---
Uiss Loni; r.n : A base? 468,773. Every figure in 

Mr . !.lorgenthau: I don ' t care . 
110 tha t when I meet with Hopkins . I wt~nt 

dmi l is the base • 

I want something 
something tltut he will 

Kiss Loniran: Eve~ythin& in the first half - 43J8. 

:.!i::s Roche: 'Ihe one thP•t usually take is 3612. 

~iss Lonigan : That is the total employed for 
J nu r:r - 3612 . 

lir. ''ol'~;enthau : 
r ~ vo t o t ake their figures . 
two f i gures . 

I don ' t want to start OT\ argument. 
Give me something . I ju~t want 

J,lr . •torgenthau: Row many ?f the 4368 at w.:>rk? 

~sj Lonigan : Out of those i~ the ' ~illi?n 62o . 
All ou t. o!' the certificLtions . 

Ur . !.o,•genthau: All right . 

Miss Lonigan : Awniting assignment is 214 . 

Mr. ·~orgenthau: 1368 - employed on projects is 262 . 
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Ur . - 11: ·:o thOZf' a~e. relief workers . 

~GU! . 
L1r . Morgr.nthau: Then the 262 plus 985 is your 

Uis~ Loni~an : This 1 million or whatever it is -
there might be minor c> nses 1n it that is botherin~ tht ztates . 

:lr . 'or,;tenthau : I don ' t want a so~ial workE.rs war 
s t o wl ose figures are right. I don 1 t \Y;.nt to get into that 

arsument . I want to t 'ke the figures he is using . I c~n • t 
investi&ate t.t t is st-.lle whether his figures are right or vrrong . 
He has 4 million G certified - 3 million G at work . 

l.!is:<~ Loniean: There arc 1 mlllion certlfied looki ng 
for work which you don ' t w~nt to conoider . They are lookinc for 
work - th t is 1 , 420, 963 . 

!.!r . .ell: One is workers nt work from relief rolls -
26~6 taken from the certified list of relief people . ~e other is 
1 mlllivn 294 from ~hf' certified list which are awaitine assi>ncent . 

Miss Lonip,an : Over and above the 1/2 million there 
nre 1 dllion certified who are not at work and want work. 

Llr . Bell : now there are 985 thousand worlting on 
relief projects whl.ch did not come from relief rolls . 

J.lr . t:ort:enthau : The thing that stands out to me 
as the most sirnificant is 1 million and a half people who want wor k 
and &re not able to get it . Tc.1<1n· your figure with the breakdown 
there are alcost 1 million people who a re not on the relief roll . 

IO.ss Roche : In my o rn stnte we had 321 000 certifi ed -
, 000 that worked . 

J.liss Lonigun : They should be in the 448 up in the 
eecond line and added to thut 985 . 

a 
a 

J,lr . lor~;e:-thau : 

~"oon so you c n r.rree on 
10: 15 tomorrow morning . 

Conld you see Corrington Gill this 
i t and put the figures on my desk 

lliss Lonip:an : i.e cun just see wh&t happens . There 
m1cht b~ a difference in ---

Mr . Morgenthau : I mean the 985 so that thP figure 
would start off "tlumber of Peopl e at 1'/ork" - 11 IJumber or People 
Seekin~ ·:lork". llnve it in an or derly wny. I will give this buck 
to you . (Handed repor ts back to russ Lani gan) 
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W.ss Lonir~:.n : The other figure you mirht w nt to 
seo n ~ the bottom. You ~et a total of 5 million 9 - 6 million 
ol t ol ether on st~te and loc~ - increase of 1/2 million over 
Janu· ry , 1935 . lbybe you didn ' t w~nt lt in the picture . 

/.lr . 1!orgentl,au: If you don 1 t mind my sa yin•• so it 
is not orderly . I w·mt it boiled down . 

?0 

Ur . Dell: You get double emoloyment by the 
govcrruaent - two ~lements - relief worker., 1..rd non-relief tVOr~ters . 
It teems ':o me those •1re the figures you wr.nt . 

Mr . r.lorc;ent.hau: ~>bout 1 million and a quarter who 
woul d like to h~ve wot·k . 

Mr . Morgenthau :~o Mr . Bell) Could you do this- put 
:omobody who is L' bookkeeper to work with I.Uss Loni~an this 
e~ternoon - Bartelt or somebody . 

Ill' . 11: Yes . 

Miss Lon! •n : I do not see a very defi~itPly 
chosen order from their figurPs , 

!.!r . !Aorgenthau: Could you ro over an'! see 
Corrington Gill 1nd toll hl m I want one sheet at 10:15 tomorrow 
whi ch will,give us the thing so that you both agree . 

!.!iss Loniran : I have "'Oml) materi al in charts which 
' y or oay not nt to look at . This shows !lew York ;.;tPte 
., .J - families • ic ed . ~<dd \'IPA, upstate TERJ. and y;>u r;P.t ~ total 

receiving aid of 669, 000 . The contrast is that February - Relief 
rolls are 100, 000 higher in :lew York State than they were u year 
"'":o . 

W.ss Lanigan: (showinr ~nether chart) This is 
New York City 'U· . f.ocl'etary . We are spending 7 million ~ month 
mo:-e on all t'J pP~ o!' public relief t.hun we spent a year llt~o which 
WllS a r"cord. December, 1935 they had 468 thousand furnilits . 

year ago they had 365 thousand families - increase o!' 100, 000 
fac llies receivinr aid . 

Viss Lon1F~= ~nese charts - the oiddle o!' the 
yenr - the last year 1335 - there ~re three years here 33, 34 
and 35 
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Ur . Morgenthau : !his is total? 

Miss Lonignn: This is total -
F1rct half of 1 35 was a record - higher than 
~econd half of 1 35 you can see for yourself . 
them put together t hat is the way they l ook. 

!lew York City. 
anythinr( else . 
If you ,.,ant 

Yr . 'lorgenthau: lilr . Baas told me you sSid this 
Jot- could be done for the next 12 n:ontt ~ for .. billi on dollars . 

Miss Lonignn : There are questions of poli cy . 
You tell me the policy and I can put it t ogether . 

Miss Lonigan: Here is another series of chart s . 
In this series they just dropped out the whole WPA expenditures . 
I 1\'ill now put them in . Whole thing hall been allowed to go on 
now for six months wi thout the largest pieces 1n it. When I put 
the WPA in it thst will !!'O way above tt:c maximum. Last year we 
thoucht r.e bad ~ record bnd they are way ahead o~ last year . 

Treasury? 

an~ federal. 

lllr . UorgenthGu : You don ' t take that out of the 

Miss Lonig .. n : 'That is the million 2? 

Mr. 14orgenthau : The money that is bein-!l spent . 

!.!iss Lonig:..n: 'Th.1s is not federal - this is state 

lllr. Uorgenthau : Tot al cxpe."lditures out o~ the 
4 billi on 8 does not check. 

nd cities . 
Uiss Lonig~n : It is beinc carried by the stttes 

Mr . Bell : You are including both state und city? 

Wiss Lonigan: Yes . 

Ur . 'Jorrenthuu : i':'hat i!' it r..mninr? 

Wr. Bell : 2 rnillion 275 a month . Our budget 
conte~pl~ied a larler e~penditure thun lust year by about 
300 ~illion but I don ' t think it will re ch that now. 

r.lr . !Aorgcnthau to I:J.ss Lonil(an : I me !'ln vou mt.ke 
tho t 1.. bout as hr.J·d as y?u c ... n for me . Don ' t show me dotach'ld 
pieces . H~ven • t you ~ot somethinr insteud of givin~ me l i ttle 
pif•ce~'? 
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Miss Loni, n : 
tha t the works progr~m put ~ 
the 7 ~1111~ 2 ---

ihnt I W'lS trvinP. to point out v:as 
aillion 500 thous:md to .... or!< ynd 

&.:r . :.:Orgen"th•.u : You hove me so confused . !low 
can I arrivP ut "' fi!!<tre? 

Miss Lonigun : Hultip1y it by $50 . 00 u month . 

Mr . ·~orgenthau : But don 't tell me what to do . 
Rave you got something there? 

!Uss Lonir.an : You cut l'lorks Progra~r from 3 m1ll1 m 
5 to :? "!!i1lion 'tnd save expenditure:~ on the ·:;or'S Progrnm Wld 
trun~fcr that ::o:oney t o the grc.nt to ta<e care of o million 
tnml11e~ . Set up on a $1 . 00 per capita basis. 

:.tr . !l!orge':lthG.u : " ve you ·ot i• written out. 

!Jiss Lonigon : ·ro - I didn' t try to . 

Mr. iorgenthuu : Ct.n you h .. vc it by 10 : 15 to:r.orrowt 

J.li ss Lonig··n: Yes . 

Mr . !orgenthau: If you do thut how much does 
thnt tuko? 

!.liss Lanigan : Th"t runs up . If you take 2 million 
peop1o at $50 . a month it runs u p to 100 million a month . Then 
tnke the 2 r.illi Jn families - this is very tentative - not on 
the .or~~ Pro~ram - have the fcdcr •1 ?Overrunent contribut e hnlf 
of tt-nt '<nd you run n t!onthly e:r.penditure of 20 milli on ~ month -
tot 1 1~0 million a month . ~he ~ederal rolls have been per mi t ted 
to s"ell. You used to have a decline :.Jaountil""' to 5~. "/e &re 
ta':!. ·~ on cases and not tukin& a ny off . Expenses have to go up 
or y.)U hc.ve to make a chift . Works Proeram is spending core 
coney :>."ld takinr c:.re of fewer people . 

~r . -orgonthau : Let ~~ have your convictions ufter 
rtudyinr, thl~ thiOh for months, whut you think ought to be done 
beg t nn t ng July 1st . 

Uiss Loni~an : expenses run two or thr ee times h.Lr,her 
in 1'1'cr.tern states . Cut a.ll western states 10~ i f you are willinr 
to hold /ork:- Progress d01-m . Cut out entir e farmers (l11d el1m1n• te 
peopl e th3t are at present employed . lhey have people in ;:e,. J.ork 
City 011 u ... i r program . ':'hey hr..ve sick peo!)le, lar::e pt>Oplt>, r>tc . 
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lolr . llorgenthau : Here is the way I see the problc:lll . 
This 1s ..,hf're T w:.nt help . Let ' s trke the fir;u.<·e - wht'.t c:.n the 
Pre~iden• do for 1~ months ~dth ~ billion and a hal~ - whut can he 
do wlth one billion and three q•larters . 

Uiss Loni,;:an : .Hth " billion •,nd a h'"llf he would 

rtr. Morger:thau: .( don ' t want lt now. One billion 
and :. hul f , l billion and u quarter - ona billion . You g~t me eo 
upse t w.Lth r.ll these - ~hrowi1v sm:.ll pieces at me . It doe3 not 
help mr to !mow there are 100, 000 more unrmployed in !lew York . 
Th,. Pre~idtmt made a statement thG.t the relief would not cost more 
th n 1 billion 276 . Gi\·e me sugrost1ons a:; to what hA c·m do 
v; l.th one billion c.nd a h:;.lf, on.:- bllli)n •.nd -. quarter - one billion . 
The head in· of thf' thi!'.f vrill be 11one •illLm and a half" - he can 
take care of so ~~ny people and so ~·ny .nll not be trken cart of; 
one billi->n n. a quarter - hP c .n to'.~e care of so ~:;.ny people in 
the follo.fir • method anu so ':!any not taken c re o!' . 

Hiss Lonigun: Then you come in to the question of 
policy . Next you can go to the dole :.nd cut money do= . If you 
start gr·nts you will build up tremendou• pressure from the stutns 
so yon open up a terrific prel!sure rroup for more ttoney than l ast 
yo:u· . 

Mr . Uorgenthuu : But in order to clear it up for me? 

Mlss Roche : By this you con do this and that. 

Ur . l.!orgenthau: ~ I' Pres ldent chided me and c::~l .ed 
me down when I went up on the hill. lle s~id I never thought I used 
100re thc.n one ""!li :11-m c.n:l o. h lf . H· i e usi~ · s. sa;aller fir.ure . 
Eott ,;:::.r.y humc_n ein, s cc.n we t;i ve ., dece1 t .Job to a!':d how lllllllY 
h~n being~ nill be ou" in the cole? In order to take care of 
eve:·yono m ybe they "1111 hc.ve to udjust the program nd dve thea; 
diftere:-t :ti1c o~ work. Take for example that her figure is right 
and CCC is not included, th:;.t tl' ere cll·e 1 cillion now ot work who 
are to co:ne off the relief rolls . I W<>uld htar that they >'rnt off 
from that relief with the possible exception of l~ which is ~ick . 
Ir Ic~es , th~ ~ar Department, the Navy and the Treasury are givin~ 
work to people who are en r elief drop them first and make room 
for the people who need i t . Is that sense or i sn ' t it? 

lliss Roche: Yes I th1~k it is. 

!lr. !.lorgenthau: ,;hen the Pre::ident buys 25 oill1on 
of v:.cant l and he doe!' not put • nyone to work. \'ie illUSt get c.lon& 
without these luxuries. Have I helped you to give me m~t I 11 nt? 
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short . 
Miss Loni'~l : Yes I think so . I can make them 

Mr . loree:-1thau : Let S'lmebody else challenge them. 
Let Gill say this is r idiculous . We v~n ' t argue - you say i t i s 
ridiculous ana :liss Lonigr.n s&ys it is so . i\fter the rteetinr "e 
will meet to see ~tho i s ri11ht . I haven 1 t time any corE> . iVhen 
Ban! tells me ther· is 4l 1<1lllon dollars undistributed I say 
George 1re you rure it i · right. •le sny::; I will st;;:ke cy reputa­
tion on it. I s ay , t.ll rirht I will tc.ke your 1~ord . LE't Hopkins ' 
organh.~·tion tear it npart . If it needs a foot note to exploin what 
yout• conclusions are put footnote . 

!.lr . Taylor : I don ' t know that they properly r.o into 
thi s eroup . Why not. e.l.iminate complications which appear in the 
4 billion 4 anti so on . You get several new problems in there . If 
you nt i t to look con,tituti onal have them work on soil erosion 
aeon~ other thi:"l~s . It se~ned to me th~t this might be the occasion 
for liminati~$ p gre•t deal of conflictions and duplic•tions . 

now. 

Ur . Bell: 1iE'll that bri- ·s up this whol E' land problem. 

lir . Taylor : Soil erosion is in four different places 

Miss Lanigan : That is the whole difficulty. 

Mr . Taylor : Ther e are certain things which have 
not been talked of nt all . Then you have this reclamation thin~ 
which is contrary to your soil erosion . 

Wr . ~ell : Senator .. ;;:lsh s .id he did not vmr.t l arge 
award s f or land utilization but he was tukln~ it out of production . 

Hr . .!orgenthau: Ylalsh has told me he nsked Ickes 
ho1'1 rnony acres b r> would br.Lng into production and never got the 
figu r e :; . 

!!r . oc.ll : Ul of your CCC and other orranizntionc -
Parks and Forests - t.h·•t hre Join• soil erosion is beirr done 
under t h e immedia+.e supt>rvision of the soil erosion cor.servation. 

lAr . ·~orrent'lau : \'l'nerP is th .. t loc&ted? 

lAr . ~ell : Over in ,\gricul ture . 

Mr . Bell : 'l'hey &re usil'll the CCC boys ln the Pc.·k 
fe1•vlcn and Forest f·ervice . 

Mr. Jorgcntl):.u: TIH•y have 5 milli on dollar~ to do 

t is . 
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Mr. Uorg~nthau to ~iss Lonignn : Let ' s do 1t this 
woy . You get this ready and bring it in to Uiss Roche and let 
h1r go over it ~.th you . I have to do thts thtng first . We have 
~o •nuch cloth. Let ' s see what we can get out of it . Supporting 
dnta is up to Corrinrton Gill . 
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llaroh 4, 19:56 

The Secretary todky bold hia firat oonterenoe on the 
relief program proliainary to reporting to the President. 
Preaont were Barry Hopldna, Corrington (}ill , llr. Bell, 
ltr . T&cylor, llr. Guton, lliaa Roobo &end lliaa Lonig&cn• 

!larry Hopldna auu eated the aeeting begin by ha~ 
llr. G-ill report the precent statue ot tho 11'orka ProUD• 
Gill atated that tr.a pr oblem dur~ the past yaar hu boon 
to got loe&clitiea to take care or tho unemployable&. He 
aetimated their n~ber to be 4, 200, 000. Bo expected that 
the Socio.l Security lloard, next yaer, will take care ot a 
great deal or tho problem with the result that for tho next 
tiooal year OC!plo)"'*lt under tho 11'orka ProgrN~ lhould be 
giTen to :5, 600,000 people, not including CCC, onrollaent 
in whi ch is being ourtUled. 

Gill eatlcatod that t he average ooat per person per 
month under PftA would be $70 per month, or $840 per year, per 
person, contrasted with an estimated ooet of $4600 per 
year if handled through PWA. 

l!li , Jr. called attention to two aeta or figures turnhhod 
him by Yiaa Lonigan whioh ahowed (1) that at present there 
ue just under 1, 000,000 people working on tho V&crioue projects 
out ot t he $4 billion 8 who do not OQQe ott relief rolle, &ad 
(2) that there ue, in round figures , about 1, 250, 000 people 
on tho certified relief rolla who ..nt work and were not taken 
oar• ot. Gill's oomoont -• that tho first fi&UTO •• inoor­
reotJ the second one, oorreot. Hopldna thought the second 
figure waa high &end expl&cined that certification deponda on 
"who tell a you they ue certified." Tho Seor etc>.ry' a c<lllll!ent 
-• that the whole thing •s confusing to him &end aaid what 
he wanted to got trom Gi ll -- ho could work on it tonight and 
ha'YO it ready tomorrow - - •• a aort of inventory or what the 
s~tuation ia todkyJ thot io, the unecnploymont tiguro, both 
Federal &end State. 

At this poi.nt Gill explained thtd: on J&cnuary 11 there 
were :5, 612,000 people workirg. or that ouaber, :5,:526,000 
.. ra troa roliof roll• and 245,000 were non-relief. Be eaid 
the etatua or tho bal&cnoe of 41, 000 was unlcnown. It should 
be noted hero that earlier in thi a meeting he etated that 
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pro?ision ahould ba made next year for 3, 600 , 000 , which 
amounts to A reduction of only 112, 000 poreons. Annerin& 
the Secrot•ry' o iDquiry u to how many on top of the 3,612,000 
are State and County oharges which tho Padort.l Govel"mmiint h 
not taldng care of , Mr . Gill replied thnt there are 1-i- aillion 
people who w.nt work and are n~>t gettin& it. 

Aelted by the liooretary how otton the lht -s purged , 
Mr. Hopkin a uid, "llhon they were put on, December of l Ast 
year. • He also said th• t no visits were made t o famdliea 
now for the purpose of "checking• because auoh visits would 
require adminiatrntiva machinery of au enor=oue e1~e and , 
accor ding to the advice of the staff of WPA , home visits would 
not result in thr owing off more than 3" to ~. The last 
house cheek -• 118.de in M&y , 1935. 

m.t , Jr. explained t o the ~;--oup that ,.,an the IIIAttor h 
r -dy for presentation to the Preaident , he would not fight 
on the nuaber of people who need work, but would fight on 'IIIIo 
1a to do the adllini strat1n job and ..,.t lt1nd of projocta 
there ahould be. Be will remind the Preaident that ho gave 
a figure of t840 par man per year, yet there are • lot oi 
pr ojaota that start at $4, 000 a ye&r , He aaid he will aak 
tho President to help him keep the figure of t840 and the 
~nly way BY,Jr. can aao to do th•t, ho a&id, ls to "do a job 
tor the hUII&Il boinga -- on Ju.ly 1, have a New Deal . " 

Uai!J& Harry Hoplcina' figure of * million to whoa -
ploy.ant should be p van next year thro~ the 'll'orka prograa, 
HM , Jr. &aid •we have to malta the aoney aaet. Binoty percent 
of the * aillion people will have t o OOIDO frolll the certified 
r elief r olla and the anraga must be te40 par -.n. Thera can 
be no mor a buyin& of $26, 000, 000 worth of lAnd.• Be called the 
a ttention of the group to the fact tha t Ur . Taylor 1a of the 
opinion tlult this h the time, with the new Soil Erosion Act, 
to straighten out tho di fference between aoi l conservation 
and r eclamation and , incidentally, to aavo a lot of money. 
BM,Jr, will reoo md to the President that we start right 
in and have a ooaplete housecleaning. 

Bo will aay to tho Pruident, "It you -.nt tl, SGO, OOO,OOO 
and have a tl,OOO,OOO, OOO carryover, you can do it. • m.t , Jr . 
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told the group, "1 am going to ii&ht on th&tJ not on how 
many people should ~et work. " Be r epeated , "I am going 
to ti&ht on "IIIIo il to do t he adminiatratiTe work and what 
kind ot projeota there should be.• 

Barry Bopkine r-..lced that the point the Secrete.ry ude 
• • the aoat illport&nt one. Bell &lao as:reed. Boplcilts, 
f ollowing the linee at Jir. llorganthaU 1 I ida&, laid it •s 
necesaary to have a IUetlDf; or ainda, in aal<inr; ror aoney tor 
extra purposea, that it should be aaked ror exclusively in 
the 1Jltereat ot the \Dlelllpl~, uee4y people and not 1Jl the 
intereat or a progra111 in llhich they are ~econdary or down the 
line. Again Bell agreed with this. Hopk:1Jla aaid he had 
told the Budget repe&tedly tbat &Teeybo4y h ot the opinion 
that the ., billion 8 baa been appr opriated tor relief'. " You 
mo .. that 1a 1101: ao and there 1a nothiJIC you oan 1&7 about it .. 
he atated. " !be recor d 1a &1-~ that the aoney 1a going to 
relief', btrt 1Jl r eall t)o w only got about halt ot the $It billion 
8 tor relief, • he continued. ""'fe have gi- 8&% ot the aon.,­
,. have received tor relief. !upoell ducn hie poaition &11 
the tiae. rua 1a on our door-atep every aornlDf;. 1 ha..,. 
Doner told ~ that I oan•t do thia or that b-u•e we do 
not have the liOllayJ ,. have always met the thing head on, 
but t he other fellows juat keep ducking. I aa getting darn 
aiolt and tired ot thia. Tho people we are handling are the 
people who don•t eat \Dlle&a we give th• relief'. We ..ut 
to aee one bill tor WPA and not let au,ybo<Q- ride 1Jl on the 
coat-tails or thia bill. " Bell •• ot the opinion that the 
lituation juat1tiea aucb action, b-uae inolu4ecl 1Jl the 
Budget are the Reot-tion projeota and the River and Harbor 
pros:raa and the only th1Jlg not 1Jlcluded, be laid, 11 the Relief' 
it•, and 'rupoell and Iokla p r ouaaa• 

Hll, Jr . announoed that there would be &DOther aeoting 1Jl 
hi a ottice tomorrow lllorning at 10 al6. 

!be group departed with the exoept10D ot Bell, Hopld.u 
and Gill 11b.o r-1Jled tor turther diaounion with the Seoret&r)"o 

28 

Regraded Unclassified 



-'-

Bopld.Da Mid., "lre 'Alit a .. otiJI& ot lliJida on the IM>lle7 
that .,. .....S tor tba balaDOe of tbe ,.ear. Gill Mid. 
$260,000, 000 ia tho lo•n eatiaoata and that $300, CX'O, OOO 1a 
a better etrtiaoate. The d.itt'ioulty, • he continued., "1• lalc>w-
111& wbat the ot:U.r ag111o1ee are r;o1Jlr; to d.o in the apr1nr;o 
'lfe alllt out • etat-t ( oopy attached. ) 11h1ch pwe a top 
tir;uro or 2 , 792, 990 people ae the ..xi.um nu.ber to be ca­
plO)'ed. on State 'IJPA projeota tor tbe laet quarter ot the pree­
ent tieoal year. 'lfe dr opped it over 700, ooo.• 

liM, Jr . Mid, "The Prea1dlllt bee -de the flet otat81lent 
that the top tir;ure be Wluld ulc Conr;rea1 for on rellet would. 
be t2, ll5e, ooo, ooo. 'rhe other DiS)It tlle O..ooratio leadore 
told. the Preeid...t that be could not he•• owr $1, 000,000, 000 
tor reliet. The only wt:f I oan aee how the Preaidlllt oan 
keep witbill hie t'ir;ure ia to t'irtrt tir;ure oot what ,. need. 
tor rellet 011 July 1. lre will haYe $l, OOO, OOO, COO oarryOYer. 
ThOll the Preaid-t will have to O. K. the 300, 000 tal.liee which 
Tur:-ll ia looldJig atter • 'becauae .,. autrt r;trt tbia ..,.,.,.. 
We will not build aD)'tbinr; that doee not put people to work. 
I n ord e r to aoc011plloh thie, ~ll and Ickee will have to 
di eoolltinue all¥ new projeote &nd all the new aoney ehould r;o 
.xoluehely to Harry Hopkine. It will be a r;roat ehoolc to 
the Preaident, but be auet be conlilrtent and if' be ia, he will 
win. 

He ia turnint; the Senatore down every clq. Soaecne o ... 
and Mid that be muat do thia or d.o that booauae it he doee 
not, he will lotrt Colorado. I think it •• Senat or Adalu • 
.And the Preeidlllt aaid• •Well. I will juet have to looe 
Colorado'"• 

Barry Hopl<iJla. aurpr1Md, uked "h tbe Preaidlllt talt1Jtc 
that attitude, • mr. Jr. replied, •.u.aolntely&• The Preaidlllt 
baa 0011pletaly ohanr;ed and theM are aoae ot the thinga he h 
doiJlr;. I tb1lllc 1 t would be eaaier • troa the Preaicleut' • 
atandpoint, it only one bill tor rellet wre provided. llothinc 
elae& And that tho PreaideDt abaolutely ehould not weaken. 
fhe Preaident u.y thw turn to ua and ae::t • 'llhat aa I r;oinr; 
to do with all theee projeota, ' I aa r;oinr; to reply, •Let•• 
e::uaine th•• • I think the ben adnoe that I oan giTO h1a 
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11 tb&t be lhould ba•• one relie~ bill aD4 oDly ~or relie~. 
A• ~e:r ae I - oonoen..d, I do D01l oe:re wb.ther it is tli 
billion~ or tz billione ae leD& a• he 1tay1 witbin tbe 
$2,lli4,000,000. !hh 11 the ~1gure be uM4 1D hi• llwl¢ 
ll.ell&f;l·. 

Barey Ropld..D.I &lked llro Gill, ~ do W Died $260,0000 000 
.ore to complete t:bia ;yw.r,• aD4 Gill -red, "All the J10MY 

will be 11,_ out b:y ~ 1 . That 11, 100111)' w have st•en to 
the State a. lillat w ued 1a J:oOIII:y to opera to on ~or lfa:y aD4 
J\me. That' 1 the wa:t the -obiner:y 1e eet liP•" But Hopkinl 
perdlted aD4 again alkide ·~ do - llMd $%60,000,000, • Gill 
erxplai111d, "'l'he mou:y that 1a _, 1D the Stat11 • banda will nan 
out b:y lfa:y lo" 

Aa atated above, there will be another •eti.DC t...,rraw 

-l'lli.D.&· 
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!or l'ul-l i oo.tion 

Kaxi.JI:um N\.lfl:er to t .,. ~ploye :! on State . .. A. ?rojeota 

{11'\rch t.>trough :•1n~ 193() Y 

1- -------r - -
1 

I Barch 31 ~pril 15 

~ =, Totnl ~- ~ 2,9V£ ;.~~'-~·o.E-:_:.~/Jt.!!C~--1! ..:::£~!£<2£...j~;l3_3!}E:~~~~U.?.~~l2! 
Alntn""' t.l, 9N' I ,0, ~00 39, 90C 3~ , 9JCI }7 , 900 3~, 0 00 
Arhor.a 12,0C. 1 ll, COO 10,000 l o, OOO , 10,000 1C, OOG 
ArNIU }6,(1((' I }3,000 31,000 }0, 000 }0, 000 }0,0 )() 

I California l.ll2. 1.50 1 13bl6C 129, 450 12h,45C 119 ,45 ' 114, 45C' 
Co!orado 37,750 

1 
}4, 750 32,750 32, 75.:> 31,750 }J, 750 

Cor.neot ,out 27 ,WJo 1 2t., l~1 2~ .~ :!Z, Lc<' n,l,r ~ , 900 
:lelawar't 3,4«- 1 },1CO :?,8i"C' 2.~r 2, 5(".1 2,Loc 

I Mstriot or ColumHal h, 70C G, }JQ 7. 'l00 7.700 • ? , lo!)(' " , 2CO 
Florida 1 31 , 300 29 , }OC 27, ,('('1 I 27 , } CX: 27, 3Cu ::"( , }00 I 

oeorr,ia I l~;,8c;o i 41,850 39,850 31!,850 37.650 37,65<1 1 
Idaho l},t;Oo 12,000 11,000 10,COO I 9 , 500 9, 000 1 
Illinoh 185,910 178,900 171, 90C 167, <10C 157,900 157,900 J 

;ndio.r.a 82, 2511 77, 750 7h.750 71,750 69,750 63, 750 
31 , 85~ 29, 650 24, 850 22, 650 ~.850 11,850 1 

f.~'r.':uo)cy 
t,o...,! • 1ar.a 
!Iaino 

.ryland 
..seaohueette 

·acll1gan 
llinMaoto. 
~~~ .. ioa1pp1 
lliaaouri 
llontL'lA 
!;,-l'oraeka. 
~evada 

~- l!al:pahire 
~·• Jeraey 
~ .. . ·exioo 
~ow York City 
'T~'~w York: Up-state 
~ orth Carolin~> 
North Pnkota 
Ohi o 
OklahOli\A 
Oregon 
Ponr .. ylv&nia 
~hod• bland 
South Carolina 
:;o-Jth :>&kota 
'l"er..neeae& 

42,Jp 39, 900 37,400 }5,9QC }3,9('(' I 33, ~00 
61,.9('0 56,900 51,900 49 ,9C'C 47,900 45.90C 
44,eoc 39, 80(1 37 ,sec 35,800 }4,6CO 3lt.800 
~.~«" e,aoc 8,3:x> 1 .acn 1 ,6oC 6, 800 

19, "101' 17 ,ooo 16, 5<:0 16,onc 15, 500 15, 000 
111,3011 1C6, }00 1~1 . }00 97, 300 ~3 , 300 91,}00 
93, 550 

1 
69,550 r 5 , 550 83, 550 81, 55C' 81, 550 

61, 600 56. 600 5}.600 51 ,600 49.600 l,t\,600 
33,850 29,550 21 . e5o 25,850 2h,B50 24,850 
84, 800 79.800 74.600 72,800 70,800 69,80C I 
16,000 15,00!1 l4,oco 13,300 12,5C'O 1~,100 I 
21, 7('1( 20 ,700 18,700 17 , 20C 16, CJ(I() 15,::!00 
2.~· ~~ 2.500 ~~ 2.~ 2.~1 
9 ,35;.. 1 C,&je B,t'c;O 7 , l-5Q 7, 350 6,850 

93, 55c 1 e9, 550 85, 550 82, 55C 00,5~ 78, 550 1 
12,000 I ll , C'OO 10, X'O r .uoc 9, 000 8 , 500 I 

221,600 I 209,600 201,600 1* , 600 194, 600 1q1, 600 
126,750 I 121, t';O 11~ .750 l00,750 10},75<> H3. 750 I 
39,850 1 ;6, a5o 3h. 85o n , e'jo 32,050 .32,85o 
1.3,50n 

1 
12, 500 12,000 1o, ooo 9 ,"00 o,;oo 

176,600 I 168, 600 162, f.Oo 158, 600 15},6C'O 148, 6oo 
74,850 6lt, B50 59,850 57 ,.350 5L.850 54, 850 
19,85!1 10,1:50 11 , e5o 16,~<· 16,35C1 15, 851' 

275,75C' I 26it,750 254,750 248,75( 21J; ,750 241J, 750 
11:.75(' I 1;, 750 12,750 1~. 25'' 11 .750 10,750 I 
}C. 000 I ~. 000 26. NXo 25. c :>0 :>5. !')()() 2'i. 0()() 

1h,5<'0 1.} , 500 l.},COO 11, 50(' 1C,5"' l ~, ooo 
l,U, ')(.(' 1.2,900 40, '),'(' I }e, ')C(I I }? .~VI I }6,0.JO 

1Cl,f?O 94.650 8~. "50 87, 150 I th.o5(1 8h,6t;O 
'all 15,5(1(1 l4,5CI' 1}.70C I H, ~,'t' I 12,7CO 12, 4c<' 
•n~~ont 5, 5('0 5 , Nv h 700 ! 1 ~.l,X" 3, 500 3, 3J< 

Virr,1nia 34,80C 32,8C'O }0,800 ' 2-• ,eoo I 2C,noo 20,!100 

Tt~xa.e 

llaahir&~on .}11.750 37.250 ,;.?·:;.c I n.75C 31.75C .}0, 750 
.... t V1r&inia 5~<•10C' • 50,';100 h7 , q '( J 45, ~\JO I 44, ><:'0 l1},900 
lliacor.dn 62, 15r 59, 650 57, 150 5'~<650 5}, 150 I 4:J,6<;C· 

..!e'lr.,. ____ .L.._ 5,.3 >(' L.,~- 4, oo '-~3.:.·5C~~o~-~.3·~ 3, _100::....1....-~ 

1/ Exoludea •~v1oyeoa or NYA1 Patloc-.rtee Art, <uaio , ~eatre, ant Wr1tere proje to 1 area 
e•a•htlcal of f'icoo1 '-"'~ F~~oral t•oe:o.roll ProJeote. 
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• 11ot f or 1-\lH!cation 

IU.i&• 
u-yland 
daa.ohuaette 

ilch!ga,n 
Minnesota 
M!uiaoipp1 
llioaour ! 
llonto:na 
!looraslct. 
llenda 
1: ... HAmpah1 re 
Sn Jereoy 
!lew .~ex1.oo 
l!., Yorlc City 
r.~ York• Up-atat e 
Jorth Carolina 
liortb ,. kota 
Oh!o 
Ol<lo.hDlM 
Oregon 
P•r.llllylvonia 
Rhodo Ialand 
SO\Ith Co.rolint. 
South :lakota 
1'enneaceft 
1'1!1X&8 
l t.h 
..... ,t 

7lrelnla 
lfaohl~on 
Jroat V~r&lr.!a 
1HaGor.l1n 
11-;<a! ro~; 

·"------'-

Maximum N~i•r tot~ ~p1oyei on 't~te I , . A. Fr oJecto 
(lh~oh throu~h .'uM H3() Y 

---,-----

}C ,900 37 . ?OO }f., ·oo 35, :oo 
I , 000 10, 000 10,000 I 10,000 
}0 , 000 }0,000 }0,000 }0,000 

12h, 45r 119.45•> ll4,l,SC' 1 109,450 
32.150 31,750 , 0,150 1 29.750 
2Z, LoC' 21, l,CO 20,900 20,400 
2,6cr 2, 5Cv 2,1.00 1 2,400 
7,700 7,1,0(' •r , ;l(;Q 

1 
1\,900 

27 , 3C'C 27 ,"300 Z'l , }OCI I 27 , }00 
~.850 37,650 }7, 65CI 1 37 .C50 
tc,cvc 9, ~00 9 ,000 1 e ,ooo 

167 , <IOC 157.900 157 , <)OC 157.900 
11,150 69,750 69.7sc 1 lfl.750 
22,6')0 20,650 1~, 650 19.~50 
35.90C 33.9CO 33.~ }2,QOO 
IIJ, 'J('C IU, 9CC 16, 90C 4!o. 900 
35. 600 34,800 34.800 }4,800 
7,800 7 .~ 6, 8Cl0 6,800 

16, ooc 15, 500 15,000 15,000 
97 , 3('0 : 3.300 91,300 89,}00 
8},550 81,550 81,550 81, 550 
51, 6oo 49, 6oO l.o6. 6oo 1.6, 6oO 
25,850 21,,850 24.850 24, &50 
72,800 70,800 69,800 69,800 
13,300 12,500 ~~. 100 I 11,600 
17 , 200 16,oro 15 .~ 14,700 
2,300 2. 200 2, 100 I 2,000 
7.650 7.}50 6,850 6,650 

82, 550 6C, 55t" 78,550 I 78,550 
" ,40C ~ .ooo 8,500 I e,soo 

190,600 194,600 191,600 191,600 
l08,75v 103,75:> , 1r3,750 1 1CI},750 
33, e50 32, &50 32, 85~ 32,e50 
10, 000 1 9, nco 6, ;oo 8,500 

158,600 153.~(' lll8.6oo lli8, 6CO 
57,350 5/,850 54,&;0 51o,850 
16,65<' 16,350 15,85r 15, P5o 

24D,75G 2LS,750 24B,75C' 24a,750 
12, 250 11,750 10,750 10,750 
25,000 25, CVO 25, JOO 25,COO 
11, 5Qr 10,500 10, 000 10,000 
38,9CO 37,900 36,900 36,900 
67 ,150 £.1,, 6')0 6Lo,650 81o.65J 
n .2''r 12, 700 12, 40CI 12,000 

1,, 1 '(I 3,500 } ,}JC I } , COO 
:?:•,e;» ~.coo :l' , IIOC ::e , 800 
33o75c }1, 75C }C',7;J 1 3J,75C 
45 ,)'JC 44. "''wl}. <1\.'0 • 43. 900 51,, 650 53, 15~ liJ,65C lt'? ,650 
},5CO }, OCO ~.~ 1 C'OV 
~--~ ~-~~~ 

f.xolud•• •'IJ.Iloy• e• of JYA; Patioe-wi~e Art, .tuaic , Thes.tre , ant' !9r1t.ere 'j)roje• •;• ; aroa 
ota• l at!c .. 1 officeaJ ~1 Fe~era1 t•ae>rch Projeot a. 
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llr. llorgent.hau t.oda,r t.ol4 Lochhead t.o aend a aeaaaae 
t.o Buolt &Ad la&YI hia k 1Dtora Dr. ~~m&, he 1D t.una t.o 1Dfora 
P. I. Ohen, t.hat. 4ur1116 Chen 11 Y1e1t. \0 the Ul11t.ed lt.at.ea 1t. 
would aake 1t. Yll7 lllloh eae1er for bot.h of ua 1t he wov.l4 OOD­
f1De hia d1aouaa1on t.o the ~net.ar,r queat.1on. 
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CO PY 

llarcb 4, 1936 
• 

lleorandua for lira. J'r1..-.n: 

Pleaae tran..tt the f ollowiag Cablaa: 

Cable to Profeuor Jo•?t 

"Pleaae ~~~>&~eat to Ewll; that if 1:. P. Chen 1a 
1Datructed to confine hie connreaiions llbile 1r; the 
United Statea to moneta17 wbJeota it will probabl.7 
be helpful to both Chen 81ld Sacretal')' llort;enthau•. 

Cable to 'l'rH!lll'7 Attache Jlc:hol!op 

•Bater JWZ Cable llarcb 3. Jo obJecUona J01lZ' 
apendlnc time deolred at Sail J'rallc1oco. llor,;enu.-• . 

.U.:alt 

ArChie Lochhead, 
Tecbllioal £aalatant • 
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!))lf JJNLS - lll.reh 4, li!SG. 

TREASURY TO BUY CANADIAN SILVER ONLX-LHRD~GH 

1-., I-BANK 01'" CANADA \J 

WASHN - SECY MORGENTHAU ANNOUNCED TODAY 

THAT HEREAFTER THE TREASURY WOU LD BUY CANADIAN 

NEWLY MINEO SILVER ONLY THRU THE BANK OF rANAOA 

THIS ARRANGE MENT WIL L PLACF CANADIAN PURrHASFS 

UNDER A SYSTEM SIMILAR TO ONE ALREADY APPLIFO 

TO ME XICAN PURCHASES WHICH ARE HANDLED SOlElY 

THRU THE BANK OF MEXICO- THE TREASURY INSISTFO 

~AT THERE WAS NO SIGNII'"ICANCE IN THE ANNOUNCF-

MENT EXCEPT THAT IT WILL CI'"NTR AL IZF THF TRFAS­

URY-S OPERATIONS IN NEWLY MINEO CANADIAN SliVER 

THE V FORMAL ANNOUNCEMENT REAO-

-SECY MORGENTHAU ANNOUNCFO TODAY THAT HF 

HAD AUTHORI ZED THE FEDERAL RESERVE BANK 01'" NY 

AS FISCAL AGENT OF THE U S TO PURCHASE THRU THF 

BANK 01'" CANADA IN AMOUNTS SPECIFIED BY THF 

TREASURY DEPT SILVER NEWLY MINEO WITHIN THF 

DOMINION OF CANADA-

34 
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After carefully thinltin • th -natter throur:h I 
Jccidrd that it 11as inadvisable for me to t1lk to thr> President 
lr adv nee of th<! :::eetln~ tonio:ht t.t the oo'hlte House on relief . 

35 

r so~s for my coml~ to this conclusi)n ~~s that I wunt the 
Pre 1drnt to ~et the ~~ole ~icture from RopE-ins first Gnd let him 
r lizc t t it is almost impossible to get the ~oney thut Hopkins 
n eds , nt..:no ly 250 million doll.rs to lust hir.1 for the b:.lnnce of 
t~is fis c 1 ye r (to July 1, 1936) . 

rlhen th~ Pre!'ident finds how difficult it 19 I hope 
and bt lir,ve that he wi 11 turn to mP fox· sugr,estions and thnt will 

my opportunity to spcnk my mind "bout the present s1t11ution nd 
rt.lcularly five him rny vie•,rpoint ns to what should hapoer. o.fter 

.,uly J. , t c ...,it: Thnt whntever &mount of money we vote for relief rt r Jnly l every slnrole cent crust b~> cive~ to the Hopkins ' 
or ni:nti ul" und the other hundreds of p1·ojects which are llviny 
off th four billi)n eir.ht to be wound up ou+ of whutever funds 
r in 1n t~e four billion ei;ht after July l. That ls my program . 
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March 6th ~~-

Last night at the \Vhite House Bell, Hopkins, Gill and 
myself . After much conversation getting nowhere Hopkins asked 
me to express my views which I did . I told the President that 
I thought that this was one of the most difficult problems that 
I have ever been called in on; that in view of three years ex­
perience I felt that beginning with July 1 all relief should 
be handled by one department ; that th~ relief work which Tugwell 
i s doing for farmers should be transferred back on July 1 to 
Hopkins ; that I knew that this would be agreeable to Tugwell; 
thht both from an administrative , humanitarian and political 
stan~point this would be a move in the right dir ection . Further­
more, when we tried to get the money from Congress for relief, 
if we stated that all the money that we asked for would go ex­
clusively for relief, that I felt our chances fo r get ting the bill 
through would be greatly enhanced; ihat the existing organizations 
who are getting their money out of the 4 billion 8 would have to 
get their money either in the regular way or be wou~d up. 

Hopkins pointed out that his total admini strative ex­
penses were 5 million a month and that Tugwell ' s were 3 million 
a month and that he, Hopkins , could hnndle the farm families 
for considerably less money than Tugwell . After some further 
discussion, to my great surprise, the President agreed to this 
basis , namely, that the new relief bill would ask for x number 
of millions of dollars to be used exclusively for relief and 
all of it to be given to Hopkins . 

I then continued and said that we have two fixed poles 
between which we have to operate. On the one band Hopkins says 
for next year we mus t look aft er an average of 3! million people. 
On the other hand you, Ur . President, have fixed the outside 
figure for rel ief in your budget at 2 billion 137 million dollars . 
I said , "if we take the present rate of spending as a basis and 
say the conditions will not be any better next year; that the 
weather conditions will be as severe, I then estimate that from 
July 1, 1936 to December 31, 1936 we 1vill spend on an average of 
150 million a mont h or a total of 900 ~tllion in the first six 
months . In the second 6 months, if we spend at the same rate 
as we are now spending, we will spend 160 million dollars a month 
or a total of 960 million for the second six months, or n total of 
1~ months of 1 billion 860 million dollars . Add to this 100 
million to continue to look after Tugwell ' s farm families and 
you reach the figure of 1 billion 960 million". The President 
then said, "but you cannot take care of as many people as we 
are now with that figure" and I sai d , "oh yes you can, Mr . Presi­
dent, because af ter J\•ly 1 you st~ll will have 1 billi on left out 
of the 4 billi on 8 . You have 450 million in the Public Works Bill 
and 300 million for CCC ( t hat i s for 12 months) which would give 
you a total of 3 billion 710 million and I say that with that 
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amount of money that you can take care of at least as many people as you are now" and Hopkins agreed . During this argument the Pr sident said once to me, "oh Henry you are going to take bread away from s t arving people " and I said, "oh I am not . You can ' t say that to me when up to date Hopkins, for relief purposes , has gotten less than half the money out of 4 billion 8" and that ended that argument . 

I could tell that the Pr.esident was very much surprised and pleased at the thought that he might be able to do this job fo r 1 billion 960 million dollars and I was just about ready to say, "three cheers" when he went back to the proposition that he spoke to me about last Saturday and in sketching it he said he had spoken to three more people about this proposition which is as follows: Re would ask Congress for lt billion saying that 1f industry could put another million men to work that we could get along with l t billion dollars but if industry did not respond and put these men to work we could not get along with li bill i on dollars and he would have to come back and ask Congress for more money. I then got pretty excited and said, nur . President, you will not fool anybody with this trick because you are not saying that when you come back to Congress what the amount of l!'.oney will be that you are going t o ask for and whether it will be the differ­ence between 1! billion and two billion 136 million, namely, 636 million" . So he answered, quick as a flash , "oh no I am not going to tie my hands and that would be spoiling my whole plea". So I said, 11Mr . President, you know perfectly well that industry is not going to put any such amount of people back to work and you are not fool­ill/' anybody and the only people who are going to suffer are the wnempl oyed who will not know where they are at. Vfuy don't you tell 
Con~ress that you want 1 billi on 960 million and that if industry puts people back to \Vork that you 1¥111 use that much less money" . He said, "no, no tha t will not do at all, that spoils my \1bole plea". I then said, "why not ask for enough money to last you until February 1". He sai d, "no, that will not do" . 

Wel l after considerable arguing back and forth , I begging him not to leave the amount for relief vague and up in the air, I finally vot him so that he made the following sugr estion himself: That he would say to Congress that, "I need for the bare necessities to keep the unemployed alive 1 billion 960 million dollars but if industry will come through and do its part and take on after July 1 one milli on more men I will not need that much money and, therefore, I now ask Congress for only 1! billion and will wai t and see what i ndustry does" . I told him that this was satisfactory to me ~ecause in this final suggestion that he made he set a t op limit that he would ask Congress in tho next fiscal year of 1 bi lli on 960 million dollars and not l bave it open so that he can go back and subsequently ask Congress for more money over and above his two billi on 136 million dollars . 
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Vfuen we left him Jest night he had agreed to everything 
tht•t I wanted but I did .tOt have an innermost feeling that he 
would stay sold on the idea that he would definitely tie his 
hands and not ask for more than 2 billion 136 million wtt~in 
the next fiscal year, 
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FOil I11HEDI ATE RELEASE, 
Friday, March 6, 1936. 

TREASUl!Y DEP Al!'l'!.IEI;T 

'l'aahlngton 

Preas Service 
No. 6-97 

Secretory of the Treeaury Uorgenthau tod$f announced the aubacription 

figures nnd the bases of ~lotment for the cash offering of 2-3f4 percent 

Trensur;y llonde of 1948-51 and of 1-1/2 percent Trebaury Notes of Series A-1941. 

Reports receivei from the Federal Reserve banks abov that aubscr!pt!ona 

for the caah offering of Treasury bonda, which waa for $650,000, 000, or there­

abouts . aggregate $5,106,000,000. SUbscriptions In amounts up to And Including 

$5,000 were allotted In full and those In amounts over $5,000 were nllotted 13 

percent , but not lese tbnn $5,000 on anT one subscription. 

For tho cash offering of Treasury notes , which wee for $600,000,000, or 

thereabout&, aubscript ione ll&'ll"egato over $3,353,000,000. Cash aubscr !ptions In 

tu:~ounts up to nnd includil\ji $5,000 "ere allotted In full and thoae In amounta over 

$5,000 wore allotted 18 percent, but not loss thnn $5,000 on any one subscription. 

Tho subscription books for both !asuoa closed lnet n!sht, March 5, for the 

receipt of exchrulge subscriptions In Po.Yl'ent of l'lhich T-.·ol\Sury llotea of Seriea 

C-1936, maturing April 15, 1936, -..ere tendered. Prel!mitulT;' roporta Indicate 

thnt pract!cal1;y all of tho maturtng notos 1'1111 bo oxch~ged.for the new isauoa, 

and thnt about 90 porcent of tho oxchn~goa are for tho bonds. 

?urthor details as to aubscr!pt!ona and nl1otmonts vi11 bo announced wbon 

final roporta ~e reco!v~d from tho Fodoral Reserve br~$. 

ooOoo 
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The Vice President asked the Secretary to do som8t~ine tor Jo.IUl C. 'l'unaan, a Cuat.oae Patrol Inspector in t.h~t Sen Antonio D1et.r1ct. . 

'1'urman was appo1nt.ed 1n 193• with the approval ot the C1vil Service Commt aaion eubject. to examination. He waa not ada1~ted to t~c examination when it waa given, however, on the theor, that he lacked the required ~erience ae a peace otticer. KcReynclda reported that hie experience in the cattle buaineaa, on the other hand, aeemed to q~lity him p.rt.1culJlr1y well tor the poaition he haa . 

The Collector ot Cuatoma will retain 'l'urman on ~\1 rolla unt.il instructed to the cont.rar.J. It u,y be necel8ary to have an Executive Order to retain him permanently. 
Kr. Garner erpreeaed hie appreciation ot HM,Jr1a help . 
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W..roh 9, 1936 

The Seeret.-.ry 1s 111 w1t.A an at.taclt ot grippe and 11 
at.a,y 1D8 at. hoae . 

I asked Bell what. happened at laat. n1ght ' e aeettng a t 
the White Houle on rel1et, ao I could report 1t t.o the Sec­
ret.ary. Bell ea1d that. the President tallted tor one hour 
about h1a t ort.heo&lng t1ahing t r ip to the Babpmaa and then 
Jus t. r eviewed what waa deci ded at Thurada3 n1gbt. 1 a meeting. 
He also said tbat Harr7 Hoplt1ns will t urn1ah the Prea1dent, 
t.oda.y, w1 t.A a dratt ot t he rel1et c.euage and that on 'lhura­
da.Y n ight ot th1a week there will be anot.her uettng at the 
White Houee t o d1scuaa the ~~eeeage, the Prea1dent 1n t he 
meant1llle hoping to have 1t whipped 1nt.o ehape. Att.er that. 
meeting the Pree1dent would l i ke t o call 1n the Congreae1onal 
leaders, proDably on Friday or Sat urda.y, and get t.Ae1r v1ewe 
on hie meeeage and then he will send 1t to Congress the t1rst 
ot naxt week. According to Bell, the Pre11dent definitely 
will not. do anyt.ntng f inal until HK,Jr.lla had a chance to 
go over the prograa and t he U88age. 

It was tho Secretary ' s desire that the group gat.her tor 
t.he 9:30 meet.ing ae usual. 

A suggeation trom Bell was to the ettect that Galton 
ehould try t.o aee Senator NY• today, becauee t he Senator did 
not. want to print extract• from Treasury correspondence. 

42 

Upham reported t.hat Eccles had told hia he t hought Caae 
was a atutted ehlrt -- Just a rubber etamp ot hie eon'• father­in-law. Upham also pereonallY spoke unfavorablY ot Oaee and 
Bell was not favorablY 1nc:U.Ued towarda Caae. 

IU.ae Roche told the gro~,~p that all ot the mone.r under the 
Social Security Act has been allotted to the Stat .. and the.r are all aatiat1ed. Gaston wi ll give out a etory t~ the preae 
on it. 

I told t he Secretary that Lochhead reported toreign ex­
changes are all al1ghtl7 better. Sterling ie quoted at 4.9at 
and trance, O.e5f. !here doea not eeea to be eo ~ tension 
on the ot her eide. The.r are Juet t.ansns about th1'16• 1netead 
ot taltlns an.r action. 81lver 11 19-9/ 10, equ1valent to ~.87 
aa compared to 44.00 .reaterda.r . 
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March 6 , 11136 

Wi deman oame i n today to eee Ur . Uor genthau. He 1sid, 
1 The Attorney Genera l has asked me to handle Associated Gas 
and IQY purpose 1n coming to see you i ll t o ask whether you 
could not arrange with Mr . Edward S . GreenbaUIII to continue 
to handl e the Associated Gas case; tnat is, to take it to 
the btgber Court.• HK,J r. replied, 1 I think it would be 
a courteous t hing to ask Mr. Greenbaum, but I doubt whether 
be will do it, but I do not want to ask him ~selt. I t hink 
the Attorney General should do so. • 

ur. Wideman also said, •we tiled a Bill ot Complaint and 
tried to get it in the handS ot the Court. I talked to Judge 
U.ok, wno 1e to hear t he bankruptcy proceedings. From 10 t o 
12 l awyers haye been retained tor that hearing. I u not go­
ing to t a lk t o any ot tnem. Trammell hal called me and I am 
not gotng to talk t o him. The Associated people will ha~e to 
appo1At two reputable lawyers and I will talk to them. • 

43 

HU,Jr. then told Ur. Wideman t he following. He sa1d , 
'I am delighted that you baYe Aeeoo1ated Gas. I am tremendouslY 
intereeted and I hope you will keep me posted. I am lntereated 
in t he Lou1aiana tax oase and the Aseoo1ated Gas. Tnere h 
more dirty political pressure connected with these than anything 
el1e I haye had einoe I haYs been 1n the Treasury . • 
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March 10, 1936 

~,Jr . is ill at home today . 
meeting held as usual , however. 

He wanted a staff 

Mr . Bel l reported that a bank in New Jersey on 
March 4 had bought some Treasury notes maturing Apri l 15 
paying 101!, with the intention of exchanging them for 
2~~ bonds . They handed the subscription to one of their 
bond men who was going to New York and told hi.m to either 
put i t in t he mail or turn it in to the Feder al Reserve 
Bank, but the boy forgot to do so . The Bank has filed 
ar. affidavit stating t he facts and asking the Treasury 
to accept their subscription t o the notes in exchange 
for the notes . The difficulty is , however, that the 
Treasury had closed its books before r eceipt of the af­
fidavit . Wayne Taylor said he i s very sorry for the 
young man, who is 26 years old, and also feels badly 
that because of the slip-up the bank is out some t37,000. 
Opper is working on it . Bell feels that there is some 
merit to the case , but says there will have t o be a legal 
opinion before a decision can be made . 

Gibbons said he had r eceived a letter from Admiral 
Peoples telling him that various Federal buildings will 
soon be ready for dedication and that he would like rep­
resentatives of the Tr easury Department to be present. 
Gibbons also reported that Gaston made a wonderful speech 
expl aining the t ax progr am at the luncheon given Saturday 
at the Uanhat tan Club in New York City by Mr . Durning. 

Miss Roche reported a good meeting in Minneapolis with 
900 people present . She also said that the National Jewish 
Hospitals are having a convention here on the 29th of ~rch 
and would like Secretary llorgcnthau t o say a few words to 
them. She was told that HM, Jr . would be away at that time . 

Peter Grimm is ready t o t alk to t he Secretary on the 
Slum Clearance plan. Re said he had a t alk with Senator 
Wagner last week and is seeing him again tonight. 

Mr . Gaston repor ted that the newspaper boys vmo were 
at t he conference l ast night at the Secretary ' s home were 
asking for figures to complete the table, pr epared by Haas , 
on distribution of profits unJer the new plan by income 
cl asses of individuals -- hoiV much is undistributed and 1f 
it were distributed , where it would go and ho~ much it would 
increase various dividend classes . Baas and Oliphant both 
said the Committee should have it before Gaston gives i t to 
the press . 
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IL&rch 11, lQ~C 

About a week ago, Daughton recommended to the Seoretary 
tba t Congre1sman Samuel Hill replace Robert Jackson. Oliphant 
called on the Secretary at hie home this aorning before co•ing 
to ~e office and KM,Jr. told Oli phant to get 1n touch wi th 
Daughton and to give him th1e me .. age, "T.bat t hing t.bat the 
Secretary said he would talk to you about. has not been over­
looked, but he has not gotten to it on account ot illneaa.• 

At the ~ : 30 meeting thia morning, Oli pbent reported 
that he h8d told t he Secretary a bout Doughton•e auggeation 
1n regard to liquor tax and tbat Gravea had given ~. Oli­
phant, the following figure•: that it we put a tax ot $1.00 
a barrel on beer and $1. 00 a gallon on whi skey that thole 
taxea and the 1 w1ndtall1 t ax would take care ot e't'e.cything 
and it would not be necesaary, t herefore, to haYe any procea­
a1ng tax. 

After the Q:30 111eet1ng waa over, Oliphant came back and 
questioned me about Frank Wideman'• Y!eit, laet week, to the 
Seoretary. I told him t.bat Mr. Korgentbau told Wideman 
that he ehould get 1n touch with Kr. Greenbaum di rectlY and 
personallY make the proposition to him tnat he conti nue to 
handle the Associated Gas tax case, but t hat he, HW,Jr. , did 
not want to discuss it with Mr. Greenbaum. Oliphant eaid 
that since no word has come from either Wide111an or Greenbaum 
that he thought McReynolda should get in toucn with Wideman 
and follow i t through. 
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Thursday 
~Larch 5, 19J6 

h. ,Jr : Hello -
R• r!!IAJl 
Oliphant : Hello 

HN,J~ : Hel lo, Herman? 

0: Yes 

m: ,J .. : I tell you what Bob Doughten wanted and I think it ' s 
a very interesting suggestion. 

0 : Yes 

.lU, Jr : He ' s suggest ing Sam Hill for the lawyer over there in 
Internal Revenue 

0: Yes , I had heard that . 

0 : 

.... ,v . 

ffii ,Jr: 

0 : 

HIJ,Jr: 

0 : 

I - sounds awfully good to me . Did you Anow - ? 

Oh, yes - Henry, it isn ' t , I want to talk to you 
about it . 

It isn 1 t? 

Oh, no , it isn' t . 

vrny not? 

Well, I want t o t~lk t o you about it . I 1 ve got 
it's eight minutes until that he:.r lng opens and I 1ve 
got t o run . 

,Jr : o . K. I told him I wouldn' t let him know until Uonday 
night . 

0 : I want to talk to you 

IIII,Jr : You do? 

0 : Yes - I think you ought t o t a l k t o Kent and Jackson 

Hli,Jr : r.e11, I ' ll t Alk t o you. You run . 

0 : 0 . K . 

llll, .Tr : Goodbye . 
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Rebert 
Je!'l<son : 

R'li, Jr : 

J : 

,..J, Jr: 

J : 

It ,Jr : 

J : 

r1 , Jr : 

J : 

. ..J, Jr: 

J : 

li:l, Jr : 

J : 

HJ.I, Jr : 

J : 

,Jr: 

J : 

" ,Jr : 

J : 

tl)j , Jr : 

J : 

' Hli,Jr: 

Bow are ynu t 1is morning? 

Thursday 
!larch 5 , 19;6 

All right The Department of Ju~tice Jackson? 

Yes (Laughter) 

Look Doughton was just down to see me and he 
suggests Sa Dill to succede you over in Internal Revenue. 

Well, - he t alked with me one night out at the ~.ardman 
Park Hotel where he lives and I live 

Yes 

And I could see that he had that in his 

Yes 

- in his mi.nd . Hill i s a nice fellow . 

Yes 

But I ques t ion very much if he would handle the adminis­
trative v;ork of t 'hat office particularly well. 

I see . 

- Do you know hi m? 

Well , just appearing before him, that ' s all. 

I think if you would tal ~ wit h hi• fifteen oinutes you 
would see t ha t he is nQt at all the executive type. 

Yes 

And you do need i n tha t office more of an executive 
type than anything else . 

Yes , Well , of course I t hink, I don 1t know how you 
feel about it , but I think it' s out of the question to 
make Kent head of t hat office on account of his not 
being a lawyer . 

Well , it's one of those t hings tha , on the merits of 
his ability be could handle it without any question. 

Yes 

The difficulty is the way these people look at it and 
that - you can 't argue t hat out of existence . 
No - I mean if our own Democratic friends feel that way 
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J: 

J : 

J~ · ' . 

HI, Jr : 

J : 

Hli,Jr : 

J : 

nt.I, Jr : 

J : 

, Jr : 

J : 

"!I,Jr : 

J : 

Hlf , Jr : 

J : 

BU,Jr : 

J : 

dl , Jr : 

J : 

Rli , Jr : 

J : 

IDl , Jr: 

J : 

-2-

what ct.ence have v.e got to get hiM confir~ed? 

Yes , thnt •s the diffic~lty . 

And tt this ti~e I don 't war.t I don' t want a 
big discussi on on •Brai n Trust •. I looked up his r ecord, 
I think he taught psychology or something like t hat . 
He wasn' t a tax man . 

Wol l , he was in Chicago . 

Was he? 

Oh, yes 

I see . 
Hill? 

He taught Const1tut1. •nal Law and - and T~xt>tion . 

But you you ' d t hink twice before you put 

Yes , I would , I 1d think 

~t do you t hink about Hill for the Board of Tax Appeals? 

Well, he might do all right for that . 

Yes 

Tna t woul d be much nearer hi s pace . 

I see . 

I t hink that t his man Dorsey that Oliphant spoke to me 
about 

Yes 

Ylou l d be a much more capable executive , -

Really? 

- th:.n Hill. 

Of cours e he ' s got such terr ific political backing 

Yes 

Dor sey 

Yes , he has . 

Do 3 ou know him a t all? 

Yes, I Anow hi m but not intiwat ely . 

• 
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OI, Jr: 

J : 

,Jr: 

J: 

, Jr : 

.. 
··u,Jr : 

J : 

J : 

J : 

H'J , Jr : 

J : 

Hl! , Jr : 

J : 

H &, Jr : 

J : 

J. , Jr : 

J : 

- 3-

Yes 

But I have nothing but good of his ·.?ork in the Hoa:e 
Owners Loan Corporation . 

Really? 

He seeAS t o be capable of handling men . I kne~ qui t e 
wel l hi~ · o~~ setting Ui thf t Burral o Office and t he 
Westert" lie York Office and he see"'s to be a very 
capable rello~ . I 

Yes 

I don ' t know his his slQnt on these things 

I see . 

- in ma.tters of policy within our shops . 

uell , I' 11 tt.lk t o you again 

All r i ght 

Hov: ar e you r,e tting along? 

Very well 

Good 

Very well - I ' m working on my fir st argument and getting 
i t ready for Suprece Court 

Fine 

Very interesting 

Fine 

All right 

Goodbye. 

Goodbye . 

all r ight, Thank you. 
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l!orch 11 , 1936. 

Th•re w~r· pr~s@n\a\ \he 9:3r m•e~ing Ur. G~tton , Ur. Oli~h•nt , Yr. B~ll , 

!:r. T ;tlor, !.:r. Giobone. l!r . WcReynolda rnd Wr. tJrlh~a . l!r. '1ril!m excuoed 

tt ••lf jus\ •• th~ c•et1D6 be.en. 

J. nu:ober of ~int;e were diacuaaed. 

Ur. Gaaton told Wr. B~ll that he plenned to ;f'lt in touch w1 th Senl'tor liye 

••r.r ahortly on th~ qu•ation o! ~rint1~ extrPcta fro= !re~~-y corr~a~ndenca 

?r1or to and durin~ t~e wrr. 

Ur. Bell remarked thet he tho~ht Senator Copelrnd ••nt ~ a very a"rcpat1c 

r•nlv to th~ letter in which we att~t to answer hit qu~at1on comp~\nr, the 

;rtold on GoveMl!!lent bonds with those on t tPte bonda l'nd municipal a. 

l.lr . Olbhant r"'J)orted tluot th., discuuion by th~ lfl\vt •nd ~~~~.ne aub-eornl. ttee 

on tJ,' tax bill late Jeat,.rd~· tooL tr.• turn of "how CPll we keep Pet l!•rr1ton troa 

rhrng1n- our b111 1 • Re r~orted thrt the me~b·r• or tJ,e oub-e~itte• rre 

•xtr ..nely keen in th~1r queotionin~ •11d tbl>t Vinaon of !:•ntuclcy 1a th., "'oot 

intelllJent of the lot - - and the moat rutbleaa . 

Th•r~ was come discueoion of the relPtionrhip of the Tr~esury nnd th~ St•te 

~·rboent to the Omnibua Liauor 3111 , with p~rtleuler r •f•rence to th., Cf'nRd1 e11 

a1tu.ot1on, 

Ur. WcReynol da reported thet it wes th• opinion of the S~ere tery th~t the 

Trt• ftUTY ought to maintoin th• ir po•ition . J.t thia Doint Uiea Cheuneoy c~me ln 

rnd re•d • m'&aage frOM th~ Secretury re?orttn~ ~he att itude of tbe Pr~e ldent on 

the matter under diacuuion. 

L:r . Oli?hent said th11t th'l 11eoob~rs of t ::e eoo:c.ittee know who &re th• Canadian 

b•e~•ro of Se&o7Tec and th•t tb• R•?~blieena on th• e~ittee ar• ou~porti~ th• 

Tre•aury pooitlon ~d put ting the Deooer~ts on th• I?Ot . Re said tbot Bennett 

Cltrk wUl E>.ok th'!l StRte Denar tment eome very emb•rraao1ng q'Wiationa 1! th.ey 

npear. 
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Wr. Ol1phrnt scid h~ thou ;ht Under S~cr~tr.r:r Phillipl OlliJ:ht to 1cnow thl\t 

Stereter;r l.lore,.nthtru. 11lona to "~o through• "it~ the Tr~aaury p lan. 

llr. 'eaton asked for the conaena\l.a on whetl'.f•r },• ahould otte"J)t t~> ••cure 

• privata ~i,.nce with th~ Pr~aident for P•t•r Ortmm either prior to or followlnc 

I t ae~·d to be th~ opinion of thoGe present thnt h~ should not , 

the bousln.l' meeting. 

Wr. '••ton ~rola!ned tha t Wr . F~~~:f is ,ro~aine t~ ur~ the 11roee•d• of fro~ 

~200 •lllton to $300 million of HOLC bonds for caking aeeond mortg~a u, to 

2~ of ,o?;)rt~hed value on ord1n,..ry co:moercial offer1n.1e ond for r.>ski n& 1~ 

ft •eond mortJ&gea on propertiaa coverei by FHA ln~~ed firs t mortsr~ . 

It a•eme tlu>t ltr. J on•• la for the J!U ;>roooaal w1th tb" undl!r atllndin4 th"t 

t'-• Zi'C '1'111 oske 1n1t1el lorna on a;>srtc"'!lt house 'J)roperti .. s ,., to ~. I t rlll 

be 1naured by the FHA end rsaold, if ~asible , b; the RJC, 

Ur. 3rilnm, on the oth•r hond, e••::1s to favor @Xtendlng t.he ti"1e for t.he 

format ion ot Nptional Uor tgnae Aaaociat' ona •nd p•rnittl~ them to iooue dsben-

t~• in a higter pro11ortion to their ce,itel . 

llr. Ollphent raiaed the ~ution of how far t lle area of 'i':"eaaury 1101\cy ahould 

extend into fields no~lly outaide ita bAiliwic~. I t was his ~eelln• thrt 
uther 

llr . Grbm' • Job ehould be to coor.Unatel thl'n to fo.,ulate !)Oliciea. 

Ur . T~lor eave hll oft hond jU<\o:lent of Government eng...:1n& in equity 

~ flnene lnc rnd reel estate no •v~ry wet •, 
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Ur. l~ston referred to •~ ~~renda .ntch had b••n r~ce!v~d by the 

troa the President • t•w ~~ r~o wh•r•ln the ~ro?o•al hn4 been oade 

!or e Gov•~•nt ~ second ~rtgece ae a poaeible indica tion ot Preaid~ntlal 

f•vor for this type of "etivHy. 

It •ea recalled tbet the Pr eai dent had inatruc ted the houaing !TO~ to 

!or:::'~hte " progrS!l 8D4 br iac to hb their dilagTe ftllen~a . if &ZJ:T . It "" 

t!:outht thr t it Clig}>t prove "CCbarrn .. lng to the Secre~rr; l a.hr 1:!' !Jr. ')riD! 

••re •ncour~g•d to see the Preaid~nt privatel7, either b•for• or aft•r the 

? o ' clock ~·•ting in ~n att·~~t to explod-. th~ J~hey propooal. 

48 
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On t.he bae1e ot t.hl att.aohed aemorandua troa Oliphant, 
tJ11 leoretar.y todal approved eending a letter to thl Depart-
Mnt. ot Jll8t1oe outl1n1na the Treaeury '• pos1 t.1on. OopJ 
ot letter to Just1oe 1s aleo attached. 
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G&Nvv.L COUNSEl.. 

TR~URY OCftAifTME:NT 

WASHINGTON 

Re: Tax Cue ot 111:1laa ll, Wat.on. 

-

'l'lle case 1nTolT111& tonoer s.nator I atson ot lll418114 8114 

h1a eon waa tol'll&l.lJ reterr..t to the Dep~nt ot 1uatice 

tor conaiderat1on ot proaecution acme tt.a aso, together •1th 

all otter 1D. c-.praoiae 1D. the •CIWlt ot tlO,OOO. OO IU4e on be• 

halt ot the tup&7ar bJ 801118 ot hie tri.ade, 

J. letter has Just be ... raca1Y..t troll the Depart&ant ot 

1uat1ce, a1s,ned by Mr. 1aotaon tor the J.ttorur GeDAiral, atat-

111& the Tiew ot the Department that 1 t 1a unlikelr that a con­

Tiction can be obtained on t he eT14eiiCe aT&ileble. '1'111& Tiew 

1a lbar..t bJ ne 11n1t..t Statea District Attorner at e.ltUiore 

Where 811 indictment QOTeri.ng the Jear 1929 WOUld han to be 

obtain..t, the SeD&tor• a return tor that rear haTiD.g been tiled 

with the e.ltaare Collector. 'l'lle cue tor 1~.29 ia dacidadlJ 

etrone:er thall that tor 1930. The proaacution tor the lat\er 

rear woul4 han to be broupt 1D India.na. It ia untortUD&te 

that thia cacpl1cat1ng c1Nuaatance axiah, tor U 1a unit• 

able that wrone intarencee '110ul4 be drawn trca prosecution ot 

the tupqar out ot hie hcae diltrict. The oaee :tl>r the ~ar 

19~, atalldiD.& aloae , 1a dacid..tlJ weak. 

The Depart....nt ot 1Uat1ce hae requutad our rec....,ndattoa 

aa to the acceptance ct the otter in cc:aprolllM, which ia likelJ 

to be illcreaa..t 1D amount t o at lc~tat $1!5 ,000.00, contingent upon 

proot that it exce..ta the •ount collectible trCID the tupaJar, 

Who 1a ea14 to be broll:e. I bellne that the Trauury ~t 

50 

IIOill4 not be warrtmt-.1 111 intarpoaing allJ objection to the dia­

poeition ot the ca .. upon thia baeie , i .n Tiew ot the 1mprobab1l1ty 

that a conTictioa Call be cbta1Jiad, J.ll acquittal 111 a caae ot th1a 

tJPa woul4 t and to haTe a nry pr.Judicial effect aD 1110 ... tax pro..­

outiona geaerallr. It ie propoa..t to into:na the Department ot 1uaUce 

to th1e eff4oet. 
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MAR .\_ll936 , 

IIMIIrallh ... _. L lMkaoa, 
AA1nut Anoner a-l'el, 

Depert!Mat of lu\loo, 
• •lactoa, D. c. 

Ia M l 1-• I , h t-, 
I!UY1llt. lMt• y. 

&171 

a.toreMo b ..So \0 JaG:r bUer of &!doU 6\ll, e44M•Md w 
8 a \la •- OU}IMa\ , a--.1. C•·wl , 1a 111ltoll JW oa\a 
nat MNtal o-.tA .. uoa or na •M-uu• .... 11M w ,.. 
to tiM ·-~loa tllat • ooaTiAIUoa 1D all pnllaiiW\7 -u Mt 
11a olotatw t t u'"'" to 11a trt... lA thAI 'llocl7 or , _ :&.\.., 
,.. oat t8I'Ul • ...., .. or taoto u4 otl'O-t-•• -~ ..Ulaw 
acatan a -••••fill prou•ttoa aa4 aUMlo a eaw ~ • ~-­
rna U&lt .. Steiao A\iOftaJ ~ 1& llaUS..., ..._ \1M 11• 
ooM ~ lien to k trlod, ~aalae llh M1lof tiM\ • -

1'lott• oo-al4 M\ loe ··~· 

Toa ·~- \1M 1'1• t llat, oador thAI ol-i&Mw, 1t Ia 
CI .. U..l o to .. tuo tll& oaw liT .. , of • 1 Cllbo &M •• t , .. 
tbo no rtatt• or Ulo '!'rw-r llopai'tlooat •• to t11o _.,._. 
01" l'OjMUoa ~ u ottv 1a aa _, t'boqtlt 10 N 1a ua••• fill 
ilia tllll. _, tbo '~ ou p&l', oii!Dil-•t to bo 4otonh• 
b7 O&Mtal 1&1'00\lcatlaa. 

AnOI' 4M ooa.14-Uaa of \M OOD\OOh fill )'OIIr l.o\\ar 11114 
all tile .u. .. tM\a &1111 o1Joo_t_ .. s ... ol., .. , n 1a r.u tllat 
»- 1o • • autflolaat reo.oa tor .., olojMUoa r~ illo polo\ of 
G • of t-• ~ 1-.?7 WIR•at to a ""'--' fill tile oaoo "' _, 
~ • a 1 1M u -. no Uaoe ... ._ .... 111 ,_ loU. • 

-1 
~ Tile-~ ot •• ...,._will bo at,_,- aorY1oo o,oa 1'0= 

,,.., to~ .. l&'looucauoa ot tbo .. ..-, or •• ortor ~ tloo 
Jl9i of 'tl .. of OOll.MUbW\7• 

Ro apaotfllll7, 

,s~:no4) e.t,'t-.~\-~~ 

"-1•1-. 
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In h1a ._orandua ot Maroh 10 oon.rlng hh acU•1Uaa tar t.be 4aJ, Ill'. ta,ylor reported t o t.be 8eoreta17 h1a oon­•eraat1on w1t.b Dr. re1e ot the State Department about ~ lettar to the e1gnator1ea ot the Lond011 81lnr A6ranent wh1oh the Treaaur;J 1a oona1der1116 aend1J16. HJI,Jr'• raaot1011 to th1a waez •o.r.:. to aend l•tter at atart to group who agreed to w1thhold a1l•er troa the market,• and Mr. fa.Jlor wae eo 1natruoted, 

Regraded Unclassified 



I 

53 

March 11, 19.36 

In one of the di~cussions between Oliphant , Haas and 
the Internal Revenue men concernin~ possible means of raising 
new revenue, the suggestion was made of an increased tax of 
Jl . OO per gallon on distilled spirits and $1 .00 per barrel 
on beer, which, it was estimated , would produce an additional 
125 , 000, 000 in r evenue. Oli phant passed this suggestion 

t long to WcReynol ds, who, in turn, related it to Wr s . Klotz. 

RSK, in talking to the Secreta ry over the ' phone, this 
morning , tol d him about the plan and he thought it a swell 
one . Be l ater called Urs . Klotz and told her he had dis­
cussed i t over the telephone with the President who was also 
enthusiastic about i t. Be said the President had asked how 
many gl asses of beer there were in a barrel and HM, Jr . did 
not know, but told the President he would f ind out . The 
President thought there were about a thousand glasses to a 
barrel . McReynolds is to get the figure which is generally 
used by t he trade . 

RU,Jr . also told Wrs . Klotz that the President had 
inquired what is this going to do with bootl egging and 
IW, Jr . wants to have materi al prepared with v:hich he can 
unswer the Presiclent 1 s questi on. McReynolds , Gr aves and 
Berkshire are to get t ogether and write a hi story of what 
the Treasury has done on bootl egging since IDA,Jr. came t o 
the Tr easury . Be wants McReynolds and Graves t o bring t hi s 
repor t wit h them to his house tomorrow morning at five minutes 
of nine. It might be a lengthy history gi ving full details, 
but in addition to thAt he wants a one-page summary . 

HSK related all of the above to UcReynolds and t old him 
that the Secretary had said if he needed any help he should 
ask Gast on or have Gaston assign someone t o work on it with 
them , but that the Secret ary is pinning the r esponsibility 
entirel y on McReynolds . 
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lla.rcb lP., 1938. 

~ dear llr . Preald•ta 

For ,vur 1n!oraat1oo I aa encloa­
ln& a ~randua showina that b.1 an 
lncreaaed tax ot tJ,. oo _ por aallon on 
d1at1lled sp1r1ta and 11. 00 per ~rel 
on beer we could collect tn o4d1t1oaal 
tl2&,ooo,ooo. 

I aa alao enclosing a r eport 
a!Jowing t he acti:m t aken by the !'reasury 
D.J)&rtaent !Lince r epeal in ~orceaent 
of th• liouor laws. 

Sincerely, 

J 

'l'ho Pres~t, 
The ~lte Hou~e. 
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tsTIIlATt. OP' INC EAI'll'D REVEUUI TO BE DERIVED 
DORil!G l'ISCAL Y:JJI 19)7 FROII All DICP.!AEE 01' 
O~E DO~LAR PER GALLON IN fH~ EXCISE TAX OJ 
DI STILLED SPIRITS AIJD 0!1£ DOLLAR PER BA?J!lL 
Ill Til£ RATE o, l'E.P.XENT!D IU.LT LI<;COPS , 

D1at1lle4 So1r 1tP 

•• 12 ratta 

I•porta 8 , 2501000 aa11ons 
~·•tlc 120 , 000, 000 ca11onl 

Total 

At 11 rtStl 

I•porta 7, 4251 000 ,el lona 
~··tic 108,009, 009 eallona 

Increue 

Farwtptfd Mflt Ligyort 

At IS r ate, 51, ) 00, 009 barrels 
At $6 rate, 461 7)5 1 009 barrels 

Increa1e 

Tot•l Increase 

16 , 500, 000 
24~.ooo.ggg 

• 25 , 500 , 

t 256,500,000 

~~:tt8:18 
! l2s,68s,ooo 
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Iotas Above eat1aatea •••~•e a 1~ decrease 1n con­
awapt1on or d1•t1lled spirt•• and a 5< decreuse i n con­
aWiptlon or r.rmented ••lt 11 .uor1 , n the reau1t or the 
•uaaeated rate increaaea . 

It 1s bel1e•ed t hat over a three yaar period 
\be aYerage aunuel 1ncreaaed re•enuea which woul d reault 
tra. tbo auageat ed r at e incre&IBI would approximate 
tuo,ooo,ooo. 

lfii,Jr. 
DC 
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ESTIIU.TE OF I UCREASrD REVlliU! TO BE DERIV!!D 
OORI!.G P'I~CAL Y!IJ! 1937 FROI! All :WC!liASB OY 
ONE DOLLAR P.E:R GALLON IN THE EXCI~,. TAX OJ: 
DISTILL!.'D SPIRITS A!lD ONE DOLLAR Pfll BA~REL 
IN THE RATE Otl Ptru.LEliTED lfALT LIQOORS. 

p1st1ll~ Spirits 

At 2 rete! 

Imports 8, 2501000 gallons 
Do~cst1c 120, 000, 000 gollona 

Total 

At '.3 ratt l 

I~ports 7 14~5,000 ~allons 
Do~eat1c 108, 000, 000 callona 

Increase 

Fermented Mflt Liguori 

At $5 r ate, 51 13001 000 barrels 
At $6 r ate, 461 7351 000 barrels 

Increase 

Total Increase 

t 256,,~,000 

~~ :tiS:~ 
1 b 5 ,685 ,150o 

Note& Above eattsates assume a 1~ decrease 1n con­
sumption or distilled spiri•a and a 5~ decrease i n con­
suapti on or fermented •alt li uore , as t he result or the 
auggasted rate increases . 

It i s believed t hat over a t hree year period 
t he average annual i ncrea•ed revenue• which woul d reeult 
!roe the IU$~eated r ate increuaes would approxieato 
t 14o, ooo, ooo. 

IUI, Jr . 
lillC 

Regraded Unclassified 



MeU11d hlr!M 

Ali II rUt• 

I 11..t.e f,.u.ooo P"•• 
.... u . ~.ooo,ooo pl.lON 

''T gw M' 1t 4 ?W' 

" ti nw, ~.100,000 ._b 
At ...... t... .a,nt,ooo ...... 1. 

Ia ..... .. 

'fa\&1 law LI M 

• 
• 

lo\.et ~ .. u-w• .. - • l.OJ o._ .. 1A \lea 
0 ' It-of diiUll.M .,utu ~ .~ If ......... 1.o ooo-. WiG of to"""__. 

<;......._ llilll.~.U~, u ~ .-. .. u el \bo ~N&P•toa ra\e 1a-M•· 

1\ ~· .u. ...... \116\ 0911r. \lU'ee ,_ pecri ... \M 
• .,..,... ana\ bwMHG nn-• wllloh W®ld n .W \ fi'OII t.M 
M~~~MW .-w la_ ... wolld &P"PI'OiliMW $1401000,000o 

57 

Regraded Unclassified 



58 

IIPORT ~ ~ SECRBTAR! 

PAM OD - THE CWDIAlf DISTILLERI CASES. 

PAM TIO - LIQWB COII'l'ROL IN THE 'DU!ASUBI DEPAJl'NI!&l • 

•• 
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- na••mq mmtJpJ pt§p. 
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m ONfADUI DIStp.rpr CASE;; 

L14-" 'hnaJ hi frooa Qenede durin& the 
Problb1t1aa Period •••••••••••••••••••••• 3 

Ltqaor IR 110 1•1 •••••••••••••••••••••••• S 

!'1111 81tu.U011 at the tiM ot tbe Repeal. of 
tM Prohibi UOil Med..at • , • , , •• , , , , , • , , 9 

l!ee•1• ot tbe Pn1e11t Propol&l to Require Sub-
111111011 to J'urUdictiOD aDd s.curtv .•.• 13 

!1M Jelatlm11d.p ot the Propol&l to the 
O=edt• trede Jc:rtr t •. • • • . ••••••.••• 16 

OltJeotin at the~ J.ecillatim •••••••••• 23 
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;rHE CANADIAN DIS'l'ILLERY OM;f:! 

Oil August 22, 1935, tbe BoWJe of Representatives pe.aaed and sent 

to the Senate a Bill, B.R. 9185, uend1nc UJlT of tbe pronaiona of the 

llltemal ReYenue IIDd Cuetose h .. relatiD& to distilled apirlta, riDe 

IIDd fer.eted ll&l.t liquor. 'l'he object of the Bill, which ill kno1111 aa 

the •Oimibua Liquor Bill•, ill in tbe aa1n to IIOdernise tbe legialat1011 

lUider which the Federal GoYexm:ent exerciaee IIU;>erY1&101l for JNrpoeea 

of tazat1011 ~er the production, iaportatioo IUld distributiOil of intox­

icaUDa beYeracea. Included in the -8\IN i .e a prona1011, apecial.17 

recc zrded by the TreaSU%7 Departaent, which would han the effect of 

prohibitinc the iaportation of distilled spirite, wine tllld farae~~ted 

118l.t liquor produced or aold by 11D7 person against whoa the TreaSU%7 

IYd an outstanding ol.aiJI tor duties or taxes unleu he ahould eubalt 

to the juriedictica of the thl.ited States IIDd aal<e adequate proYilicc. 

to HCUr8 the ~t of the claiJI attar adjudication. 

Thia prondca or the Bill, which is now pending in the Senate 

l"inance Co..tttee, h88 been objected to by the Secretary of State on 

the cr<JIIIIId that it enacted 1 t will be aniled of by foreign govarnaenta 

.. a pretext tor retallatorT reetrict101la qa1net the United Stetea. 

It baa liltni.ee be8D objected to by the ~t of the DoeinSon of 

CUUida ca the ez'OIIIId that 1 t would sari~ restrict the iaport&tioa 

ot whiaq of Canad1m ..aute.cture into tbe 1Jn1ted States aDd would, 
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therefore, !nJ.ll.it1 t be reduction in tbe dut;r on whiaq troa $~ .00 to 

t2. 50 a proof gallon &a contained in t be Trade Agre-t betweel) 

Canada and the t7Dited Stat.ea which waa executed loY•ber 1~ , 193~, 

and becue atfectiYa Jonuar;r 1, 1936. 

I t ia a f act tbtt tbe proYisiOD r eferred to is directed ~ 
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at tbe Canl:disn co•paniea which durin& tbe period of Prohibitioc ware 

responsible for the aanufscture of a substantial portion of the dis­

tilled apiri t e illloi tl:1 aold in tbe United State a. 'fbeee coepeniea or 

their succ.ea&ora now haYe wareh('UI!ed in Canada Jmce atoeka of .&.ericu­

t;ne whi~ - r:ra and bourbon - produced in the ProhibitiOD period for 

which their onl<r ~~&rlr::et 1a tbe t7Dited States; Uld it is these cOIIp&niaa 

or tbeir succeeeors which are responsible tor the present atti tude of 

tbe Canadian GoYernaent in oppoein& this legillatiOD. I t i a belined 

to be a fact also that it ie tbe oppoeitiOD of the Canac:lian Gove~t 

which in tbe last N1al;ra1a ia responsible for the attitude ot the State 

Depert.ent with respect to the legialatiOD. 

It will be belptul, it not in tact neoeaaar;r, to an Ullderetandinc 

of the propoeal aade by the Treaaury Departi!Ont and now pend1nc in the 

Senate Finance Co..tttee to ban at leaet sou fuiliarit;r with the part 

plaTed by tbe Canad.iu diatUlera in supplJinc tbe bootlec-whi~ IIU'ket 

in the t7Dited Statea in tbe ;reare troa 19191 wben tbe Batiooal. Prohibi­

tion lan beca.e effectiYe, '11Dtil 19331 wile tbe:r were repealed •• a 

reeult of th" e.doptiOD ot the Twl!lllt;r-First Aaend-ent. 

2. 
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Liquor S .. nggling troP Canada durJpg the Proh1biti011 Period 

ll tbough the bulk oL the •booUeg• liquor consu.ed ill the Olli tad 

States du.rin& the Proh1bit10D period waa the product of Ullcit d1s­

til1eries lcx.atad 1n tbe Ollited States, as endaoced by the tact that 

tbouasnda of such plants were con!iecated by the Oo.ernaent ill that 

period, 7et large-scaJ.e liquor sauggl1llg operations were carried oo 

continuous~ both over the lend borders and frOID vessels hovering at 

sea. The sources of contraband liquor included countries ill Europe 

end CentraJ. AMrica , but the bulJc of the tw•ggl.ed liquor cue tro. 

Canada, ill whose dist illeries it waa produced and 1n whose wareboul!es 

it waa -tured for the sole purpose or exportation to the Ollited Statea 

ill violatioa of the Custou end Revenue laws, aa well as the KaUooaJ. 

Prohibition laws. It ia eatiiDatad that not lees than 22, 000,000 gall011s 

of wh1sk7, to be consenative, (not to IICI1t1on beer, aJ.e, gin and wine) 

were brought into the Ollited States tro. Cenada ill the period tro. 1919 

to 1933. 

Prior to 1919 the d1st1111ng industry ill Canada waa uniJtportant . 

The Canadian deliWid for liquor has run toward rua and Scotch wbisk;r, 

and this daend baa aJ.W~~Ts been supplied by uporte tr011 the 'lleat Indies 

and the British IaJ.ea. With the advent of Proh1bit1oa 111 the Ollitad 

States new diaUlleries were estahllebed 111 Canada and old pl6Dta were 

reno..ated and enlarged tor the 8&Du!acture of !Mricu-qpe wh1UJ.ea. 

Canadian gOTemMilt etat1stica show tiT& distilleries ill operation 1n 

3. 
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1919 and twenty-one in 19)). During tho ear~ d111a of ProhibitiOD 

tho Canadian acthities were comparative~ scattered and u.norganiced. 

llol!t of tbe llquor was raw, and it wu c~ bottled with cou.nter­

fait United States rSTeaue stupe and forged labels. Slmggling waa 

carried on by Tt.rioua ~ enterprisers. Gradual.l,y, bowenr, tbe 

distilling and ~~~~t~ggll.ng interests were conaolidated and there f~ 

developed a nWlber of powerful cOIIIpCIIIiea 11.nd 87Udicates, tho 1110st no­

torious of which nre tbe Bronf'llen faail;r, operating various !11'1111 and 

having wide interests, auch as Distillers Corporation, SeagrfiJIII , •ortb­

ern Export eo., and UDited Distillers; Batch and asaociatea, controlliJic 

Biraa Walker and Cooderhaa & YlorteJ tbe Rei.tele, 011 the Paci.tic Coeet, 

controlling Britieh Coluabia DistWeryJ Melchere; Consolidated Die­

tillere, e eubeidiery of Canadian Industrial Alcohol; and Consolidated 

Exporters and Dolainion Factors, which were in tbe nature of cartels. 

I t wee tbe c-.m practice of the Canadian COIIp8!liea to e.pl07 

experieced personnel rro.. the United States. !be7 purchased .laericeD 

Mchine:rJ, and appropriated Aaerican brand n ... a , and, ae baa be«< 

seen, particular~ in the early stages of their operations while their 

new~ JISDufactured stocks were maturine, t .bere was considerable traffic 

involving the uae of traudulet labels in Wtat.ion of fuoua .laerican 

brands and not inlreque11~ the use of cou.nterfeit United Stataa rev-

e~~ue sta.pa. 
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The Canadian coape.nies b8d the eterneet ldnd of competition 

t'ro11 the American 8JD(Iica.tee which dealt in liquor produced Ulicitl.¥ 

in the 1ln1 ted States; and to Met this coapoti t ioo 8lld provide a 

read7 sale for their Mr<:baDdise in this country it ns their prac­

tice, operating ein~ or in poole or groupe , to aa.intain seJHnc 

agents end ealelllllllll in the United Statee. !epeci&ilJ' after 1930, 

tbeT establiehed or sa.ined control of warehouses at such pcinta ee 

St. Pierre et lliqueloc, and Bellz.e to faoilltate the 111111ggling of their 

liquor upon our coasts. ThST financed tbe operatiorus of Allerican canca 

or aobe which bazldled their Mrcb&Ddiee. Tb&T were in c011stant coamm­

ica.tioo by telephone, telegraph or radio with their Allerican a.genta and 

customere 1 and by f!Yerr aTililable aeana, and with complete ruthleuneee 1 

thq sousht to broaden and extead the ecope of their Ulicit ll&rket in 

the 1ln1 ted Statee. 

Attitude ot tbt C•p•d1&D Govem•'Pt toward Liquor Er•g11gs 

For aore than ten ;yea.re after the adoption of the Prohibi tica 

Amendment the GoTornaent of the DOIIinion of Canada stood in a paeein 

or negatiTe attitude with respect to the Tioletion of the Allerican Pro­

bibitica la.we by their natiODale . Apparentl.¥ the atti tude of the 

Daa1niOD GoTernll8nt wu that these laws were not supported by klerican 

puhlic opiniOD, that tbeT were being Tiolated with coaparatin J.apunit;y 

within the boundaries of the 1Jnited States, and tbllt there waa nothing 

s. 
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1D the eituatiOD which deDIIDded or Canada aJlTthiD& 1D the nature or 

a Tisoroue atte.pt to eaberso the exporl:&tion of the product of 

Canadian diet111eries which t he Goven~~~ent was , of course, aware wae 

deat1Ded entirel.7 for the American aarket. The theocy s eeas to have 

prevAiled at Ottawa throughout the Prohibition period thet the Cana-­

dian oper ations were teelmie~ Tithi.D the law - the Canadian law 

- and i t 1a undoubtedJ.T true thet evecy conceivable atratasam and 

da'fice 'All a.plo;red b;r the Caoadjan coapaniee to Siva the eo1or of 

lepllt, to their tran&aet10118. The Can•dfan Gonrnaent was loath to 

diaeourqe crowiDS d011eat.ic i.Dduatcy, eTen thou&h it was built 011 

~Jlm&Slinc, waa BUrrounded by corruption, end was even frequentlJ' ac­

eOIIpl.iehed b;r Tiolation of Canadian laweJ for tbe:r dtd not hesitata 

to Tiolata their own countcy1 e laws when that could be done with profit. 

However t his ma:r be, it wu not until 1925 that the Canadim 

Governaent was iapelled to take fm:T ectioo to'II'IU'<i cooperatiDS with the 

ODited Stataa 1D an endeavor to curb the e.uullnS traffic. In that 

:rear a treat;r was negotiated between the two so•ernaents by the tenia 

of which Canada undertook to require that notice ahculd be Siven to 

Alllerlcan Cuatoea officers of all proapecti•e ehi~nts or eonaignaent e 

ot liquor troa po1Dte 1D Canada to poi.Dte 1D tha tlllited St.at.ea. In ex­

chanse the Ullited St.atee permitted Call&diAD liquor to reach tha Yukon 

territocy throush Alaska, and lll&de other valuable conc~ssioos to the 

Canadians. llh1le this aetioo sbo..-ed an awakened 1Dt.erest 1D the INbject 

6. 
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on tbe pert ot CaDada it n.a ot little ertect 1D r educ1Dg tbe YOllllle 

ot tbe e••Ql1ag traffic. Thie nt tor the reason that notices ot 

shipment or cooaign.eent nre ordineri~, 1D the nature of thiogs , re­

ceived ~ American Customs officers too l a te to permit of pr eventive 

aeaiiUl'ee . In those dqs moat ot the illicit traffic was across the 

border, beiog centered chief~ on tho Detroit River where Tellsel 

.oYeJIM~ta req\Ured but little tiM and could r eadily be ca.pleted 

prior to tbe r eceipt ot notice b7 Aaerican ectorceaent officers. I t 

ia not too .u.ch to ~ that the 192S Treat)" accOIIpliabed noth1Dg ot 

benefit to tbe tJnited States. 

Io further steps of consequence were telteo by the Caoadiu 

autbori t ie a until 19.30 when legislation waa enacted ~ the Caoadiu 

Parliuent prohibit1Dg clearance of liquor dest1Ded tor delin%'7 1D 

tbe U'nited States. On ita f ace t hie legi&lation aeaed to provide e 

aatiaf aoto%'7 weapon to preTent the AIUCI1.1Dc of Caoadiu liqoor 1Dto 

tbe 11nited States, but, aa a aatter of tact, it did no 110re then 

br1Dg about a change 1D tbe aetbods us ed b7 the Caoadiu co.pe.niea 

to get their 1181'Cbaodise 1Dto the Allericao aarket. Whereas prertoua~ 

the pr actice bad been for tbelle coa~es to ship their liquor dirac~ 

to tbe tJnited States either over tbe border or ~ nsael., t be coapui., 

were now coapelled to 118ke ship~ent to 1Dtel'llediate porta like St. 

Pierre and Belice, and to C&r%'7 on tbe uuggliDg operations fro• these 
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porta 1Datead of d.irecU¥ troa Canada •• Wore. !hill &rr8Jiiement 

undoubtedl7 put an end to the large acale 1111Nggl1ng operatione over 

tbe laDd and ntor boundari es between Canada and the United Statea 

'bllt i t did not ban tbe slightest effect 1D d1w1n 1sbing tbe awepte 

Yoluae of - ·uHr:g. In one sense the &rr8Jiiuent ns ot decided 

adn ntage to t he CanBdian cOIIplllliea. I t ex• pted t hea troa the tur­

tber p8YJD8Dt of t he Canadian excise tax, which at the u.e uounted 

to f,7.00 per proof gal.lon, an amount which cortainl:T was adequate to 

c011pe11sate tor the added cost of t he operat ion Yia St. Pierre and 

Bsl.iH and otber aiail.ar 1Dt.ermed1At e porta. For bT pro'l'iD& bT cOD­

euler certillcate h n d ing of tbe liquor at these porta they beca.e 
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ent1 t.led to a retuDd ot the internal. r nenuo taxes paid upon w1 tbl1ranl 

of t he liquor troa warehouse. They had , natur~, been unBble to 

obtaill auch certiticat ee for direct landing• 1n the tJnited statee. 

Without intending to reflect 1n the slightes t upon the 110tine 

which inspired the Doainioo GoYer~~~~ent to take i ts belated action to 

restrain ita nationals froa their open and notorloue Yiolatiooa of tbe 

American Prohibi tioo J.awe , it ahould be said that during t he entire 

period between the eno.ctJDent of the .American Prohibition J.awe and tbe 

edoptiOD of the law of 19)0 there had gradi&&J.4 grow up 1n Canada • 

-taent of hoetil1t7 to the operation& of tbe Canadian e01q)8niee 1D 

Yiolatl on of tbe J.awe of tbe tJnited Statee. !here were 1.ntl.n&tial 

groupe 1D CUiada which insisted that tbe Cano.d.ian Gonrnaent wu 

8. 
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cooniTin& in breaking tbe lan of the Un.ited States and that br ita 

bends-off pollcy it waa foatarin& conditione which would ultaata~ 

beco11e dangerous to the Dollin.ion i taelt. The acandaloua condi tiODII 

which were allowed to eld.at in Canada during tbe first 7ears of Pro­

hibition in the 11DJ.ted States were 110re than once marle the wbjeot of 

inves tigations by the Dolllin.1on OovernAent and it is probeb~ true to 

aq tbat it waa r ather a rewlaioll of feeling ucng the hettar e' ••11ta 

of t he CSMdian popul.at1011 acainat a ~ST~~tea which was foataring cr1M 

in a trif!Ddl.T and neigbborin& COIUitzT, br1n&1n& tbe good n&M of C•nede 

into dillrt~pbta, and elldangerin& ita relatiooa with tbe 11DJ.ted Stataa, 

than a desire on the part of the Canadian Oovel'llllell t to aid the l7A1 ted 

States in dealing with ita purely d011eat1c probleu, which wue reapon­

llible for the action takm br the Canadians in 1930. Under all the 

oirC\IIIatances, BOIIetb.iDg can be llaid for the proposition that the 

UDJ.ted States has greater cawse for reaentllent at the leD& oonti.Dwld 

indJ.tt'sreDce of the C•ned1an Oovern.e~~t than for gra.tificet1011 et the 

belated 8Cti011 takeD in 1930• 

!be Sitaat1011 at tbe !'• of the Repeal of t bp Prohibiti!!ll A•.,.....t 

The B111U1111n& of Canadian liquor in the Un.ited States continued 

without abete~~mt until the repul of the ProhibitiOD Allendalent in Dec­

ember, 1933. At that tiM tbe wbeela of tbe legitimate American dia­

tUling industry, which except for the .anufa.cture of MC!.iciDal liquor 
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bad reiiAilled stationary ei.Dce 1918, bege to aove again with a Yin 

to suppl11ng the demand or the AaeriCAD aarket for beTerage spirit&. 

The Federal Alcohol Coatrol Ad•1n1et.ratiOD wae eetabllshed, under 

tbe joi.Dt auepicee or tbe Wational ReCOT81"J' Jdw1ni&tratiOD ADd tbe 

Acricultural AdJ uetaent .Ad.ai.J:dstratiOD. 

The F.A.C.A. eet up a permit s,ratea for distilleries ADd t.­

portero, alloc11ti.Dg productiOD quotas to tba fonDer and, for a while , 

illport quotas to the latter. Prollinent uona those who sought ADd 

obtained permits ware a nuaber of dfillates or subsidiariea of tba 

Canadian bootlea interests, especia.J..q Seacraaa and Biraa Walker. 

Tbe usual rule or tbe F. A.C. A. na to vet perllita as a •ttar or 

couree where there wae no evidence of an actual conYiction of a crt.& 

on the part of tbe applicaut or ita backers. Ii:lauuch ae the CaDadian 

bootlegger& had succeeded iD reJM1n1ng outside tbe United Stateil there 

wae no record of coaYictiOD againat thea. B1raa Walker proceeded to 

build the largeet distillery iD the world while Seagraae bou&ht up, 

renovated ADd enlarged certain existing plant&. The7 han beco.e 

pcwerf'ul. in the A&erioan dist1111ng buaineca. In December, 1935, Sea­

CX'WIII produced iD tba United States about 8 percct or the total whisk)" 

productiOD and cloee to 10 percent of tha total distilled g1.n produo­

tiOD for tbe - th, ADd wae respoodble for onr 4 percent of tbe 

ccnmtrT'• whiaq witbdrawale for consuJiptiOD, aDd &host 9 percct or 

i ta g1a wit bdrawala for con- ptiOD. In actual salee iD tbe United 
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States thin compeny f or 11 while led all competitors. Hiraa Walker 

abo•ed our lO percent of the total ..-bis!Q' production and 25 per­

cent or t be total d1stll1ed gin production ot the country tor Dec-­

bel', 19351 its wbis!Q' wit!ldre~s for Decuber, 1935, war. about lO 

percent of the total for the countey and ita r.iU withdrawals onr 22 

percent , and in ita diltlllery in Peoria it poeaesses a~ the present 

tine OYer lO percent of the totsl proclucin& capacitT tor tbe tiDited 

States. 

Tbe actinties of tbe Canadian distillers since Repeal mq 

be diYided into two classes: first, tboae inTolving a liquidation 

71 

ot the Canadian wbiakT atocka, and secood, tbose inTOlTin& a ~eta~ 

lisllllle:tlt of business in the tiDited Statae. AU t beir whiaii;T stocks in 

Canada arust inentabq be brought into the tlnited States. To f acilitate 

this the;r haTe aln;rs entertained tbe hope, f1nall;r realized, that the 

$5.00 dutT would be reduced. Several of the CanadiaD coocema be'f'8 

been disposing of their wbieq stocks b)' sales to American interests 

whilE> the other& - perhaps controlling the greater portion of CanadiN> 

whialq stoclr.a - hs..-e aapq brought their stocks onr the border to 

their own warehouses in t his COWltry. 

Thia, therefore, was the picture which became clearer to this 

Administration as 1 t turDed toward a hllldling of t he liquor queetiOil 

in teru of reTIIIIU8 t.natNd of prohib1ti01l. It becaM clearer eDd 

clearer U..t the CenadSe COIIp&llies , which bed beaD ahla to escape 

u. 
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punieln9nt. tar violation or t.be laws against. ee•ggl1ng - not. t.o •en­

t.ion tbe Probibi tion laws - and t.o evade ~t. ot t.t..xea, includine 

income taxes aa well aa Cue tolls and excise taxes , were now ei tber eatab­

Uahl.ng t.he&aal•ea witb Sapun1 cy in t.M tlllited States or were, without. 

eatebliab1ng tbeuel•ea in buaineaa in ~ tlllited Stetee, diapoaine ot 

t.beir aaeet.a in t.be llaJ'ket.e ot tbe tlll1 ted States wi t.bout. regard t.o 

t.beir obligations t.o this OoverD.IIlent.. In addi t.ion t.o tbe enoMIOUa 

di1'ficult.y of obtaining facts witb which t.o pro•e ita cla1.u, tba Oo•em­

•ent was f aced with tbe problM ot obta1n1n& juriedict.ioo o•er tba d.­

fendants who were present in tbe tlllited States, it at all, ~ throu&b 

coapli.cat.ed legal aliaaea of attlliated Uld subsidiary corpor&tiODa, 

and of 111ak1ng sure tbat. it judgaent. should be obtained att.er tbe de~a 

incident to litigation t.bere would be aaaet.a 1n tbe ODit.ed St at es out 

of which tho claiJae could be collected. •erel;r obte1n1ng a jadpent 

1n the court.a of tbe ODited States would not be sufficient beeeuae 

nee should tbera still b7 that U.e be a1111ets rna1n1ng in Canada 

belooging to t.beee defendant& tbe court.a ot Canada would not aid tbe 

tlll1 ted States 1n the aatia1'action of the judl!Mllt out of aaaeta 1n 

Canada. I or, of course, would tbe courts of Canada entertein an action 

1n tbe first inatance t.o collect. tbeae claiu. 

It waa t.beae circuutances tbat pn rise t.o tbe propoael tor 

- sort of reaed7 tbat. would assure this Oo'flll'IW!Ilt that us:r Canadian 

whr> wished t.o do buaineaa or to sell liquor in tbe 0111 ted States, 

12. 

Regraded Unclassified 



73 

directl.J- or indirecUy, would, first, sulait to the courts of tbe 

Ullited Ste.tea to try the merits of tbe Gon%11llent•s olaiu, ud, 

second, gi:~e adequate aecurity that tbe aaaeta brought into the UDited 

States, 1n tbe for. of the wlnlliQ' stocka for which the UDited States 

ia the cal:r aa.rket, abould not be disaip&ted in fraud of the Go<ren~Mnt's 

cl.aUII . 

Genesi! of t he Prepent PropoW to Require SubDislliOA 
to l\!.risd1ct10D and Sec!,lrl1jr 

!be firat cue brought b7 this l.dJiiniatrat1011 for the colleotioa 

of the C•nedhn cl•1•a ne against tile Bri tish Colnnbie Diatlllery &Dc1 

ita operators, thll Reifels, of Vancounr . The auit .as for $17,000,000 

end the eYidenca a~ailable was quite strong. llnertheleae the Gonrn-

ment ul.timately na obliged to accept en offer of setUement which in­

YOlnd a total pq~~ent of onl)' .700, 000, of which $-200, 000 ... the 

uount of the boDd forfeited b7 t1ro of t he Reifela who bad ~ •wr-­

heDded 1n the UDited States on cr1m1u) cb&r~ee and who bad jlaped their 

ball. The Reifele bad no Uquor 1n tbeir 01111 name 1n the IJilited States 

nor 8D7 other eubatential assets tbat could be made eubject to execut1011. 

They did, howner, ban large stocks of whilliQ' in Canada which thaT kept 

eelling f .o.b. Vucounr, piiJ-t in VancoUYer, to AMricen aaaociatea. 

The GoTernwt !lade great efforta to reach either the Uquor that waa 

being sold or the proceeds that nre being remitted but although 1t •• 

obYioua tbat this method of ~~~~rketing the Uquor bBd been deneed for 
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the parpoae ot defeating attaebaeDte or aeicurea ~ the GoTernaent, 

:it wae compelled to at&Dd ~ and see the liquor enter the United 

States and the proceeds of H1e ruoYed fro• the IJnited States with­

out either being anil.able for the satisfaction of ita elai8. Bad 

legial.ation of the sort tbat is now being propoaerl been tben anil.able, 

the GoTera.ent need nenr han eo.proadaed the aetiOD for the noainal 

a.ount which waa accepted 1n that ease, and which represented no •ore 

than the nuieanee Yalue of the litigation to the defendants . 

WJ.th thie leeaon learned, the De~t of Justice and the 

Trea1111r7, with the cooperatiOD ot U. F • .l.C. l ., arranged to set up 

an F . A.C.A. regulation where~ the liquor ot tbaae Canadians would be 

denied entry into the Un1 ted States 1n aey eaee where a cri.IDi.no.l or 

ciYil pr oceeding wu pending on account of prior ~~~~~~ggllng, uale .. 

there was a su~asion to jurisdiction and a proTiaion for aeeuri t;r. 

At that u.e the Trea1111r7 and tba DepartMnt ot Juatice both conferred 

with the State DepertMot, to obtain tro. the State De~t a clear­

ance for tba proposed regulation. The facta were tul.l,- explaiJ:Ied and 

on that bade the State Department, 1n a letter t'ro111 Aeaiatant Seore­

tar,- ot State lloore eddreaeed to llr. Whitaker ot tbe Departlaent ?t 

Justice, stated thAt it ,rc,uld interpose no objection to 11&4h atepa 

- though it entertained - doubt • • to t be cenfl1'8l. adTiaeb111t;)" 

ot tba proposed restriction. The letter is as follon: 

14· 

Regraded Unclassified 



ASSIStANT 8!X:RE'l'ARI OF STAB 
'llasbingtoD 

AprU 29, 19.3~ 

Dear Itt. Whitaker • 

Re!errill&: to our CODTersatioo last hidq atternOOD, relat1ft 
to the ~Nggested adoption ot a regulation UDder edating law which 
woW.d prohibit 1aportat1ons b)" a unutacturer who retwses to sulait 
b111aelt to the jurisdiction ot the courts ot the thdted Statea ill 
criaillal or ci..U proceedings inat1tnted against b1lll concernillg a 
olaia based upon an alleKed Violation ot our custoa laws, I Ul 

writinK this atter ba.Ting brought the utter to the Secretary' a 
attention. It ie at least conceivable that the effect of such a 
regul&.t1on, tor which there aae.J~ to be no precedent, lllight iiiYite 
retallato..,- actiOD b:r otber go•ernaenta , or interfere with teritt 
negotiations now in procren, and turtber.ora !light cause the c~ 
dian Go•enment to recede froa its agree111111t toucbillg the release 
of liquor troa bonded nrehow!es destined for the thdtsd Statea. 
ll .... ertbelesa, since it appears that the Departaent ot .Justice aDd 
the Tre8.8UJ7 Departllent un1 ta ill fa...oring the lldopt1cm of aucb a 
regulation, this Departaent ia unwilling to take tba posit1oo of 
opposing ita adoption. Acco1-ding~, tba othor Departaenta Mn­

tioned JIIUBt feel freo to act, but it ia hoped and expected that 
this DepertMnt will be o.dv1sed of aey protest or incident pertaill­
ing to the regulation that ms:r raise a question of policy atfeotill& 
our international relations. 

llr. S. :&. llhitaJter 
Dapartaant ot .Justice 
Waah1ngton, D. c. 

Yours YeJ7 aincar~, 

(Sgd) R. !!alton lloore 
Assistant Secretary 

of State. 

Tbe arrlllli .. ent with the F. A.C. A. for aucb a regulation waa 

trustrated b;r the decision of the SUpra .. Court ill the Schachter 

Case. lna111111cb as F. &. C. A. rested for ita n.lldit.T oo the con.etitll­

t1onall t.r of tile I . R. A. leg1alat1oo the deolai <lll ill the Schachter 

Oau de strO)'ed the poseibU!ty of a regulation INCh aa na proposed. 
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It therefore became necessary to consider legislation to t he e..e 

affect. 

Acting upon the clearance fro• the State Department, and with 

the sanction or th8 Depart.ent or .Justice, the Treasury proposed 

Section 403 1n ita O.Ubue Liquor BU.l. That section was unanillou~ 

adopted by the Bouse and it was in fact before the Seaate for consid­

eration when the Treasury was first 1ntot'111ed of the proposal to reduce 

the dut)" on liquor frot1 $~.00 to $2. 5() por gallon 1n the C•nad1en Trade 

Tl!t Relet1onah1p of the Proooael, to 
the Capsd l an trade JJtr'"'!ltPt 

On Bove11.ber 9, 19)6, tbe State Department presented to tbe 

Treasury a dratt of • proposed trade agree•ent with C&D&de and sought 

to induce the Secretary of the Treasury to adYiae the President tbat 

the Treasury would not object to the reduction in the taritt on whiaq, 

which was to be one ot the aajor proY1a1ooa ot the ~t. ~ 

Secretary 1ntol11ed tbe State Department' a repreaentatin, llr. Hickerson, 

tbet before ha would approve the reduetioo 1n the tariff on whialcy be 

would require asiSUl'OJlce thnt the propnaed conceeeioa would be underet.ood 

ee baYing no ettect 011 tbe prosecution ot the cW.. which the Treasury 

Depertllent bad, uountin& to ll.illiooe or dollars , against Cenfd!M 

liquor diatillera tor Cueto.a duties and Intert~U Re'f"811Ue taxes . llr. 

Hiekoraon stated 1;bat tM State Department bad bad these cW.. 1n ll1nd 

16. 
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and that it did not sea bow the trade agreement would ai'fect in ~ 

wa;r tbe Treaaur:r• a efforts to prosecute tbeoe claiJils. Tho SecretAry 

ot the Treasury l.ilcewiaa •er...J.oned this resarn.tion in a telephone 

conversation with tbl President. 

77 

On ~. lfovnber 10, 19:3.5, a written etatel:lellt wae prepared 

in the Treaeur:r expreaeing the underatandin& ot thia Goval"IUIIellt tbat 

after tbe consumu.tion o£ the trade agree111ent the CanadiM Govarruoent 

'II'Oill.d cooperate with thia Govarllll8llt1 a prosecution of the proposed 

litigatioJD against the Cen•dl"ll dbtillera to the extent of ae!dnc 

recorda and other intor.&tion aYailahla to tbe t11lited States, as pro­

vided br existing treaty, and that the objective of tbe pendin& lacia­

latian (thet ia, B.R. 918!1) ai'tacting the right to iaport products ot 

Canadian distillers involved in such litigation would not be coneidared 

incoru~ietent with the Acreeaent. 

'!'he next dq llr. Olipbant, Genanl Counsel ot the Treaeu.t'7 0... 

pert.Mnt., c0811Dlicated this stat-t to llr. Bicltaraao br telapbone 

and received hie aecurancea that the co~cation of thia atate~~e~~t 

to the Cenadiana na all that waa neceaaarr to assure the Treaeur:r De­

pcrtoant that ita pollition was bei.ng eateguarded. Following thia con­

YaraatiOD the atateaent waa tranaitted br llr. Olipbant to tbe Secretary 

ot the Treaeury, who in tum trensaitted it with a coveriDg latter to 

the SecratAry ot State. '!'be doCIIIS'Jilta are as tollona 
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IIOT811ber ll, 1935 

O.ar llr. Secretary I 

I attach t he text ot the etatement wbioh Mr. Ollphllllt 
read to llr. Riclcereon OYer the telep.bone, tbie 110:rn1ng, ot 
the Treasury Departaeftt1 a conoluian following the exll81n•­

t1an or the queation ot r ecluct1CII1 ot the dut;y on certain 
Canadian wbillkiea. 

Ver:r trW¥ 7oura, 

(Sgd) Henry llorgenthau, Jr. 
The Honorable 

The Secretaey ot State 

Enclosure 

(!:Dolo sure) 

It is not apparent that there could be an;y legal ettect 
upon pending cases aaainst Canadian dis tillers resulting troa 
the proposed trade aareement with Canada. The possibiUt;T, 
bo .. -ever , exiata that troa a negotiating, d1pl011atic or !)87-

chological at&Ddpoint, the Canadian& 1M¥ fMl that the coo­
-uoo ot the acrenent will be an 1Dd1cat1oo ot the aben­
d01l118!lt oo the part ot the 1Jil1ted Statea ot ita intentioo 
fUrther to preea these cases. To aYOid tbia, it i s suggested 
that the 1Jil1ted Stataa .aka 1t clear, at the U.. the aar-­
MDt ie eiped, that it, ot course, &B-tl tbet the Canadian 
GoTerDJDellt will cooperate in 1111ch caeos to t be extent ot Mlr1DC 
records &ld other 1Dtol'!l4t1on available to tba United Stcttee aa 
prorlded b7 existing trent;T; and that the objective ot pend.1Dg 
legislation atteotin& the right to !aport products of the Cana­
dian distillers involved in truch cases 1e not to be coneidered 
inconsistent with the agreement. 
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OD Tburadq, lo.•ber 14, 1935, lr. Riclteraon adrlaed llr. Oliphant 

that the atat.ent bad been abowD to the proper repreaentatina ot the 

C•n•d2an GoTern~~ent, that these repreeentatina bad accepted the ateta­

MDt without question and that nothing turther was required as assurance 
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that the eo1usumoat1an of the Trade Agreelle!lt would not in aey wq 

interfere rltb the couree of action which thh Go•ernment proposed 

to follow with rq:ard to Canadian diatillera, as indicated in the 

written statellent. 

Since th&t tJ.ae it baa &ppee.red that the atateaent pre~ 

in the Tr8UU1'7 ne in f&ct read b7 representatives of the State 

Department to the Canad.i&n representatine. 

Therellfter, on lfo•ember 15, the Agreement wna tonoal.l;r e1ped. 

17Dder tbcee oirouaat&ncea i t cnnnot be said tbat the Canadian 

otficiala were not flll.l.,T intoNed aa to thiJs GoYernment•s poaitice 

with regard to the proseout.ice of ita cl.a.iae, nor can it be Mid that 

the reductions in the whis)Q' teritf prorided for in the Trade Agree­

aent were not made nth t he understanding thllt t his GoTarD~~ent' a 

present action ee expressed in the l egielllt1oa contained in B.R. 9185 

would be pursued, I:ndeed, officiele of the Canadi&n Gon~t W 

bun in cOM!J!!1cetian w"lth otfic1ele of the Treasury De~t -

prior to the propoeal toT' en F. A. C. A. ragulet1an an the queet1ce of 

perait ting Treasury qents to exnlne certain Canadien euatou doao­

aente which would be of ertdenti&r7 value in the prosecution of these 

ole1u. The distillers, wbo were instrwoentel in aecuring the reduo­

tion of duq, were ot course at ..U tiMe t\J.l.l,T aware of theM circu-

etancea. 
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Raving got. t.he Trade Agreelllellt. signed, cut.tJ.Dg t.he wbiaq 

dutieo in bal.f , t.he Cmadian diotillera bave apparen~ ent.ered into 

a pl.an to kill tba proposed legislation b)- threats ~ ret.allatiOD b)­

t.he Canadien 0oYerDMnt, 1b.ile t.he TreaiiUr)' ~ficiala were conterrillg 

wit.h t.he State Depa':'t;.Mnt of'ticia.la with a rlaw to conaiderlnc chulcea 

in the propooed legialatiOD that would aeet tba State OepartaMmt' a o~ 

Jections, 1.t waa learned that t.he Trade Agree~~ent was being debated on 

the floor ot the Canadian Parlluent and tbD.t reference was ll&de to 

t.be subJect. b7 certain Canadian llinistera aod Maher a of Parliaamt. 

The coincidence apparentq bad the effect ~ caUAing t.be State De­

partment t.o inllist that no legi:ilation whateYer would be aat1ef'acto17 

to thea, in epi te of t.he fact. thBt the TreaiiUr)' bad expressed a 

w11Hng;,eas to lldopt t.hose of the State OepartzDent' a proposals to 

wbich, it bad bee indicated, the Canadian repreaantatiYea bad ex­

pressed their .:1 I l1ngneae to accede • 

.ln envn•t.iOD of t.he Yerbatia tranacript of the diacueaiGD 1D 

Parllaaent indicate• that cert.Bin -bars, undou~ at. the 1Datance 

of t.he diatillera, contended that the proposed legislation tosother 

with certain regulat.iona proposed b)- the "!'.A.A. with r egard to the 

labell.ng or liquor, would •nul H tr the benefi ta• of t.he reduction 1D 

the tariff 011 whiak;r, The lliniater tor Trade aod C.-area is reported 

to baYs said in the debate, "1'beae two aattera are net. -t.ioced 1D tba 

qr.uent. at all. They b&Ye deYeloped eiDce the Agre•ent waa aigned. • 
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But be IIOOQ correct-ed hi.ualt, "Perhaps I ebould correct that; t'-7 

ban coae :Lato 110re acun discueoion aince tbe Agr-.mt was aJ.c11e4. • 

The Pr1Joe IUnl:~ter, llr. llaclcenaie l!na, entered the debate. The 

following .f.':roc the official. report ia illuainating: 

•llr. llaclcenzie ling: I abould liko; to add just a word 1.ll 
reference to what the 111n1ster bas said ae to this IIAtter aaiJUa-
1.1lc a new illportance s:Lace the AcrePIIIlt baa coae into effect. 
Aa rq Honorable friend apparentq knowa it 18 a Ye"q old 188WI. 
It 18 not -etbing which baa COlli into being just recentlJJ it 
ia a IIAtter which haa bee UDder coneideraUon 117 Departaent of 
the Onited Stetea GoTe:rnaent for eo .. coneiderahle tille. 

"llr. Cahan: I know of the fact that the prenoue GoT~t 
wae aware to a certain extant of the difficulties which had 
ariaan when this bill, of which I read one saction, waa intro­
duced in the Bouse of Repreeentatbee, aDd a great llllll,Y people 
ware, I th1nlt bopaful that in the courae of t he negotiations 
between the present Gover1111ent and the United States Governact 
eo:~~e understanding aight bave been reached with regard to the 
final enact.ant of that 11eaaure. 

•11r. llaokensie ling: I think ~ Honorable friend will find 
that the representations tha Goverruaent ban eada will be help­
ful towards tba t end. 

•llr. Douglas: I would 11ka to ask the 111n1ater whether the 
Gonrn.ant were aware at the tille thia qrepent was a1gned that 
this lag:islation was pa.saing through the Bouse of Beprasantativaa, 
or bad paned last Angustt 

"'l:r. !Iller: It is not tbrouch the Senate. 

•llr. Douglas: But tbrough the Rouse of Rapresentativaa? 

•11r. »tier: Yea. 

"llr. Douglaaa Would it not have been possible to proTide in 
tbe new Acreemont some itea tha.t would have prevented this aabargot 

•11r. Euler: The GoTernaant of Canada co.nnot Yer'T well inter­
tore in the domestic attaira of the llnited States. Tha:Y ban coa­
plete autbor1t7 to do aa t'-7 please. This AcreaaeDt wall not nb­
Jeot to rat1t1cat1on1 t.be President bad coeplate power. 

21. 

81 

Regraded Unclassified 



"'lr. Douclaa: I waa not BUggestinc that. I was &ald.n& 
it it would not ba•t been possibl.e to ba•e in the Canada-United 
States A8r•-t sOJM clause which 1'iollld bn•e prennted this 
itea f'roa heine nu.ll1tied by the legielatico pending. 

"'lr. llaelcenaie line: Perhaps I ai&bt point out to ~ 
bollorable friend that there is an article in the A8J'._t, 
Article n, wbioh 1e intended to Met the sort of contin&enCT 
thet he «Dd posai b:Q' otbere llq ha•• in llind. .lrticle n reads: 

••In the nant t be.t t he Go-..arnunt of either countr;r 
adopts 8.11¥ -11\U"a which, uen tbouih it does not contllot 
with the t erms of this Agreement, is considered by the 
Gonrnment of the other country to he-..a the effect of nul­
l.U'ying or illpairin& a.n,- object of the Agreeaent, the Go•­
ernJ~eDt which bee adopted arq such Masure abe.ll consider 
such representatioca and proposals as the other Go•~nt 
11q lllllce with a new to effectin& a lllltuali.T satisfaetol'T 
adjust.ent of the utter.' 

•That prortaion be.a been inserted to a• oid tbe poeaibUit)- of 
oecurancea of the kind -q honorable friend baa aentioned. Of 
course, as t he lliniater baa just said, it ill not within t he proY­
ince of one countcy to interfere in the dotaestic affaire of another 
countcy, and it ia not for the GoYel'DIIent of 00J1ada to tell either 
the Bouae of Repraaentati•es or the Senate c-f the llnited Statea 
what thq shollld or ahollld not do. lotbing of that kind eolll.d ap.. 
pear in azq ...-.-tJ it would not be pel'llitted to appeu. But 
I can esii\U"e ~ hooorable friend that with respect to tbia utter, 
aa fer as it effect& Canadian interest&, the positica aDd the in­
terests ot Canada hne been 80st fllll.;r represented at lt'ashingtca. 
I han fl'lll"T reaeca to belie•e that wch repreaentstioca ere bain& 
IIJIIplltbeticall;r considered, though what fin&l action ~~q be telceo 
bT azq legialatin bodT in the United States it is, ot course ill­

possible to ·~· 

•sir George Perl1171 I aa glad to hear whet tbe PriM llinietar 
hea just said 011 thia subject. I ~ want to ask now, since I 
lmders tand that there 1a in the ...-.-t a pro"f'iaiOD l>r negotia.­
tica it a clause of the A&reeJ~eDt ia cOIII)letel;r nul.l1tied bT -
other lecialatioe, whether in case auch negotiaticaa sboald not ba 
ancceaatnl that wolll.d gin Canada the right to tenlinate the A&rM­
MDt. This ia a sariOWI utter. 
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( 
"'lr • la~keasie lizlcs If tm:r e&BeDtial feature of the Acre .. 

aent were t.pa.ired liT BOlle actiaa of the Ubited States, I Bbould 
feel that, Wider tbe escape clauaee there would be opportun1 t.r 
for the Doa!niOD to go the length, it need be, of resc1nd.ing the 
Agreeaent at'ter baYing -.de tbe proper repreaentati<lllB. • 

'!'he !tea llllder d1Bcwss1<lll, D&Ml,y, tbe proYilli<lll of the Trade 

.&&re-t referrillc to tbe reducti<lll of tba dutT on whisq, na tber.­

upon agreed to. 

It rlll be Been, therefore, not onl,y that the propoBed leg18-

lat1aa does not invalidate tbe Trade Agreeaent but that both pertiee 

understood that the propo11ed legialat1011 would be proHcuted 1a epite 

of the Trade Agre-t. loreover, there 1B a pro'filli<lll in the Trade 

Agre-.mt whl.ch epeeiticall,y excepte pollee and renaae 11848Ul'ee. 
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The proposed l cgislatioa ill p1•1nl;r and !Aeontestabl,y a r ovenua • •1111%'• 
and neither the State Departlaent nor tbe Canadian Governaent baa caa-

tended otberwi ee. 

ObJectiYt of the Proposed LuielatloG 

In propoaillc Section 40.3 of tbe O.Ubua Liquor Bill, B.R. 91.85, 

the Treasury Bought siapl,y to obtain a re~ to enable it to Utigate 

1n the courts of this country ita lerge ela1aa for Cueto.~~ dut i es and 

Interoal Revenue taxes against a elaea of persona wbo f'or Te&rll bad 

naded the jur1edict1on of the courts of thie couatr:r aDd wbo ware now 

mJ071ac the beoefite of our aarketll to do buaineea aDd diaaipati.llc 

aaseta that atcht be aY&ilable for the ~t of oar elaiu, and in 
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aose caaea were operati.og through a1'filiAtea under GoY~t llcenae 

1n this co~mt17. 1D cl&id aeainat residents of this COIDltlT the 

GonrnMnt baa for )'e&ra h!l.d the power of Jeopard)- aaseas~~~mt, dis­

traint aDd other -.,. rflllediea b)- which the taxpqer first pqe 

mel tbeD mea to reeMer back his poywt 11' he can eatahliah that the 

IIOD8)' waa Dot due. Thia legal. power, now anilable against reaideDte 
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of tbe United States, exists precieel;r 1n order to guard against a 

diaeipation of aeseta tbat ldght otherwise take place it tbe Gonrn­

llllllt had the bDrden of IIUiDg first. lD tbe cue of these DOIU"eaidenta, 

however, s c011plete laclt of aqualit;T existe. The proposed legislatioo 

sought 1n a ....U -.ure to reJIOYa the inaqualit;T, Dot by proYi<li.Dc 

for aey forfeiture of urcbaDdiae or aey co•plete 1111be.rgo but Ol'll;r by 

doing whet this Goverftllent could undoubt~ do UDder our Constitllt1oo, 

and wbat waa fair aDd reaBODabla, DUel;r, b)- IUIDOUDciDg to tbeee peraooa 

that if they did Dot aut.it to the Juriadiction of tbe courts of this 

countr7 ADd prort.de edaquate aecarit;T against the alieD&tiOD of their 

u seta 1n fraud of our claiu, pend1D& lltication, the;r would Dot be 

perldtted to dispose or tbeir goode 1n our aa:rkete or otberwiae, diraotl;r 

or 1ndiractl;r, do business UDder the protection of this GoYerDllllllt. 

Tbe Bouae "D'"'""'W'l;r passed the bill without uq protest troa 

the State Dape.rtaant or the C&D8dia:c GoYernu:ct. It waa ODl;r later, 

after the Trade Ac:re-t waa signed, that proteats began. ObJectica 

was raised oo the p-ouDd of harsb:ceaa and the like. '1'be '1'realllll'7 
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Departaent baa proposed to the Senate Finance Co.aitt.ee a nllllber of 

changes in the Bouee bill which would r eaove every possi ble legiti­

ate objection without deatrG71Dg the principle of the bill, nee at 

the riak of to - utent Jeoperdi&in& the protection which m&bt 

baYe been obtained b)- the origine.l propoaal u adopted b)- the BouM of 

Representat1•ae, flus the Treasury baa MnOUDCed ita willlngneee to 

reaove eYery feature of retroact1rtt;r in the bill (except, of course, 

the one desired b)- the Clll1lld1ans, that it, that the bill should not 

a~ to this Go-rernaent1s existing elaiu apt.nst tbelo) , Ill doinc 

this the Treaaury 18 ta!dng the risk of ba'f'111& to face al1eaat1oo of 

assets prior to the effect! Ye date of the act in f'raud of thia Gonrn­

aent' a cla!ae, In order to give the defendants an absolute right to 

o0111pel the Secretary to ada1 t the entry of their ~~ercband1ae l.aquage 

was inaarted in the Bouse bill prortdi.ng for the tendering of a bood 

in double the uount of the cle.ia, .Utboo&b thia dOilble 1nd-.1t7 

feature is eo~ to a1a1lar legislation, the UIOUDt be1Dc unal 1D 

order to take care of increased claiaa, additional expenaea, etc., the 

Trea sury agreed, first, to a reduction 1D the boDd to tbe uount of 

the cla1a, and aecOIId , u aD alternat1••• to penait a Uen to be ci•en 

in the - UOUDt OD properV' 1n the IJDJ.ted States. It baa now aareed 

alao to a BU&Kest1on ade b)- the State Depart.et tbet there be ~ 

quired cxa.q a deposit, or a boDd, to co....r liquor currentq broacht 

into the Ul11ted Stataa, up to the UOUDt of the claill. 

85 
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Under tbeee aodif'icatioas eYf!rT pl.Auaible objection to the 

legislation 1s rnoYed. Should they be adopted the Canadiane would 

etill be treated with INCh 110re geaUenue then WlJ' Aaerican tu:­

pqer si•1lerl;r iadebt.ed to the Federal G<rrem~~~mt . la'n!X'tbeleea the 

C&DIIdian representatins, at the instance of the Canadien distillere, 

c011t1nua to insist to the State Depart.ent that the entire proposal 

ll\llt be dropped. 

It .s::r be pointed out that whatenr the eituation wu prior to 

repeal when there wae a large distHHng 1nduet1'7 in Canada, that 

aituatiOll 110 longer exista. !odq tbere 1e 110 legitaate C•nadiu 

d1.st1111ng 1aduet1'7. The Canadian distillers hen a.l.resdT llqldd&te4 

or are liqu1dating thei.r 'bo.sinesses. They Do longer 1118l1ufacture, since 

it i& more protitnble for tbem t~ do their 11811ufactur1ng in the United 

States. Their sole stake in Canada toda,7 1s the 35,000,000 gall 0111 of 

aged wh1elc;r in wanboun and the onlJ" eapl.,_t of Can•dSan labor in 

COI11\ect1on with it is the eapl.oy.aat incident to the eafelteep1ng ot 

web whie)Q' in the wareboueee. The Canadians han wa1 ted tor the Trade 

Agreement to :;:-educe the terift dut)" by halt eo that tbey al&ht ehip 

this whisq into the United States to be uead by tlt.m chiefl;r in blend­

ing with apirita of United Stetae 11a11ufacture. Bence, the Canadian 

G<rroru.ent in chupioning the cauae of thaae distillers ia actlni tor 

the interest of DO 110re then a few concern• who are onlJ" teelmieall;r 

Canadian, wbo 110 loacer represent a real Canet!Sen industr7, wboae 

26. 
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attWatiODa aDd interesta an all emtarecl 1D tbe Ullited Statal, 

aDd wboae pre1ct act.s.rtt.S.ea an or 110 iaportaDt CCGcem to tM 

Canadia people. 

lla.rob :n, 19.36 
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1. 
lie mud 
duatrial 

!C'liOI !AD::f BY THE TR!.l80RI D!P!RTK!NT 
SINC! REPEAL Ill ENPORCDml'f OP LIQUOR L.UrS 

Establiahaent ot improved ayetem or 
production and sale or intoxicating 
alcohol, 1ncl ud1n& - - -

auperviaion over the 
beverages and in-

88 

the prohibition or aalea or 1pirita 1n bulk container• 
Tbe control or t he aanuraeture, aale and Ula or liquor 

bottlea . 
c 
d 
e 
r 

' h 

Tbe uae o r nusbered s t rip 1tqp1. 
t he control or the bottling or apirite. 
Tbe maintenance of control• over 1npor ta , 
The continuous aurveillance or rectifying planta, 
The installation ~f beer meter• at breweriea . 
The peri odical inspection of retail outl et•• 

2. Inaururation or additional enforcement methods , includinc - - -

(a) 

(b) 

Control of t he distribution or -teriall uaed in the 
aan~taoture of spiritl. 

Better control over ~~·~ .. red a lcohol. 

J , Application of more effective preventive measure• against 
aou;gling , 1nclud1n& - - -

(a) 

(b) 

International cooperation to cl ose 1muagl1n& batea, and 
to secure current 1nformbt1on regard1n& aouroe1 of 
supply and ahipaenta of contraband t'ro"' foreign porta. 

Coordination of all Treasury entoren111t aceootea 1n a 
concerted drive t o eliainate 01111traband operation& 
between porta or entry . 

RE§ULt S 

1. Vir tually all leakl hnve boen stopped in t he lesitt.ate 
indua tl')". 

2, Illicit domestic production and aale is atead1ly dim1niab1n&• 

J , S.Ugglin& la practicol]J at an end , 

4, Revenue• are increasing, and the tax-paid con.umpt l on ot' 
l p1r1tl 11 now ot about tbe pre- Prohibition level. 

Regraded Unclassified 



PARt ~ 

. II Till! T!W.S!!Rf !?fW!'!Vm' LIQ1PJR comor. 

Regraded Unclassified 



LIGOOJl COITROL II tHE TREASQRI prnlmi'C 

hble or contell.tl 

TIM llcol:w>l Tax Unit, ••• , , ••••••••• ,,,,, •••• • ,,,,,., •• , .,, ,., ,. 2 

SUPERVISIOI or tBB LEGITIJArE IKOUSTRI...... . . . . . . ... 4 
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Bul.k Sal... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ' 
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Control ot laporte..... ... .... ........ ...... .. ... ......... ..... 9 
Retail Liquor ~er Inapect1oua • •••••••••••••••••• •• •••••••••• 10 

OOITROL OF ILLICIT TRAFFIC •• •••••• •••• ••••• ••••• •••• • 13 

law laterWa l ii'Yeet1&at1oo.a •• , •••.•• , •••• ,., ••• ••• •• , •• ••• • • •• 14 

DeDatared Alcohol Regulatiooa ••••••••••••• • •• •••••••••••••••••• 1' 

S.isarea aad Proeecutioae •••••••••• •• • ••••••• ••• • •• ••••••••• •• • 16 

~-...... . .. .. . ..... . . ............... •• • • • • • •• 11 

Coordination or Treaeur)' Enforceaent Ap110iee. . ... . . • • • • • • • • • • • 18 

Cooperatioa witb Foreicn GOYernments •• ••• ••••• •••••• • ••• •• •• •• • 19 

Cooperat1oa ot the State Departaeot..... . .... . . . .. . . . .. . .. . .. .. 20 

IDtorc-..Dt ••thode • ••••••••••• • •• •••••• • •• •• • •• ••••• • ••• ••••• • 

Cl!:ll!'.llAL REStJI,!S • • • • • • • • •••••• • • • • • • • • • • • • • • • • • • •• • • • • 
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At the u .. of the repeal of the ProbilllUoa 1 zA t there 

were Wo lote!.eral 41CM0iea baTlJic to 4D with the afore-\ of the 

lawa relattac to aloohollc 'bnenpa. !b. :au- of llldv.anial 

Alcohol of the !J'eNU7 ~t -. abe p4 with the ov of 

nperrlatac the pzoduiloa aDA cUa\rllla.Uo1l of beer 11114er the pro­

Ylaiou of the ac-called 1:Beer Law' llhlch •• nac\ed. 11l llarob, 1933. 

I\ alec .ape~1ae4 the pro4~\1o1l ea4 4latr1lla.\1o1l of 41atille4 tplr-

1 h tor -.clic 11lal uaea 11114er the 'I&Uollal Problb1 Uoa Act, 11114 of 

alcohol tor 11l4aetrial prapoa... !be Aloohollc lleftrece 111lit of the 

Depan..t of JUIIUce -. the ncceaeor ac-q to the Ba.r.a of Pro­

b lb1Uoa, 1lhi4l!. be4 bee a1>clhbe4 ):r the :l:ucuiin Ol'ller of .r- 10, 

1933. 1'hia Ullit •• charpd. with the reapou1b111Q' tor the ..­

pruaioa of the 1ll1oit tretflc 11l 11lto:doa\1Jic bnenpa. 

J'ollowi.JIC the ICJI 1 of the Probibltioa I 1 \ 1\ .. 

4etem11le4 to coacc\rak the retpeaailllll\7 for all )lbaNa of llqaor 

law .tore I i 11l the~ of Iakraal ~~n-. ea4 on llarob 10, 

19M, the Prea14at, ~ •-un OMar, troaferre4 all the :t=oiiona 

which nre the MiDc a:arohed b7 the~ of Ia4ua\rlal Aloohol 

u4 the Alcohollc Ben race Un1 t to the lb.reau of Iataraal l.aTa,., 

!hh •-un Ol'llar ~ ettectha oa IIIQ' 10 , 1914, u4 oa the\ 

«ate the lecret&q of the !reaRJ7, ll!r !re&RZ7 Decialo•, crea\ed. 1e 

ULa Ba.r.a of Inkraal 18T- a tpeOlel 4hh1oa '11114er the­

'Alcohol tu; UllU' to pertona theM tuo\iou. 

.. 
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Ia \1M per1o4 'beW.• \1M nopeal of ~ Pn~h1li1Uoa ..._.,._ 

... , u4 \Ill ee\a'bU~\ of \1M Aloobol 'fu 'UIIil oa Mq 10, 19M, 

the l!ll.rMI1 of Ia<luatrl.al Aloollol, ~ ope~ttac uaAer \1M wper­

•hloa of the eo-.t .. loaer of Iatel'llal .....,_, uaAertook to ~~UPPle­

.. at the worlt o! the Aloobollc llnenp U.H of \be ~t of 

hetl.ce 1a \1M IIIIPPN .. loa of ~ llllclt Uqa.or \raffle 'b)' the 

ae.tca-t of lh owa pereoaael for thlt pv.rpoM. ~rozl.a\elT 

700 tlel4 acnta nre e~~Pl07e4 oa web worlt 1a the :av.r- of 

Ia4l:latrl.al Alcohol oa the <late of the ee\a'bll.-.t of the Al.oobol 

'fu '17111\. "-».\1M, ~ force of aceta e~~Pl07ecl 'b7 the Alcabolio 

Jn•race tblH of the J)epar'-t of haUoa, 'tlhlob, oa .raa. 30, 1933, 

oonelete4 of IIPPZ'OXI.at.elT 3100 8111pl07Me, be4 'baea salla\aat.!.allT 

d1.1111a1abe4 't7 rea- of reduced approprl.atioaa , &114 ""'*ere4 oa1T 

639 whan \bat acncT wu t-aferred \o the :llil.nP. of Iateraal 

:aenne 'IID4er tbe prortdona of the :auauu.,. OJ'dar of Varah 10, 19M. 

llba tbe Aloobol !II& UaU we aa\Plllhe<l oa Mq 10, l93t, ~ -

'b1ae4 a\ftDC\h of tbe pe't'eOBUl ua141ae4 to the .-appr .. doa of \'be 

llllctt t~fic 1a 1atoltloat tac 'ba"fenpe -• la .. t.haa 1400, aa4 

\be f orce baa 'be• •ia\aiud at. appn>xt.telT thia at~ up to 

t he preemt u ... 

"'' AJ mbo) ""J tl!lt 

!be .A.loobol !II& Ua.U conehh of two loraaoba•· !be hrale­

•h• J...U 1e obaJ'&e4 with the wpe"l eioa of the lecHI.a\e 

• 
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alcoholic -..~ •• ao well ao pro411con, .Udrilnlton, a4 -n 

of aloollol for illotue\rlal JIIIUliO•••· wi\ll \M Wll-fol4 o\Jeo\ of 

iniUriiiC Ulo collooUoo of hdoral w.uo u4 pro-\iJIC Ulo •J rr 

1"'ll 41-ro;-oioa of illotue\ri&l alODhol for 'ben~ pupoooo. !be 

foll.owiDc are Ulo prtlaolpal claoou of poHODo .,.til& ...Or \M 

nperThioa of tho hNiuin Bruohs DhUllon; nc\ifien; 

ll""n: ria lnere: wholeoale &114 retail Ucpor doalore 1a .Uo­

tUlld IIPirUe, wiaeo, u4 fe-\14 -.1\ Upn; l..a4u\rial alco­

hol ~twoen all ct.atv.ren: 'boiiPllalo utiJIC tax-free aloo'bol; 

aa4 poHODe ueiac d.naw.r.d alcohol f or co-roial or la4uetrial pv.r­

poou. 

.U the pn-t tt.e &1'Proz:1a\el)' 3100 ..,io7MO &rO ro­

qulred 1a Ulo porto~• of theM -..rT1DOI7 tlmcUou, 1acl114111& 

1300 d orolneepol'-llfVCJOH at&Uoae4 at 4btUleriu, wanhoue .. , u4 

n c\lf7Sirc plato, 400 laapocton noM cbl\7 1\ 1o to ..n porio4-

1e&l laapootiou of Ulo plaah 11114 plao•• of llula .. • of poraoao of 

tho alto•• w.-raW cl ... au, u4 M.,.ral lma4rl4 u41tora u4 clorlne 

whoM p rlaclpal '-'loa h the h.-• of p;~nlte 11114 the _.t .... -
Uoa of nporta 11114 roturaa. 

!be Wore-\ Bruch of the .Alcohol '1'oz lhll\ 1o cbarp4 

with Ulo cbl\7 of prn•~iac. 41~\iJIC, la-r .. tS.\111&, all proaecut­

iac -riolaUou of Ule iateraal n•- lan rolattac to latoztoatill& 

beTa~•· !be porooaael of \hlo liNDch aow cooolota of allou\ 1400 

f1el4 ec-to, called 1 tanotS.wn•. !ho7 ~ 011.\ 11114 ••h• 

SJ 
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i llicit 41aUlleri .. , -~ra'e riUI CUio .. oftlcen 1a u.. prn•­

tiOD &D4 de\eo\loa of ll«DDr .-niClt.c, app~ illicit dla\lllara, 

tr&~~apor'en, u4 lDoUeaen, 11114 -a tnea\S.,Uoaa -e•IU7 io 

U.. RCO .. aN. proMcnt.Uoa of oftaol.en of \heM claaMa, 111cl1141ac 

~r-~ f'--lalll' ia'er .. w ill ezq :pl:laM of \be i llicit traffic. 

J'or \be puJ~CMa of \be eclelal atraUoa of \be .lloobol ~ 

Unit, \be cOUBtr,r 1• 41Yl4e4 laio fltteea fiald dia\rlc\a, each 1a 

obarp of u oftloer lalowD aa \be •Dtetriot lllpe"iaor'. In each 

dh\rlct \be orpai•Uoa h 41rtded be\nD Ule Pemhdn 11114 

:lntorc-t :Br&~~obea, aa a'bon outliDed, eaob breach bet.c 1a direct 

cbarp of u officer II:Down ae 1Aal1atut Dletrlct &nperrtaor' . 

IQIMYIIIQI 0Z m J.WIZIMAfl QWiiil 

VarD4 proeM•• bae liMn -" 1a \be laat two 7ean 1a all 

pbaMa of \be wodt of ll\1l)errtat.c liODMd -=iactuen 11114 41a­

tr111v.ion of alcoboUc lleY•nce• 11114 uaan of 1.114utr1al aloobol, 

with a n.. io pnYD\t.c \u -loa. So• nhten.Uac .,....,lea of 

tbh an pYc llalows 

~tiary ltrSp 1''"0' 

!be Ll«DDr tut.c Act of 1934, D&Cted !.Jl Juar,r, 19M, pro­

Y14e4 \bat all dbtUled 8p1r1h aolcl ill 'botU .. at n\all abould 

carr,r a t!peelal •'-"" ae n14DCI of ~~. .f.t flnt \ben •• 

condder.!tl• l.ala:ae• 1a ~ dhtrillolUn u4 ue of euob • ....,_ 11114 

S4 
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there b 110 d.wllt W.t that the 110-oalled. re4 atrip atallpe IJl re­

P••"'- IJlaaacaa f oua4 their w:r IJlto the lw~Ae of U l1o1t operatora 

who ftre th:ua eDa'ble4 to 4hpoae of 'bootlac liquor ae beiJl& lacltt­

Mte. fo ••t \hie altuaUoD, the Ilepar1aat proncla4 for \M 

aerial -bariJl& of tniCh etulpa, for their rac1etratloD at t~ u .. 

of aale 1r' Collector• of Illteraal lnnw IJl \M - of \M 41etll­

hr, rectifier, or illplrtar to whoa 8014, aD4 for U1e1r dal1n1:7 

ss 

by res1etere4 •11 to the OoYerDMDt officera IJl oharp of the 

bottliD& plaah. 'fheee aD4 other alailar requi-b ban f\..llT 

nccMCie4 lD -.tecaar41D& \M cUatriRUoD of re4 drip atulpe api.Jlet 

PT po .. i'bUll;r of fftu4, eo that todly the" at.upe Wha fcnm4 oa 

ooDtai.Jlen lD retail ator .. are a poeiUYe CQaraDtee of ~'· 

A recct IJlneUp.Uoo .ae liT tbe Chief of the Secret lerYi ce, IJl­

YohiJI« the -IJlatloD of 1arp atoab of llqaor 1D the bul4e of 

retail 4-.l.en IJl Yariou c1u .. IJl cUtter.' :parte of tba c_t,. , 

41ecloee4 110 •IJl&l• IJlet&Dce of CC'IIDterfeit ·~ or atulpe lrrec­

ular17 proc:wM. 

Jnlt ,,,, 

:17 the proYld ODe of tba cllatlllere1 aDil recUf1ere' cod .. 

whlob ftN IJl .~feet cluriJl& the life of tba federal Alcohol CoDtrol 

.l.d.aiDietraUoa, the -.le of benrace epirite IJl Wllt - · forll144•· 

!Ilia bad the effect of liaiti.Jlc tbe font iD whlob wbole-.1• Ul4 
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retail 4Mlan coul4 procun ~lr MI'ChaDd.laa to Uquo:r l"'li ~ 1a 

lKltU .. 11114 oaaaa, 11114 'beariJic ~ n14eniial'7 atrlp aieii!P•· W1Ua 

iha t.emiDaUon of ihe ood.ea 1A lilT, 1936, aa tu :reralt of ~ 

Sclwch\er 4ec1e1oa, tb. !NUU7 ~'• 'b7 :recal&Uoa, ~­

rar117 coatiaMd. the prohi'b1Uoa aplaat ftU: Ml .. ; 11114, 1a 

.upat, 1936, Ooacre•• ..u ihb p:roM'bHtoa per •• liiJ' the -ct­

... , of .:pp:roprtata lecialattoa. !U :requ.i~t that all wbol .. el.e 

:<ad. retail Up:r d.eel.an aaat procure Uaa1:r .plrlta 1B lKlttled. font 

1a of heatllallle Yalue 1a pNYatiJic f:rn4.a aa ~ reTG'Q8. Oo'lllpled. 

wU.h other atorc-t -.urea, well u ~ :requi~t coacaraillc 

atr1p •is~~!'• 'llh1ah haa 'ben refa:r:red. to aboTa, ~ parlo41cel. iB­

apaoUon of the plaAiaa of 'buaiaeaa of :retail d.eel.era, aa4 ~ ooatrol 

of ilia ~acw.rara of Up:r llottlaa, H baa plaTed. u !Jipo:rtut 

pan 1a ~ d:r'u.l aU.aiDaUoa of ~ Mla of ill1c1t .p1r1b 

thro~ l1oamae4 outlata. 

Ltoer=IQttl• Qpptml 

ra JlllT, 19M, a4a:r &DUlorl\T ooatalaed. 1a u Act of Ooacreae 

app:rOTed. ~ 18, 19M, the Dorparaat 1atllla4 :rapl.ationa co .... millc 

tbe ~actva, 4btr1'111li1oa aD4 ua of contalaan fo:r 41ai1lle4 

.p1r1h to 'be aol4 at retail. Ul\4.ar ~ .. ncvJ,aUou oal7 pereou 

llc&Daa4 liiJ' tale o-ataetour of I:at.enel. ••- an pamU\&4 to 

&JICIIP 1a tbe MB'Qtaotva of liq'IIOr lKlitlH, aa4 the ncvJ,att.aa :re­

quire, with ca:rtala aiaor uc.pUou, \bat ell Upr lKlttl .. aaat 
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'oe llloW'A ri\b ~ ltcnae --'ter of ~ lloUle ~tuntr, \be 

lion•• ~•r of ~ diatlller or rectifier llottliDC \be 8pir1\a 

(or, 1Jl the oaae of lllpor\M. 8p1r1h, ~ - of \be -.nutaciurer, 

eS}IOr\er or lllponer), a4 a •mlac apiut \'be ale or 1'ftM of 

the 'bottle attar U 1e -.pt1e4 of ih orJ.cillal c01ltallt, ~ "C'Qla­

tiona re~ ~ -raoQLJ'en of Uqaor llot\lea, •• nll at all 

4htillen all4 reo\ifhn aa\bor1ae4 to peoJrap 8pirih for retatl 

aale , to r.port to ~ eo-1 .. 1our of bternal lle'r- all llotUe 

or4ere, aD4 all 8hi,._h aJI4 recetph. !beat re~tiona M\ up 

a qetaa wll.1cll 'Ilea worbl eaUafactorUT to prtT•t 1ll1cit cv.tUac 

plaa\e fro• enpc1JIC 1a the operatioa, whiab -.. ao c- 1Jl the 

Prohilli\S.on perio4, of panbciDC liMUec or -G&:CPle4 Uqaor 1A filCh 

a WilT •• to at-late tbe taz-pa14 pro4uot. 

Jrega Jleten 

Oa larcll 1, 19315, pilln'CI8II\ to a pro'fhloa of ~ -"'- 1a 

1919, \be ~t reqv.irecl ~ inatallaUoa of •tan ball 

llrtlftrln for ilia l'IU"P"M of ••Cilrlac the .,re accv.rata ~'· 

t or tas p1U110•••· of te.-W malt Uquora withdran from llren17 

pr•h•• for tal•· !be uee of ~ .. •ten bat pro•n entirel7 

aat1tfaoto17 lle\b to \be 1114u\J7 aD4 to the~\. ~ lla'ft 

aot oal7 aillpUtle4 \be tatlr; of llrtWJ7 lllll'l'"itl• '117 reT- of ­

flcen 11114 rel81\e4 1a a .UetaaUal _....,.to \be Oo'fe~\, llllt 

thq ba,. _,. ponilllt a aore \boJ'OliCb oheok ..-aat tas naaln 

.... fi'Pil. 

S7 
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-ntetp t( le4t,if!W fl•pte 

With tb repeal of tb Probi'bU101l ...... _~ tbre QJ'UC 

up 1a all pario of the CO'IID\17 a 1arp a.,...r of ...taotu.ro 

bowa u rotoUfloro, wbooo opoaUou oouio\ of tb • l.llllle 'boUUac 

Of ·~~\ Qlriio ..Ur local 'bna4 -·· aD4 tho .auf'actouo of 

ct.-r 'blaU, eta, olllll woh ~1al\iu u cord.i&lo, l1q11nr0 GA 

a1zo4 4.rlalco . For a oou14ora'ble poric4 roctifiore nre poraUW 

\0 0U'17 oa their OP_Or&Uoao , ao ha4 1Ioft 401lo prior \0 Prohi'bl\1oa , 

•1~ riihou~ Mq~errioloa 011 the part of tho~ of 111\oi'Ml 

b•-· aaJ. there h l1Ule 4Duh~ 'but tha~ 1a thio porio4 recUt71»c 

pla\o .. ro tho ~of wpplJ' for -.'bduUal qaaat1Uu of u­

licU qlriio. fo r-.4T ~h coiiAi \1011 tho~\ placo4 all 

ouaiL plaio \1114or a qowa of taopocUoa ta JaG, 19M, aD4 011 

lop\oa'ltr 1, liM, pnocr1'bo4, 'b;r ropl&Uoa, \ba~ rect1f71ae aD4 

'boUllac oporaUoao onl4 'bo coa411oW oa}J' "aii.Ur tho nrper?io1011 aD4 

sa 

ta tho proa•o. of Qon..-~ officon. 0111\er thooo ropl&Uoao 

roo\U)-1ac pl.-\o .. ro p~ "GIIIIdu., r••~ t.be- qota of oaper­

•h1011 •• llao alW&To pro?a1lo4 a~ dhUllerioe, Uma elia111a\I.Jrc all 

daacer of the taztber uoe of woh ploD~• ao ou\lo~• for 1ll1o1\ opi rl\e. 

lattltpc tf Jiellllef lplr!$• 

JM-ol! u, ..Ur tho "-"hUoao a'bon roterro4 w, q1ri\o 

fn ro\aU -.J.o - 'bo pac"rrc*' oa}J' 1a 'bo\\loo, tho lllr.na of 111\811'11&1 

._._ llao 00-~raW a\\oa\ioa vpoll all 'boUli.Jrc oporaUoao, 
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11be\ber 40110 "' reoU~ien, 4ia\Ulers or ~ Ik "'C"h­

Uoaa 11101r prortb \bat 110 apirih ~ lla 'boUle4-,. u:r penon u­

cap\ t.boH of \be Uu-ee ol.aaHa -'· ead., wUh llillor excapUoaa, 

t'bq pro.U. aleo \11&\ aU apirih _, lla lloUle4 ~r \be nper­

Yia iOII u4 1a \he pre_.. of Oon....-\ officers, a4 olllJ attar 

nriticaiioa liT POh officers of \he ~- of \II& apirih pro­

poae4 \o lla 'bo\Ue4. It perbapa ehoul4 lla ~ hue \hat 1a 

the perio4 Wore l'rohibiUoa apirih oov.l4 'be llot\le4 for ea.le ao\ 

onl7 -,. 41ai1Uera ea4 recUtiera llllt liT all Wbole•le 1184 rsle.U 

4ealera, of whoa there ftre, of oourM, ~ u.ou.ad.e. 'l:liiiUr \be 

pre-\ rea\ricUoaa the \o\&1 Jllllliber of coacenaa pt.borisecl \o 

boUle apirUa for retell ule 1e appron.&tel7 ?00. !be pre-\ 

qaW. ct•ee the OoYe,_t an eoODOalioal a4 effedi'fe coatrol onr 

all eouoaa of lriii'P17 of lawhll7 proboe4 apirih 1184, pract1oall7 

ep•k'ac, precl'IIA.ea eYeJ'7 pouibUitT of the iatrocblcUoa of UUcU 

apirUa ia\o coU'IIIIIIUoa thro'Qilll1o••e4 cl.eaneh 1n pee)="' tom. 

Cgatml at Irprte 

'1'lle - rie14 qaW. of control wbiob bae b- lluor1lla4 1n 

oo-\ioa rl\b epirih of 4c-auo pro4uUoa baa ben appUe4 &lao 

to u.»rte4 i!pi.rUa. 'l:liiiUI' the pre-\ npl&Uoaa lNllt apirih -

lla u.»rte4 .a17 oa _,, \ \o 41aiillera, racUfiera or -.re­

lloua- eUctne ua4er the ncaJ.aU•• to liGUle ~auo apirita 

for retail ule. lpirUa u.»rtell 1a boUlea are IUbJec\ \o \be 
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- ftCII].aUoaa wUh r .. peot to .U aJti11c ot ltottlea aa thoM ap­

:plioa'bla to 8}11r1h ot ci.Dm .. ue orlCiJI. ltM.:p atups t or ~rW 

a:p1r1h are lalpt Ullller atrlc\ ooatrol 'by Ou.tou &114 lata~ Jlrrtlllu 

ottioen Jolatl)'. '0'114er carieta ooDIUUo11a airlp ate.pe are peraU­

ie4 to be aei a'broe4 to 'M att1ud. to li(IIOr ltot.U .. 'by \he forelcll 

4h\11ler, 'IIIli 1Jl .-ad~ a e&M proper eerUtioa\ee froa .._rl_ 

ocn.-o.lar officer• an requ1ra4 io cuar4 ...U•i ezq pou1b111~ ot 

41nn1oll. !he Mtho4e eaplo;yM craa\17 fao111\e\e \he 'boltilleea of 

leciU•w illpor\en Ul4 proTide CCli!IPlete proteei1oa to \he Oonm­

aaai, lto\h -.uai \he i Uicli or lrrepl.ar ei17 of alcobollo 

beYerece• troa abroa4 tbzoucb lieeMC!. Sllporten alld ..U•i \he 

trau.tvJ.•i i.aiiaUo11 of fonlp bru4a lv 11Ue1\ prodneen ill thb 

0011Dil'7· 

Bt\e11 t,tq)!Qr Peeler tnmM''PD' 

Yollori.JIC \he repeal of the Proh1bl\lo11 • a' i, \lloaMDla 

of penoaa 'QIIUrtooll: to ..-.n u the U(QDr 'bolaw .. Ull4er the l.an 

of \he Yarioq aia\ea. While \he YUi .aJorlt)" ot ouch penCIIIa nre 

honea\, 1aw-ab1Uac olihea, 1i la MYerthele•• a faei ihai lllcllldad 

u theM -'Mra ware .u.:r eo, d'llrlllc \he per1o4 of Proh1bH1oa, 

nn occupied u \he Ullcli li(IIOr taff1o. lhl4er \heM ol­

a\ueea 1i 1a ao\ nrprlaillc \ba\ 41arlac the earl)' .,aiha f ollowillc 

repeal~" aa aYai'J'IbN a 1aJp aala ot llllcl\ 8}11rlh ~ 

replarl7 ltoaaa4 aiorea, bo\ela, r .. iaufta\a, olulla, ianma u4 

••p roo•· !ILia coa41Uoa •• perUcvJ.arl7 ac&raYated b:r naaoa or 
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\he tact tbat ul\her the l"MeJW.l COftrDMDt aor 1\a\e or lala101pal 

&O'~'•,_.h wre a\ the cnthe\ a'ble to ci"• a4eqaata .apenllioa to 

retail Y.adon. 

lhile recopbblc \he aertou.u .. of \hie probl• \he 

:lha.rMu of Iate.-.1 In-, cbar&e4 u U •• with the 4u~ of .aper­

YlaiJIC \he procl!IGUoa of alcoholic -.. • .._... at the eouro. tor \1M 

purpoee of \aX colleoUo~~o &114 li.DrlM with the 1\ut,y of oonceatrat­

iae vpoa UlicU ecntron o~ .uppl7, liM 110 recuJ.arlT appropriated. 

hD4a elah 001114 'be upn4e4 for \he pupoM of laepeotlJic re\aU 

cuileh. !J'Dder theM ou-c-t.ucea the Depan8e\ ~t the co­

opeJW.Uon of Stet. aa4 lllmici]lal m\horUt .. , u4, earl7 111 1936, U 

••' 'liP -u.a •Joiat proJech1 1a a ...-.r of larp ctu ... 1a­

clu4111e w .. Tori!:, Cbic-co, l"h1la4elphia, P1Ua'lltu'cl1, lluftalo, 

KtlWPiaN, laA h&IIDlaoo u4 t.oa .&acel••· tn -.ell of theM oltt .. 

the~ of ta\emal ...,_ appoia'-4, wi\hov.\ c1 IIJ4"•Uoa 

other tbu \heir wotlD-rellet ace, a RbataaUal ~r ot pereou 

taka fr. the local relief rolla aa J)eplt:r Oollecton of l'A\emal 

lle'feaue u4 uatcae4 theM J)qat!r Oolleotora to wodl: Joia\17 rith 

an eqQ&l -ller ct :polica offtcen 4et&Ue4 tor \1M pv.rpoM ll:r the 

oU:r atborlU .. 1a wlcing a per1o41oal Z'cnltlae iaapecUoa of all 

licp~~r padlap atorea u4 all rea'-UUte, bctela, olua u4 tep 

roOM OJ ':r Mlllle U.,or at retail. 

ta all \1M •Jo1a~Ject• cU1ea, a larp •u•er of re­

taileta wre fo'tlll4 eo ball aot pa14 Vol ..Ural eocn:q~aUoaal taz, 
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aa4 ~ ~ ha4 failed to t.a out ata\e or c1Q- l1caMa. lillllq 

illfraoUcma wn foa4 of ~ la" rel&Uac to ~ atulp1JIC of 

lleer, aa .. n aa ~ oaMa of a4ul.\erat1ac IP1r1h ill llottlea OJ*l 

at Uao \ar. lo ua1fonal7 ncooaaflal. .. .,. tlaoM proJocta aa a -. 

of C'CU'1Il« UloH .... u. a4 oocur1ac OCIIIIIPls- Mt oal3 rlUl ~ 

hbral la" loat rlUl ata\e IIJI4 local laoa, ill wuUnc ov.i ~ 

Tiolaton, aa4 111 olia111aUnc ~ aGl\era\ioa of ~1rih at \1141 'bar, 

\bat, llec11m1ac ill lep\ela'Oor, 1936, ~ a:rataa •• oxtelld.e4 to oonr 

all oHtoa ill ~ 'Oa1te4 ltat .. baT1JIC a popllla\1011 ill oxoau of 

100,000. !heft an M IIGoh cU1ea, IIJI4 allout 411{. of ~ \otal .-Mr 

of IIJIIPron-kl.T .00,000 retail dealen ill l1C{QOr, rlJie IIJI4 lleor an 

localll4 ill ~•• plao... J.t Ulo pre-t tiM oo.ple\e iJI~Uoaa 

of all retail 4aalara 4oiDc buailleaa ill th .. • oo-1t1 .. are ~ 

rlth a frequao)' TU'TiDc f~ one \o three .oa\1141 ad 1t h prollalll.T 

correct to MT ~' tho o1Uea 1D.clllllo4 ill thh procr- are­

Tirlu.ll.T free hoa \1141 UlioH liC{QOr trafflo oatCept thai &1oh 1o 

oarr1o4 .,. iJI ~ al- 41otr1ch t.Juoacb pr1Ta\e noU.Ceo, ~ 

eaoiea aa4 41Teo. 

n 1a oxt~l.T 4u1ralllo that tbaM ro'lltlu 1Jiopoci1oa. of 

retail Uqaor balen 8llnl4 "' a:telld.e4 to ~ ..Uor toea 11J14 

- to rual. 1UH, .-4 \lie -.a s• of IA\or.l lin'- baa 

ooatrhwd. w •••tela a l1a1W peru sl \o ~ iupooU• wo~ ta 

\lioN lai\er plaooe• U 1a 110t praoUodle, boater, rlUlta \lie 

liaUa of hla4a - aT&ila'llle, to carl7 oa Ulia wo~ 111 tho .-llor 
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to ... Sill!. :'Val oo-1Un rith ~ ltD ~ freq:uaq that 

h po .. U•le 1a ~ proJect c1Uea UoTe referrecl to, aDA 1a ~ 

~· of the _u,. DO .uch 1DapeoUo11a are belDc ..U at all. 

:laU.-ha are DOW peJit1Dc 'betore tba ~ of tba Jllad&e\ 'llh1cb , 

1t &ppl'<)YK, rill pendt tba p.r1od1c lae'peoUoa of all plaoaa at 

which l1pr 1a aol4 at retail rith wfflcl•t fre~7 to l.Dnre 

ep111et freudJ&l•t Yiol&Uo11a 011 the par' cf 11caM4 4aalere, 110\ 

olllT 1D tha larp c1 Uea llllt 1a the .-J.lar tone aliA Ylllapa. If 

thh procr- 0&11 be O&JT1e4 ~ 1D 1h ntiretT 1t rill clcae 

the olllT ial~Crtat pp which DOW ~lae tlu'oup whieh 'bootlac ep1r-

1h -.;r be 1Dtl'Oftca4 late lacitla\e chullele of t1'84a. 

Wjj.MIL 01 W.ICIJ D*mO 

Ill d.MJ.lDc with the b1'0&4 qa.eaU011 of llq110r-lae ellforoe­

_,, the poliq of the Dape.rlMIIt ba.a b-, flret, to place all 

al-h of the laciU•w 1114utl7 ....Sar oaretlal a4, u far aa 

pncUca'bla, ~law M~;~&l"rla1011, with a Yiaw to 1llnrUI& Nl -

pl laDOe with the re-.- lan 0 11 the pan of all U cMMCl. 4htUlan, 

bHWn, reotltien, aa4 Yill-lnere, &114 all Uatrtlla.tore wha~r at 

ftcllaeale or ntail; 11114, MCOD4, to at.\aek the illicit pro4'CIOUOII, 

4htrtlla.Uoa. 111111. eale ef utoztoatlDc beY&npa ~ -••ntiac 

011 .._ or .upeoW -e of ...,17. Ia d.MJ.la& with the .-.4 

phaH of uua p....-. tMt 1a, the at...,.t en41caUoa of 11lioU 

..-t.otan 11114 aala, ~ ~· llaa alllll87'M .UataaUallT the 
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- -tho4a which wre ~10784 hr1ac Ule Prob.i'b1Uoa perio4 'b7 U1e 

~ of Proh1'b1U011. Ih acate ilpa 4e'f0te4 a w!letutial l)an of 

\heir ita. aa4 --~ to \be aat.ure ea4 4eatraotioa of i llicit attlla, 

u4 Ule proMCU\1c a of t.bo N re8'(10ullile for 'DAlnflll. .autaow.rtac 

openUou. lA - reepecb, b.ownr , Ule llepariMDt baa PM tar N)'01I4 

tb.e foDMtr PJellU•tU• •Qao4a ut, U h 'belinet, baa 'bea far .,re 

a"<&Cce .. tiiJ. 1a a~tac out \be tlltcti prot..oUoa of 4hU1le4 eptrUa. 

lew MtterJele tpyeettgttee 

!o -'ble 1\ 'better to coacea\nte 'GpCII illict\ eov.Rea of ~lT 

\b.• ~t. ret'~ •d..t ut, ta .r-, liM, OoQCftaa -w lectal.aUOII 

au~naiac Ule Oolainiour of Iaien.l ...... ..,.. to require ~l peNOaa 

lall'Dfactvtac or ••Utac DIQ' -t.eriala of \be characl;er uae4 ta Ule -

faoWr& of 4hUlle4 epinh, web .. cera ll"llt!U', cue ea4 'bed M:IPZ'. 

1101a ..... ea4 ,....t, to report 4a117 ~ Uletr ~•a t.o \be field ofticare 

of iba :Biu'eaU of Iaien.l an-, ci•iac U1e -a 11M a44naMa of Ule 

penou t.o wboe .ob. ~aa wre ..u. '0114er r8CQl&Uou h8U4 ~' 

to tba .ut.bortv coat.ataeol ta tb.ia lechl.aUoa, Ule Dhtnct. IQpe"ieore 

of \be .Uoob.o1 fu: lht.U are pna a -1t.h of tato,.Uoa '07 t.he pro4110ere 

11114 oltat.ri'but.on of naw •t.eriale micb. ta ~1aiel7 ate uae of 1a Ule 

1ooaUoa of UUott. ..-.tacWrille plub. Wtt.h \he a14 of UleM n.,,.,ilme 

\be ~· 1a ul.a to .-nata ntll cna' PI'O._.a• .- aoclaZU7 ua. 

looauoa of .ob. pluh, a4 oft. Ule 14•Uv of t.he penoaa reepoaet'ble 

for t.hetr opeaUoa. 
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Dv1IIC \he •1Ft..-D\Il period. tlbioh bae al&p8M 11Jioe \he pro­

mlptloD of theM ~U0111, tha Ul1oU v.n of com npr tlll4 •lauae, 

'llbioll an \be chief acn.uah UH4 ill \he •lr4ac of ..U for 411Ulle4 

epirih, baa .._ cro.t 4oft to ucl1c1~• proporUou. Cr1•1ul opeatore 

uatac thaea -41U•• ban Ylr'f l&r&e17 liMa 4r1Ya cro.t of lla.eilll .. , or 

oo..,.lll4 to tum to - aal 'Me\ npr or to the rec~UOil of 4-ft.rl4 

alcohol N \he 'bade for \heir -tdaoft.ri"C operaUoa. !haM latter proctach, 

while more 1'114117 procva'bla thaD com wpr or .,1& .... , are 41fillUe17 

illferior u •hriale to be v.aa4 ill 11M proboUoD of 8p11'1h, tlll4 renH ill 

the prod.'IIC\101l of 8p1r1h of iaterior qaaliv 'lhioh caa be .. I'Cllu4ha4 oalT 

witll creat 41tt1cvJ.Q' u4 at _,.,.orallla prio... !be ...., •wr!aJ.e rec-ala­

tioae han Y1r~l17 pllt aa IJid to larp qa41cata4 UlicU -afaoftriac 

oparatioae, ban w.l\17 illcnaaa4 \he coe\ tlll4 4.1tf1culv of 1ll1oU _,... 

facture, tlll4 han ba4 aa illportaat iatlv.aoa Oil the whole probl• of liquor­

law .to~\. 

n··turwl tlebctl ,.,,.,, •• 

.u hae bean •14, the ~''• pro&na for coat!'OlliDC the raw 

-t•rial• uea4 ill U. -llfacture of 411Ulla4 IIPiritl baa ha4 \be effect of 

4r1Y1DC UlioU operaton to \ha uea of o\her n.betaac•• \baa com wear 

u4 •laalll ill tlla =rfsotwe of \hail' prod.1110\. 1a reo4a\ -\he than 

llae 'Ma aa iMreae.Sac trf=v tor uuou 4hUllan to -.1111 - ot 

4-\WeA aloollol tor tll1l J'lllliOII• tu ~' hal '11D41r\aba to 

••' tllil litaaUa ill two _,.I tint, ~ illlpi'O•ill& \he qaallv of tha 
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•ter1ala u.a 1a ~ d-turaUon ot alcohol tor iJiotutrW pvpoao1 

10 11 to 1aorqao \!Ia dUfiC11l.Uo1 wbich are 1a'f0ha4 1a t h ,..~ 

r--..1 ot d-~ta 1a aa attort to niiAer U.. spirit& pota'blo; 

u4, N COa4, lilr aalrdac tor leci1laUoa u\borbiJI& the eo-toet-r 

of Inter.J. :a.r- to require ~turin aa4 uen of '-\Ve4 

alcohol -.4 produ.ch -.uufach:red fl'OI 4-\'Q.recl alcohol to report 
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t heir aalo1, ah1pDUh, aa4 oonaicu-h ot auch alcohol or -=tac \'Q.recl 

product. , 'lllld.er \bo qat• that 1• applied to ator1ah liD .ola .... , 

a"QPI', aa4 ,_.,. !hie lecillatlon .. naot.a 'b7 CoJ!CNII 1a ~·. 

19311, aa4 the J>.pa1111et baa DOW hwa4 repl.attona "'lldriac 4&117 

roturaa troa all the pr1ac1}1&1 -.uufactunn aa4 uaera of deatured 

alcohol, 1a order that U will 'be 1a a poa1\1oll to 4etaot aa4 prrrut 

the dhon1GII aa4 ra41at11laUG11 ot wch alcohol tor 'benne- uao. 

Whilo theN re,....,.letloDI hen DOt 'beu in toroe loJIC IJl01I&!I to 4etal'll1ae 

corte~ .mat U..tr otteot rill 'be, thore h 110 ~ to .,..OM that 

thq rill DOt aid cr-t17 ill oollbatttac tho r.atoUllatloa ot ia4aatr1al 

al cohol. 

leiem• · ·t PrsaemU'AP' 

Jrotrit.hetu41ae tbol 0011ateatl7 41a1a1ah1Jic 1ll1o1\ trattto 1a 

1ato:rloattac llennc-•. U.. ataUaUoal renlta of t.M ntoro1 rt wa 

ot the ~cobol fu uau ot u.. lllarMa of Iator-.1 -·-· ---.re4 ta 

tol'llle of U.. --.rot _, .a., rea1a ta1rl7 ooa1teat. t:a oond4ar1ac 
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thia po1At U h \he llepartaeat'• op1A1oa that, 4De parU)- to t.proncl 

ttrlorc-t •tbocl•, pari}T to ~rom coopuaUoa wi\h e\&\& aM. 100&1 

autbori\1 .. , part}T to u llopro•ecl eaforc-at pe~1. aM. pari}T to 

a -.,re q~~~~at.beUc a\\1~ 011 \be pan ot proHCUton ucl ~·· \be 

Oon.-t 1e now appreba41Jic ud pro .. cu\illc a ..:h hl.Par prooponioa 

of liquor-law offell4en U1u 1A \be periocl of Prohibition. J'ollowiJic 1e 

a e\&t-t ebo•illc the ll1aller of etille eeieecl and U1e ~naller of pro .. cu-

tioae reoc=rlecl aM ooaTicUoae o'bta1Aecl f or Tiol&Uona of U1e 1AteJ'II&1 

re•- lan rel&tillc to clietlllecl epirih froa U1e tiM of U1e .. ta'bUeh­

••' of \be Alcohol !a Ual\ -ap to ])eceMer Sl , 1936: 

ltrglta Af 'rton; t lprk at the AJ M'bql "' vn1 t. )z 6-*ath Ptr1o4• 

My 1&4- Dtqeelter 11p 

JulT 1934- J~ 19311- M7 19311-
Dto••r liM lmz• lJIM P.seMr liM 

Stille lei eecl 7,086 8,6311 1,06& 

Pereou Arreetecl 1•,177 17,448 16,N8 

ProeecuUoae boo decl0 U ,2Sl 18,466 1s,m 

0oDT1ct1one O'bta1Aecl0 6,'729 9,11'1'9 9 ,142 

.lYeJ'IIC' Sntace 391~ 330 a.,. 316 a.,. 

.lYeJ'IIC' :riDe ~ . $369. $330. 

• ...-.r of penone. 
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S!IJ09LJIR 

'lha\ baa bMD •14 1D npr4 to \he uthob of ooatrol of \he 

illici\ traffic 1D alcoholic beYer.&•• waa ~iafl7 1D relation to 

doMe tic prodWIUon. '!he _,&el iDC proU• baa been chn apec ial 

a\taaUon alone ft4ticallT ditferea\ 11a ... 

Qoord'n•tigp of Trtt!Bl! lptprsensn• Acepqi•• 

Since \he .wccliDC of alcoholic 'beYerac .. 1a a rtolatioD aot 

oDl.T of \he Cv.atou lan 'bu.\ aleo \he laterul rnuue lan, aa4 at.ace 

108 

it h co...oal7 11Db4 wi\h o \har illicit •terpriaea neb aa, for eza11Ple, 

the ~lac of aarcoUca, \he 'fre&.u"T l)eopart.mt baa attacb4 thh 

pbaae of \ba aforc.eat pro'bl• t.hro'IIP \he ooordillated eUorh of all 

ita polio• aa4 iDYea\S.,tin apache, i aclu41DC not oDlT \he ev.ato .. 

Senica aDd the :lll.rMu of latarul ~. 'bu.t alae \he :ta.r.u of 

Warcotica, \he Secret S.n!.ca Dirtaioa, ad the Co&at Qaard. 11aca 

.Aucut, 1934, \heaa ac-ta• baYa _,arated 1D e&rr7iJic O'll\ a care­

~lT planed provaa ealc:ul&W to pat u aD4 to \he -wtac of 

alcoholic baYerapa, a traffic wb1ch, 4ur1Dc \he clqa of Probi'biUoa, 

h aai4 to liP• retched proportioaa -•'iDe to aa -.cb •• waaQ­

a illioll .-110111 of apirita •nnne117, 

'!here are wo •in •1-h 1a thia pro&NAJ firat, cooparatioll 

wUb tonS., pn.-h 1D control -.ue• u4 1D \he latarcb=p of 

tnfo,..tioll relatiDC t o aO'IlZ'Caa of npplT u4 .,,.._h of ooatrUuA 

be~ porta: 11114, -114, \he •1D-....oa of \he patrol foroaa aacaa­

aa17 to p~tu ru""railluca oyer -celiac craft at - aa4 to preY•\ 

Regraded Unclassified 



109 
- 19 -

llUcH laii4!Jice, aJid Ule coD4uct of the 1A•••Ucauoae requ1N4 to 48\ect 

tboH f1Auc1all7 re•Dalbla for OODtrabucl Tta\uree. 

0Af!MD\1PP •'tla lprtip Qay•• ' ' 

WUh Ule a .. tataaca of Ule ltata ])apartMDt the ~IIIU7 baa b..a 

able to 1D4- aoUoa ~ .aJI7 COYera.ata lookiac to the au;.praedoD of tha 

aaNCClblc of baTartee apirUe 1Dto the lhl1tt4 Stat... J'nmoa baa plaot4 

aa tiD'ber&'O aD api r i h IIIDT1JIC frora St. :Pierre at ll.iqu.loa, mioh -. the 

-.uac laM 110et oo-1)' uat4 dD.r1ac tha Proh1b1Uon period. ._lu4 
hee talraD elailar aot1oD rlib ref arnc. to lt • .Tohna, •ntOQNilen«, Jelhe, 

BrU111h li'Dll4urae, Nl4 other Britillh po .. a .. ioDe 1D the w .. tara ll'alaphare. 

~. b;r aaauUTt boraa, hee probi'b1ia4 tha ~rtaUon of alcohol except 

for li:Do1m lacU"-ta JIIII.I»QHe. llez1co 1a a'bov.t to p~pta a eS..iler 

berea. So etfec tiTa bee baa tha action teDII b)' theH ea4 othar pTera­

aeata, that rtrtDell)' ell llaaee of wppl)' 1A the Wutara w-laphara laTa 

baa cloM4 to alcohol -cchra. 11Doa ~ 16, 1936, llhich -. tile 

affactin 4eta of tha J'rach 4ecrea oloe!Jic It, :Pierre at lltculoa, -ccl•ra 

han baea clrinn to the nac .. al\7 of traa.rt!Jic alcohol ~ t,...., et.Mre 

froa ~peu porte bto watara eJ!Jac8Dt to tha lhlitt4 ltatu or Ornde u4 

there inmeehipp!Jic tha contra'bu4 to ._ltllc ora!\. !bh bee proTt4 to 

lie a beai'IWu Mill n:peeetTe operaU•, Nl4 OD1)' fiYe eull T•tve• ~. 

beaD at~tad., 1D ~ - iATol...U.. the 11M of Delsieh u4 hJWCiaa 

h'U!P •'-re \ek1Jic •reo at .aaw.,... !be total of the coat..._ •raoa• 
of tha f1Ta ''-"baa -w to IIPProdatal)' 3'1'11,000 pllae, of miah 

pr•"DPlT aot ~ .," tbu ae half bee b- -.utllll)' l=«ef Oil .-.rl-
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ahoru. !hie falrl7 "Pft-h t.he 'fOl- of the pn-\ -wt.ac 
\raftlo. 

110 

l:A thb coaeoUon, it abollld. 'be noted. \hat \hen 1e 110 lOIIpr 

UT -w 1llc of t1a1tlhecl 'bnerap IIPirih .-ach •• llht.a,.. !be pre••' 

'111'7 -h re411Ced. traffic 1A con\a"-4 IIPirih te lt.ai\14 to alochcl 

or uuhal IIP1rlh * .1ch, 1lb8ll .-a.oceuf'ciJ.l7 .._:led. 1Ato the UAi\14 

Stat .. , h ch1efi7 uaed. '117 Ulepl ca1tt1Ds plallh 1A the prod.DcUoa of 

a cheap p-aU of 11111 taUOD llh11DT fer •1• thrcueh apealco-ealiee 11114 

aiail.ar reeorla. I\ ahculd. 'be ute4 aleo the\ necoUaUona an now 

peii41AC rlth the Oon~\ of Belc1- IIIlich, 1t aucceaaflall7 con-\14, 

will eltaiAa\e hJ.ciu porla aa a aaurce of ~17 tor thta trao4e. 

Qgppegt1qp gt t.ha '"'" ,.... t t 

!be State JleparliMat he" occparate4 tu.l17 with the \'reaWJ7 1A 

1 ta au--wills procna. Dipl-Uc 11114 OODIIIllar off1cen .,.el'J'IIhen 

now lraep 1A touch rlth naael ., ... _,,, with Cia'- 11114 ehtJPI.Jic officen 

1D fontp ccnmtrtea, ad. rlth prod.uciAC plallh, 11114 1Atora the bMIIVJ' 

proap\17 of all ahtpMDh of wapact oarcoe•· The DeparlMDt baa 'be• of 

the createat aid. 1A nepttaUona looklAc to the cooparaUoD of fore1p 

con~ta 1A rupact to cODtrol -.urea. 

lpfam t MeQe'e 

\'he Oo&at C1aar4 oonU-• to partora t.he taacUDil of patrolltac 

the ooaatal •ten, 'bo\11 'b7 , .. ael u4 '117 airp~, for the JIUPOH of 

b\eoUJIC 11114 \ra111DC -•'t:ac oJatt. With 1\a qa\ea of rao41o a\&Uou 

Regraded Unclassified 



- lll -
111 

th!a aa-7 h alll• to aep c1u-r.ntl7 ad•iatll of the ,.,,.._,. of euoh 

craft u4 1D ~ia WIQ' to aep th-. UD!er clle•naUon an4 to pre•••· or 

at l•et to 4alaT, U.. lan41Dc of their caJ'IOee. !he Ooae\ o-rd., the 

Alcohol flaz UD1\, u4 the CUeto• ••"1c• •1Dta1D 1u4 :patrole 1a 

coaat.al areaa • here a.~C&llDc O}ler&Uo11a are proJecW. u4 ~ere h a 

conetaat liaho11 'bet- ~ ... lu4 :patroh w Oout CJaal'\\ ....... h a1111 

plan... !heM :patrol ..,.1110i .. are oaretul.J.T e)'Dehro11isecl .tth u• .. u­

p.U•• 110r11: which 1a oonata.U;y &Oillc on 111 1111 effort t o f1114. out the 

plue of the -w•ra to 111114 their oarco••· 
~ Jlepan-t baa •t rl~ Jmch nooeu 111 ~ia cool'\\t.W 

effort u4 111 the 7-.r ea4 a halt 4uriJic which ~. proCJM llaa liMa 

carritll 011 bae aei•4 _, ~Ua-l'lllllllac ....... h 8114 their carcoea 111111 

bae noceeetull7 pro-ttll ~ of ~• -.alillc 11711dicatae. It 1a 

'belie'f'tll that the 'b .. ldlolle of the U~r -r&l 111c operatioae baa 'bMa 

llrollleD lir theM -~48. Al~ the hatfio 1D -ccle4 alcohol .till 

co11t1Jiaaa, the • ol- baa 'b- re411oe4 to a •re tr1clr:1e oo.-re4 rl\ll 

• bat it -• lbarillc the 4aJa of Proh1lliUo11, u4 1\ h 110\ too .ala to 

•x:peot that rlth111 the uzt fn •11t.U c rp81ae4 alcohol ...:lllllillc • ill 

Yirtuall7 cea•• to «Kiet. 

fPR1I J'!'l' 

Al~oacb the eiW.Uoa rl~ r.,.peot to t.he -racn.n or ~r­

taUoa 8114 eale of 1111cU alcoholic 'benftl&'8• 1e C"&i17 iJIIII'OYM .., \ e 

etea4i17 illlproYI.JI&, U h , of covw, i.lq!o .. l'ble to p-ap or .. \t.w rl\h 

arq 4acne of aoOIU"U7 the pneat YOl- of ~. 11:1114 of traffic. lull 
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le~ u there.:, ban be• tlu'oucb Uo•aec! outleh baa 'bN1t retuec! 

to ucl~i'ble proportio••· h•gliJIC ao loac-r aooouata for UJ¥ apprecia'bla 

•ol-. IllioU dh\illerl .. ban beG bal'4~aM4 to procure •teriala 

fro• which to -utac\'ve their pro<blct. .la the nppq of laciU•teq 

prodD<:ec! 8pirlta bae Ulpro•ec! 1D qaali\7 U baa Ulanbe •terial)Jr 1 .. .-ec1 

1D prioe, t.lma outtillc di>WD tba iDduc-t for 'bootlamtas, U>08pt , of 

coune, 1D oOJIIINnitiee Which prohibit \he aale of 1Dtor1C&Dh. ~ 1D 

th .. e co-itiee H llhould 'be Doted ~t tba 'bulk of the aal .. , alUio'a&'l 

prohi'bitec! UDCPr etate or local law, ooDeht of 8pirih tu;patd Ulllder the 

J'ederal lan • .t.a baa 'bN1t IMD, tba !reaii"QJ7 ~t baa IJ'M\q ta­

prond ita .to~t faoUitlee, 8114 there baa lilaniM 'be• a CftAu&l 

1Dcreaee 1D tba effeoUorueea of the eDforc-t effort~ liT atate 8114 

local uUiortthe c-aral)Jr. .All of th .. a factore .:, be ta.Da •• po1Dt1Dc 

to the fact that \he bootlec traffic 1e 'bailie rec!uoed to urrcrtr proportiou. 

Pert.pe tba 'beat nldaDce of the preeat tND4 of the ill lot t traffw 

will 'be fcnmcl 1Jl the renHe o'btaiMd 'both 'b7 atate con~h 8114 le' the 

J'ederal Oon~t 1D the collecUoa of liquor ta:na. Oa thh poiDt U ~ 

be •t& gqeralq that during tba oalnAar ,.ar 19315 the .-.UDh derlnd 

frora all J'ec!eral aloohoUc be ... raga tarea iDoreaNd 'b:r ODe-fovth onr the 

-h oollectec! 1D the preo ... tnc oaleDdar :rear: u4 that the -h 

co)leo~ fro- eroiM taae oa 41eUUe4 8pirltl ta.Da alou 1Dcreaae4 1B 

the -period 'b:r •re thaD~ per -•· !Ilia, of OOUI"M, -a propor­

Uoute 1Dcnaae 1a the ooD~~a~Pt1011 of ~1& ll...ancee, -'• OODnne)Jr, 

1\ -· a deoreal8 d lMI\ 10ra1&•t 1D propertieD 1D tba OOD.....,\1011 Of 

'bootlec ]m14Jioh. 
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!'he hUral ao•e,_\ h oolleo\bc to4q 1D t.uee oa alooboUc 

beYer-cee a l&rcer 111111 \baD ner before 1D the hhto~ of the co1111t~. 

It h, of courae, to lie 'bon>e 1D aiD4 the.\ the pn-\ taz ra\ee AN 

hipr tll&a the 110~ pn--.r ra\ee, all4 \11&\ then ban bee,_,.. 1D 

ftllch COIIWIIII\1011 011 a plloup lluie b&e 'bHD C"a\er \baA a\ the p reaa\ 

tiM. llll\, 011 the oth&r baDcl, coDS~~~~p\loll of \up&14 &1cobo11c 'bnerapa 

h .. JUnr app~ecl. a b&ab ftllch, wh-. allowuce b lll&de for the reduced. 

puroh&alDC ponr of a tru.be\&11\1&1 par\ of our popo.l.atioo, coa~p&rea DO\ 

UA.fa•orabl.T rlth the r-an prior to the adoption of the Proh1b1Uoo AMD4-

.. JI\. !here h DO "-!Per\&11\ 1111clt traffic 1D eUhar b .. r or rlM, all4 1\ 

h aafe to u- \bat, with ilia acepUoo ot wiDe &114 beer pro4uft4 for 

hoM ccll.-..pUon UD4er taz-exfiii!Pt10D prhllecee, all wiDe and beer 0011~ 

1D the tln1Wd Stat .. to4q b fllll.T \up&14 UDder the 1D\ei'Ml reYeDDe l&n. 

Ia &D appra1•1 of the ez\ed of the preen\ 1111cU \rattle 1D 1Dtolt1ca\1DC 

'bneracea, thenfore, 1D the 1ic):l\ of the ,..._ retune, it rill be nt­

f1c1•\ to che the facta with reference to 4ht1llecl. ~1r1h OJilT. 

Do.rlDC the fhe-year period fro• 1910 to 1914, 1Dclua1n, \II& ueraca 

&DDU&l tupa14 cooaW!ptlOII of dhUllecl. f'P1r1h for bnerace uae •e 

138 ,000,000 ca1lolle. In the fl•e-,..r per\od fro• 1915 to 1919, 1nclue1Ye, 

the anrace IIJI.D"Qa1 ta:Jtpe14 cco.umpt1oo •• 110,000,000 pllone. Dur1JIC the 

calllld.ar JN.r 1935 taltpeld CODWIIII\1011 .... 93,000,000 pllODI· 0oDWI!IIilOD 

wa1 at an aoc:eleratecl. ra\e \hro'Q&bou\ the oa1n4ar ,..r 1936, u4 1\ b -

.. ,.ted. that clur1AC the fboal JMI' n41llc hl:T 30, 1936, \upa14-....­

\loll rlll 'H approzt..\el.T 106,000,000 pllo11e. !be Treanl')' "''-'' of 

w.z,a14 co.......,t1o11 for the fleoal JMI' 19:r1 b 121,000,000 pllODI· 
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It appw.n, \MNfON , \bat tba oonR~~pUon of \axpa14 'be'rezoace 

apirih 1a ll01f not tar below, and it pn~an\ tnlllda an •1llta1ned, rill 

aoon exceed, tb um.l rate of conn~~~~Uon ill \he tiv~r period ~-

1atel.7 preoedill& tM adoption of \he Probib1Uon ,...,. t. It ie, of 

courM, tru.e \bat tMre baa been a w.betantlal illc~a• ill pcpv.l.aUon, per 

capita connapUon \odq lleillc •• 74 pllone, aa compand rith aa •••race of 

1.11 pllona ill the the-:rea.r period ~1atel:r beton~ Prohibition. It 

mua\ be nmellllend, bo1N"er, that a lar&e el-t ot our pcpul.aUoa 1a 

lllleJIIPlo:red. aDd reduced \o the ban a..cuaitiu of lite, and that thh 

reduced per capita oonll'lllllption of diat1lled. ap1rita 1e lllldoubtedl:r ill 

aepillc rith the 41ailllah.e4 co,..,..,ttoa of l'IIZUJ')' co...aclHlea pnerall:r, 

an4 oorreapollda cloael:f rith the reduced per capita con1111111pUon of beer. 

~o .,. liP, all illdexea pcillt to tbe taot tbat the 1ll1cU trattio 

111 ill\oxioaUD& b.,.en.&ea 1a beillc craduall:r brought ri \hill aaUatac\or:r 

control; and there it •••r:r reaaon to expect \bat 1t the preen\ ettorta 

a.re conUDDad aDd atnncthellad aa tar aa practicable, \he tiM rill qlllcld7 

arrin wbn 1t will o- to be a -.Jor entor-t probl-. 

llarch 11, 1936 

B ••. Q.. 
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HH,Jr. t.alked to t.i1e Prea1dent about the eanatHan 
liquor th.1Jt6. In T1ew or the tact. t.ha1. Kaotende-11J16 
b.ae ude a pereonal appeal, 1.he Pr111dent told the State 
Department tbat 1.he1 can tell the1r etor,y to Pat Harr1eon, 
but he 1a perteo1.l.J' w1ll1J16 that we lhould et1olt b7 our 
gune and 1! Pat Karr1ton and the Co.alttee 1n 1.he1r w1edoa 
deo1de '!Ollat we are right 1.he7 can elapl.J' eay thet 1.ht1 
tried tD.eir beet, but could not do &nlth1ng. 
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Washi~ton 

FOR RELF~, I'OR.'llll:i NE!ISPAPERS. 
Thurad&. March 1? . 1936. 

Proaa Service 
No. 7-1 

3-11-36 
Secretary of tho rrenaury Morgenthau today announced the f1onl aubacriptlon 

and allotment figures l?i th reapect to the current offering of ?-3/4 percent 'l'reasur;r 

Bonds of 1948-51 and 1-1/? percent Treasury Notea of S@rios A-1941 . 

Subscriptions and allotments were divided aoonG tht' several l olderal Reaorve 

diatricts nnd the 'l'roeaury aa fo1l~s : 

Fodcrnl Reserve 
Dietrict 

Boa ton 
Now York 
Philadelphia 
Cleveland 
Richmond 
Atlanta 
Ch1CCI80 
St. Louis 
llinnoopolia 
Xnnaaa City 
Dallaa 
San Francisco 
'l'reneury 

'l'O'l'J.L 

Fodernl Rcacrvo 
District 

Boa ton 
Nev York 
Ph 1lado1 phi a 
Clevo1Md 
Richlloed 
Atlnntn 
ChiCQGO 
St. Louio 
llinno'\polia 
Xonena City 
Dnlla~ 
San J'r'IJIC1sco 
Tronaury 

'l'O'UL 

?-3/4 PERCF.NT TREASURY BOl'DS QF 1948-51 
To t al. Onah Total E:~chBnge Totnl, Totnl 

Subscriptions 
Allotted 

SUbscriptions Subscri ptions Subscriptions 
Receivod R~ceived Rocoivod 

(Allotted in full)------------

$ 455, 436,100 $ 6,650,100 $ 46?,086, ?00 $ 71,480, 350 
?,730,?56,800 379, 581 ,000 3,109, 837,800 741,497,450 

?57, 631,900 6,750,100 ?64,38?,000 43,?17,050 
?35,0??,750 5, 587, 300 
1?3, 417,050 5, 325, 800 
??1 , 608 , 550 ? , 874 , 700 
420 , 9?7,450 51,?86,000 
ll? , 796,750 4,48? ,700 

53 ,345, 500 8, ?6?, 500 
79,313, 050 3,980, 400 
85, 536,000 831,700 

3?0, 596,950 11, 9?8, 500 
? , 0?5,000 8, 934.100 

$5,106,513,850 $496, 474,900 

?40,610,050 4?,??8, 450 
1?8 , 742,850 ?6,660, 900 
??4, 483,?50 35, 661 ,300 
481 , ?13,450 117, 081 ,150 
117, ?79,450 ?4, 811 ,750 
61, 608,000 17 , 578, 700 
83,?93,450 19,468, 500 
86,367, 700 18, 446, 700 

33?,5?5, 450 56,154, 450 
10.959, 100 9. ?16.100 

is, 603,398,750 $1 ,??3, 50?,850 

1-1/? PERCENT TREASiJRY trOTES OF SERIES .A.-1941 
Tot'\! Cnah Total Exchll.ngO Total Totl\l. 
Subscriptions Subscr iptions Subscriptions Subsoriptiona 
Rocoived Rcooived Received Allott~d 

(All otted in full ) ----- ___ .....__ 

$ ?58, 078 , 400 $ 1, 541,000 
1 , 65?, 370,300 35,436, 800 

175,841 , 700 1 , 609, ?00 
?19, ?59, 600 3, 475,000 
106,698,600 151, 500 
103,?36,600 1?1, 300 
319,1?6,600 ? ,436 ,100 
90, 314,300 377, 900 
40, 585, 600 161,000 
63, 556, 800 155,700 
64,1?3,300 18 ,000 

?60,?7?,500 1, 510,000 
=--==-~500~, ~ooof!5: 85. ooo 
$3,354,46·i , 300 $48, 078, 500 

$ ?59,619, 400 $ 
1,688,807,100 

177, 450, 900 
2??. 734. 600 
106, 850,100 
103, 857.900 
3?1, 56?, 700 

90,69?, ?00 
40,746,600 
63, 71? ,500 
64,141,300 

261 ,78? ,500 
585,000 

$3, 40?,54?, 800 

50, 656, 500 
335. 8?0. 000 

34, 008,800 
44, 495,300 
20,8:17,600 
?0, 799,900 
63, 87?, 900 
19,1?9,300 
8 , 5?9, 400 

13,778, 400 
15,3?5,000 
49, ?16,000 

175,000 
$676,704,100 
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Among those called 1n tor suggestions and advice in con­
nection with the Secretary's conferences on new sources or 
revftlae!rom taxes was Roswell llag111. 

After llag1ll'e r eturn t o New York, Earle BaiUe telephoned I 
the Secretary and told him be had aeked wr. Magill to advise 
J. & W. Seligman & Company regarding the proposed new corpora-
t i on tu, but lolagil l had sald that, on advice or Llr. Oliphant, 
he could not do any work or that nature for the firm inaemuch 
as he had been down here 1n Waehingt.on 1n an advisory capacity. 

Llr, l.lorgenthau told Bailie that as rar ae he wae concerned 
he dld not care whether Kagill worked with Seligman & Oo. or ' 
not. He did, however, tell Lire . Klotz to get 1n touch with 
011pnant. and tell h1m to call Jolagill and straighten the lUtter 
out. with him. Oliphant.'e reaction wae that th1e wae unneoee-
eary eince he had already taken the stand that. Magill enould 
not represent Seltgman and he, Ol iphant., could not. change hie 
opinion. Oliphant. said Magill had aeked him aa a friend to 
advise him and he had definitely told Yagill that it would be 
a great mistake, i n hie estimation, for Kagill attar having 
been here at the Treaeur.y 1n an advisory capacity to go baok 
t o New York and represent Sel2gman'e on a matter oppoeing the 
tax legislation which the Treasur.y wae advocating and hoping 
t o have enacted into law; t.ll&t. 1t he did WIUlt to worll: with 
Sellgman he should wait until the leg11lat1on had been adopted. 
However, Kr. Oliphant did call Kr. Magill and reported t.here 
was pertect understanding between the two ot t.hem. 

wr. Baille telephoned d1rectll' to Jtr. Oliphant.. By th18 
t ill&, HK,Jr. was annoyed over t.b.e oontudon and telephoned 
Mr. Bailie. He told hill that he was ~11; that he d.id not 
want. to argue; that eince he had told Mr. Ba111e that he did 
not. care whet her Magill represented Sel,gman & Co. or not 
that he had changed hU mind. At t.Jl11 point Mr. Bailie in­
terrupted to Sa¥ that HK,Jr. had not said that Magill could 
represent Seligman; that what he had eaid waa that he would 
take it. under advieement.. That cleared t.he whole matter up 
•• rar ae HK,Jr. wae concerned, and Yr. Bailie remarked that 
while be t hought RM,Jr. wae abeOl'Ut.ely wrong, he would be 
guided by hie wiehee and torget the whole lUtter. However , 
he did Bfl3, •Renr,y, no one would know anything about it, • 
and that definitely closed the matt er as far as HK,Jr. was 
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concerned because any dealings that he would have with 
Seltgman and Uasill and Oliphant would be such that everyone 
would know about them. 

The nex~ development we learned ot was that ur. Bailie 
had turned the thing over t o Mr. Jaretui. The secretary 
1nst.ructed Mr. Oliphant not to eee Mr. Jaretz.ki. 

Today Mr. Jaretzki came to Washington, tried t o aee 
Mr. Oliphant who would not see hlm. He t hen talked to 
Mrs. Klotz on the telephone. He told her he had been 1n 
to see Mr. Turney and Mr. Brown ot the General Couneel'a 
atatt, but that lt wae a waste or tlme eeelng those men. 
He got nowhere. 

In connection with the above , there is quoted below 
a letter from Mr. Kag1ll to the Secretary, dated today, Karch 12. 

"35 Claremont Avenue 

12th llarch 1936 

Dear Mr. Morgenthau: 

Since you nave already been dieturbed more than 
I wish you might b7 diecueaione by our triende ot 
the matter ot ay advle~ Earle Bailie regarding the 
proposed new oorporation tax, I have not wanted to 
bother you t oo . But I do want you to know, first, 
that in our first conference I told Alfred Jaretzki 
(and he agreed) tAat ot course I would not act at 
all in the matter without dieouasing it first with 
you; and aeoond, tnat as soon as I learned your 
point ot view, we ended the whole ~ng at once. 

Sometiae I want to give you the complete story; 
but tor the present, I ei8J>lY want to wieh you a 
very speedy recovery and aa pleaaan~ a vacation aa 
you can find. With all good withee , 

SincerelY yours, 

(Signed) Roswell Kagill. 1 
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'UO . c. 
Taylor : 

a. lerle 
Cochren: 

T: 

C: 

T: 

C: 

T: 

C: 

T: 

C: 

T: 

C: 

Thursday 
l:arch 12, 1936 

Hello, Cochran , tnis is Taylor talking . The Secretar y 
is stck today aud w1.nted 1 <e t o t alk to you . 

I see . Oh, Yr . Taylor, have you seen t hat ~essage in 
regard t o my cominr back? 

Yes 

ILr . Taylor, I ,,anted to explain to the Secretary - I 
~ow I can talk to you Just as confidentially -

That's right . 

I came bac~ last Fall froa my visit with tne Secretary . 
I 1 ve had quite a bit of dif~iculty here in setting 
away on these tri1Js "or you l eople Do you hear 
me? 

Yes 

There has been a lot of objection on t he part of 
entirely petty and per sonal --- and even when I went 
to Rome I didn't get the trip approved until twoduys 
befOTe I went dovrn . And v.hen this trip came up in re­
gard to my going home on this occasion to solve the ob­
Jections that were r aised 

Yes , I saw those 

I aean, the staff here can carry on 
entirely satisfactorily and tnere really was no excuse 
for the1D falling to agree about this Cablegram . But 
since you people have excused t hem froo that then there 
is no reason why I shouldn't get a•ay . 

Wel l , there ' s no reasol' that ' s been raised why you 
shouldn ' t . The reason for sending that cable the other 
day was simply in ca~e something developed over there 
that might make i t a dvisable for - from our stand­
point to have you stay . 

I - I wasn't sure, I - whether th~t was the s ide or 
not but ! know thot the Ambassador has writ ten back 
personally to :lr . Hull pr otesting against my going on 
these trips f or you . 

Well - I ' m very sorry to hear that , but the occasion 
o! that particular C6ble was entirely the feeling on ou~ 
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C: 

T: 

C: 

T: 

C: 

T: 

C: 

T: 

C: 

T: 

C: 

T: 

C: 

part that 1t Just might be well to have you check 
again before you left so that we might chanre our 
m.ind . 

Yes but I mean, there - there may be objection 
s till but t o be ,;uite honest I 1m very anxious to co~e 
home now j ust on account of this ~nd eet i t strairhtened 
out with you people ond with our Department . I 
mean i t ' s something I can' t write about and I' ve 
hesitat ed mention unt il now . 

Well, I t hink you' d - can rest assured that anything 
of that sort will be straightened out and that unless 
you hear I want you to check again with us 
accor ding to instructions thht were to make your plans 
to come unless we tell you not to . 

All right , becr,use I already h~ve appointments over 
in London, you see, -.ith Governor Uor::~an and so .Je of 
those people . 

- Just a minute 

I say I a l ready have oppointmcnts in London with 
Governor Norman . 

That ' s right . 

And soce of the officials there . 

Well, I wouldn ' t the only possibility of not going 
through with that schedule is that we would ask you 
t o s t ay there on account of something that might be 
d&vel oping at tnat time on the other side. 

Yes 

And if you ' l l just go through with checking - be sure 
to check with us before you leave Paris on that tri~ -
why t hat' s the only thing that ' s necessary to do . 

Yes, t hen I shall v:i re you just one week before getting 
your approva l as t o whether I am t o come? 

That ' s r ight . 

Ky position over here i s going to be almost 
untenable unless I can get back ~ne of these days be­
fore very l ong and get th is t hing adjusted . 
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T: 

C: 

T: 

C: 

T: 

Well, unless something unforeseen happens why you 
plan on co~ back. 

All right, fine . 

All right, Goodbye. 

Goodbye, thank you so much. 

Right . 
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TREASURY DEPARTMENT 

WASHINGTON 

-oOo-

'!hoee preau\ 'buiua the Predclall~ were Meeare, llopldaa, 

0111 and. Bell. (!he S.creb.JT • e Ul aDd. could. ... ~ a~\41114. ) 

'ftll Predclallt -.de a .~,-~ e-~IU• like \Aie wlth 

1Jlcl.loa\ecl he would need., to run ~oqh the balance of thh fhoal 

Ja&r, the ,._ of . • • • . . . . . . . . . . . • • 

hl \he laa~ fw M:f• we ban allocahcl t o lL1a • • 

leaYiDc a 'balenoe for fUrther allooatlon of • • • 

We haTe Oil hand. a frM 'balaAce of • • • • • 

lea•iDc 7e~ to 'be fouc!. fro• other aourou the wm of • • • 

leUara 

eent to all orpalsaUona, we oan pro"'-'bl7 cat f'IO,OOO,OOO. !he 

118 

taao,ooo,p oo 

.ao, 000.000 

326,000.000 

83,000,000 

tl42 o 0001000 

nw orppropriaUon ' 41atel7 &YailMle. !hat will - fl'2,000,000, 

oa. Prea1clct then read onr Mr. llopkiAa' clraf~ of the pro-

poae4 ••M&e• !he flcV•• oon~lMCl 1Jl ~· ••eace ....-•~-' 
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.2,ti00,000,000 at a a1A1-, which wae ao\ 1a l1ae with \he acree­

MD\ r•ohe4 a\ \h• preY1oua contaruo• \o ha•• a ax~ ot 

fa ,OOO,OOO,OOO. lllr. !lopl<1ae apla1ae4 \hat hie .. tt..te •e 'bue4 

oA \h• DH4a ot the eU-t1oa aa4 Mt oa \he t1Mal requir-h, 

ae 11t out 1a \h• Bu4&et lleeaac-. n. Predel..,\ a&icl \hat -e all 

rich\ but he ooulcl aot accept U aa4 he would aat be able to alk 

tor mr• \baa flj,OOO,OOO,ooo. 

119 

n. PreeU..t thea raad the 4ratt ot aao\har •ewece whioh 

-e prepared b7 I>ollal4 R1ch))erc. !hie ••wece .. u 1ato \ha •Uar 

that the Preddaat ha4 41ecua .. 4 at the preY1oua contaruoe, \hat h. 

ot ha•iac 11141latr,. pll\ oa ad41Uollal people 1a or4ar to l1chtn \he 

1.,.. of the :reural Ooni'DMilt . It alto broupt 111 l .a.A. 

Attar eo• 41aouaa1oa ot \heee two •eeacee the Pr .. lda\ 

etarte4 41o\at1ac the tiret draft of \he propoee4 rel1at •ewece. 

Be 1Jiel...U4 praoUoal.lJ' all of \he •Uere that he 41eou .. e4 at 

the prnloua ooatere~~oe. 
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TREASURY DEPARTMENT 

WASHINGTON 

March ~. liiSt 

lldorendua to tlw a.c:retar7: 

b I a4Yhed JOU o.,.r the hlapboDe thh IMnliiiSo 1 
sa.,. Dr. Burc••• aa order yaetard&J to puroh .. a tor aGcouat 
ot the Poatal SaTiJ16• ~·-· $10,000, 000 taoa ...,unt or 
a1ther 2 7/&{. ~ or It~' (»a) 'l'reaaurJ boDila. I tallta4 
w1 tb h1a a r .. -nh ago erul ha ahhed me that be b..S 
purohaM4 $9,7000 000 ot th .. e aeour1t1u end probabl7 would 
pic It up the other $1,3000 000 be tore the oloM or buai••• 
todq. 1 adrtaad h1Jt ot Jour n ... racar41D& the Uatt ot 
apprat.atel7 t~~,ooo,ooo a a.,. a. Mid t hat ba would ba 

&lad to Mica tba lnTaa-nte in tbat Mllll8r but it JOU "" 
anxioua to gat a aubatantial part of tba tuDila 1nTeata4o 
tbia would be a good Uu to do 1 t 111 rtaw or the teet tl\at 
the dealer• haTe • sreat •ll7 or tbaM particular aaouri Uu 
on harul. '!'ben too, purohaaaa could ba Mda w1 tbout, in any 
way, di.turbiac tba market. 

120 

I a~~~& .. t that Dr• Burga .. be &1.,.n • rurther order] 
tor tlo, ooo, ooo 1D tha a1111111 two hauea pandttiag hla to 
uae bia own J~a\ •• to how taat it ahall ba 11Peata4e 
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HK,Jr. called the President from home , this morning. 
The followins conversati on took plaoe: 

HW,Jr: "I am goins to see the doctor. They ~ell me 
I can go to a a~a~1nee. I shall see l.l!red Lunt and I.Ynn 
Fontanne in Idiot's DeliSht. I hear that you are a 1nausn\7 
boy' because you have done no~J11ng on your relief mea ease. 1 

The President replied, 10h, yea, I haTs! I now haTe Donald 
Riohberg with me and aa talking to him about it. I haTe 
two drafts on the mesease. I am having a meeting ton1Sht. 1 

Mr. Morgenthau then said to the President, "Tnere are 
two or three billa on Houeing, eaoh one opposed to the other. 
They are terrible and they haven't gotten anywhere yet. I 
am disappoi nted that they haven 't gotten together, tor your 
sake.• 
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llareh 14. 1936. 

rrca11 Spagan t, Shan&hai, Chlna. 
'1'o 1 The Secret&ey or the Treeaur;y. 

ll••aace trca Prora .. or Bw:ka Chen Mlled last Dlglt 
PDBIDD'l PIIIlOI. Attitude ~ liiJI& ou or heart)' co­
opereUon with Ull.ite4 States 'freaB'IU'J. Apparanil;r poll~ 
one or cont1llulq mana&ed. curran~, ua1nc sllnr and s.,.. 
sold aetal rasana and curran.,. red.a ... ble 1n roraip 
ep:hang.t, but not llnkad. to MJi¥ countl'J'• CW'r&D"7. 
Poaaibl7 acae uaa or ail•er in token coina. Datara1ne4 
not to return to ail••r atend.ard.. Desires price ot ail•ar 
not to tall below parit7 and ta•ora a hi&bar price now 
that Chlna ia ~t s1l••r. Still anxioua to aell some ail••r 
to 1DCrea .. toralp ax~ balance or aha sooae other 
cuarentaa or aaahtanca 1n an •argan07 raqllirinc add1t1onnl 
toralp exch•nca. 

122 

Regraded Unclassified 



COPT 

Pft!t'R!!AP <l Cl!LI lllczlnD lBQ! PRC!nSSO!! l!UC~ 

ShaDCh&l , China, 
llarch 14, 1936. 

Chen left lut nicht, lla.rch 13, ou SS Pr .. ideut Pierce. 

1\mg' a aHltud,e 1a oue of heartT cooperaUou with tbe 

Ulli\ ed Statea Trea.ur,r. Apparent polloy 1• that ot con­

ti~~t~atiou ot ~NJ~a&td currency with the u .. ot au ... r aud part17 

al~ uot t o be l1ubd to the cu.rHUq ot ezq other cetmt17. 

s- eUnr ill tolcau coilla 1M¥ po .. ibly ~ uaed. a .. ol ... d uot 

to rew.ru to ail ... r atGIIdard. Now that Clb1ua baa left a11Tar 

ataudard ta.Yora a bi«ber price for tha metal aud alao deairea 

price uot to tall below parity. Still d811r .. to .. u acae 

ban e"""' other ~QarUtH ot aaaiatauce ahould au - r £1UC7 

a.riae requirlDg additional foreign excb•nge, 

•ow : !be parit7 price tor au ... r, ticured on Cb1ua'• new 
currae7, wculd be 4/Ji per ouuee, 
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TO TllB sreRETARY OF m: TRBASIJRY 

Here ia 1IIY prouaa• The extent ot the prograa h a 

•tter or polioy whieh the •aident and you will detenoine . 

l:.y judpent 1a tha Senator wagner and the opinion 

he represents will -.nt a proe;rUI or at leaet thia ai&e. Uy 

judpnent further ia that it il extremely unlilcaly they will be 

able to acoOtDpliah the program or the tll·at two years. Still, 

the Federal inves'bnent for tho whole pro~;r&\ is modest . Note 

the emphasia throu&nout on decentrali&ation. 

0 -. 
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1. h7 elua clearance or rebabilltat1011 project.e eubllidised by 

the hderal GoYernMnt ehall be t o replace old houain& coa­

duned under tire and aani.tary codea and actuall;r de110Uahed. 

a) The nllllber of tuil,y units bullt eball not exceed 

the number destroyed. 

b) The new bouaine ~ be on the site of the old 

houaillg or it ~~q be ela ... htre. 

2. kT- bouaine subsidised by the Federal GoYertllll8llt eball 

contora to ll1nillllll standards of adequ.ac;r and to vx1wga rent 

echadllles prescribed by the Secretary of the Interior. 

a) Bouain& shall ba as low in coat aa possible and 

built to last JO ,.ears. D.sicn) oonatruction, 

and equi~nt shall be si.epla and inarpenain. 

b) .lnrage rents of eubaidised houalnC -:r aot exceed 

aTerage paid by ta.ailiea in elum areas where clear-

3. Tman07 .uat be atrictl.T Uaited to taaUiea lm&ble to ~ u 

ec-'c rent tor uzuPiM1d1sed bouai114! 1 -or old, ot ade-

qute atandardll. 

4 . .lll howsing pr·ojecta auat be initiated, the sites aelected 

u4 ~oquiNd, the bn1ld1Q18 CGIIIItriiOted ud Mllaged, by DCID-

125 
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a) the S.aretary of the Interior or The Coor<Unatinc 

Board f or Bouai!lg, 1f such a boey is eetabllabecl, 

aball ba're power to collaborate with state, local, 

or pri'l'ate agencies in tbe preparation of plana aDd 

the orcanisation of projecte. 

5. Fifty per cent of the rentals required to support the houei!lg 

projecte eball be otltained fro• tbe rentals actual.l¥ charced 

the tenant&; 'twenty-five per cent aball be pa1cl as a subaid1 

by the Federal Go'l'eroMDt; and tnn~-!1'1'8 per cent shall be 

paid u a IIDbaiq by state gO'I'ert'UIIIIDtiS, local gO'I'ert~Muta, or 

pri'ftte c1 tizena, acting jointl;r or aenrall;r. 

a) the Federal. subsidy shall be p871lble in annual in­

atal.laenta O'l'er the tan of the IIOl'tgage. 

b) State, local, and pri'ftte aubaidiea aball be pa14 

in audl ton as auita the char. Tu exeaptiOD 

eball be an acceptable form. 

6, The fol.l.owil:lg forma of finsnciog are suggested• 

a) BorrcnriDC• by state or local CO'I'ernmanta secured 

by their full faith and credit, the boDda to be 

eold to bankS, 1n.8Urenc. coapeDies , pri'ftte in-

Yeatora, ate. 

ll) Borrowi!lga by state or local agenc1ea or prints 

corporations secured b)' mortgagee on ou or .aore 

bollain& projecte, tbe .ortcace• to be 1.llnre4 b7 
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the PIU. aud to be sold to benka, insura.nce coa­

~es, Jlat1ona.l llortclli• Aaeoc1&t1ooa, prin.te 

tmestora , etc. , c.- tha RIC Mortgage Co•pelV'• 

c) E18h1<r per cent th-at ,ort&lliea e.a in (b) plus 

twenty per cent ncood JOOrtg"iU to be sold to 

7 . All subsidised housing 'II!Ucb 1mo1na the hderal Housing Ad­

ain1strat10D or the Rl'C llortclli• CoapalO' shall be subsitted 

tor apprOYal to the Coord1ll.ating Board ot HOWiillg, sud IIUch 

apprcwal aball determi.De the action ot tb.e Federal Bouaing 

Ad•1n1etrat1on and the RFO llortgage Com~. 

8. 'Da Federal Gc:Jror-t w1ll agree to auba1d1se 20,000 dwell-

inge units in 19.36-3'1 and to increase th1e nu.ber at the 

approxtaate jJe0118tr1C rate ot 50 per cent per year for the 

euccwlng four yeare . 

a) The fol.l.ooring echednl• ahon the fllll f1ve-yeer 

progrul 

llulober of UDite 

F1soal yeer Subeidised each Calallat1 ft 

!W 

1936-.37 20,000 20,000 

19.37- .38 )0, 000 5(), 000 

19.38-.39 45, 000 95,000 

19.3')-.40 f!T,OOO 162,000 

1')41)-41 100,000 262,000 
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9 • The l"ederal GoTeZ'DIIIeat w1ll &jl;ree to finance by eecoad liOX't­

I*C• or otherwise 20 per cent of all llllita coutructed Mch 

~· 

a) the following &cJ>ednle ebowa the nllllber of uoita to 

be l"eder~ .t'i.nanced. 

F1soal7ear 
llwaber of llllita 
fin&ced each 

7!!£ 

1936-37 4,000 

1937-38 6,000 

1938-39 9, 000 

1939-.40 13,400 

1940-41 20,000 

The following eat late of coats 1a presented. '!"be Federal subeid7 

is assumed to be t2 per rooa per 80Dtb for 30 ;rears, or on~ 

of an $8 ecO!IOidc rent. J. dwell1ng llllit is aaiNied to coat $3,000. 

Yearl;r Appropriation Recoverabl e 
Fiscal yeor for Annual Subsid;y Mortgage 

!Q!Ina 

1936-37 1,68o,OOO 12,000,000 

1937-38 4 , 200,000 18,000,000 

1938-39 7 ,980,000 27,000,000 

1939-40 13,608,000 40,000,000 

194Cl-4l 21,008,000 60,000,000 

I.B. The t:ll,OOO, OOO subaid;r would continue annual.l.;r for 25 ;reara, 

atter which period it would d1•1nhb for S ;rears to ~.400,000 in 1969-'70 

ud to natb.illl in 1970-71. !be pruent. YalDe of the total lllb•147 1a 
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t)90,900,000, t~ at 3 per oeat COIIpOUDded SHJ..ennneur. 

TU capitu Tuue ot tbll houaee built onr the tin-rear period 

1• f7sq,ooo,ooo. 
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March 16, 1936. 

Jrca1 Spagct, SbaDgha1, Chiua. 

!01 'fha Secrei&r7 of tbe TreeaUl')'. 

ll .. aap f.._ Profaaaor Juclt1 Toou- aaaa~ .,....at­

lD& 41acuaa1ona be cont1Ded. to aonet&rJ probl•• na help­

fUl to KDDc to rea1at praaaure for conaidaration of oihar 

aauara. 
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TREASURY DEPARTMENT 

WASHINGTON 

lla1"Gll 30. 1936 

-oOo-

!hoM preeut bealue Uw l'ru14ct were the nee ~n141111t, 

the SpeaJt.r ot Uw llouae, Sell& tore Gla.ee, llobilleoll an4 :S7l'UI, 

CoQirle- Jlllcllaull u4 :S•'*"II4, u4 llr. Bopld.lle, llr. Glll u4 

llr, :Sell. 

The ~a14ct etarh4 \he oollterlllOe b7 &OlJIC O'fer Uw 

lAUre relief 11\'caaUOD u 1t h to4aT, oonr!.Jac a cr-t 4eal ot 

the ~4 U...( we han 4laev.a114 111 the p .... 1ou oollter-e• all4 

131 

u4 _,.iAci.Jac eta'-t oR the .uc-. He aho we\ 1ato t.M pol1U­

oal eitu&Uoll eo-hat, e\aUJIC that 1\ wae pol1Uoall7 iopor\all\ 

that, tirat, he elacnal4 .o\ UOM4 \lle as~ _, reterre4 to 111 

the )Up\ for nllet, .... 1100114, that lie e»vlcl e\a\1 that n.h 

woul4 be Uw \1>11'4 ~ ot a 41ol1Dl.Dc 4etloU. 

111 alii aa1le4 t.M 1114ara' attu\1011 to t.M eltii&UOII n1oh 
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pr1ate4 in t he reltet '11111. He told 1h• that he lllt ent-4 neey 

cent of ihh -oae7 io co to llr. llopkllla to 'be •Aw1ntetere4 '117 hJ.a 

&lOPe, aDd U..t H would. h tor relief work proJeo1a nch u be 

132 

bu carr1e4 on d.v1Jic the pe.at Tear. !b. Pradd.ent Mid. ha reallae4 

that thta waa a O&IIP&I.cJo Tear ucl that there would 'be a ol.allor t or 

•r• -7 tor parU~ lc11lcla ot work &Pd 1ll ll})eo1t1o ar••· lie 

aa14 that we had p roT14e4 1ll the lhldce~ t or a per.nct c.o. o. 

ore&D1sat1on of 300, 000 .an at a coat ot &bout $300,000,000; ibat 

thare -• alao 1Pc l~ 1A ihe lhldcet u Uea oo.erillc cuerel 

pui>Uc worka at a cod of allout ftQO,OOO,OOO, out ot wh1oh, 1llclu41Jic 

laat Te&r' a appropr iation, there would l>e ax;pented approxt.t alT 

$600,000,000. ! here would alao l>a el!peAUd out ot prior Tear e,ppro­

pr iaUOPa f or M&rCeD07 pwpoaea ~t~~Proxt.te17 $1,000,000, 000, .,.1r1nc 

a t otal ot $1 , 600, 000, 000 tor c.c.c. &Pd pu!IUc worka ot oaa lc1P4 

or &POther, 

!!he hui dut Mid he did aot fNl that we are JuaUt1acl 

111 colag l>qoad thh &-c~Wlt. He tl'IUIIcl7 t old the leedera that 1t 

the ..-nmt h ~•d 1ll azq _,. U will 'be n-•8&1'7 t o 1Ponaaa 

it to \eke care ot the relief prolll-

Sp··!re.,. •71'11•• a»d CoDer••- BuchaP&P tboucbt that there 

would 'be - •"""' to tacreaae the-'· ~e tor o.c.c .. wt 
on the ot her haad there alpt 'be &P ati....,t to racluce the lti'PI'OPria· 

Uoa to $1, 000,000, 000 t or atr t o\17 ral1et purpo .. a. !hq alae 

tboac)lt that there atcbt h ao• tllrther at\8111111 to d1not the 
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Predd.ciDt to co 'back t o the clireot relief •thode, but n.e7 tboacbt 

that tbe7 lla4 a aJorUJ nttloieat to put tbroueh t.be lciJid ot a 

bill t.be PreeidaAt f.eo1rea. 

s-tor :aJI'D .. aaid that he tboucAt hie aia tl'OUllle would 

133 

be to &Yoid 4eoreaa1Dc t.be .-.unt ot t.be qpropriaUon to tl,OOO,OOO,OOO. 

Ot oourae, there w0\l.l4 be cert&iD taoUona which w0\l.l4 want to iAareaae 

the &11011Jl\ &Del .......nt U tor certain apec1tio public: wcrlta, but 

Seaator Bob1Deoa ancl. the nee J'rel14ct thcracht tbe7 cov.ld put tb.rnch 

the relief 11111 propoaecl.. 

fbe Predcleat the r-.4 t.be ••uce· !he l-.4era cenarallT 

ecr••cl. thet it ••• alone the r1cht 11D••· 'l'he7 all ecreecl to wpport 

the J'reaiclent 1D hie requaat and to do ner7th1Dc pouible to put 

thro"ach the bill 1D the tono 1D which he wutecl it. 
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7~ ~~":" } HOUSE OP REPRESEN'l'A'l'IVES { Docmu<!IT 
No. 427 

RECOMMENDATIO~ FOR AN AI' PROPRIATION FOR 
R~~I.JF.F OF L'N.~MPLOYMEXT 

MESSAO E 
I 110M 

THE PRESIDENT OF TJJE UNITED STATES 

A R.ECON~IEIIDATIOZ' FOR All APPROPRIATION FOR THE RELIEF 
OP OX EMPLOYMENT 

MARCil l8, ao36.- Rell'rred c.o the Commtu.e. on Appropriationa and order.d 
\0 be p~lnt.od 

To 1M ~ of th4 UniJed Slaltt: 
In my Budge~ message of January 3, 1936, I l'll8UVed making a 

reoommendatlon for an appropriation to•· the relief of unemployment, 
stating t.hu an 118timole and reoommendation oould be better made 
a~ a later date. I am now prepared lA> aubmi~ such a reeom.mendation, 
and thil m--ae should be regarded u oupplemtntal le the Budge~ 
me.ago. 

In asking tho Congress tor an appropriation te meet the needs of 
the deedtuto Ullemploved during <he roming tiacal year, certain faeto 
should bo elculy set rOrtb. 

{I) Sinco tho oprin~ of 1933, there hell """'' a gain in reemploy· 
mont in oach 8l1Ccc...,vc year. At IMat 6,000,000 more pcoplo were 
at work in Dcccmbor 1935 than in March .1933. 

(2) 1n epito of these grca~ gains, thoro 61'C •lJ)I'CBl\Dlapproxim•tcly 
5,300,000 lamili08 and UJlatuu:hed J)('roon• who aro in need of eomo 
form of public ...U.tanoe-3,800,000 familiN and unatt.ached J><'l'!IOno 
on the worko program and 1,500,000 on local and State relief rollo. 
Every thinking ptnoon knon tha~ lh;, problrm of unemploymen~ is 
the moot difficUlt on~ btforo the counll)'. 

{8) n.- figure~, large .. they are, do not, of coune in<lude all 
tboee wbo -k work in the Uni~ Stat... In none of t.hC8e fop,... 
it included the man~· unemploY.NI w~o ~ .noL ,on relief bu~ "bo are 
experiencing j!rt&t C!iflieultles m mamla1mng mdrpendonL suppo~. 
Neither aro tberc inrluded many oth"'" noL on the relief rolls who 
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art' rctnl('Ot •i1b Ot"t'.alional t!D1ploymf"n1; oor 110Wf •bo aJ"f''' ... , ron~ 
a1ituttd that thtY do no·t. desil'f- to .. -ork; nor many young- J)f'Oplt. who 
• .,.nol jtft work- •nd or< oblij,~l to "'!~ tl" livrhh<><>d ••n!NI.by 
th4\ir J)IN"nt.J. l)(o(o-AuJO.fl of tbt' mlJ:N>iSlbibty of An t~l'tt dtohmuon 
oC "luu ront~titutN unemployment, no fif{W't't "'hirh purport. to 
~timett the toW untmp1oyad in the Net1011 fan ~ cvrn 8J)prori­
mftl4•h• a4'C'llr"tt'. 

(4)' Nt..rlv "II tht\ l,AOO,OOO unemployo.blc fouiili('~ or unNllploy­
abJc tuH\U,Lc)u-.,l J)('f'IOntl nre being "tared for nhnost wholly from SlA te 
or lot't~l fundMo. A vrry Sl11tl]l numOOr of tl•cse ftunilic.'8 or indh,idwlls 
hU\'C "rj.(un to f'{'!f'(•i vc a e(miJ)8tl\tlvcly !II)IIUII llnlfl!Uit or F't'drnll Bid 
undN thf! J>ro\·l .. ions of the- Social S«urity ...\ct. 

1'tu~ fon-going figur('s indkate the problem brfom us. It i" a 
problem to I)(' f•cNI notmrl't'l1 hy the C"ongrt~ and the ~-~~N'ulivt, 
not U\('rt'IV hy thf< l't'presentabves of Oovtmmcnt in th~ Stat~ and 
l001litico,"buL by all ol tb• American peopl•. I' it oot u d .. h·.ty 
th~ tJroblNn of lhft poor &.nd thf' unfortunate thenl:;eh·fll. I t i1 more 
pa.rhrularly &ht problem of those who ha.H• btto n1()rf forwnatt undtr 
our •.fl&tm or ftO\tmment aod our eronom•. 

I l will not do to uy that these needy uiiemployed muat or ahould 
tolult lor •h•nlMi\'t'S. It ,.;u not ~ good for •nT or Ul lO tako lh•t 
attitudt. N'tithtr'WiiU it. do to say &hat. it. d. a prObltm for thfiStatM 
and tbt~lotalitif'fl . If-..~ ron«de that it. u primarily tb~ dut~~ or 
e~ch l«aluy c.o ca~ lor it& destitute unemployed, and that. tl it4 
rMatt~ ant inadfquatt, it must thtn tum to t ht~ gtate for bt'lp, we 
fiHIJlt ltiJI faCift lht> flU tbat. the Credit. ADd tho n'AOUrc:ee or locaJ 
gG\f"nuneniM and States Juwe been freely drawn upon in the- la..t. 
(e\\ ~·fana 1nd tht'y luwf'i not. been sufficient. 

It hM boou .,lid by pe:nons ignoro.nt. or ce..<c l~ or tho truth lh8t 
Yt'l:lenll N"litf lnf'Afllllf\'8 hnvo encouraged StatC3, countic., tllld munic­
illlllidtt lO ~Jhirk their clut.y nnd shift Lheir finltnf'i•'l rCJSI)()IItihilities 
~ tiHt l,'~dnra. l 00\'0rnmenL T ho r .. ct is tllOt. dl.lring JO:i5 Stntc nod 
lou I gO"ernmcntB s\)(\Jlt $-160,000,000 for emcrgeo_cy r~Hcr, which \\' ll& 
Iii IWI't't'llL tnOI'O t 11m thO!;a gQ\"emme.ntaJ bo4Jietl tJ)tllL in 103jl; 
... 0 l><!rcenL mor~ thi.n tbey spent. in t03a; and 58 percent. more than 
they •r><nL in 1932. L<t •• allio be notoo that tbe grtal majority of 
SIAlO •nd lo<•l covemm•nu. are today taking ca"' nol only ol tbe 
1,.500?000 unemployab1N, but. are al$0 contribut..ing tarve amouota LO 
thr f «<•rol works J>"''!f1'm . 
. To fxpt<'L. tha&.. Stat.c'li and n\uniciptiiti4!S tbl)uld Ill llw pf'M!fnl 

Un>O htv• VbU) iJI<ftaood proportion oJtho -~ ol .-.ti•l it IO lj:UOr6 
tbt fatt that thf'nt ~ State ~n. .. Litution&l lirnit&t innt, and tltfl fatt 
&hat mo.t of cmr c-JUntiea aod municipalities al'fl onh no.- tmf'rging 
frotu tax dtlmq~f'~- diffit:uhiftt.. Ltt us furtbf>.r ft.tllflmbfr that. by 
for tl1e l•'l:ft\ put~~ 1oraJ taxeo is Jo,-i<cl on ,...) ........ To inc......, 
t1u-. fonn of lu burd~n on the mW.1 propere.v ow11~n of tM l\atiou 
"ould ho unj .. tif>Od h io '"" thal """"' St•t.,. forlunal<'lv ltw 
~,-t t&km an unduf' ftd,~a:nt~ of Jo·ederal •{>PtOI'U;adon.a bui mosi 
~tau. h•\,.. <'OOptn~ wholehea.rtM.Jy in raillfrng J'C'Iid fund ~a. twen to 
J.h~ f..ltcau or tuncmdu~.g Slft~ oonnit.ubons. 1 t 1.8 no&. dc•irod in the 
-n.~xL r.ac ... l )C'Ar lO (11.\('.()Unt.ge ILnY SLAws lO con tinue tO t~hirk. The 

SFNI('nt.l Oo\·~nuoonl rnnnot. rnaint.ain relief fur uneiUI)IoyAhl('ot, in nny .,. t.IU('I. • 

, '1'~'(1 .. ~oderftl ,OovCOrrUIWht., Lhen, (OC'08 tlw l'ffll)1m'lihility of COD• 
llmun(C to llroncl~ work ror the ooody unempluyed who onnol be 
l•k~n Uro or by ~ll .. l IU\d local funds. - l 
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TREASURY DEPARTMENT 

WASHINGTON ) 
~ • ..._I 'l 

Sl~B.lll:T1 Pro80ftt status ot legial.atiOD atteeti.Dg 
illlports of Canadian whialtq. 

The prOYiaion tor an •eJ~bareo• on iaports ot Canadian whielte)' 

na reported tnorebq to the Senate FiDance Coaittee b7 the Sub­

~ttee ot which Senator Ung ia Cbaiz.au, about. Jlarch 12. 

11Dder Secretary ot St.ate Ph1111pe adTUed Senators Barriaon, 

Oeoree and Una in a contorence in the ottioe ot the Sec:retar,y ot 

t.he Senate, at which llr. Beater was present, that the State Dopct.­

MDt objected to this prorleiOD. Duri'Qi this oonterenca llr. Ph1111pe 

was requested b7 llr. a .. ter to advise the Senatore ot what occurred 

t.ediateq preced' na the eignina ot the Trade .acre-t, llr. Beater 

II08Jlin& the reaerT&tiOD aade at the request ot the TreaBUr7 Depart­

Milt that the Trade A&reelleDt wee intended and 1111deretood to baTe no 

atteot upcm the policy ot tha Treuury in INking this Sllbargo legia­

letiOD. llr. Philllpa dealined to adTise the Se&tore to tCi.s atteot. 

Tbereatt.er, Seaator BarriaOD intol'lled the Ml c-ittM that be had 

b- int~ b7 11r. Pbilllpa that the State De~t objected to 

the prOYili.oa aa. the polllld that it. rlol.ated the Trade .&cru-ant. 

Scator Clerk then d~ed that llr. Philllpa appMr before the Ml 
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Co.mittee and subject hiaaalt to the aaae croea-exa•!nation that the 

TrealiU%'7 repreaeotetiYe had undergone. 11r. Ph1llipe was accordiA&lJ" 

iDYited to appear and expreee the rlen ot the State Departlleot. 

Senator Barriaon 8\lbeequentl,y decided, honrar, that it would 

be pre.ferahle tor the two Deparboeota to reeoncUe their contlictq 

vine with respect to the legislation and to acree, if poaeible, upon 

sou IIOdification which would render the prorteion lese objectionable 

to the Canadian GcrrarD11611t. The haerin& na theretare postponed 1111tU 

Tueedq, ~larch 17, 54m.ator Barr111011 expreaaiJl& the hope that the two 

Dapartaaente would be able in the meantiM to scree upon a dratt and 

tbue e11m1nata the necaeeity tor the airin& ot their divergant rlewe 

batore the fll1l Ca.aittee. 

In the period between llarcb l3 end 17, purtruaDt to Senator 

llarri110111 s qgeetion, a aeriee ot conterancea were bald betweeD 

repreeentetiY&e ot the two Depart.ents (Meeara. PhUlipe, lloore, IIIICk­

worth and B1clcer11011 tor the State Depart-ant; Keeare. 'fqlor, Beater, 

lraDk, !Claus and Grana for the Tre8Blll'Y Dapert118Dt) • The two Depart­

aente, boweYer, 1rire obliged to report at the aeeting ot the Coll­

aittee on llarch 17 that no acrHMDt had been reached. The Troasur7 

Depart.Dant had, boW9Yar, off ered a nlmber ot coaoeeeiou to the State 

Depc-teent and »r, Ph1.Uipa adY184od Senator !Iarrison at the beerin& 

that it ne hie op1n1on that it a tn de;ya additional tiae wero allowed 

the two Depertllenta would be abla to scree upon a dratt. The Co.ait­

tee aocordJDcq poetponed turther canaideration ot the •tter antU 

llarch 20. 
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Follo'lfini the adjo~Jn~aMt of the Collld.ttee on March 17, tbe 

Treasur,r repreeentatiYeD met iamediate~ with the repreeentat1Yel of 

~be State Depc-taeot 1D u effort further to renee the lanpce of 

t be prorleion eo that it would -t the o'bJeotiona of tile State Deput.. 

-t; am at the end of tile d'lr had wor ked out a draft 1dlich tbe State 

Departllent r epresentatinrs indicated 110uld 'be rsatiatactory to tbu. 

The State Departunt r epreeentatiYes indicated, 'boweYer, that it would 

'be necerssa.ry for tbeal to aubllit this draft to the Canadien llin1eter 

for hill collllideration, which tbq -creed to do at oace; and UMv told 

the Treasury r epreeeatathers tbat oa the followiJlC clq tbe7 would be 

adYirsed whether the .oditied draft n.rs acceptable. 

During the 0011r11e of the d180Wieioae 'bet'ften the two Deput­

MIIta on llarch 17, UDder Secretary Ph1111pa na adYieed by telepboae 
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'by the hericm IU.a1eter at Ottawa t hat the proposed lecial.&tion b..s 'be.a 

lllldo the aubject of debete thet dq oo the f1.oor of the Cmedie Par­

H•"G"t, 1D the coune of wb1cb the PriM llin1ater wae aneced to ~ 

rsaid thet the proposed actioa 'b7 the herican Goul'lllleat would, 1o b1e 

op1o1on, afford crcuade to Caaada for the reecieeioa of t he Trade Acree-

aeat. 

This •saece rroa Ottawa appeared to cin cr..,.e coucera to .. • 

Ph1111pe aDd. the ot!Mr State Departaent ofticiw w!lo were at the tiM 

1a coafarellCe with the fr8U\11'1 repre8elltat1na. It n.rs, of courrsa, 

poiated out by the Treallll17 repreeeatatina that 1o rln of the re­

lllrfttione expreee~ aade 'b7 the .... ricm Qoorera"G"t at the tiM of 
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a4DJ.ne tbe Trade !ereeme~~t tbe propoaed lteiel.at1on obrto1111~ could 

ban 110 beariJI& on tbe Acl'-t. Tbe State DepRtllent representatiT" 

acceded to this Tin'J but ill tbe end tbq appeared to entertain t)M 

opilliOD t!Mt racardleaa ot this tact. tbe proposed lecialat.ion, ill u:r 

fora, would be ao objectioDSble to Canada as t o l aad to tba poaa1b1-

11t7 ot tbe abroaation ot tlM Trade Ajp'eemant and tbet, tberatore, 

tbe StateD.partaent would be toreed to do ln'erythill& ill ita power to 

pr81'81lt itll eAaet.nt. 

Upon tbe adjournawt of tbe ~erence betwe81l tbe repre1181lta­

t1ne of tbe two De~ta OD lllrch 171 the Wlderataudill& waa, u 

baa been ll&id, tbet tbe State Depertllent would .ctrlae tbe trea111Zr7 

Dopartaent after cont arrill& w1 th tbe Canadie.n llill1ater wbatber tbe 

proposition -.de IV tbe Treuury Depertaent ill tbe COlll'se of tbe OOD­

terenco would be acceptable to tbe State Depllrtaent. lo express word 

baa ailloe been co.mm.icated to tbe 1'reaaur7 Departaent OD tb1a propoai­

tiOD. lhldar SecretarT Ph1111pe, boW81'er1 bu .ctrlaed liz>. 'lqlor, ill 

eubatance, tbat ill view of t he attitude of tbe C•n•d2•n OoTeraaant tbe 

State Departlumt can not aaree to u:r legislation wbatsoeYer on tbie 

subject bu.t will illa1et tbat tbe whole uttor be dropped. 

P'ollo1rill& tbe contoraoce on llarcb 17, Jlz>. Pb1111pe baa ~ ill 

toucb witb certa1n ••'Mrs of tbe Senate P'i!I'"Ce Coeeittee 8Dd baa 

&rrellied tor a fllrtber postpon 1 nt of tbe bear1np \llltil llarch 2.4, at 

wbiob tiM it is understood tbet Secret&lT llull will appeor peraonall,y 

138 

Regraded Unclassified 



betore tho Coai.ttee witb a Ti" to por,..•dtne tbe Co-.ittee to drop 

tbe J.eci.alation. 

Tile Trea111117 Depertaent, at S..tor llarri-•• requeat, ~.ae IODII 

to cr-t l&DI[tba to .odUT tbe propo•-' laeialation 1D aach a w;r •• to 

alta it a.~eept.able to -the state DepertllentJ Uld iD tbe Olld it aw.itted 

to tho State Depe.rtolent a reTiaed drat't ot tho legislation wbiob ~ 

pre•-*' tho aubordinate ottioere ot the state De~t u ••till& 

Tirt\ialJ,7 ttrffrT objection wb1oh Md been raiaed cp.iDJrt tile orl&iDal 

drat't. In the ead, bo'NYer, the state DepartMIIt took tile new, aa 

aboye noted, tbat it cou14 not accept AliT leeislation on tbis ~ject 

iD 8Z1!J' tom wbateower. 

At tbe bearillg which will occur on llarch 24, tbe iDteotion 1e to 

baYe llr. Beater appear betora the Senate l'iAallca Coaittae Uld Mlce out. 

tile atrQQCaat poaaible cue tor tba retention ot the ):K'OTieion. Saor.--

t.a%7 llllll. will, ot cour .. , nree ita abeD<l""Mnt. Tbe outoolle appaara 

utra.l.T dwbtt\&1. llr. Beater baa, ot COUI'IIe, bean batore tbe eo-it­

tee iD 001:111e0tion 111 tb otbar proYidona ot tbe O.Ubua Liqucr Bill aa 

well aa tile proYidon attectin& tile C•nad1en diatillare, and will baYe 

a n:aber ot triendJI ..:lai tbe Co.-ittaa .-hera. Senators lleil41r, Olarlt, 

Gvtt41r, Capper, Uld CoetipD can ~ be -tad lJpaD and probebl.T 

SeDater Barkle7 u.o. &.. ot tbeee s-tore ware Mllbara ot tbe Sub­

oo..ittaa wbiob r eporlad tba Canadi.n prorteion to tbe tllll Co-.ittae, 

and -t ot tball wre oriciD&~ bolltile to tba prorleioD bllt bee•• 
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coartnoed ot ita adrtnbillV atter thq lHrned t he tacte troll 11r. 

lleater' a teatiJio!IT. .la to the reu1nlng llellbera nothing can be Aid 

with certai.nv, al.tbouch it ia probeble that a n1Jiber will go &J.4Qc 
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with Senatore Clark ad Bail4v ad ot her trieod.l;r Senators. •• blow 

detinitel;r that Se~~&tora Barriaotl, Gearce ad 11!1& will tol.low the Stek 

Departaent and rill DO doubt, take a cona14er&ble nuaber ot other Sena­

tore with thea. 

One thiDc which ia ot concern 18 the 1.n41cated l1hl1hoM that 

Secret.a%7 Bl1ll w1ll eq or allow Senator llarrieon to eq that the 

PreaicleDt ia oppoMd to the ~t ot thia lecial.ation 1D errr tom 

1D rtew ot the attitadf' ot the Canadian Gwe~t. It 1e UDderatoo4 

tbat Se~~&tor Barri601l baa alreacl;y 118de this atet-t to a nuaber ot 

tba MllberB ot the CoMittee. 

It ia UDdaratoo4 that Secretazy Bl1ll 1D errr enut will eq to 

tha Coaittae tbet it tbia lepal.ation ahoul4 be eucted 1D tm:T tom 

it rill JMa11 the abro&atiOD of the Cenadl&D Trade .A&r-t. Whila 

there 18 DO doubt that the enaotMnt ot the le&ielation lli&bt oon­

CeiT&bl;r r eBUlt 1D the abro&e.tion ot the .A&r•-t on the put ot 

Caned• , we tael hera that tbe C•n""' ua han take their poei t1on 1D 

oppoeition to th1e le&ial.etion larlel;r as a tbreat &Dd that th_.. ia no 

substantial. dcl&er that the !re4e .acre-t would 1D tact be tersiated 

u the result ot the propoMd action. The tolloriD& facta are to he 

roaeeere4J tirat, tbet this point waa apeoial.Jy r eaerTed b7 tbe 

U.Z.ioen GlrerDMDt at the request ot tbe 'rreaeuz7 Departllent when tbe 
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Trade .&creeaent waa oonau.Mtedl end, aeeond, that the TffrT peopl.e 

(thet 1a, the Canadian d1st1llera) who hDe stirred up the oppoa1Ucm 

to the pend1 .. lec1al.at1on would t.hMaelna be the chief loaera 1t the 

.&cru rt should DOw be abrocat.d, ainee thia would - the restoration 

of the old $5.00 d:ufo7 OD their whiakq. 

Wa secured :troa Canada a truacr1pt of the prceeedi.ql 11 1n the 

Canadian Perllaaent, which are referred to aboYe. It 1a attached here­

t.o . You w1ll f'1nd that the d1ecuaa1on waa by no IleUS as hostile to 

the lecialet1on aa the state DepartMnt or1&~ 1nd1eated. 111nlater 

Euler and !'rae 1.1n1ster I.1JI& referred tc the prcpoaed lec1aletion aa 

being of parolJ' doMst1c concern to the llnited States end pointed out 
.__. 

that the •tter was not - but had lo111: been under d1acusaion here . 

Tbq, ot course, 1nd1eete the poaaib111ty of reprisal but make no direct 

cla1a that the prcpo11ed lecialetion would be in rlolation of the Trade 

.&cr-t. 

In the absence of tlxrtber instructions the De~t will ooc-

tinue to do ita utaost tc secure the adoption ot the prcpoaed prortsion. 

In this COQneetion, it is understood that Senatore Clerk, Bailll)' end 

"cn...c.-1ntend to C&rrT the queetion to the noor of the Senate 1n the 

STaDt the Piliance eo-ittae should accede to the~ of the State 

Depcrtamt ad ollit the d1epvted prortdcn tro• the prd1ne bUl. 

'fh1a .-oradua 1a nbaitted for your 1ntorat1011 at the requ.-t 
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llalW hat.ee TarlU..aot. 1bielt., of all ~· ... cl.u••• ta.IO ,.r pnor cal..l.aa. 
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ho9i414, '!b\ \.hie pro•111oa .U.U M\ &FP1.1 \.o U1 '1Milt•7 -n.-.. 
1ac 1a llllo1e or 1a tiiQ' pari ot diaUlle4 -.lrlt.e lllolcb baft ao\ Moa .... 1a 

_... -k1alra a\ laaa \ tocar 7Mrl prior t.e \be dat.e \be nilb7 11 

•'-""• or wU.Wra• hoe _,...CN .. , ror ~uaa. 

lr. C&h&al Oo~ n ban Ill eapl-Uoo aa \.o Ule ut.ea\. t.o wbicb \bia 

1~ .Ul appl7f It proYidel t or \be Mal.ealoa lat.e \be o.a .. 1\ltu of 

allll17 or all. ~~ aiWl ~IMI wl\b \.be followiaa pf'OYUiODI 

Iron~, '!bt ~h prodalea !!ball ao\ app\7 t.o 1187 wiiJ.Ilt., coaataUoc 

1D wllele or 1a tiiQ' pan of 411Ulle4 ~pir1U llbicb a.,. aot 11-. .... 

l n woodeD eoll\li aere at llut /OIQJ! 7Mrl prior to ~be dato tile wii1N:e7 
1o aat.ered, or wl t.lldta:• hoe ......UOU.a, tor COAIUIIl)Uoa. 

I aouce, howe~oar, 011 ,... u or u.. llblt.e pafer llbioll wu •llaltt.e« 117 

U.. PriM llbb\lr 11Yinl the \&blaar 1\&\eiHA\ of \&r1tt eb&ocee - tu., 
troa tb• CAaacla..U.it.e4 8\1\11 Ape-t to.t 1\101 101 er \lle llal.W 8\ltae 

tu1tt -pli•• to whl.alre7L aa., ao\ 1111 \baa tour 711r1 1A wod oootaune, 
\be pi'IYiOI.la 41'\1 , N1oc ... par p.Uoa aa4 \lle propoM4 raw, 11.10 .,er 

pl!oa. I e oul4 Ulta to bioi detia1t.e\7, tint, ebe\blr \.be 1\N alelil 

u - ...... 41•-aioo, eoa, ap,U•• eel.a\7 Md exal.ua1Yal7 to oll1M•7 
pl"'Cbtol4 1a Cauda -.4 .,.ort.e4 \o \.be Oa1W State• 1D 11004 -\&1111'10 

or .eeUln it appl111 to tbe oapon of bottle4 coo41 aa w ll. 

!loa. 1. D. • b r (ll1Aietar of ,....... u 4 c-roe)o I\ awU•• to bo\bJ 

1\ -.t be ap4 at llaet t ov 71an. 

llr. CalaMI I 110\101 tba\ lr,r a ~tal ol"d'"- or......_ or \lle 

Da1W 1\atll 11 .... 01' t.poi'W 1a bo\U11 -t Mar &label -tlia1a& tba 

...... •aotu., 1a boa4 ,.....r Ooft,...., f~~Perrleioa, • aiWl I uadero\..acl U..\ 

1\ baa Moa de\lrsiae4 1a tb111al.t.e4 lwwa \bat tbe•• eor41 _, loe ....e 
.. ~~am., ...-~ ·- .......,.. u 1e .uw ... \lle 1111e1 * ' \.be .. 
...... ..,.. loettle4 ia Cn ...... ao\ 1a \1M llaiW ltetu. It llu Ilea 

eellM \0 '-7 &\\ea\loa til&\ \be .,.U•U. of *1• ~\al. o..U•-
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or deOfte wUl pnet.1e&U7 p...U~ tho aport of boUlod ...,U whiM 
111&90 "- bo\\1 .. 1A boa4 ..ur Oonr1 •'- ... niAioa 111 C'ft•de, U 
Ula\ 1a oornn it. will .. rtaial.7 r.avtc\ \c a YorJ coao1derablo dO(rM 
the yal.Qe ot ibia U • 101. Pubopa la\or \be aiaUt.er w1ll deal wl.~ 
'tho t ueaUota. t1t.h or41a .... or d,oono, aoaor41Ac \c iN wrao, • • "' 
eoao 111\c to~ Oft lollru.rJ \II lut, but I udorttoDII Uu~ t, b7 r.a .. a of 
Ulo oocoUoUOD of tlto ca .. da-Gaite4 111-at.ea Trella ..,..._ .. wbioll h aow 
udor to1M -.uonu .. of t.lda -s.t\oo1 tho operaUoa aa pot~ 
tor oia -t.ha. I •-.ccoat \c tho lliDJ.at.er of fndo ...s Co-.rco the\ 
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• . .. \be 110\\er b doton.iaod - I - tore- taat - Wo .,._._, 
1o nt.1t1od b)' Pu ll-at. tlloN wUl bo 11\\lo cbu')O iadood ot bulllc 
Ulat ordiDM• n,.al,., oad I briq \c bia a\tn U oa w toot til&\ Ulo 
ottoot ot 'that. o:rdiA&aoo wlll bo \c deotro7 \he iad\leV)< ..,... .. 1a 
t.oUllq U qwn 1a C•u 4 o u d t oad \c vuater t b \ boU llq iDdlaa\17 
\c tile Oait.d 8\0t... l a o1llpl7 oalUna otwncl1oa \c tbh •• a r,o\cr 
wbh b aiUaat .. O&aiolt C•n•lliao oxpol'\ore roooi'litlg \ho t\111 ad••ntoco 
ot t.be apoe•u t-. 

Thoro 1o uother adt.er to wbicb I would oall att.a•Uoa. Ia a bi ll 
wllioh hu alMad.7 pend tho Houoo ot b pr .. eat.o.t1na aad h ..,,. lllldor 
tho oo.aideroUOll ot t.IM a-te ot tile llait.od 1\0t.eo, outioa 401A pi'OY14e• 

•• toll-• 

lh•n n t.bo 8oorot.orJ of tho 'froalNJ')' tu4o tA..t there DU "-
1 .. t.1tut.d1 or Ulat. proc:on baa bo• h-e! tor t ho lAst1tnUoa ot 1 UJ:f 
p2'0oood1Jla b)' the Oaitod Statu, ba10d upon o clab ar111111 uac!ar tho 
cut.oao or iat.eraal ro•ecwo lowe 1a ooaaeoU o11 w1 \II M al laio4 U.,Or1.aU• 
or hr l o .:111& i n\..:1 lobe Gait.d Statu of dht.Ulod ep1rita, o1au1 or to-ted 
u lt Uquoro1 aaaioa\ u:, por oon, wllother or DOt a r oeideot or til& UalW 
I ta••• IID4 \bAt auah poraoa hao1 or a t tbe date ot tba enacta .. t. of t.lda 
aot hod1 a a botaatial 1oter .. t 1 direct. or inc!1root, 1D U J plaa\o ... 
tabllablleD\1 or b ... iA .. a o~t.a14o of tho Uo ltecl St.at.ae tor \ce p......Uoa, 
~. rocUtloatioe, "'llo&, or au bUoc ot diltUlod .,utu, daooo 
or toJ"'llOIUCI Ml\ u, .. ,.., \ae Socnt.arJ aball pabU1b aeb iatol'll&\U. 
01 d ll, 1a !>io Jlldpoent. autt1c1ent.l7 i deut1f1 nell per- &8d noll plaato 
.. t.abllobaeot, or buaiau l, WI" attar auob publ1cat1on ao .U•t1Ue4 oplrlW. 
wia01

1 
or tonu.nt.o4 lllll.t Uquora prod!acod1 UIIUfactwod, rooU t lod, Mld .. 

u r.kated ~~ n ob per1oa1 or io wbiob lis hu IA1 iDt.erost , or pJ:"o:fuood, 
-raotw-ad, root1t1o4, aold or aar.kotecl iD or b)' UJ:f 1111oh pluto .. ,.bUIIll­
• n\ or buiaeaa aall bo i qorlod or bro~r!lt iat.o the Ua.itod St.at.aa ual••• 
eAd uo\U IUh ,.,._ eubaita \c tile Juriodiotioa ot tho coW"t of tho Daitod 
• •t.a• 1a wbioh •cb procoedl-"& hae bo 11 i nati tut.od, er uut. of wb.icll all• 
procooa baa "- l • nood, u4, \c ..-.ro p&1MD\ of \1M c.laia, turaiall•• t.o 
\l:o a..rot.arJ or tho 'fr~ euch IACW'it7 a• bo ~ roqalro, beat DOt 1a 
••eo•• of "-bb tho _, of tbe cla1A, or eoapU. • witlt ada otllor no•• 
alllo t.enu~ u bo ~ i....,oM. 

l\ 1• well ~ li&ld I do aol. wie t.o at.er I.A\c a dat.oiloc! 411•-aloa 
of u- that t.ba 11111 t.o4 a~t.•• rreUIII'7 hao proternd olaia• eH.bor dlroo~ 
or 1od1ree~ a;a111a\ a\aon OYfiT load!Uf Caudi .. dJ.at1Uoey 011cl 1a •••k11lf 
\c laJIOH poaalUOI u4 ob\Oia pqaaa\ of a n•t. u~allor ot c.laiaa UOWitlq 
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I clo DO\ bow that I b&fl enr d.nmlt a alu• ot Caaadiu wbillk17 1a 

rq U1'• ud \heretor. I a aot por..,aal.l7 1.11\erut.ect -

llr, l aoobaa lllat are 7ou .. ui.aa tort 

144 

I&J', Callaaa WeU, I caa fllld other d.oocUou wbicll Nit IQ' tu\e 

bettor. Jut I coand thlo u .. aad \h.lo propoaed NduoUoa, aot f­

\he poi.a~ of rin of \he llhioby \Hite, llut bee.uM 1\ ie oae its 1a 

W o •1"-\ wb1cll wlll, I t.hiak, to a oertaia ut.ea\ -~· C•D•do te 

reda&ce \he balaace of Vade whieh uow a d for 1U.1Q' yoaro baa bMa ap.iu\ 

IIJI ia OW> doall.llp wi \h tba Oat ted Sta teo , I diseu .. ed t.bat quaUoa \ 

oace, aD4 I aa a1-,l:l n 1'.rr1aa w it tor \h.la _, qaia. I a 

\bol'OIICI11:1 coa'f'inced n oauot aaiataia aay otable IICae\&rJ poUq ia \h.lo 

OOIID\%'7 oo l oa& • • n are purchuU. tPOII t.be Uai tod State a, ao .. ba" 

4oaa 1a ,.,..ro put, ao Daay aillloa dollar& i a n luo of •ir prodliCta 

1a u oeoa o t \II 'l&bae ot \ho p.rodacta llbicll • • .. u to ~-. I ~ 

t.ba\ aoe• to \be nr)" root of OllJ' aoAa\&Z'7 aad orad.! t pollq, 1roa \II& t 

poiat ot Yiow I co:auacl \h.la 1 taa to \ho Co.-1\ \M ucl iataad to ft\e fw 

i t , u cl I would do &Q)'Wq I nuou bl:l covld to aoO\lft ita awrwal ~ 
tho eo-ttt.M. &at with \bat I ban 1a ., Iliad t ba1., 1£ t.b• ~u llbi•, 

b&ri.ll& alnad7 pa .. ed tho BovH of tep.,.o .. wU•••• h aow teten \M 

biW &taw • s..au, h euow ud aatoroed 1a \he w• ...... , it 
will U.Oat 0011pbtel7 ripe ovt UT ..S.,..tqa *1• •• .-id otlaarwiaa 'Mde 

•dar \h.lo itea or \lie propoaecl OCJ'n••t ao• -.dar -idonuoa. I wolllA 

Ulr:e to be aaovecl 1>7 \ba Oo"rDMat. \hat ... %'7 reu o .. bh •••are 1s ba1ai 
talr:ee te npre-t te \ho OaiW &ta\N Coflra>aeat, u4 ~ \Aat 

Go .... ,....., te \ba Uaitecl State• eoac:nu, \bat tho uuU~Mt or \he bill 

Dow llllder ooaaidnaUoo 1a tllo Ua1W 5\atea s.u .. woa.l4 pi'Mllldoe ~· 
0018\l7 \akiDi M:f I'HOOuble adftAt.acl Of \hi itaeo 

1 

I .. 110\ willll w OIIR D1Q' aqerai.,.., wt. I r • aber 1D Wfl JOil\AM 

~·• ~rae ol d reo1proc1\7 &.&J'Ure\ or IIDIQ' 7oaro DCOr P~ 
fhb wo peraitW to aDtar tho 'IIIDited 8tatoa tne of 41&\7, _. tile\ wu 

followcl 117 a Uaited Stat .. 4\lt,J OD \ha tiD oaaa •b1u aboolvw).y pr.­

olwSacl u boa doU, buaiaoao 1a \bat oouetl7 b7 tho PfiM ot t~aoao tUb 

,~ ia ~r paolr•••· I \nat \llat, -led ~til tb1a 1\eleo 

.. 
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~re tJ 110\ the pn.,.e\ln euoillot ot the wo\loe of ~ bUl 

)o llldeh I la&n O&lled at\ea\loo ull llldeh wu ciJ.eou ... a114 pu ... 

b7 ~ 8ooa1 ot ..,..__t.atiYu oe •~~CV•t U, lllSII, \Ill wbole bill 
llei"' loliM a\ pep· 141.110 ol ~ CAqre Niooal .. oori to.,. ~~ d&t.a. 

•r. lltlen !be rete..__ ...te b7 &'I boonor.bl triucl w ~· cU.tti­

clll. \lea aurro\Uid.l.llc the e xpon or liquor uader \be Mw ...s faYWr&ble 

nt.a& ol dla\7 \o \be OaiW St.at .. ba•• -• \o the lal,.lectce ot ~ 
Go•emaet ...S, 1 M7 1&7 quite ~. ban &1•• ~ c.....-t -
ai~e ooM'fla. u tlle hoao~le .-..,. .;,a, 11 ei\b.r or thiN t.e 

pl'OY181oaa, \be one with rep!'d. \o lU..liq U.S \be o~er witb npr;l w 
\be aet1oa wiUcll ie bl'ov.&ht &&alae\ the 'flriov.a cU.aUUGrieo lz. Cauda, 

- law for oe ...San applied, tbe7 rill t.o a • •rJ peat ut.aat MlUt'7 
\be lleMfi\ oaf'nftd-,. \be "*etiaa ot dlt\7 ~~Mer ~ tr_. •a:n urt. 

~ ••~•1\we a ll lllllerat..Jid tba\ W e 11 411i1t. a riou .. ,.._., .._ 

H h ....Uaed \bet \bne ia 1A a\ook ia CauciJ.Ul dia\Ulerill eo•~ 

:Ule u,ooo,ooo or fi, OOO, OOO calloaa, wlllcb at a nbe ot perbqa .. 

& calloe -u - \o - tuo,ooo,ooo or IJ.llO,ooo,ooo. I! tbiH l..ltttlol'• 
- 11e apor\ad \o ~· Uaiwel Stat .. the" elll be a anac at l ... t w 
Ute Cepedt .. u:por\11' wb.lcb would be renoco\e<l, p.r~aa.,., ia the nJ ., 

bollorallle h'leacl aauuta, aDd, U~be, 1.D 1aona .. 4 1aeo&a t.azH w \boee 

wbo .. ke proll\a ov.t ot t be :Uq.or, ~~~ u oUAt to • nrt lura• -~ 
po .. 1bl7 ,n,ooo,ooo 11 tb• ___ , ot -~7 \bet al&l>t be a m.-. 

lbeM t wo Mttere Ne ac- t .... u oae4 1a tbe Acn-t at all . 1IMrJ 

" "' ...,.loped tta .. tbe •a:ree••t ••• lliA•d• 

llr. c.JiaJ Jlo, ao. 

Rr. luhr• Peril&pa 1 lbollld oorree\ tbatJ tbe7 ba'll - 1aw .on 

aoUn dilov. .. l oc d aoe tbl .. r•••t ••• ai~ed. 

llr. Cabal 1 \biAit U...t 11 OOJTMt. 

llr. Eltl .. r l I elll pv.t it 1a t bat "'7• .a...d, u .,.. &\&ted -,. Ua• 

booo r&ble llatlber, 1t \be•• two or alt.hel" ot tbM - 1&\o toroe \1117 
will 'llr1 1arcel7 ollllU) tbe beolafi t ot ~~ redllced r •tl 011 eblllke7 wbUb 

.. u ... Hftl'ld. 

ao tar 11 the labell &l'l -raed, \bet raplat.loa- ia\1 t eroe 

on .t~&P•t u 1111lau i t 11 alt.at'ad. titb reaard to t.ll• nberp \bat .., 

Ill pla~ ac&iaat Coa•cUu :UqliOI'It C&alllial wlalaltq, llll.l.aaa Oll'taia u U.oa 

b tu. -,. ~ diat.lll re, \bet b&l ao\ 7 1\ ~~~-· 1 .. _. 11 •t.lll • •'­

tar ol -u._.u.oa. 

1 c1o ao\ lalow Jill\ how tar 1 ebolllo co •lth recard \1 aa pPreuioa 

oL ,.1a1oa u u.e ~ ot tbe Oowe,.....,, axoapt \be' H b&l &i~ :' t t 

1e -• &1Yiac \M .,.._....,.., nrJ -Uerallle _..., ""-11&0 o ae 
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-u....t 117 WJ:T bo.or~~ble h'1q4, t.lla\ lt \baH r aw•~ .,. 
OU'riad oou. &D<1 U tbie l eabl.aUaa 1e ouda4 thl'OIIP u trill appev 
a\ leu\ - I trl.U ao\ 111,7 t h&\ it 1a la\enUoul a\ all - u t f U • 
• • re lat.ollcla4 &laoet. \o lll&lll!) the poaaUq of the deereued r ate et 
«uv 010 wb1alra7 &Dd \o dea\ro)" that bla~ia•••· 

Wlth rep.rd \o t!Ua l ... OCll)' &11,7 1<1 -altuioo that. l Walt the 
Ooft._.\ oL the CaiW 1\atea 1e Ml1 ,...... at t.11a n•• wlliu \1M 
C..tiaa Goft.--t \akaa trit.ll ftpnl \o the M\\ar, l M M\ AJ'e t,ba\ 

I - ..., "-7 aora trit.ll repri t.o t.ba\ at \1M •~•at. 

llr. C."Ma I Ulaak t.lla Boeont.le pt.l- trr the ftrJ opUd\ 
ate~\ be ba• M4a. I l'&a~a4 II;JMlt ou1derabl11AI de•' '•I d\11 

"' -
llr. lilllell't So clld I. 

llr. C&baa1 - a.omue I ••eal1Md t.ba\ perbapa • prol-aect .U.••nl• 
1a thle ~ aiell\ ao\ fuill\a\41 the ae..,tu~ ot tiM Npn-\aU.. 
wbillb tu Gon..-\ ao dnbt an "k'•l u4 n U ...UJ ad t.arta, e\aW 

\1M - · 1 ,.reou' l1 do DOt whh t.o p .. aull h.riber dth a .U.•-•• 
of 1\, 

llr. llull .. a h liq1 I eboolcl Ulte \o adcl Jut a ftl'd ia nf•-
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\o llbat tile 111a1ewr bae Hid •• t.o tAJ.• aa\\ar -u, a- i.lipel'\aaoe 
euoe t1w1 &cn-t h4e CQIIO l oto ette11t, •• v lloMnble trbad appareaU, 
laloft l t 1e a nrJ ole! 1 ... e. 1\ h oo\ eooe\blac which baa - 1at.e 
t.eloa ~ .. t re-t171 1\ h a .. t\ar llbicb bu """ ...,.r -11leHUoa 
117 ~' ot the Uai\ed 1\&\ae 8oft-\ for- -e'#tr•h "-• 

lb. Cabua l a.. of \be fact \llat \1M pn~ c;.w-' - -
t.o • wr\&111 axwa\ ot u.. di .tniJIIl tha trllicb 11M ...u. ..... We ~u. 
of *.lela I road oae ...U•, - 1aVodlaMd 1a \he ao- ., .. ,. aaru .... , 
ud a cnat ecq P"Ple ,..,.. , I th1ak bofetul. tha\ u tiM - et tile 
oeroUa\ioaJI """'-" w pre-\ O..w nt ud U.. llalW 1\a\M a. .. n •' 
- ~&dentaadlal a1 t. baft t.eea reaoH4! nt• PeCU'Cl w \be t1Ml -t­
... , of t.llat -...... 

llr. ••••• lbl• I \h1ak ., &o.orable triad rill t1a4 tla&i \1M 
rtpre-\aUooa tue r.on roa•t ba-re Mde will t.e ~ ~ *' .... 

llr. lla ,, .. , I wo1U4 UJra to aell w lliahter ,..l.ll.v * Ge•• "" 
wen - a\ "'' U.. tbia ap1 It - aiCJMil *' Wa lepal&U. 
... p...UC ~ the 1ouo or ~"'"""•• or Mel ,.. ... 1 .. \ 

Alii&WU 

l r. IIIler• It 11 aot throqb t.lla '-"'· 

lb-. """•al•at 1111\ \hl'ftlll "'e lola .. of lepn .. •\at.but 
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tlr. llller1 l ee. 

llr. 0.•1) 'II Would tt. • o t u .. baa po .. i !Jl.e w prortde io tbe .. .., 

Ap oat - U.• that 1101Ucl ban prnu\ad tlaie a.haraot 

.... a.aler1 the ao ........ , of ll.eeefc _ , "l"7 .. u i.D\ertere 1.D tlae 

.SC...Uo att a.lra ot tbe Ollitocl 8t.we. tba7 ban OOIIi)bt.. authoriq to 
do u tba7 pleaH. '!h1a ~eDt wu DOt nbjeot to raUt l o.UoaJ the 
Pnd.S.t had ooaplete power. 

ltr. Deucl&ll I WU aot ftl ltiDC tbat. I wu Ulti.Dc 1t 11. would oo\ 

luln betn poeelble w han 1A tbo CanM a-Oai to4 I ta we .t.cra .. ut aou 

olc•n wbicll li:NlAl llaYe p....,..tel We 1\H hoa baloc lllllllf1ad 1>7 tbe 

lecial&t.lor. pwtial• 
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b . laclndo U.C1 Parbapa I aipt. poi.Dt out to aT booon&llle trind the\ 

tbore ie .. vUcle lD the .llftwut, .lrt1ele n , which 1e 1Atnded to 

- t iho aor\ of -Uquq tllat be abd po .. iblJ other• aq bue 1a ai.ocl. 

An.lcle n ... •• 

lD tile OYea\ tllat \be Oo• arDaco\ ot ei ther co~atrT acl..,te -., 

•ea.&n Dicb, .,... t houp i t doee no t collfUot eitb the tet:~tl ot WI 

~" 1a _.,...red b)' tho Go .. ruut ot tlla other co .. trT ~ ba'" 

tbe et taet of nllil')'1oc or iAipa1r1.q uq objert of tloe ....,.._" the 

Ooft~t lllaieh b&a e4opW M:l .... -..... allall eoaal~r aula rq­

reau tau. ... ud. propoHla u toe otber Qoyeruer.' 8&1 .U• eitb a Yiew to 

et fecti.DC a -..tuallJ MtietactorT adJ .. taMt ot the •tter. 

nat ,...neioa bu ..._ i.DHned t.o aYOicl Uta poeai'bW\7 of oeOIU'­

ucaa of \he idJ:I4 a:T boaorable t rieacl lule 8HU o• e4• Of oourM, u tile 

l Wawr "-• jllet M id, U h Dot w1 ~ the pro•i.aca of • • -VJ te 

i.DWue 111 .Oe «-eUc attaire of u other co~au,>, ud H h M~ fer \M 

Gonl'8&ellt of C•nd" t.o WU ai.Oe:r .Oa lloii.H of h pre-\1.\lne u ~ 
a..aw ot \he 11a1Wd lwwe llhat thef liooW.d or ebolt.ld .ot 4e. l otllU& of that 

lt1A4 eolll.cl appear 1D M:l &p"HHIft\J H would ao~ be peNUWd t.o appear. M 

I .... URN rq hoaorallle trb~ \hat. wtt.ll r eapeet w Ulie aatter, u t ar u 
U attacw C:t"diu awruw, tlae poait.lOA u4 tlaa awreata of Cn • d• 

b Ye 'ben 110rl tuU7 rapra-w at •a!l1aef.oa· I ~JaW anrJ r- to 'bee 

u ... \bat •• rapra-tot.lou an babe .,....t~aauoall7 -.warec~, Ulolacb 
nat t bal acUoo aq be wta 'bJ a.at lachlaUYe bodT 1a tM '-!W we ~ 
it h , of oovee tapoaaible t.o aq. 

Sir GeoJop Pe:rle11 I u lla6 w hear what \M Prw liaieter bu jut M14 

oa Wa nbJeet. I oal7 •t w &N aow, ala. I _,....w.cl ~\ thtn h 111 

\Ae acru•aa t a proYialoa tor MloU eU oa if a clau • of the .t.cra-t 1a 

OMpleWlT e'Utlad 1>7 - other hJhle~oa, wlaether lD oue au b neaeua­

Uaa abollld .. , 'be -aatlll \llat ..olll.cl a1- Cauda the riibt t.o tera!Mw 

Ul1 AD"• ••'· fti& ia a .. l"lou utter. 

lr. laolneh U.C• It ~ ea ... ual fMWH ot \Ae .t.cra-t were iapaired 

bJ - aeUoa of tlla lla1W ltowa, I llllcl&ld teal \ ba" Wl4u the e..._,. 

.. 
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Toronto Globe 
llarch 21, 1986 

CANADIAN WHISKEY TRADE TIIREATfliED 

Lawyers Seek Wa,y to Stop Tbreatened lloYe Against 
Dollinion Liquor 1n U. s. 

(liT wuuaa llarchinaton) 
(Staff Col'Tespondent of the Globe) 

Otten, llarch 20. 

Twoecore of the ablest lavers 1n Canada are now seeking a 
•n:t out of the iapaese which not only tbreatens to cost Canadian 
distillers $50, 000, 000 in pen.alti es for bygone int'ractions of the 
United states laws, but oleo jeopardizes their richest market tor 
liquor. 

ll& Anrt Club 

It 18 now belieYed by eo:~~e of the legal experts that Article 
7 of the Canadian Trade treaty with the Clnited states ~ ""'' the 
big distillers of Ontario and Quebec troa the club which the Aaeri­
Cllll Go-rerullent is llrln&ing oYer their heads . 

This article proVides that no prohibitions, import or cus­
toms quotas , illlport licenses or any other form of quantitative reg­
ulation sllcll be iaposed b,y the United states upon tbe aportation 
or s.ale of Canadien products, 1r.clud1ng whialtey, wbicb are described 
in ecbedul.e t wo of the trade ~t. 

Counsel tor the Canadian distillers are trying to figure out 
it this would preTent en!orceoaent of legi elation now before tbe 
United Stat es Senate to upower t he Seoretary or the Trea8U%7 to ban 
tbe sele in the United states or liquor exported to that country by 
Canadian firss 1n the da,ys when whialtey aauggling on the Great Lalcea 
and the Detroit River was "big business. • fens of aa1llione ot dollars 
are being claimed by Uncle Sam from the Canadian dis t i llers who helped 
t o quench America' s thir st in the •dry" da,ys prior to 1950. 

•Drx• Period Data 
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There is an interesting etory behind tbis belated atteapt t o 
force the Canadian distillers to pay duty on aUllons ot gallons ot 
puggled liquor. In the archins of tbe National Revenue Depart:o.ent 
at Ottawa there are r ecords of all the Ul1cit abip!dnts t o the United 
States. Their exist ence wae disclosed during a prosecution launched 
tv the Roy.al Canadian Mounted Pollee against certain lontreal distillery 
firae, of which the leading f igures are a Jewish brotherhood benring t he 

naae or Bronf'maJl, 
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'llhen t.be Onited States TreaSUl')' got wind of the existence of 
these records , it sent sleuths to Ottawa to exowlne thea, and their 
work was facilitated by the JU.nister of llational Revenue, but when 
word of their researches reached the ears of the liquor ugnatee of 
Caned• they bestirred theaaelns to exercise pruBUre on Parllllllellt 
Blll, and as a reiiUlt perahaion to ex•-1ne the records was heat~ 
witbdra'lll on t be ground that the 1nf'oraat ion contained in thea bed 
been denied to Parllaaent and it 1IO'I1l.d be illproper to sake i t. an.U­
abl e to a foreign GoYal'lllDent . 

Bat the Aaericon Treasur,y of ficials ware not diepoaed to for­
sake the bare they bad started, and it ie known that they have made 
enol'llOUS claias against 801110 of the biggest distilleries in Canada 
for infractions of Onited States laws. Thii.Y o.re elaiJiiog up to 
tloo,ooo,ooo, but it u,y be t bat , in ct7ing for the .aon, tbe,y bope 
to get eoaething lese. 

Several -bare of Parll•"*'!!t. wbo are 110t interested in t.be 
wbiakey trade are asldng wbT the who1e reciprocity qreeaot with the 
Onited States should be Jeopardized to protect the f ortunes ot liquor 
interests wbieb opeo).J< nouted the laws of a trieo~ ~boring 
country when it banned tbe iaportation of alcoholic beTeragea. 

Aepresgntations Kade . 

Washington, 113rch 20 (AP) . - Tbe Canadiao Govel'lllll8llt hell 
!lade representat iooe to t he United States ag'-<inllt a bill pending in 
Coll8rees wbicb would dea;;y entry of Csnsdlan liquor shipped by die­
tillers alleged to hen Clade such sbipunta during prohibition. 
WUUu Pbi1llps, Actina Secretary of State, told hie press cooter-­
once the ~~~at~er was being gi•mcaret'Ul attention by the State lle­
partllent which baa diecuaaed it wit h the TreUU%7• 
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TREASURY DEPARTMENT 

INT&~ O I'I'IC£ COMMU N ICATION 

DAU llareh 20, 1956 

To Mrs. Klotz 

'"o" llr. Oliphant 

I wish you woul.d get the tollo'lrlng intol'll&tion to the Secretary at hie 

earl y convenience: 

1 . Taylor baa gotten his teeth into this Canadian thing and ie 
doing a swell job. 

2. There baa been no change in substance in the situation with 
reference to the Canadian Liquor u t ter . The interest of the 
Canadians in 110.1nta1n1ng the ~2 .50 cut on liquor duties con­
tained in the CaMdbn Trade Agreeeent 1s aaple to prevent 
the parties in Canode now protesting the proposed legislation 
wanting to see the Trade Agreement denounced . 

ll . J udge ltoore baa told !Iarrison, and J!arrieon is telling others 
that the President wants our legislation killed. 

4. Our bgiel.ation will pass unless J!arrison is able to say to 
his Committee, after the bearings are over and they are alone, 
that the President wente the legi.slation ldlled. 

5. Pbill1pa sa.w several Senators yesterday without consulting 
us and arranged tor the bearing to go over until next Tueada,y 
when Hull gets beck. The probabilities are that the pll'POGa 
of this is to ~ble Hull to colOliiUDicate with the President, 
or for Hull bi.Jiself to IIIS.ke strong representations to the 
Coamlit tee. 

6. Pbilllps called 1110 yesterday and pressed upon me the serious­
ness of the whole ~~attar, implying that the l'reasury was to 
bl!!.llle . I reainded b1Ja tbet his Department bod assured us, 
llben the Agreeoent wsa signed, that their reodlng to the 
Cnnadlana our etate.'lent on the proposed leeislation would 
tul.ly safeguard Treasury interests, otherwise we m:uld have 
refused to approve the Agreeaent. The converaation took a 
turn that aade i t necesaary for ae to rater to the doubt the 
llbole incident threw on the rlsdolll of continuing to purchase 
s ilver frolll Canada on favorabl e teras . 
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TREASURY DEPARTMENT 152 

tNT£R OP"I'lCE COMMU N ICATION 

OAT< Jlarcb 21, 1956 

TO '!he Secretary 

•~o" Ill' . Oliphant 

'!his statement, prepared mostly from your diary but partly from 
records in my office and after extended consideration by all aenbers of 
th~ Legal Staff participating in the event at the time , mey be uaef'ul. to 
you at the present juncture. 

'!he President telepboned 11e ~ at .Ann4pol1s aaking me nwnerous 
questions about the 1111.tter . lie then d:l.etated a •eliOrandwa to PhUlipe, 
who bad bean talld.ng to ba, asking •a at each point if his stateaenta 
were a ccurate. In substance he told PhUlipe tbat these Caredlene should 
be treated just like citizens of this coUDtry would be; that there bad to 
be J.\J.ll assurance that these people would ca.e into court aDd .l"ull guar­
o.ntee tbat e.n;y judpents obtained 110uld be pe.id. lie corrected SOlie state­
•enta Phillips bad made to hilll and indicated the trouble about agree.ing 
upon l egislation was the canadians repeated refusal to stick to arrange­
• enta seemingly sati sfactory. 

He asked me to see Phillips so we could gat together, presumably 
on the basis stated in hi.s memorandum to PhUlips. I have arranged with 
Pbi.lllps to see hi.m IAonday morning-Taylor and Bester rlll be there too . 
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•• ~- Cott..,, 
• "-' ll&1a lt.Nd, 
~l-, 1fi.acar.~il\. 

Dear ... o CCIItfe;_¥ I 

.I'Cih 1!6. 1911 • 

J'or tbe 5eerekry ot tb4 ~ 1 q 

•s •• 

(SiJ!led) Jl••l ·r' P'h Or '>IM 

HWMY'\ lo ttu'-l, 
Au~' to the lecret.anr• 
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TH& a&Cft£TAIItY M THC TReASURY 
154 

The Secr etary h :t'&~~~iliar witb tbie 

ai-.uation. I tol d him eome months ago 

that t he Chicago 1:r1bune wae going t o 

i nvestigate t he matter, and expose the 

whole situation. I have understood that 

an 1nveetiga tion was authorized by t he 

President and that he was satisfied t here 

was nothing serioual)' wrong. As you know, 

our :t'riend down the hall baa been t olA t o .mD 

make good on biJ accusations o:t' misdoings in 

th1a dir ection or shut up. I unders tand he 

baa been tey1ng to m make good on them. 

This may be a part o:t' that cq~paign. I s ee 

Col:t'e)' baa been 1n North DaJota. 

I would be inclined to send a oopy o:t' 

t he letter to the White Bouse? 

Upm 
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MR. MORGENTHAU'S O FFICE TO-

Cr. Gibbons Ur. OliphAnt / 
Utss Roeho lb- . Gnsto~ 
11r . Taylor t.!r. We Reynolds 

•••• 

IJr, All on Ur. Hostor 
Ur. Anelinsor Ur. Julian 
Ur. Bartol t Ur. Kilby 
I.Ja• . Bntcholdoa· ur. Lochhead 
Ur. Boll Ulss Lonigen 
Ur . Borksbiro Ur. Uoran 
Ur . Birgfol<!. Ur. Uurphy 
1!1" . Broughton Ur. O' Connor 
llr. Bryo.n Uiss O'Rollly 
Uiss Chauncey Adl:l. Peoples 
Uiss Dio.=ond IJi:Js Re:;nolds 

Gre.vos Ur. Roso 
Greonbors Llr. Ryan 
Hna:J llr. Schoeneman 

IJr. Hall Ur . Sloan 
.ldm. H4llllOt Ur . Smitl! 

Ha.nno. IJr . Spanglor 
Harlan IUss Switzer 

Llr . Harper Ur . Thompson 
Heffeltingor Ur . Upham 
Helvering 

~ ? 
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JAMES COFFEY 
.. EAL ESTATE: e.ROK.:-. 

MADISON, WISCON SIN 

9 West Main St. 
March 19, 1936 

Bon. Henry Morgent hau 
Secretary ot the Tre~aury 
Washington, D. c. 

My dear Xr • Secretaryz 

R!liable intonnation c ame to me today that one ot the 
great papers ot Chicago has dire cted an investigator 
to come to Madison and make a thorough search ot the 
recorda preparator,- t o an exposure ot the disgraceful 
busines s r ecord ot Leo T. Crowley. He is also to get 
evidence t h at the administration has been repeatedly 
i nformed ot Xr. Crowley's unfitness to hold any office 
ot publlc trust . The plan is to make this e:xposure 
nation Wide and it is hoped it will rival in importance 
the ~eapot Dome case . A rumor seemingly well authen­
ticated has it that he has been able to put public money 
into some ot his institutions . 

I knew Xr. Crowley was unfit to hold office and pro­
tested his confirmation. As a result ot a request 
trom Washington more than a year ago I sent to Mr. 
Parl87 a statement ot facts. I know that many other 
s tatements have gone to Washington trom Madison. I 
am writing this at the suggestion of friends or the 
adminis tration and wi th the hope that you will act 
immediately and thereby save the President and his 
administ r ation serious embarrassment . 

It I can be ot any further assistance, please call 
on me, I am 

JC1D 

Respectfully GA ... , 
Coffey, torm~~~a~ic 

S te Chairman tor South Dakota 
and Collector ot Internal Revenue 
tor the Dis trio t ot North & South 
Dakota 1n the Wilson administration. 
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TREASURY DEPARTMENT 
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INUit OI'J'ICI£ COWWUNICATION 

DAT. ~Ch 21, 1936 

To !.!r , Tayl or 

.....,,. lo!r . Tibite 

Subject: Prl.:loipd foaturoa ot the Canadian Trade .&,;,...-ee:::ent . 

1 . Canada second larr;oet oua• Ol:ler of the 1ln ited State a , 

Tho t rade agr eement with Canada ie of f&r•l'Oo.chi~ scope, since 
Canedo. is the second l argest cuatomor for United States export• and s ince 
t ho United States ia the aecond largest mo.r~ot for Canadian oxporto , Aa 
a couponaetion for the bindlns or ·~ free comModitiea by the United 
State a, which ia of groat benefit to her, Cane.da hu "ado reduction• 
in duties on American oaraoditleo which repreaent a IIUbstantlelly larger 
....J.uo or t rade then ia r epreaented by the Canadian c..aoditiee on which 
the United Statea hu reduced dutiee. 

2 , Benefits tor Unitod States exports to Canada . 

(o.) Dir ect duty r eductions on about 180 agricult ural and induatrial 
i tems -- three- fourth• of the total dutiable exports to Canada fraa t ho 
Uoited States . 

(b) ·~st-favored-foroi~-natlon" ratee on all other c~it1oe 
in place ot the hit;her • general" rates . 

(c) Relief frOd the Canadian syst= of arbi rary n.luatiooe. 

(d) Bonefitn to commercial traveler• and tranait trade . 

S, Conceosions mo.do by tho United States to Cartnda. 

(a) Binding on tho free list of crude rroducta auch aa pulpwood, 
newaprint , l uobor , and other ~oditioo. 

(b) Reductions in duty for ~cified quantitiea of cattle, cream, 
aeed potatoes, and l umber ot llcu,j:lu fir or Toeatorn bCIIIloclc. 

(c) Reduction• in duty on other lumber , cheeee, fiBh, and other i teaa. 
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4. Et'i'oots on trade. 

It le too soon to neaaure the ef'focte or tho trade agre<Dent on tho 
trade of the United Statoa with Canada, H -urea for tho United States 
t rade with Canada are aa yet e.vdlo.blo only for tho month of January . 
Thoao show that export• to Canada durin& January 19:56 were 18 , 2 per cent 
greater then in January 1935, mile total exports of tho Unit~d Stat es 
were 12. 2 per cent &reater. ..,.;>Or'.s !'rtt• Ctnoda 111 January 19~ were 
20, 8 per cent t r eater than in January 1936, llhilo total l.Dporto inoroa.ed 
12. 4 per cent. Tboao groat increases ill trade mutt net be conaidtrod 
an indication of the reeu1ta to be expected L'l the future since illportora 
aud exporters in both nations hel d up ehipmonta in antici pation of tho 
lower dut ies Tmioh would go into effect wlth the t rade ogrocmont . Pre­
liminary figures of impor ta of commodities under tho quota provisions 
during January and February indicate that but 2. 7 per cent of tho o.nnual 
quota of Dougla.s fir and ':7oetom hemlock, " per cent of the quota or 
cattle under 175 l ba. por head , :5 , 2 per oont of tho quota on dairy 
ocma, 3 . 3 per cent of' tho quota on aood potatooa, and 0 per cent of' tho 
quota on ere= 1<0re tilled• 14, 1 per cent of tho quota on cattle OYor 
700 lbs. per head ..,.. filled . Those rolatiYoly small import a reflect 
tho aoaaoual character of tho trade in thoao ito=a. 

6 . Effects on cuatama revenue . 

It 1o estimated that thoro will be no ohe.ngo in rovenu~ P.nJ.l~ tho 
itG>a except 'lihisky. It is expected that inoroneoa 1n dut'9-joh0'!>'h\'~ao, 
cattle, and creao will counteract l oaaea 1n revenue on the other itoma. 
Tho r eduction in the duty on Scotch and I r ish typo 'll'hiakies will probably 
rooult 1n a l oss of revenue of about $4 .Ulliona, llbile the reduction in 
lmeriean and Canadian typo llbiakios rlll probably rosul t 1n • l oaa ot 
rOYonuo dur i.nj; tho f'irat year only of net more than $7, 500, 000. There 
will be no lose of rev·onue frCI:I Canadian and Acoric.., type whhkiot 
attor 1956, since by that thlo dQ'Icstic atoclta ot lll!'.ed whialcy will bo 
auffioient f or conawoption and consequently imports will fall off in any 
oaao. 
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!IARRATIOll OF '!:liE STL?S tA!CER BY THE TREASURY 
D::PAR'NniT to I!ISUBE THAT THE CANADIAN 'l'R/JlB 
AGRmmiT li'OULD l!OT INTE!lFERE WITH THE PROSECU­
TION OF AllY LIQtlOI\ CAS£8 AND THE L!GISLATIVE 
PROGRA.\1 niCIDEliTAL Tl!ERETO. 

Saturday, NovOlllbor 9; at 6: p . m., Ur . Hickerson of the State 

Department cue in to see the Secretary of the Treaaury. llr. 

Geor ge C. Baas and llr. Her:~~~m Oliphant were elao present. 

llr. Rickerson bad with him a draft of the proposed Trade 

A&ree:neot with Canada and sought to induce the Secretary to ad­

viae the President that the Treasury Department would not object 

to the reductions in duty on those commodities in which the 

Treasury Departaent 111111 pr1Jiaril:1 intaroiJted. llr. Rickerson ot.&ted 

tba t both the President and the Secretary hnd already approved the 

reduction in the tariff on whiskey. Tho Secre~ dis~ed any 

such approvaJ. by him prior to that tilDe end reminded l>lr . Rick orson 

that the Treasury Depart:nent hB.d a potential fifty million dollars 

in clUIIa against Canadian liquor distillers for uncollected tax.ee 

..nd duties and that his Department l!lWit require assurance that tba 

proposed concession would have no effect on these claims. llr. 

!U.ckerson said that the State Department had had these claims of 

the Treasury in mind and that his Department could not see that the 

Trade Agree;aent would u..ffect in any WIJ:I the Treasury ' s effort:~ to 

collect the taxes . At this point, llr. lloracntbau talked to the 

President on the telephone and expreseed hie tear that the collec­

tion of the Govel"Olllen t ' a claims might be u..ffocted by the AIF e011ent 

and the President said, •Initial with the 1111derstanding that i t io 
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subject to conlil'!:lation in fort7-oiibt hours. • 

llr. llor&enthau ended the ceatin& ey proais!n:: to let the State 

Depart:lent have his opinion on the matter not later than lolonde.y noon. 

Sundl\y, November 10, the effect of the Trade Agreement on the 

litigation was given further considerotion in the Treasury Department. 

As n result of the conference, a atatemant was pt"Cpared to express the 

un.derst.ndin& of the United States that after the consu:oation of the 

Trade ~a:oent the Canadian Covern.aent would cooperate with our 

Govern:umt'e prosecution or the proposed llt.l..gation to the extent 

of ::l8lc1llg records and other in!or.~~Gtion available to the Olli.ted 

States ns provided by existing treaty and tnet the objective of pend­

ing leaislation affect ing tha rig.ht to import products of Cluuldian 

distillers involved in such litigation would not be considered incon-

detent with the Agreement. 

On Uonday, November U , this statement was transmitted with a 

coveri.llg letter tro:a the Secretary of the Treasury to the SecreterJ 

or State . 

On Tbursda;1, Nove:aber H, at 5145 p. a . , llr. Oliphant telephoned to 

1.1r. Bickarson and requested information as to what steps bad been telcen 

to communicate to the appropriate representatives or the canadian 

Covorlllllent the tmderstending of the United States set forth in the 

statement aboYe mentioned. l.lr . Hickerson replied that the stete;nent 

been shown to the proper represontatives of the Canadian Govern­

CI8Dt 1 who accepted 
it without question, and tbl:t notbing further was 

required to assure the United States that the 
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TJ'ade A&reoent tiOUld not interfere in an;r aanner with the 

course of action on the part of the United States in.dicated in 

the atate!llent. 
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TELEGRA!J 

TO : 

THE VIHITE HOUSE 
WASHINGTON 

Uon William Phillips 
Under- Secretary of Stat e 

Executive Offices 
Miami Florida 

l!arch 23 , 19.36 

I have spoken with Oliphant about the Canadian liquor 

matter . 

162 

Here is my suggestion as a minimum of what we should re-

4Uire of Canada . 

FIRST , if the companies can give some practice! assurance 

that they will come into court and that any judgment which 

may be obtained against t hetd will be paid, no legislation is 

necessary at this time . 

SECO!ID, your statement that the Treasury on!y had proof 

in one case is defini tely denied by the Treasury . They have 

a number of cases pending but ar e onl y ready to go to trial 

at this time with filing one case . 

I repeat what I told you the ot her day, that if these 

people were American citizens we could levy against their 

imports to satisfy a judgment. Therefore Canadians against 
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whom we obtain Judgment ought to assure us that we can make 

collection . Ir the representatives ot the Canadians would 

give better evidence· to the Treasury that they would go 

through with a proper agreement could be made, but so f ar 

the Canadian' s r epresentatives have been e l ittle too vague 

and their assurance unsa tisfactory . 

Franklin D. Roosevelt 

163 

Regraded Unclassified 



COPY 
164 

!larch 26, 1936 

LIEU ORA!/ DO L1 

After handing Mr . Phillips a memorandum urging the de­

sirability of a conference at the earliest possible date be­

tween the Canadian distillers a,nd t he Treasury Depart ment, 

l.lr . i'irong ini'ormed l.lr . Phillips ort<lly that the aat ter of 

practical assurances guaranteeing that Canadian distillers 

would submit to our jurisdiction in the event a sett lement 

could be reached with the Treasury Department had also re-

cei ved consideration . l.lr . 1'/r ong said that it was the view 

of his government that it was so eminently desirable to 

settle these claims at once by negotiation between the Trea-

sury Depart ment and t he distillers that they felt that every 

possible means should be exhausted to that end . He added 

that his Government had been informed by the distillers tha t , 

should it prove impossible to reach a settlement with t he 

Treasury on the occasion of their proposed conference, the 
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distillers would be prepared to discuss with the Treasury 

the terms on which they would give practical assurances that 

they would submit to our Jurisdiction . 

John Hickerson . 

VIE: J DH : LMF 
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M.RCR 26. 1936 

Hru Col<GRI!M } liOUSE OF REPRES£!\''I'ATI\ ES 
t d Stllitm 

REV};NUE BILL OF 1036 

Rt: I•ORT OF TilE SUBCOMMITTEE OF TUE COMMIT'rt:l~ ON WAYS 
AND MEANS RELATIVE TO PROPOSED T~"'< REVISION 

This report embodies tho rooommcndatioM of tho aub<:ommittoo 
of tho Way. .and Mun~ ~mmit~ tA> tb& full oommi.ttto wi!l• !""poe~ 
to the W<&UOO Of undl5tnbut«J u>eome of oorporauona, thnun&tiOD 
of the pMO<'Dt corporation ta..~. termination Of tho capital &k>ck tax 
and ._, .... profiu t.aX, imposition of wes on unjun tnrichrncnt 
occurring u a result of tho nonpayment of excise taxta, and related 
matters. 

Tho rocommcndauons aubmittcd hcre11dth contemplate only oucb 
change& in tho Ro•·cnue Act of I 934, t\5 amended, as are noceoowy 
to carry out tho policies herein. set forth. In 10mo eaet8, however, 
in order that there may be a clear understanding of tho acopo of tbo 
oubcommittoo'a proposals, n specific statement has boon made that 
no chnngo in tho proseot law is propoocd with I'Ctii>OOt to tho par­
ticu1or nu.,t.ter. 

I 
TAXABLE YEARS TO WHlCIJ APPLICABLE 

Tho ehnngce propo&cd in the present income tax (Titlce I 11nd lA 
of tho Hovcnuo Act of 1934, t\5 amended) will bo opplit11blo tA> tax­
able yOfttl (whether calcndu or fiscal) beginning afr.u 0-mbcr 31, 
1933. That ia, t.aXpayers on a calendu year basil will first report 
their income under, and bo subject to Ia..'< aa provided in tho new 
proposalo for, tbe calcodu )'CIU' 1936 and their returns for oucb )'CIU' 

.. m bo duo on or bolore MIU'cb 15, 1937. Taxpayer& on a fJ.OCAI year 
basil whoee f~~eal years begin in Hl36 will similarly report and pay 
tax lor taxable yciU'& b<'giooiog in 1936 and ending in 1937, and the 
returns .,.;u bo duo on or before 2)! months alter tlao end of euch tax­
able yeiU'II. n 

TAX ON UNVISTRmliTED INCOME OP CORPORATIONS 

II is rocoonmendcd lhat thoro bo substituted for tho p~nt gradu· 
atod corJ)Oration true a tlk'< on tho income of corporations _graduated 
according to tho porccot.lgo ol their income wbich ia undlatributed, 

r.nu~·-aa 
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Md tha~ for the p~ of thU tax eorporatio .. be diridod in~ 
two <1- on the buis of the tJDounL of their oe~ ineoDl<!. Tho 
roeommendationo opeciJically ore M foiJoq: 

For tho pu.._ of the lltbedW.. h•reioafw roeommendod Lho 
&um 1'adjuat.fld oet income'' meus tho net income (lee rncommtoda 
tioo No. XV ,.lating to intercorporate divi<lenda) lc. tho <rodi; 
all.,.... eel by-tion 26 of tho &vmue Ac~ ofl934 (relating La in t.t""~ on 
Liberty nonda and intereoL ooobligationsofGovunmenteo~rationo) 
. The le!'m 11undist.ributed net incomo" mtant the &dJUiled nel 
moomo nunus the 1um of: 

(I) T~~J<ablo dh·idends paid during tloo period beginning on the 
expirotion of 2J: monthi af~r lho beginning of tho tiiJl•blo year and 
('<nding on lha expin~tioo of 2,K months after tho alo.m of tho tn..ublo 
yoor (1100 rccooruucndations Nos. Xl, Xlil, XIV, Md XVUI)· and 

(2) Tho ~ o<>mt>ul.cd under tho soloodulee OOI\toinod in' this 
rocomme:ndAt1on. 

Tho oohodulee pro~ oro as follows: 

Scuxnot.z 1 

OOAPO&A1'10XII WITH AWUBT.t:D NET INCOM. OP f10,.000 Oa La& 

II tl••ro il oo uodiluibutod not inromo, thoro thall be no tax on tho 
ad!' usU'd net inco·mo. 

fth• undiltribul.cd oe~ i.oeomo is 10% oflhe adjual.cd ne~ income 
the rate of tu on the adjusl.cd not ineome thaD be 1%. ' 

lithe undiltribul.cd oe~ ineome is 20% of tho adjuatod on ineom&, 
the rau of tu on the adjusted oc~ inoome shall be 3.1!')1 . 

lithe uodittribul.cd ne~ inromo is 30% of tho adjWJt~ net ioeo~ 
~he rate of tu on tho adjuated net ineome ahaD ~ 7JI'J'l. ' 

H tho undistributed net ineomo is 40% of tho adjua~ net income, 
tho rate of tu on the adjusted net ineome thaD be 13%. 

H tho undittribul.cd oet income is ISO% of the adjuoi.od net ineome, 
tho rotc or t4X on the adjusl.cd Dot ineome 8llall be 18)j$. 

H tho undU.tribul.cd not income it 60% of the adjuol.cd not inoome, 
the mto or tax on the adjuotod net, ineomo ehaU be 2<1%. 

11 tl1o undistribul.cd oct income is 70% of tl1e adjuotod not inoomo, 
the rAio of t4U< on tbo ndjusl.cd net inoomo shnll b;l 29J!%. 

H tloo w>dittributed not income is 70.3% of tho adjuated not in· 
oomo, ll1o ••~ of tax on lllo ndjW!I.cd no~ inoomo llloall btl 21).7')b. 

Scoxnot.E n 
COirollATIOXI .. ,t'J'U AD.IU8TED ~'"ft INCOW.l:l OP "WOR. THA.K flf ,OOO 

II l11ero it no uodiltnl>ul.cd net ineome, lb..,. ah&ll be no tu on 
tloe adj111tod o•t incom•. 

II tho undittribul.cd net inoom<> is 10% of the adjual.cd au ineo..., 
tl.e rate of tax on tho adjusl.cd - ioeom<> ahaU t... 4'7o-

ll tho undiltrib"Ltd net ineome is 20% of tho adjusted oo~ income, 
the rate of tu on lhe adjusl.td net inrome ahaD be 9%-

lltbe undlotribul.cd not inrome is 30% of lhe adjual.td net iooome, 
lho rat& of tu on the adjual.cd oetmeomuhall be 16%-

11 tho undiatribul.cd no~ ineomo ia 40% oflhe adjusted 1161 iooolllil, 
lho ro~ of lax on tho adjtal.cd n.et income ahaU btl 26%. 

)) 

( 

( 

U\'JtNUB DJLL OF l n• 3 

u lho uodiotribul.&d nn intomo io 60% oflho adjll51.&d ne~ iotome, 
tho ra"" of tu on tbe adjuoted not income ohall be 3l>%-

U lbe undiltribul.cd oe~inrome ii57JI%oflhoadju.l.&d no~ income, 
the rau of tax on II><> adjusted net ineome ohaU be 42);')'.,. 

If tho poroentac• which tho undistributed net ineomo is of the 
adjustbd nee. intomft ill no\ ono of the pertentagos o"£ the adjutted ne&. 
ineome oho.m in Schl'<lule I or II, tboo the ro"" of tax ahall be pro­
portionate. 

H the atii·Ututd utt. i,nrome i~ r~oM. than $1~,COO the t1x1 at tho 
option of 1 10 corpomb0n1 •h•ll. •n heu of btnng eomputt'd undo. 
St:hodulo II, be eomputod ny adding: 

( I) A tox UJ>OD tho odjustod notincomecompul.cd uuderSchodulo (; 
und 

(2) A tnx- upon the amount of tho adjusted net income in exct.WJ or 
$10,000

1 
A~ lho rnto in S<!hodulo J1 which would bo DPJ>Iicd if t ho liiX 

wcro bCJng co>nt>ulod oolely under such St:bt'dulo. 

III 

&XEMPTION OF BANKS 

h il roeommondod tho~ intorporatod bankl and truo~ eompanira 
bena fide oporal.cd •• aueh be enmpl.cd !tom tho plan propoood 
undor roeommendotion No. U .and be oubjoct w. a we~~ 16% on tl>o 
nd income (ete l't'COIDmt'ndaoon No. X\ ftlaung to mtercorpor1to 
cliridood•) in lieu or tbo proomt graduated rorporation tu. " ;. 
further roeommtndod that baob continue w be aubjeot ""lO<tion UYJ 
or the Revenue AeL or 1934 relating "" ucumulation of aurplua to 
avoid surlA.X. 

The aubeommil~ leaveo w the full commit~ u an u ... ultd 
quOBtion whether dividmd• paid. by banks w ohoreboldera1 indi~idual 
or corporate should be treated under the prMe.n~ law or wnether they 
should btl ruby wablolike cliriliends paid by olber eorpomtions. 

IV 
TllF.AT~l BNT OP INSURANCE COMPANIF,S 

It is roeommendad llaa.t. nH bema. 6do h1auranco oompanie& (mututtl 
and atoek, foreign llnd domratie) be OJ<empted from tl1o t>l•n P_"!J>O!"'i 
undu reoonuneudation No. If and bo subjee~ w • t.ax ol 15.% '!' heu 
of the graduated rntM under existing law; exce))t tbac. fortagn_m.sut· 
ance eompaoi"' oU•er than lifo end otbt1r than mutua! ~ aubjeet to 
a rau of 22J!% in lieu of the gradua~ rates under ~t.ing law. 

H i• roeommendod thU cli•~d.encll rocei~od b.)' all 1nsurao .. ~··· 
paoi .. be t.rot.ted lbcwno u dividends ...... vod by other oorporauooo 
(aeo roeommtndation No. XV). 

v 
CORPORATIONS IN RECt:ITEliSRIP 

H io rocommendt'd that eorporatioos in roceivonhip be Ut!I)P~ from 
tlto plan J>_ropoaecl under rooommendalioo No. II ~~ be aub1••" ~ • 
t.&x or 15% in liou or the ~raduatt'd ....... uo<'t r omung law. 
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Dloldendo ,_;y..J by eueh eorponotione aball be Included in net 
ineomo, aad divhlondo poUd by th•m shall be oubjflCL 10 tu In tho 
bond• o~ the lbuebolder as in tho ._ of di~endo poUd by oilier 
eorpo,.u.ona. 

VI 

I'ORKJCN CORPOIUTIONS 

II io n>OOonmooded that fOreijlll eorponolioM bo t-<~ropt froro tl>o 
plAn p_ro)>OIIOCI under n>OOonroeooat.ioo No. U and be tUhJ60L to a t.ou 
of 22JI'l)j instead of tho reto under exist.inff law, aoo(lmpanied by a 
change oo tllo rate on withholding under oxastiog law to 22Jl%. 

vn 
RAJIJ!OADS 

I L is ffi:Oonmended tloat railroads bo subject to tho plan proP<lOod 
undtr recommCJldation No. ll and the privilcgo of filing conwlidated 
returna bo oontinuad as to them; tho rate or tax to ba ll1o lAme u in 
tbo ease of other eorporationa under reeommendation No. 11; but 
witb tl>o npl 10 rnalto a now election whether or not lA> file a oon­
oolidoud l'ftum for their lin!. taxable year undtr tho new law. 

If in tbo alliliaud_group lbo parent eorpontion io in .-iv•l'lhip 
tbo entile crou~ ohall be t.oued .. olber oorporetiono in .-ivol'lhip 
(oeo reoommendotion No. V). U &Jly olloer member of lloe croup 
ia in ,....;vel'lhip it d- 110t pin the exemption n!f•rred lA> in roeom­
m•ndotion No. V. 

VJll 

£Xntl'T CORPOIUTIONS C£l<EILU.LY 

It ia roooonmonded Lbat oorporationo now exempt from inoomo t.ax 
under -Lion 101 of Lbo R<lvonue Act of 193• (ll.bor, agricultural, 
cbaritablo, and otloor nonprofit oorporntiona), bo IIXConpl from the 
new J)lan Alld from tl1o eorporntioo tax under existing law. 

IX 
CAPITAL STOCit TAX 

Tho rate of <ApiW oLoek tax iml>()eed by 800tion 103 of tloe Re•enue 
Ae.~ of 1036 io proP<36od to bo ~ueed lA> 70 eenta pu 11000 of Lloe 
adJ"'ted d«lared value for tho eapital a1oo1t tax year ending June 30, 
1930. Thit oonotitut .. a trubotitution of a 70..C:..M nto for a $1.40 
rete. The tu is proposed to be IBminatecl for allla~r yoara. 

X 

EXCEsS PROnTS TAX 

Tho '\"CIW profit.a Lou im~ bv ooction 106 of tho Ro...,nuo A<~ 
of 1936 oa proP<36od lA> bo torminat..d aLtho end o! the fleat ineonw. tax 
t.oual!Jo YW' of tho t.oupayer w1.ieb ends afl<'r JUDAI 30, 1936. '!'be 
rate 11 not changed. Corporations wb006 income tax taxable ,..ro 
are on a calendar year basil wili be aubj~ lA> tJoUo tu for tho ealendar 
year 1030. CorporoLiona •·h060 inoomo tax L&Dblo yOUI are on a 

) ( 

) ( 

) 

)) 

fi.cal yev baoio, "bitb )'MIS Md aftH Juno 30, 1936, •-ill bo aubjocL 
to tJoat tu for tho finL moome tax L&Xablo y- ••dins! af~r aueb 
dato. '!'be tax will not apply lA> any income tax taxable year •hielo 
onda after Juno 30, 19.17. 

XI 
DMDEND CARRY-OVER 

JL iJ rooommonded lbat if tho taxable cl.hideodo paid during tho 
period baginning on tloo oxpiration of 2}( montlu .. rtu tho beginning 
of tho tuAblo y~•r and culling on tl1o expiration of 2)l month• oftor 
tho cloec or tho uucnblo year oro in oxcesa or tbo adj_,IA>d net iocomo 
for Lbo taxo.blo year, tho e.xce- (or j( tltcro is no AdJtUIL«i ne~ inoomo, 
tho entiro lln>ount Of tbll tnablo di'idruoda) eJoalJ be llllo~·ablo Ill n 
deduction in oompuling tho undislributed neb lncomo for tlu~ luo-­
ccoding t.axablo year, and, lA> the tll<t.ent no~ needed lA> r<)()u<c tho t.w< 
io auch yeer (a.ft.er lint. applying as a deduction au.y morll rectn' 
dividend pAymenta), tloen in tho 10et0nd succeeding twcablo year. 

XII 
DIVIDENDS IN ltJN1) 

In eomputi~ undistribuud net inoome, if a corpo,.tion dedamo 
a dividend in kind, tbe deduction wi.ll bo computed at markoL or &L 
Lbe adj uoud ),..;. on the handJ of tl>e corporation, whicbonr Is Jo.-u. 

Xlll 
DIVlO&NDS 0111' OP PR£.Jt.ultCH I. 1110. SURPLUS 

U Uo reoommended lbat dividendJ paid OUL of earnings and profito 
accrued be!oro March 1, 1913, or out or in.,....., in value acerued 
before March 1, 1913, bo fully t.ouable when diolribuud. 

XIV 

NORMAL TAX ON DIVID8NDS 

IL is roeommondod t.ha~ the presonL eredit alloiVed lor no('n,•l tu 
Pl\rpo!IOO, of divldi)Jlds roeeived ahnll bo abo!Uohod, oo th•tall dovodendo 
wi.ll bo aubjcet to Mnnnl lAX as wcll as to surlax. 

XV 

r:NTBRCORPORATE DIVIDIIliDS 

ll ia reoommonded that tho p.-nt dedu~uon allo"oc! corporations 
for dividend& roeeived from other eorporaliooa bo abo!Uobed, 10 tbaL 
interoorporaiA> dividendo will remain in net income. 

XVI 
DIVlDINDS 0111' OP PR£.1»1 8AR.NINGS 

ILia recommended tl~&t dividendo ouL of earninga and proGta &«U· 
mulaud prior lA> tl10 beginning of the lin!. -~_!16 Jo&r ofd.il!~ 00J; 
poration under th& n6w plan lhtll when ~~ out u '"" M 
bo fully t.ouablo aa in tho eaoo of lloe dietribubon of oubooquent 
eamil'ICI allcl profill. 
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XYU 
DIYIDE~'DS OUT OP EAllNINCS TAX.£» IJNDU !<KW PLAif 

h io rooomm•ndtd that no uemption from IU on lile ~dor 
bo clw• 10 dirid•ndt. doclated ou• of _...rung. ~ pro6to of a 7oar 
in wbieh tl•e eorporatJOn baa boon subJect 10 I&Xauon ~tr.du the now 
p~n rooo•nmended und.,. recommendation No. 11. 

),."\7JI] 

LIQUIDATING DIVIDENDS 

ln ocunputing undial.ributOO ne-t. inoom~ iL is reeorrunMdod that 
t.be oorpor••tion bo. allowed a deduction for any JlUt of liquidating 
dl\'idonds properly alloeoblo to oamingo Md pronto, bul no doduction 
obnll bo b""" lor tho portion thorool properly olu1f8ooblo Lc <4pital 
I.()O()unt.. 

XIX 

NET INCO)I£ IN EXCESS OP ACCUMULATED EAR!<I/IOS AND PROPI'I'S 

II it rt«>mmonded thai reli<!l bo providod lor the oorporalion 
w!Uoh, wbile ha•inr an adjus.OO nel income lor the I&Xabl<l y.-z,laob 
oullicienl -umulti&od ......unp and pro618 .. of the •1- or lhe we­
able rear from wbioh ... distribuiO weoblo cliridmda «lu.al ... lho 
adjuoled ne1 inoome. For esample: 

(I) A torporation may ban an adjualed net inoomo ol $100,-
000, bulo a deficit, eanied o,·er f.rom prior yeara, of Sl60,000. Any 
dittribuoion by lhe rorporation oould not bo out of aooumulal&d 
euni"'ll and pro6to, ..-ould not bo I&Xable u a dividend 10 lhe 
sba.rcllOidera, and hcnoe, under the rule pro••ioualy reeoutmended 
(8t'!6 dclinic.ioo of "undistribut«l ne.t. inooma" in rocoounendat.ion 
No. II), would no~ bo doduelible bY. the corporation from ndjuaLO<l 
nc~ inooma in oomputing undistnbutod not income. 'I'htrcJore, 
o' tn if nn amount equal to the adjusted na"inoomo wnro diltribut.ed, 
tho tAX on H•o COf1)()1"6tion would be Lhc IJIUDo ae ir no distribution 
wuo ml&do. 

(2) A eimilor hnrdllbip would exist wbcro Lha ne~ ndjual<d 
inoorno ia $100 000, with a prior deficit or SGO 000. Hero l.he lUL~j~ 
mum t.allablo ~ividcnd would bo $40,000, an<{ $00,000 would1 ev<n 
if distribuled, he tuable to the corporation ao if nol diJtrioutod. 

(3) g,.f!n iJ no defieit oxista, hardship m•y exlat where the 
earned 1urpiU1 al the beginnin( of lho W<able , .. , ia no~ onougb 
10 moel a nondoductible looo occurring during the 160!· Thus 
sup- lhe -umuloted eamin:;. and profits al the bt«inoinc_ of 
&he '!Mr ~ $1,000, lhe adjusted ne.~ineoma $100,000, buL a rap1tal 
nel • of 140,000 bu boon sustained. Tbe NJ'1Iinp and profila 
lor tbol.,.,..,.. only SOO,OOO, making lho 10ta1 a<eumulaled eiU'D· 
mp an pro6to $61,000. Thereto~, wilhou• ..W.C, lbe torporation 
mu.tt. pay we on $39,000 evm1 if it. distribute~ $100,000, a.n amount. 
equal 10 tbe entire adjusled ""' inoome. 
Tho .... uot rooomm&ndod is aa follows: 
U the -umulaled 6IU'Ilinp and profiiB of the eorpor,..ion u of 

tho cl- of the wcoblo year (oompuled wilhoul diminulion by 
....... of lbo dittribution during the Le.xablo yoar of _.,jngo ana 

) 

) 

J) 

( 

( 

7 

proliiB) .,.. ._than ll•• adjuoled net into•~, the we alWI
1 

ill li<U 
of being tomputod undor lhe otbtduko uaual/y applioab~, oo tom­
puled bf addin( 

(a) a IAJ( of 2\!X per .... tum Of ~~~~ U«M of lhe adjutl&d .... 
U.ooUle o•.,. the ae<umulaled eiU'ningo ~ad proGIA ae of lhe rbe 
of lho r.aublo y.,.,.; and 

(b) a laX upon II•• renWnder of the adjusted net U.oome in 
acoordonoo witlt the 1<hedule (160 reoomm<ndatioo No. ll) aJ)­
pliooblo 10 on odiu•l&d ott inoomo tquAI to tbe amouu~ of •••h 
remainder. 
It should bo provided tl10t thia provision shall in no eaoe OJ><ml<l 10 

incrcN:tC tho t.n.x that would be payable without. its •pplication. 
'T'ho effect of lha rooommeodcd pla.o upon the c..umplee ;,bovo glvM 

iA &B follows: 
I!Jzumpl• No. I: Tho tax would be 22!' por con tum of tho •nllro 

sd,j_~ted net incoma. 
E:rru>t]JU No. 1: The laX would bo 2'.lX por centum ol $60 000 plu• 

tho W< oa $40,000 in acoordanco with the applicable oohedule. 
Entmpk No. II: The laX would bo 22Jj por oonlum ol $39,000 pluo 

lho we oa $61,000 according to lbo applicable oohodule, 

X..'{ 

CONTRACTS NOT TO PAY DIVIDIJ.,'DS 

It is .-uunended tba< a eorporation w!Uob bas, prior to JanUIU'J 
1 11136,_made a bona fide ooc:tra<L no< to pay cliridends, or not lo pay 
o~t ao cli<rideodo a atipulaled portion of ito eominga and profila lor the 
t&nb.1e y~1 aball bo taxed ~"" on lho piU'l ~~ ~· ~djus~. nu 
iooome wbien tquall lho eonungo and profito wbioh tl 10 prohiblled 
by the oontr&cL. r rom using for t.&e payment of dirideods, and on tho 
remainder of the adiutt.ed nat ineome, i1 any, &baU be t..uod at. tho 
raiOO opplieahlo under the opproprial~ sehodule applioablo t~ 1n 
adjusted uetlnoome tqunl to sueh rt.mamder. H obould be proVIdod 
UUs provision ahnll in no c-..aae operate lo intrei&O tl1o tax that. '¥1'0uld 
be payable wiU.oul ita oppliC4Iion. 

XXI 
CORPORATIONS IMPROPERtY ACCUMULATIII() SURPLUS 

S..tion 102 of lbo Rovenno Ac~ of 1934 ~ propoetd to be modo 
inapplicable eJCcept. to ba.n.b, ln.lu.ranoecompame8 exe~pt. rrom tho. now 
graduAIOd rate on un.U.tribuled ne~ ineo~M. and lore>gn oorporal.iona. 

XXII 
PEitSONAL HOLDING COMPAJm:S 

Section "I or the R<I•Mue Au of 193t1 as__an,>~ed, i• ~ 
10 bo made inopplie&ble 10 r.auble yean; - at.er v..ember 
31, 1936. 
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xxm 
NON-REStDt:NT AU&NS 

ft. is rooomnu~ndl'tl dtM no chooJtO bo nu,do ln tho normal tax llnd 
aurta..~ ol nou~~idciiL alien indh••duol8 but. that tba rat~ of \\ich .. 
h<lding a~ tho IOUI'<"• und~r uisting law b<l increased to 22!t%; ••l 
Of"erpayment. of tAt rNultiDg dtel'f'from to be refunded. 

h is recomm<nd«< that tlio Commi-.iontr of Internal Ro,·enue be 
given authority by I'<([UiatioM lO extmpt from withholding oal..;.. 
and wop ol oon-.-..ident alien indh;duala who go back and forth 
at frequent intt'r\·at.. 

XXIV 

W[Nl)PAI.I, TAX 

Tt. is recomm~ntled that a ta.l' at tho rttt.6 or 00 por cent be impostd 
on unjus&. c.nrichnu~nt. actn!ing to any ~reon from shifting to othm 
the burden ol f'«!eral exci!e tAlttlO. This UL< would apply to ~wo 
c1 ..... ol penoo.-

(1) Those who ... .,.. suppooed)y liable lor the t.u and ahilt«< ita 
burden to otheno1 but ..-bo did not pay tho tax or v.·ho paid it and 
obt.ained a rcluna, and 

(2) Dealeno who included tho an>ount of A Fodera! exciso ""' in the 
prieo ~I goods 110111 by tllem but wloo wero •ubocquentl,y reirnbun!l'd 
by thrur ' 'endora for tho amount. o( tho VLX. 

This tax would bo 4 lJJooi•J income till<. In ll•• first cJ ... tho ldx 
would be computed u follows: Tbo net income I rom the ;tlo olthe \\ 
Articles with respec:~ to whieh tho 1&>: wu aupp<l6edly imP<lftd but )} 
not paid (or wu paid and refunded) would be computod. The ex~nt 
to which tl•o t.upayor ohifted the burden of the t.a>: tooth .... would !>o det<'J'Dlined. The 1&>: ..-ouJd be bued on the portion ol thia .. , 
"""'me wbieh rep,_, II the amount of t.u burden shilLod. 

In lhc sccond claoa, tl1e tax v.·ould ho oompurod as foUo,.·a: Tbo n•t 
income of tho lUJ)IIyer arising !rom re:lmbu1'8Cmeot to him by his 
\'tndors for axr.iso tax burdQOs borne by hjm in the purchaao or tho 
ortieles would be computed. Tho exW.ut. to which he hod piUISe<l tho 
tax on t.o his customm would then be det.c.rmlncd. Tho tax would 
apply to tho par~ ol tho nc~ reimbuno<men~ whieb ...,,,...,..nta the 
amount or tAx burden pU&ed on to t.be euatomera. 
~be lerm "~'«!<,.) exciso tar' should be defined for aud1 pu.,..... 

to mclude all F«!eral intemal revenue tax .. •·ith rt'SJ'Kt to artie!,. 
a.nd comrnoditie~, whelhtt valid or inva.tid. 

The propooed tax should opply retroaetivcly to all income uix 
taxable yeano ending during: t11e ealendor y .. r 1935 Md to all ou'­
quena. ~ablo yeara. T t. will tl1Us oover tho CA8C8 of unju.st. enrich· 
meot tu:Jsmg oa A roi'ult of tbe rooo.nt. impounding and oon·I)Bymerlt> of pmccssmg t.A.xca. 

.The oet income in the categories l l)«iJied above muat be deter... 
!"WOO by_ tl1e ~IIO<ation of the proptr deductions !rom the groa 
ancome ansm_g t.n those categories, undtr rules and regulat;ooa in 
•coo~an.., ,.,th • g<neralotaDdord laid doWl1 by the bill. 
th It" augg<otod ~t a prima./acie rule be ,.tablished for determining 

• ..-t.ent !" • h•ch the t.a>:payer ahift«< tho uciae t.u burden 10 
oth.,.._ This <an be aecomplisbod by the oomp.mon of tho groa 

) 

J) 

uvasca aru. o-. JUt 9 
profit miU1lin of the tax)lnyer with respol't to tl1o articlClOI in queation 
againat. t.b~ ILV~ gr<lM J)I'Ofi&. ffia!JiD O( .tJm taxpayer witb r06J)CCti 
t.o 1\ICh artacl4.'8 dunng tt. rtltJru&entauvo penod of tw~_.yean preceding 
tho ~itial imposition . ol Lhe F('<leral t.tci!re ~ax. The grog profll 
mugm would be the dilferene< ~b· .. n the .. llmg pnM of the articleo 
and t.ho eost. o( lhe raw mat.cria.la ent.tring into thoee ar&ie.lee, uelusil'e 
of indirt<t and overbN<l COO'-- TM t.a>:pay..- would be t>mrumed to 
have ahiiLM the burden ol the tu to the exten~ lbat his- prolit 
margin with ~ to the articl.,. in q110l1tion exOffiled bia -
profit. margin duriug th<! rep.......,tath·e period p.-.....lioc t~ t.u. 
The odling prioe ahould beldjUlLM by the doducuon of ""Y amounto 
oubooqueatly repaU!to tho 11urduwr, on or beloro Mon:lo 3, 19361 or 
punmn.nt t.o a bona fide wriu.en oootmet e.nten.'<l into on or bc.uore 
March 3, 10361 M reLnlblll'8tmMt for the amount included in l11o prioo 
on acooUJJ~ 01 tho u-ciso tAx. Allowance m.igl1L 1110 be made for 
lawyon~' f..,. and expena<l!l ol litigation incurred in oblaining refund 
or preventing eolle<:uon ol lho l.ax1 or (in the .... ol tho middlomao) 
in ob~ng reimburae=n' from U10 vwdor for tl1a t.a>: burd<11. It is 
aucgooted, how6Ter, tha~ the allo.....,.., of u- f.,. and _._ be 
limited to 16 ~ oflho amount. involved in the litigadoo. 

Ptoviaion m- alao ~ made lor lhe ..Ublisllment. ol true eoota 
and oclling prioel whom tho t.upayer hAo deal~ through so afliliot«< 
oorportltion. 

'fho abovo rules lor det.c.nnining the extent to whie.h tlHI tu burden 
wu ahift.od should, or OOUI"8ft' mcri!ly establ.W.a $. Prt'taUJlll)tiou. Either 
tho ta.xpa.,yer or tho Cooumeeioner should b6 n.IJowed t.o tbow that 
otbor factors than the t.a>: acoouutoo for the chango or l10k ol ehange 
in the taxpayer's grooo profit margin. The bill should also provide lor 
tho conoideratioll of _Proolthat the t.upayor modifi«< hil contracts of 
ale to rt.Oee.t the iru.tiation, tvminatioo, or c.bange in amounL or t.b6 
excise t.u, or at. ouch limN ehanged his aalo price, by oubotantially the 
amount of tho tax or the chang<> tllerein, or at sny time billed the w 
u a scp.,..t.e item to ~ vendee, or at. any time O•dicatcd by any 
writing rl1at his aalo prioe included ll•• amount oltho tAU<, but &bould 
ru·ovidO that. ~o taxpayer UlAY, catn~lisb duu. a.uch ncta n~ not. P&:OP"' 
erly to ba considered w connection w1U1 the parCaculnr tn.IC8 an questaon. 

J;l<ro\•i.tion ehould bo ma.do ogeins~ do'!blo ta.nlioo or the !noome 
aubject. to tho propoeed ta.x by the cxclwuon or the amounL. or mcome 
upon wltieh the propooed Lax is based fr!lm the ~mtlll!&llon ol any 
other income tax oo the tupayer. Special prov~n •ill ba~e.lO be 
made lor returns in tho .- of ta.Uf>le y...., ..-hieh ended pnor to 
tho wactmen• of tho bill 

XXV 

fLOOR STOCKS T .U 

Thll Nuboommittec roc:ornmonds thB.t. approJHinlo JlrO\•i.siorlt ba eo­
octod wloic·h will ploco •II hold.,.. ol Boor &to<k• ~~·pt tho lirst 
domMlic proc~r or a.rticiN proc.eaed ~nt ocunmoci!Htl subJect. to 
tho ~roc..,.;ng t,ax on January 6, 1936, ID oubotant,llllY the ll&llle 
pooit10n they ..-ould have occutlied had the proc...._..~, tuft_ ~ 
terminaL«! bJ. proclamation by the Secretary ol ,\gncwture m 
roanntr pro,;ded by 1116 AgricUltural Adju.tm•nt. A<L 
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Tlul Agricultural Adjlliitmen• Ad. providNI lor a Boor otocko tu 
on tho olroetivo dote ol tho procssing tax oo that oil ortidoo, tho 
produd of tho oommodity oubjed, 1.0 the p~ tu, •-ould move 
IDIA> thaftn<la or uado oqually taxed. Tbai oet.likowioo provided for 
a ~fund upon IMJiinat>On ol the ... 1.0 bold ... or floor ll.O<b ..;th 
C61&in 1inutatioo. eo that. in the main, a.rtitlea on ha.od on that date 
and articl,. •ubaequontly proces>ed ,.·ould aloo mo•·• in1.c> <hanoelo 
or trade, tl•i• time equally unuxed. Certain iuoquit.ieo have romll«< 
from ~nnination of thac. t.a.x vrhieh roqui.re apecialt~·eatnlt:nt. Tho 
Qonurtitleo 1 .. 11 thot tbis re$u]i can DO ftOOOmpliJlhod by appropri&IA! 
logiolation provi<liug lor refunds 1.0 boltlono or Door IIA><ka on January 
G, 1036 witbou~ proof or payment ol the j)IOC.-illJ! tAX by tho pro. 
cC!MOr lO tho government. ll the tax w.-. not. 1\Ct.ufilly paid, any 
.... llllML lldY&Ull\g0 to tho pro<:....,r will be takon <0110 Of by \110 
>Alndrall inoomo La:< which is being reeommeudod. ''f111o1ubcommitt.eo 
rem, howovu, Lhat tWs rofun.d Should be limited in amounL to ou, 
•mount by which tho prioe or tho finished article wu reduced olttr 
the efletUvo tirno ol this floor atooks refund provision. Since tho 
IUf!I!Nt<d "'medial provision is not one re<tuirod by law bu• is lor 
tho pu.,.,.. ol lolr delllin2, it. is believed tbol tbo Cornmiooioner'• 
determination obould be liiial and not aubjoei to ndmlnialnlt.ive or 

)) ( 

judicial ~riow. In addition, boe&WIO or tho -~ ol bandlillJ! IU<h 
clai.nw, both to claimants a.no to lho govt.ml'l1e-ot, -.e belie,·o thalo a tint 
miuimum limitation or StO.OO aboukf be plaood upon oucl• dahm. 
A limllar pro•·ision wu contained iu tba Boor IIA>tu provision of tho 
.APulturol Adjustmen• .l.cL u.~ 

0 )) ( 

t n 

••o 

I) of the Public DYbt Sorvic~ , o~oro the nceoaaory nucbor of 
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FOR I IQJEDI.I.':'£ ~ASE 
l"rid'\IT , I.!IU'Ch 27, 1936. 

Waahinr,ton 

Pr·~ u Servlco 
llo . 7-9 

Shipmon tn of Adjusted Serv1cP Bonds nro going f orr1ard t o ?odor8l 

Rea~rvo bnnke from the Tr ceaury, Acting Socrotnry T~ylor announced to~v , 

In propnro t ion for the disbursr mcnt or bon~ a nnd checks to vo t e r nns in 

p~vmrnt o! Adjus ted Sorvico Cert1 f1~~to& , ne pr ov i ded by the A~jue tod 

C?t:penaot1or. P-..-cen t Act, 1936 . 

Sh1poPnt was begun o~ rrce1pt from ~~c Vo tor~s ' Adoini s tr~ tio~ 

of ~...,~ firs t of tlu .. vouchers 11at1nt; t h• ~.l'mea of v') terN'lS e.-:<\ t~c 1\!!!0'lntl 

du ' to thrm ur.~or the e:t. 

Tho Troaaury Depo.rtMr.nt hna complot od its nrrnngcmonts tor t he actm\l 

dhburGem~nt to -.'e t e rans beglr.ning on Juno 15 nnd continuing until 1\ll clrdoa 

h~v~ boon p~id . Di aburscmant t o votornne hnv1ng r esidence in tho Fif th 

Fodcr rU. R~ar rv~ District (tho Richaon~ dlt tric t) tUJi t o those 11~oao cort1f1-

c~t'a r.rc holi nt Votcro~s' bcadqU3rte r a in J nahlngton, will be ~~l~ ~tr c t 

fro., t ho Treasury Depnr~Pr.t in J"Mllin~ton. .Ul e thers wlll be hAnllo.l. 'b7 

r oglonnl ~.iabursin& offices of the Tr '18Ur;r nd Fe"~ral Res~rvc B/Clle• ln 

the r t':.l\l.r.lflr, ~levon tutricts. 

Tho vouchtS llstin, p~;ner.tn t o be r.n:lr. will ..,o firat to the vtU"lou• 

Tronsury 1U abursin;; offict>a, \Yhern I"\ or.ch 0"80 ., c!\oc'< •o~ill bo 'nit ten !or 

tho mount b;r >mlch tho p~'Ment excMd& nn nnount 1wenl>· divloiblo b;y $60. 

Tho lis ta ~>Ill thon b~ delivor e<! t o t~.o Fodcrnl Reserve BMlt or, In tho 

c~•~ of the Wn~~ingtor., D.C. lists, to the Divi•ior. of Lo~.ns ~~ Currenc;y 

ot the Public ~bt Scr\"'ic~. v'l, r o t hu nccoaaory nunbvr of Vetf'rn.~&' Bonds, 
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each 1c the denooination or $50, ~ill be =~ out in the naco of the 

veteran. Jlnch veter an ~11 receive & GovorNOent checlc and the nucbu 

of $50 bond& necesaary t o ~~e up thft full o=ount due hia. For 1notanee, 

~ vetoron hnving nn nppr oved cl niu of $763 .50 will r eceive o check for 

$13. 50 nnd fif t een $50 bonds . Thaae bonds ~oture in 1945, but are pnyobl e 

nt ony time o.t the will of the ownor . ':.lle~· will eN"n 3 percent 1nterut 

!or the veteran for os l ong o.s they are hol d up to =nturi;y, but no intor­

eot will be peid if the:r are cnehed within the first yeo.r. 

Delivery of bonds ond checlce to the votero.ns will be Dade by re«1•­

tered DDil, the first noil1ng to be ondo on June 15 of this year. 

·' 
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Ur rch 28, 1936 

My dear Ur . Secretary : 

The Depart ment has considered a copy of the memorandum 

left with the Onder Secretary of State on March 26, 1936 , by 

Ur . Rume Wrong , Canadian Cha rge d'Affaires, With reference 

to the legislation now pending 1n the Senate which would have 

the effect of imposing certau\ limit&tions upon the i mpor t a­

tion of liquor from Canada . It has also considered a copy of 

~r. Hickerson ' s memorandum of Yarch 26 , 1936, setting forth 

t ile statements made verbally by llr . Wrong at the time of the 

delivery of the Canadian memorandum. 

As regards the specific suggestions set forth 1n t he 

memoranda , it will be recalled thot the President, in his 

telegram of llarch 23 , 1936, t o Under Secretary Phillips , in­

dicated that , as a minimum, the Canadian Government should 

be required to give the practical assurances of the Canadian 

companies not only that they wo~:.ld submit to t he jurisdiction 

of our courts , but a lso, to quote his words , that they give 

"practical assurance • • • • • that any judgment which may be ob­

tained against them will be paid ." The memoranda of tho 

Canaditm Government made no reference to practical assurances 

of the latter sort. The Canadien Government refers t o the 

possibility of negotiat i ons or conferences looking to ooarro­

•ise or settlement . The Department , however, cannot under-
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take to enter into discussions directed to coopromise or 

settlement, and no reference t herr•to is made by the Presi­

dent in his instructions . 

If practical assurances of the two sorts mentioned 

by the President can 1n fact be given the Treasury will be 

glad to discuss this two-fold matter . The Department must 

insist , however , that , if these companies propose to hold 

such a conference t hey do so at once f or the Department 

connot jeopardize the pending l egi sl ation by further delay . 

Yours very truly, 

/S/ Wayne c. Taylor 

Acting becretary 

Tile Honorable 

SK:L 

The Secretary of State 
Washington, D. C. 
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SmiCTLY co;;FIDE:JTIAL 

l'arch 28, 1936. 

REPORT 

To: The Executive Committee on Commercial Policy 

From: Subcommittee on Countdrvailing Duties in Relation 
to Currency Problems 

169 

The Subcommittee on Countervailing Duties 1n Rplation 
to Currency Problems, set up by the Execut ive Committee on 
Co~ercial Policy at its meeting of February 38, was 
assigned the task of examining the application of counter­
vailing duties to ill:porte from countries which e!'!ploy 
special currency arrangements in connection with their 
for eign trade. The problem arose in connection with 
plane formulated at the Treasury Depart~ent for counter­
vailing action with respect to certain goode imported from 
Germany , Hungary , and Latvia, alleged to be subject to 
countervailing duties by reason of the currency procedures 
involved in their marketing in this country. These plans 
were referred to the Executive Committee for comment, and 
the Committee instructed this subcommittee to suboit a 
report, dealing not only with the three specific cases, 
but also with the whole protaem of the relation of 
currency depreciation or manipulation to possible counter­
vailing action on the part of our Governcent . 

The briefness of the pe)"iod of tic:e at the disposal 
of the eubco~ittee precluded the possibility of as 
extensive and thorough an investigation as the highly 
technical and complicated nature of the problem would 
well warrant. The subco~mittee is compelled to conten t 

/

itself with the following observations, which, honever, 
it believes to be substantially adequate to support the 
suggestions and r ecommendations made in this r eport . 
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I. Types of Currency Ueaeuree Involved 

In examining the oroblem placed before it the sub­
committee found it necessary, first of all, to'review 
the various types of currenoy measures which are oerti­
nent to this discussion . Generally speaking, these 
measures fal l into the following three categories : 

170 

1 . CUrrency devaluation, which occurs when a country 
altere definitively or provisionally the gold content of 
ita basic monetary unit; 

2. Currency depreciation, which occurs when a coun­
try ooenly oermite its basic monetary unit to find a new 
foreign exchange level in all international transactions 
with or without governmental intervention in the foreign' 
exchange market; 

3. CUrrency manipulation, representing special 
types of arrangements which occur when a country, in oon­
neot ion with a system of foreign exchange control, oermite 
its basic monetary unit to depreciate , in all or some 
international transactions, in fact, though not in name . 

A country which ~opts the first or the second of these 
types of measures does not depart from a single currenty 
system in the sense that it continues to have a single 
rate of exchange with respect to each foreign country 
operatin~ on the basis of a single currency. On the other 
hand, a country nhicb adopts measures of the third type 
may or may not continue to operate on the basis of a 
single currency. Frequently, the control devices g ive 
rise to a multiple currency system and, therefore, to a 
number of exchange rates r.hich may differ as between 
various foreign currencies and between various types of 
transactions . 

When a country ' s currency becomes subject to devalua­
tion or depreciation the termo of commercial competition 
between such a count~y and other countries are L~mediately 
altered . Since each unit of foreign currency comes to 
represent more units of the domestic currency in the 
countrv with devalued or depreciated currency, tho exports 
of such a country can be offered at lower or ices in terms 
of other countries ' currencies than was formerly tho case, 
and yet yield the exoorter the same or a larger number of 
domestic currency unite . At the same time, imported 
goods become relatively more exoensive in terms of dooestio 

currency. 
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currency. Renee, generally speaking, devaluation or 
depreciation leads to the oromotion of exnorts and an 
obstruction of imports, ~hioh continue until t he effects 
or devaluation or depreciation are counteracted by orioe 
adjustments . 

171 

The imposition of a system of forei gn exchange control 
does not alter the terms of commercial comoetition on the 
basis of which exoorters in a country imposing control 
sell their goods abroad so lon~ as the controlled currency 
unit is maintained at its pre-existing oarity. An altera­
tion in the terms of competition occurs either when inter­
r.ational transactions escape control and lead to a de facto 
depreciation or ~hen exohan~e control is exercised in euoh 
a ~ay as either to recognize a de facto depreciation that 
has already taken place outside of government control or 
to cause the controlled currency unit to become deoreoiated 

l
in i ta exchange value. This latter condition usuaily oc­
curs when a pre- existing oarity continues to be officially 
maintained, but a system is set up under which exporters 
are oermitted to obtain a higher rate or rates in the 
conversion into domestic currency of the foreign currencies 
procured by them as the proceeds of their export sales. 
The obtaining of such higher rates is tynically accompanied 
by a requ irement that importers pay higher rates for 
foreign currencies orocured by them for the purpose of 
paying for their foreign purchases , although, as will be 
seen below, this is not always the case . I t is a s itua­
tion of this sort that gives rise to a multiple currency 
system . 

There are in use today numerous variants of the mul­
tiple currency system, some tynical exaaples of which may 
be summarized as follows : 

1 . Germany is the outstanding example of a country 
which continues to maintain its currency unit officially 
at its legal pari ty but in which international commercial 
transact ions may take place either on the basis of such 
undepreciated currency or on the basis of a varying measure 
of deoreciation . The Government has complete control over 
all foreign exchange transactions and, therefore, the 
character of t he currency arrangements involved in any 
particular t r ansaction is under its contr ol. The following 
are the principal devices by means of which German export­
ers are enabled to market their goods abroad in depreciated 
oarke : 

(a) With the approval of the control authorities, 
Gorman-exporters may enter into bl'.rter deals with foreigners 

ard , I 
Regraded Unclassified 



• 

-4-

and, throug~ tho terms of t he exchange of goode , fix by 
agreement, ,or tho purposes of the narticular transaction 
a rate of exchange as between the mark and the foreign ' 

I currency unit involved which would rePresent a denreci~ 
tion of the mark as cocoarcd with tho official r~te of 
exchange . 

172 

(!:!_) A sPecial syatem of so-called ASKI LJar!cs has 
been established 'by the German Government . This system 
represents a more generalized scheme of barter transactions . 
Aski accounts are suec i al reichemark accounts set up IYith 
tho oermission of the exchanKC control authori t i es in tho 
name of a f oreign bank, business firm or oerson , into 
which mark payments for certain specified types of foreign 
goode impm-ted into Germany may 'be made by any 'Jerman 
impm-ter without further oermi ssion , and f rom which tho 
foreign account owner may, also without further permission, 
pay for cer tain delimited tyoes of German goods for ex­
portation . Acerioan holders of Aski deposits may dispose 
of them by sale to persons interested in importing goods 
from Germany and t hey are in fact ouoted at a considerable 
discount from the official r ate of e xchange. Only certain 
types of i mports f rom the Unit ed States are allowed to be 
paid for in Aski ml'l.rks, which are then available for '!)aying 
for a considerable range of German products . Within these 
l imits as to quantity and within the limitation imposed by 
the extent of the discount at which Aski marks can be 
sold, the Aski marks are a regularly ouoted depreciated 
mark currency for conducting international trade ~etween 
Germany and the united States . 

(c) There are in Germany different accounts frozen 
in the-German 'banlts as a result of the exchange control 
system which orevents the t r ansfer of the funds involved 
to the foreign creditors except under conditions prescribed 

) 
'by the control authorities . These 'blocked marks may, by 
oermission of the control authorities, become avai lable 
for oayment wi th respect to German exports at exchange 
rates repr esenting var ying degrees of depreciation as 
compared with the official rate of exchange . In other 
words, a foreign importer, by using blocked marks in mak­
ing his oayment to the German exoorter, is enabled to Place 
a certain number of marks at the latter's disposal with a 
smaller outlay in his own currency than would have be-'n 
required if he were t o place the same number of marks at 
the disposal of the German oxoorter on t he basis of the 
official rate of exchange . Quotations ~n the different 
types of blocked marks can be :obtained by any interested 
person in New York. 

(!t) 
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(~) l~der the exchange control regulations, a 
German eroorter is o~ligated to deliver the foreign 
exchange uroceeds of his transactions to the control 
authorities . He may, however, be permitted to retain 

\

a portion of his foreign exchange oroceeds and employ 
the funds for the wrchase of German bonds 1n foreign 
markets, which he is enabled to resell in the domestic 
market, where quotations for similar obligations are 
usually higher than they are abroad. Taking the trade 
and the bond ooerations together, the entire transaction 
takes place in uart on the basis of what amounts to 
depreciated marks . 

(~) under the transfer moratorium applied to Germdn 

\

long-term obligations, only a oart of the current interest 
payments has been transferred to the foreign creditor in 
foreign currencies . The remainder bas been naid in scrip. 
The German Gold Discount Bank has been made an agency to 
purchase such scrip. A German exporter may be perm! tted 
to use a oart of his oroceeds of foreign exchange to buy 
through this bank, a t a discount, a corresponding amount 
of scrip, which is then redeemed by the Government in 
marks at its face value. In this case, as in the case of 
blocked marks, the uurohase of the scrip takes place on 
the basis of partial depreciation of the mark. 

All of these opoortunities for obtaining a higher rate 

\

in merks in the conversion of foreign currencies obtained 
by a German exporter may aoply to the entire transaction 
or only to a uart of the transaction . Moreover, t~e types 
of goods in connection with which the various orocedures 
may be used are strictly controlled. Generally -weaking, 
the various devices aooear t o be operated in Buca a w~y 
as to enable the German exporter to sell his goods abroad 
at orices prevaning 1n tlle foreign markets in terms of 

J
tne natronal currencies ot those mar~ets, which be is not 
able to do except on the basis of depreciated marks. 

2 . Latvia is another example of a country which 
continues to maintain its currency unit officially at 
its legal parity but which permits some international 
commercial transactions to take place on the basis o! a 
depreoi~tion of i ts currency unit . Payment for imports 
may be made only by permission of the Foreign Exchange 
Commission. In general, importers who have r eceived 
permission to make a remittance abroad are enabled to 
buy foreign excharuze from the Bank of Latvia or from a 
private bank at the offi cial rate of exchange. In some 
oases, however, import permits contain what is known as 

the 
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the •export clause•, which entitles the bolder to purchase 
foreign exchange directly from an exporter. The trans­
action must ba made with an exporter who baa likowiao 
received permission to sell exchange, since otherwise 
the exporter would be required to surrender his exohango 
to the Bank of Latvia. Exchange obtained in this manner 
is known as "export valuta.• The procedure , which is 
essentially one of barter, takes place on the basis of a 
higher rate in La tvian currency than the official r a te and 
thus represents a depreciation of the Latvian currency 
unit in the particular transactiorBinvolved . 

I 
3. In a number of countries, notably some in south 

America, a system exists under which two definite legal 
exchange rates prevail. One is the official rate at which 
foreign currencies are bought and sold by the exchange 
control authorities and which may represent either the 
legal or a depreciated parity. The other is a free rate 
which is fixed more or less by supply and demand in the 
exchange market and which usually represents some degree 
of depreciation as c~pared with the official rate. 

Under these conditions, an exporter receives a higher 

~
rate of exchange for the foreign currencies obtained by him 
as a result of his sales abroad to the extent that he is 
permitted to dispose of such currencies in the free market. 

4. HUngary, Austria and Rumania are examples of 
countries in which the maintenance of the legal oarity 
is a pure fiction. Under the operation of foreign exchange 
control , uurchases and sales of foreign currencies in each 
of these countries are regulated by the government, but a 
uniform higher rate is paid in the purchase of each foreign 
currency and a corresponding hi~her rate is charged in the 
sale of each foreign currency, 

1 Hungary, in addition, also maintains a system of 
bl ocked currencies operating in the same way as in Oermany, 
Such blocked peng~. when used in payment for Hungarian 
exoorts may represent a greater degree of depreciation 
than tb~t renresented by the uniform higher r ate used by 
the National Bank. In all three countr ies, special 
exchange rates are used for barter transactions and in 
connection ftth clearing agreements . 

Thus what happens under a mu1 tiple currency system is 
that for the purposes of the particular tr~sactiona in­
volved the currency of the exporting coun•r v may be con­
sidered as depreciated in exactly the same way as it would 
have been if the country had operated on the basis of com­
plete and openly announced depreciation . Ourrency manipul a­
t ion is in effect a condition of controlled depreciation · 
and may serve either as a transitorial pr ocedure to open 
depreciation and final devaluation , or as a temporary device 
for avoiding a permanent a1 ter ation in the monetary system. · 
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II. OUrrency Measures and Oountervailing Action 

The legal basis in the United States for the impo~ition 
of countervailing duties i s Section 303 of the Tariff Act 
of 1930, which reads as follows : 

Whenever any country, dependency, colony, 
province, or other political subdivision of govern­
ment , person, partnerahip1 a eeociation, cartel, or 
corporation shall pay or oestow, directly or indi­
rectly, any bounty or grant upon the manufacture 
or production or export of any article or merchandise 
manufactured or produced in such country, dependency, 
colony, province, or other political subdivision of 
government , and such article or merchandise is 
dutiable under the provisions of this Act, then upon 
the importation of any ouch article or merchandiee 
into the United States, whether the same shall be 
imported directly !rom the country of production or 
otherwise, and whether such article or merchandise 
is imported in the same condition as when exported 
from the country of producti on or has been changed 
in condition by remanufacture or otherwise, there 
shall be levied and paid, in all such caaes, in 
addit ion to the duties otherwise imposed by this Act , 
an additional duty equal to the net amount of such 
bounty or gr ant , however the same be paid or bestowed. 
The Secretary of the Treasury shall from time to time 
ascertain and determine , or estimate, the net amount 
of each such bounty or grant, and shall declare the 
net amount so determined or estimated. · The Secretary 
of the Treasury shall make all regulations he may 
deem necessary for the identification of such 
articles and merchandise and for the assessment and 
collection of such additional duties . 

The administration of Section 303 divides itself 
ordinari ly into two phases, described by the Treasury 
Department as follows : 

I t is f irst necessary that the Secret ary of 
the Treasury be sat i sfied that a bounty or grant is 
being paid or bestowed, directly or indirect ly , upon 
the manufact ure or production or export of any article 
or merchandise manufactured or produced in a foreign 
country and subject to ordinary duty when imported 
into the United States . I f this fact is established, 
it then becomes i ncumbent upon the SecretarY of tho 
Treasury thereafter from time to time to ascertain 
and determine or estimate the net amount of each such 
bounty or grant and to declare the net amount so 
determined or estimated. 

Action 
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Action under Section 303 is thus mandatory once the 
fact of payment or bestowal of a bounty or grant has been 
established . But there is clearly a wide margin for in­
t erpretation in the establ ishment of this faot eaoecially 
with respect to such devices and arrangements ~s the 
various currency measures described in the preceding sec­
tion of this report, which, because of their comparatively 
recent origin, could scarcely have been aimed at, directly 
and explicitly, by the framers of the Section . 

Experience and precedent are lacking as a guid~ in 
considering whether or not such currency measures come 
within the scope of the "bounty or grant• concept embodied 
in Section 303 . According to data supplied to the sub­
committee by the Department of Commerce, there appear to 
be very few instances in foreign countries in which special 
measures have been taken to offset intensified competition 
resulting from currency devaluation, depreciation, or 
manipulation . Specific provisions authorizing the imposi­
t i on of special duties to counteract curr~ncy depreciation 
are found in the legislation of a number of countries in 
Europe and in the British Empire, and during t he period 
immediately following the abandonment of the gold standard 
by Great Britain, several oountries--aotably, France, 
Canada, and the Union of South Africa--imposed "deprecia ted 
currency surtaxes. • However, such surtaxes have since 
been removed or moderated against most countries . There 
is no evidence that any special measures have been t aken 
by any country against the manipulation of currencies under 
multiple currency systems . So far as the subcommittee has 
~sen able to ascertain, no counter-acti on has ever been 
{t aken in the United States against any form of currency 
measures in other countries. 

In formulating its plans for the imposition of counter­
vailing duties against certain i mports from Germany and 
other countries on the ground of currency manipulation by 
these countries , t he Treasury Department appears t o have 
been guided by two decisions of the Supreme Oourt of the 
United States which are believed to throw considerable 
light upon th~ pur:QQ_!LEL aruLthA....Sc~e of our countervailing 
duty legislation. A Treasury statement on this subject 
gives the following excerpts from these decisions : 

The plain, explicit , and unequivocal purpose 
of this section is that whenever a foreign power or 
dependency or any political subdivis ion of a govern­
ment shall give any aid or any advantage to exporters 
of goods imported into this country therefrom, whereby 

they 
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they may be sold for less in competition with our 
domestic goods, the duties on them shall be increased 
to that extent . I t is the result of such aid or ad­
vantage that Congress seeks to countervail , regardless 
of whatever name or in whatever manner or form or for 
whatever purpose it was given. Whether the thing 
done be called "allowance,• "bonifi cation • •bounty • 
•grant,• "drawback,• or what, matters not : The que~tion 
is whether or not the result would be to admit the 
merchandise to our markets at a lower cost price. 

Whenever any country "shall pay or bestow, di­
rectly or indirectly, any bounty or grant upon the 
exportation of any article or merohanc:Use 1 " there shall 
be levied and paid upon it , upon importat1on, in 
addition to the regular duty, an additional one 
"equal to the net amount of such bounty or grant, 
however, the same be paid or bestowed, " The statute 
was addressed to a condition and its words must be 
considered as intending to define it, and all of them 
•grant• as well as •bounty•--must be given effect . 
I f the word •bounty• has a limited sense the word 
11grant• has not , A uord of broader significance than 
"grant" could not have been used, Like its synonyms 
11 give 11 and "bestow, " it expresses a concession, the 
conferring of something by one person upon another . 
And if the "something" be conferred by a country 
•upon t he exportation of any article or merchandise• 
a countervailing duty is required by Paragraph E. 

I t ia a protective measure, and is intended to 
cover every case where by the laws of a foreign 
country the exporter is given either directly or 
indi rectly, a pecuniary benefit from the exportation, 
whether by way of a direct bounty paid from the public 
treasury, by the r emissi on of taxes, or by exemption 
from taxes which would other wise be imposed on the 
article . - Downs v. u.s . [Ud. 1902] 113 F. l 44i 
51 C. O. A. 100, affirmed [1903] 33 s . Ct . 2221 87 U. S. 
496, 47 L. Ed. 275, (construing the Act of 1~97). 

We have the fact of spi rits able to be sold 
cheaper in the United states than in the place of their 
production and this the result of an act of govern­
ment becau~e of the destinat i on of the •spirita being 
a foreign market . For tha t situation Paragraph E 
was intended to provide. - Nicholas & Co . v. u . s . 
[1916] 7 ot . oust . App. 97, certiorari grantea;­
Nichols & Oo . v. u. s . [1916] 37 s . Ot . 113, 343 u . s . 
641, 61 t . Ed, 54r;-&rid affirmed Nicholas & Oo . v, ~· 
[1919] 39 S. Ot . 2181 249 U.S. 34, 63 L, Ed. 461, (con­
struing the Ac t of 1913) • 

In 
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In commenting upon the application of these two de­
cisions to the German case, the Treasury statement says : 

It is true that in both of the cases cited the 
Government actually paid something to the exporter 
whereas in the instant case (Germany) the Govsrnmerit 
does not make any direct payment, and thatbnin these 
oircumetanoes, it does not pay a bounty. the 

I other hand, it does bestow upon the exporter a grant 
or privilege susceptible of definite and certain 
appraisement with respect to value in money and with 
respect to the effeot upon the competition of the 
foreign goods with domestic goods in our markets. 

178 

The subcommittee concurs in the opinion that the 
currency measures under consideration here do not involve (/ 
the payment or bestowal of a bounty. The quest ion, there­
fore, is whether or not such measures constitute the 
bestowal of a grant within the meaning of Section 303 . 

• 

~ 
The interpretation of the word •grant•, suggested I 

/J 

by the Treasury's statement just quoted, especially with J 
the introduction of the word "privilege• as a synonym of 
the word •gr~~.nt"J is unquestionably broad enough to include 
any and all o! tne currency procedures described in the 
preceding seotion o! this report . An overnight devaluation 
of a currency or the creation of conditions under which a 
depreciation of a currency unit takes place are govern­
mental acts .which enable all exporters in a country taking 
such measures to market their goods abroad at lower prices 
in terms of foreign currencies and yet to r eoei ve the same 
or a larger return in terms of the domestic currency. 
Hence, devaluation, and especially depreciation, may be 

/

regarded as the bestowal upon eaoh individual exporter of 
•a grant or privilege susceptible of definite and certain 
appraisement with respect to value in m~ney and with 
respect to the e!!ect upon the competition of forei gn 
goods with domestic goods in our market . • 

Since the Treasury Department has never invoked 
countervailing duties in oases of ~llte depreciation 
and does not appear to contemplate such aotion at the 
present time, the subcommittee feels justified in assuming 
that the interpretation cited above is not intended to 
cover oases of complete ~epreciation. The real crux of II the problem is therefore , whether or not currency manipu-

llation resulti~g from the use of a multiple currency system 
is so different in character and effect !rom a complete 
depreciation as to requjre countervailing action under an 

i nterpretation 
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interpretation of the term "grant" which does not require 
the application of such action in the case of complete 
depreciation. 

The Treasury Department clearly believes that such 
a difference exists . The subcommittee on the other hand 
believes that currency manipulation sh~uld be regarded ' 
as a special case of currency depreciation and that there 
is, by reason of that fac t , no essential difference, from 
the point of view of the application of Section 303 , be- I 
tween depreciation and manipulation. 

In the case of currency manipulation in which the 
nominal parity has become a pure fiction so far as actual· 
foreign exchange operations are concerned, there is clearly 
no reason for distinguishing between that situation and 
the one which obtains when an open depreciation takes 
place . The problem is more complicated where a rate of 

side with other rates of exchange, reflecting varying de-
exchange based upon the nominal parity operates side by \ 

l 
grees of depreciation, and a situation is, therefore, 
created in which certain exporters are enabled to use a 
r ate of exchange which i s more advantageous to them than· 
the rate of exchange used by other exporters . 

In this connection, the subcommittee believes that 
the provisions of Section 303 should be properly inter-

/ 

preted as applying to actions affecting individual com­
modities rather than to general conditions . From the poin~ 
of view of what happens to trade in an individual export 
commodity, the same effect is produced by complete de­
preciation applying to all exporters and by manipulation (J 

I applying to selected exporters . In each case, the ex­
porter of the individual commodity derives a competitive 
advantage in the foreign market and a monetary advantage 
i n t he conversion of the proceeds of his salsa into the 
domestic currency . 

I t is true that i n the case of O\~rrency depreciation, 
the amount of the advantage derived by the exporter is 
determined by the market rate of exchange, oncethe govern­
ment permits the rats to be so determined, whereas under 
manipulation it is usually determined by governmental oon-

11 

trol over the r ate of exchange. But if the test is 
definiteness of appraisement, it applies equally in both 
oases since it depends upon the rats of exchange. The 
real difference between the two types of action is, ther e-

\ 
fore not one of principle , but rather one d the method 
involved in the format ion of the exchange rate. 

• If 
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If we were to invoke Section 303 against selected 
exporters , on the ground of the currency procedures used 
in connection with their trade operations, we may easily 
find ourselves in the strange position of penalizing a 
country for conferring the presumed benefits of currency 
depreciation upon only a portion of its exports to us 
and of withdrawing the penalty as soon as such benefits 
are e~tended to all of its exports , 

The Treasury Department has not at any time consid~ed 
countervailing action against devaluation or depreciati on 
as legally mandatory under Seotion 303, nor bas it ever 
been seriously criticized or challenged on this score. 
I t has clearly applied Section 303 heretofore, with wha\ 
appears to be full legal propriety, on the basis of a 
much narrower interpretation of the term ~grant• than is 
now proposed, 

In view of these considerations; the subcommittee 
ventures to suggest (1) that the distinction between cur­
rency depreciation and currency manipulation from the 

180 

point of view of the application of Section 303 , is one 
of method rather than of principle; (2) t hat an interpre­
tation of the term "grant", which would exclude from the 
operation of Section 30~ not only currency devaluation and 
depreciation, but also currency manipulation, would do no 
violence to either the letter or the spirit of that Section; 
and (3) that such an interpretation is hot likely to · 
subject the Treasury Department to any more serious or . 
valid criticism or challenge than its present procedure 
of not invoking Section 303 against devaluation and de­
preciation of foreign currencies . 
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III . Tbe Probleo of Reoorted Exchange Rates 

An important question arising in connection with the 
oonsiderat ion of currency measures under review 1n this 
report is that of the exchange rutes used by the Ouetome 
Bw:eau in determining the value of goode imported into 
the United States . The basic rules for the conversion of 
foreign currencies for this purpose are laid down in 
Section 522 of the Tariff Act of 1930 which reads ae 
follows: ' 

(a) Value of Foreign Coin Proolail:led by 
Secretary of Treasury. -- Section 25 of the Act 
of August 27, 1894, entitled "An Act to reduce 
taxation, to provide revunue for the Government, 
and for other purpoeee•, as aoended, is reenacted 
without change as follows: 

•sec. 25. That the value of foreign coin as 
expressed in the money of account of the United 
States shall be that of the pure metal of ouch 
coin of standard value; and the values of the 
standard coins in circulation of the various 
nations of the world shall be estimated quarterly 
by the Director of the l'int and be proclaimed by 
the Secretary of the Treasury quart,;rly on the 
let day of January, April, July, and October in 
each year . n 

(b) Proclaimed Value Basis of Conversion. 
--For the purpoee of the assessment and collection 
of duties upon n:erohandiee imPorted into the United 
States on or after the day of the enact!llent of this 
Act, wherever it is necessary to convert foreign 
currency into currency of the United States, ouch 
conversion, exc;;pt as provided 1n subdivision (c), 
shall be made at the values proclaimed by the 
Secretary of the Treasury under the provisions of 
section 25 of such Act of August 27, 1894, as 
amended, for the quarter in wbich the merchandise 
was exported . 

(c) V~ket Rate When No Proclamation. --If no 
such value baa been proclaimed, or if the value so 
proclaimed varies by 5 per centum or more from a 
value measured by the buying rate in the !lew York 
market at noon on the day of exportation, conversion 
shall be made at a value measured by such buying 
rate I f the date of exportation falls upon a • S1.D'lday 
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Sunday or holiday, then the buying rate at noon on 
the last preceding business day shall be used, 
For the purposes of this subdivision such buying 
rate shall be th~ buying rate for cable tranefdrs 
payable in the foreign currency so to be converted· 
and shall be detHrmined by the Federal Reserve Bank 
Of !l~w York and c~rtified daily to the Secretary of 
the Treasury, who shall make it public at such times 
and to such ext~nt as ho deems necessary. In 
ascertaining such buying rate such Federal reserve 
bank may 1n its discretion (1) take into consideration 
tho last ascertainable transactions and quotations 
whether direct or through exchange of other ' 
currencies, and (a) if there is no cw.rket buying 
rate for such cable tranefore, calculate such rate 
from actual transactions and quotations 1n demand 
or t ime bills of exchange . 

In actual practice, the Federal Reserve Bank of New 
York reports at the present time two types of exchange 
rates-" actual" and •nominal" . According to the data 
furnished by the Bank, twenty-se~en banks and bankers ip 
U6V7 York City furnish daily their buying rates at noon for 
cable transfers to the principal countries of the world. 
An average of these rates is then certified to the 
Secretary of the Treasury. The general procedure as 
described by the Bank is as follows: 

"If the banks and bankers in !lew York City 
are in a position to quote firm buying ra tee for 
a given currency, and if at noon of a particular 
day they stand ready t o buy an appreciable amount 
of that currency (e~y about •10,000 etc . ) that 
rate would be termed •actual'. On the other band, 
if no real market exists in a given currency, and 
the banks are unwilling to make firm bide for that 
currency so that a purchase or sale must become a 
matter of individual negotiation the noon buying 
rate would be listed as 1 nom1nal1. In general this 
is the basis upon which eo-called actual and nominal 
buying rates are determined. 

11 In the case of those countries, •hoes govern­
mente have imposed rigid foreign exchange restric­
tions the llew York market for exchange of any lcind 
ie reduced to small proportions by the limitations 
placed UDOn the n:ovemente of currenciel! to and 
from the-home country. The banks usually will not 
purchase appr11ciablt1 amounts of these controlled 
currencies due to their own unuillingnees to carry 
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foreign balan~es in curr&noi~s which cannot be truely 
repatriated and due to the absence of other buyers 
to ~hom they might dispose of such foreiGn currencies 
if bought. Therefore th tJ banks quote us nominal 
noon buying rates for these currencies based on 
quotations received from abroad. This'eituntion 
exists particularly with respect to Austria Bulgar ia 
Hungary nnd Italy. ' ' 

"Rieid foreign exchnnge regulations exist oleo 
in five South American countries Argentina Brazil 
Chile, Uruguny and Colombia. In' these oases the ' 
buying rates that we receive from the New York b~nks 
are the official rates , established by the exo~~nge 
authorities in the foreign countries , (at fixed ratios 
to either the U. S. dollar, the !nglish pound or the 
French franc) for the purpose of converting ~to their 
own currencies foreign exchange surrendered to them 
by exporters in their markets, pursunnt to their 
various governmentnl decrees. These official rates 
are all designnted as nominal since the New York 
exchange market doos not deal in exchanges on these 
five South American countries at official rates, but 
transacts 1VhOtever business there is at so-called 
tree rates which are considerably lower . 

"The exchange rates for Australia, liew Zealand 
and South Afr ica are also classified as 'nominal' 
by the New York banks and in our certifications of 
noon buying rates to the Treasury. The currenc iee 
of these three countries are linked to the pound 
sterling at fixed ratios and a re 'llaintained at the 
presor ibed levels through exchange controls . Busi­
ness in Australian, New Zealand, or South African 
pourxis being very small in the llew York market, the 
banks furnish us with noon buying rates on these 
currencies calculated on the basis of the sterling 
dollar exchange rate. These buying rate£ are termed 
nominal because the banks are not willing to make 
firm bids for appreciable amounts of Australian, 
New zealand, or South African pounds at the rate 
thus calculated by them, • 

An examination of the exchange rates certified by the 
Federal Reserve Bank of New York discloses a sit~tion 
which bas an important bearing upon the problem under 
consideration. For example , the rate quoted for the 
Austrian schilling is 18. 8416 c~ts, rathur than tho 
nominal parity of 23. 82 cents . Similarly, the ra te for 
the Rumanian leu is quoted n t • 7350 cents , as against 
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the nominal parity of 1 . 01 cents. On the other hand the 
Hungarian pe~ is quoted at the nominal parity, 1n ~pite 
of the fact that, 1n effect, Hungary operates on the basis 
of very much the same system as do Austria and Rumania . 
The rate for Germany is also quoted at the gold parity 
and is certified as an actual rate . No rates at all are 
given for Latvia and a number of smaller countries. 

The subcommittee recommends the advisab~lity of a 
thorough examination of the problem involved in the 
determination and certification of foreign exchange rates. 
On the basis of such consideration as the subcommittee 
bas been able to give to this problem, it would like to 
suggest (1) that in cases like that of Hungary the 
rttporting by the Federal Reserve Bank of New York of the 
actual rate at which dollars are bought and sold would 
v~ry likely remove any reason for even contemplat ing the 
imposition of countervailing duties on goods imported 
from suoh a country; and. ( 2) that tf its thes·is that 
multiple currencies should properly be regarded as special 
cases of depreciation is valid, there ~ould appear to be 
a material convenience in recognizing the existence of 
multiple currency systems through a reporting of the 
various exchange rates aotuall.Y in use by a count:r:y 
operating on the basts of such a system. Without wishing 
to pass on the legal aspect of this problem, the sub­
committee feels that paragraph (c) of Section 523, quoted 
above would appear to provide a sufflcient measure of 
flexibility to render posstblt! the reporting of multiple 
exchange rates, at least in such important cases as that 
of Germany. 
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IV. Consideretions of General Pol icy 

l 

An o:xamination of the problems of the apPlica t ion of 
Section 303 in cases a r ioing out of curr ency measures can­
not be divorced from consider at ions of gene.ral economic 
policy . The subcommittee io of the opinion tha t the pro­
vioione for countervailing action embodied in our tariff 
legislation for the past three and one-half decades have 
been clearly intended t o opera t e in more or less normal 
condit i ons in the sphere of monetary reletions against 
practices designed to introduce disturbing influences into 
internat ional trade r elat ions. But the application of 
counterva1l1ng action in condi tiona of abnormally d1stU1·b d 
monetary r elations against measures of monetary character 
is likely to make confusion worse confounded. Far from 
correcting the disturbances caused by the measures agains 
which countervai l ing action would be invoked, such act ion 
is more likely to introduce new dis turbing elements into 
an already disturbed sit uat ion. 

The subcommitt ee does not wish to pass upon the 
deoir ability or undesirPbili ty from the general economic 
point of view of the application of Section 303 to cases 
which clearly and unmistakably fall within the scope of 
t he bo1mty or grant concept. In such cases , the exist ing 
s t atutes obviousl y govern the action to be taken , irr e-
spective of the economic considerations that might be .1 
involved . The subcommittee is, however, strongly of t he 
opinion that in those cases in which the interpretation 
of the legal provisions is legi t imately in doubt, economic 
consider ations should be given def ini te weight in any 
decisions that might be r eeched. 

Curr ency measures of the type dealt with in thio report 
are partly the ceuse and partly the result of the monetary 
dislocat ion through which the world is passing a~ th~ 
present t ime . We , ouroelveo , have been the viot ~m 0 ve 
mone t ary disturbances which originated elsewher e and hadi ' 
in turn contributed to an 1ntenoif1cation of monetary a­
locatio~ . The subcommittee ia of the opinion, therefore , 
t hat i t will be most unfortunate if we attempted to t ake 
special measures against currency procedures in other coun­
trieo . Thi s consideration applies with equal fo r cento 
currency devaluation, depreciation , and manipulatio • 

It is true that of the three types of currency measures , 
manipulation 
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manipulation is, gtnerally speaking, probably the ooet dis­
turbing and the least desireble . But it happens to be the 
method chosen by some countri&s as a transitional urocodure 
to , or as a temporary measure designed to avoid an open 
depreciation or definitive devaluation of their 'cUl·renoies . 

With these general considerations in mind the su~ 
committee wishes to make tho following observe.tions on the 
three spec ific cases with rospect to which counturvailing 
action is now 1n contemplation: 

1 . In the case of Hungary the Treasury Department 
i J considering the question of !mposing a countervailing 
duty on the importation of feathers on the ground that the 
oxportors of feathers to the United States are enabled to 
secure a rate of exchange 50 percent above the official 
rate in the conversion of their dollar proceeds into the 

I 
domestic currency. Since , however, all hol ders of dollars 
under o~isting exchange control regulations in Hungary 
are enabled to obtain the sume r a t e of exchange, th6re 
would appear to be no reason for taking any specific 
notion against the exporters of a single commodity , unless 
other procedures are involved. 

2 . The case of La tv in in \7hich the Treilsury De,nrt­
~ent is considering count ervail ing duty action on the 
6TOund of currency manipulation relating to butter 
exports, hD.s o. peculiar aspect in th!J.t , accor ding to ava il­
able information, butter is exported to this country !rom 
Latvin only by a government-controlled r.oonopoly . Froo 
this ooint of view the Latvian case hD.s oany points of 
sicilQrity to t he case of the Soviet Union in which all 
expor ts are hD.ndled by a govern~ent oonopoly and with 
respec t to which it is difficult to see how any IICtion 
can be tnken unddr Section 303 . 

3 . In the case of Ger onny , the Treasury contemplates 
the imposition of countervailing duties on a list of 
products in the oarketing of which there appears to be 
no doubt that blocked ~rks , ASKI accounts , and bond nnd 
scrip procedures are eoployed in varying degrees . In an 
offioial stateoent handed to the Aoerican Embassy in Berlin 
on March a1 the German Governnent gave the following 
oxplanation'or 1te action in this respect : 

I 
The devaluation of the dollar and of the 

currencies of ot hE:r ir.lportllllt countries in 
interactional trade 1n conjunction with the 
adherence t o thE: gold parity of the reichemark 
currency have resulted in the disl ocation of 
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t he purchasiDf power parities of the various 
currencies and conseouently heve necessarily 
also reFulted in a dislocation of the level of 
prices of goods expressed in German currency 
as compared with the level of prices for· the 
sPme goods expressed in Amer icen currency . The 
German measures only aim to adjust these die­
locations at least in part and partially to 
remove the effects of the present . abnormal 
inter national currency conditione. They are 
limited to this aim . They are not int ended to 
influence the legal and natural economic factors 
which are decisive for compet i t ion . 

In furt her explanation, the German Government states 
that et the present time oayment for exports in blocked 
merko is permitted in varying degrees ranging fro~ as to 
95 percent of the t otal export value, presumably depending 
upon the competitive positi on of the various products in 
the foreign market . With reopect t o the use of t he bond 
and scrip procedures, the German Governu.ent states: 

The selling price of the export goode 
io under no circums t ances lower than the pr ice 
at which the goods are generally offered in 
the open market in the United States. Price 
slashing and mutual underbidding in f oreign 
markets are r efrained from and suitable pr ices 
are achieved for Ger man quality production . 
The export value declared in t he consular 
invoice plus foreign exchange adjustment is 
in no case higher than the G~rman domestic 
value . 

The German Government, throughout its communication , I 
emphasizes the fac t that it has made a special effort to 
l i mit the possible dioturbing effects of its currency 
manipulation upon the Amerioao market . It states speci­
fically and categorically t hat i t is refraining froQ 
extending to exporters to the Uni t ed States the benefit 
of any of the devices for direct sub sidization which are 
now in ooeration in Germany in addition to the currency 
procedures . 

The subcommittee has no doubt as to the correctness 
of the clai m made by the German Government that the sale 
of German products 1n the Uni ted States would be greatly 
hampered and, therefo~e , drastically reduced if Germany 
would attempt to merket he~ goods i n this country wi thout 
the aid oi the currency procedures now employed. The 

oamo 
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oeme re sult would be ach ieved by a neutralization of the I 
effects of the~e ~rocedures through an imposit ion of 
counte~vail ing duties. This, in turn , would lead t o a 
draotic reducti on of our B!lles to Cormany . 

There e..poeP.rs to be no doubt that Germany i s experi­
cncint a t the preeent t ime genuine difficulties in procudne­
dolle.r exchange wi th "hich to pay for her imparts froLl the 
United States. Her purchases from the United States , 
perticularly of agricultural products and certain raw 
mat erialo such as cotton , fruit , tobacco, lard, lumber , 
petroleum, and copper, have alrePdy been s reatly r educed . 
Such trade a s still exists has been ~de possible by the 
employment by the German Government of the special currency 
arrengements already de~cribed. The imposition of counter­
vailing duties on a long lis t of German goods because of 
such arrangements would, of course, reduce our purchases 
of Oerr..an goods and thus lead t o a still further 1 Os!l in 
our oe~es to Germany. 

Moreover , at the pres<:nt time we are endeavoring to 
induce the German Government to r emove i mpOrtan t discr imine.­
t ions P..gl'inst our trade which g1·ow out of the operation 
of the German system of f oreign exchange control. It 
is certe.in that inauguration of countervailing action 
against Germany at this time IVOuld c r eate an ext r emely 
unfavorable psychological atmosphere , in which our • 
chances of success in this difficult effort would 
def inltely decreae.e. Such action would thus do injury 
to our economic int er ests fpx beyond even the ser ious 
dir ec t harm to our eXport trade which would now f rom a 
l'Oduc t 1on of our imparts fx·om Germany . 

The aubcomwittee feel s , therefore , tt~t so long as the 
aotion of the German Government in the promotion and faotlite.­
ti on of exportA to the Uni t ed States is l imited to the cur­
r ency procedures now employed, it would eppear.to oe a part 
of economic wisdom for our oovornmcnt to refra1n, as a 
matter of policy , from invoking against Cormany t he machi nery 
of countervailing action . 
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I n this conferer.ce tne Ct.t.udit.n positio:::~ ir:. opposition 

to this legisl~otion wus &guin stuted by l.lr . V.r ong . ••s to 

the ~ottitude of the C~onudi&n distillers , they t.re sc.ying tht.t 

on the question of at this time giving assurance to the 

Treusury t hut they v.111 submit. to the jurisdiction of our 

courts u.nd put up a guurunty thut they v.tll puy c.ny judgment s 

which muy be rer.dered in our co.U"ts, that thaj is & q_.est1on 

wnich they car~ot r.o~ t c.lk ubout . They would have to refer 

tnu t to t heir Boards of tirectors Gild possibly ever. to tneir 

::tU.rchOlders. r. loug time would prob~.<bly et~sue, it wo.U.d 

probubly tt.ke '/leeks or months of time . 

Then the other import..nt thir.g is lll these people ur e 

t ukiug the positi on tn~>t they cum;ot give assurances to t his 

depur t ment until they know the umounts of our cluims ag&inst 

them . 

They have now confessed or conceded th&t t hey ct.nr.o t 

r.o• give us &.ny lissurance of the kind we h:..d asked for , so we 

ure bound to go on and try to get t his legislc.tion beCbUSe if 

VIe wuit until it is sc~bmitted to their bot.rds of directors or 

shureholders , Congress wil l huve ud journed . 
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RRVRNUB ACT, 1936 

KO.D.&.Y, KOOK 30, 1030 

Roue• or B~rRr.aKNTA'l'l'vr.s, 
COIIUU'I'TEE ON WA Y8 AND M tlAN8,_ 

U'aPin'ngton, u . 0. 
Til<! CO'!'l!'iii<MI mel •~ 10 A. m., Ron. Robert (,, Doughton (thnll' 

man) preoadmg. 
Tho eu ......... N. Tho oommjttee will please come to Ordf!r. 
I ouppoM everyone lmowo lho pwpooo ol the m""ling of the Com· 

milt.ee on Wa~ and Mwa loday. It is to give c:onllid•ration to the 
W< bill to which lhe aUMtioo of Congress wu ""II"" by tl><~ r•...,.;. 
deot'1m~. . 

ll ia aloo ivell known lha~ a •ubc:ommit~ of the Commill"" oa 
Wayo and Meau bu '*" firiDg study 10 lhlo subj""t lor a period 
of Obou~ 8 .-.eka. wilb a .,.,. 10 p"'paring a ropon u a be.., of 
hMriDa by tho full commiuee. 

1 od"er for tbe reoord them- !tom lhe Pr.oidoot of lhe United 
Stata and aloo tho roll"" ol lhe Subc:ommittoe of the Wa.ro and 
Meaoa Commitc.ee .., .. ., •• to profl'lOed t.U remoo. 

(Tba dooumonll rof•md to oro as followo:) 

Ill. J)oe. Ne. u"' 14tlt c._, Jd -.1 

MEaaAOE J'AOM THIC PnzetoCNT or THE UNI'PED STATt.a TkA~.,_ 
lflft'I"NO ADDITIONAL IxroB,.A'l'tON CoNCEfiNJNO '1"11& lhmm .. T 
POR THe 'F'IeCAL Y1u.a 1037 

To Tlu 00ft{lf'<fl of 1/u Uniltd SWu: 
Oo Janu•ry 3, t 038, in my Mllual B\adget. message to th~ CongroM, 

I pointed out that without tbe item !or relief the Dul'lgt't v. u in 
baJ.aoe. Since that tima an important. i~m of revenue h~ boen 
elimino~ lhrougb a deci!ioo of the Supreme Court, and on additional 
annual charge hu b...a plaoed on tbe T"' .. "'Y through tho ••••un.n t 
of lheA<Ijua~ Compooaatloo PaymMtAet. 

1 aa.id in m1 Budget m~: 
" • • • the muy J~.ative acts creating the n'athinny for 

recovery were all predicated on hro intndePfnd~t. btlitff. loirtt1 lhe mouu.rea •~ouJd immediatel,. ~•use a grt"at i.M:reue in lhf' ann\&aJ 
u:pend.ituree of the Oovemmeot.--many of theM- uptndttuMl. ho-.-. 
••er, in tho form of lout whltb would ultimaa.oly return to all• T,.... 
~. Seeood, .. a reeul~ of \be aimulta.o.eous auuk on thfl 01any 
lrciota 1 hne indic:atod lhe rootipto of the Government • ..,rd ril4 
~oiailll.r and aha<pl7 during the followi.og low yean, "IIi!• Jrtatl7 
1llC-..d upondiluro for tbo pwpoooo stated, coupii'Cl "''" rl"llfl 
valu., &.Dd \he etopp.i.oc: of IOMet, wouldJ over a ~riod or y~ars, ~hnin· 
iala lha lloed for work relief and Lboroby reduce Foderol uptndllurt<&. 

I 
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2 uVJUI1.TB .t.or, ltll 

n1e- lnc~~ an ~\ e:oues •ould ultimately meet a.nd p&M tht df!C'hlli.ftl 
eoot ol "'li•l 

''Tltia pohcl adopted in the '!Pring ol 1933 bu bttn oonfinned m 
a<tual pr..,ti,.. bv tb• T ...... ury figuros ol 193~. ol 103!,, ond b~ tbo 
•timat .. lor the t ..... al yeanol1036 and 1937 

"Tbtro it todav DO doubt of the fundamental ~Undne. O( the polity 
ol1033 II •• prv««l along tb< p~th we bavelollo~ed ami •;tb the 
reiUits at.ts.ined up lO the ~resent tamr. wt shall rontanuo our suec:es­
ful pr~"rM during th~ commg y~n.r·s." 

U wo taro to main.tiUn this clear-cut and 10und policy, i~ Ls ineum­
bcn~ UI)()O ,,. w rnoke good to tho F•dorol 'ri'I)Mury ootb tho '"'" 
of ra:vouue t•o.used by the Supreme Court dccilion Rurl tha increase 
in oxpon~ <'Rugcc.l by tho Adju.!tcd Compt\J\,glltion P~•yml'!•lt. AcL 
1 o.mp1•ft.8.i:t.c U1.ot. ntlhercnce to cons.i.stent. policy t'IIIIM ror auch ottiou. 

To be .tpec:.Wc: f"l'ho Supre.mo Court doci81on nchmogcJl' tt.tTect.ed 
t.ho .Uudgc. .. in am ftiUOWlt Of $1,017,000,000 during tha Oeea.l yea.r 
IQ36 ami tho flll<>al year 193i. This figure il orrivoo ot os loUo .. : 
Jkfl.rh to dah.'l (t':XJ)tudJtu,... e~le to proecalna WOI lew~ 

r•ron-itll tuN colkc·ltd) In est~Ma ot that oontt'mJ>la\.«1 Ju 
U..tll371ludl•t. . -- -- ·- --- -- <2111,000,000 

IAt.lm.at~ ("S~nditun!l to bel made from IUJIS)If'••.rnlal *I'Pf'Oo-=kln appro,-~!.~ lbt ~emtn~l _ A_p_l)f'Ollria~n A~~. 
F...I.J..Jut('d nprudlh&rw to be madoe undn" tlw ~I C.0...'1'UtloD 

a.llll ~I:IIC.W11e AlloUntnt AcL _. 

:M.OOO,OOO 

-000.000 

TIA&l .ddltklnal dekit IV36 and 1037, dw \o Suprtme 
Cut•rl ck-ri.ioa aud .cljuwted farm proc:rana I. 017, 000.000 

For the pu.,.... ol elarity, I divide tlte preaent tot&l odditioool 
reYf!!DUO needs or the OovMnmenl. into tho ptnnanenl. and tbe tem­
porary onea. 

t>enna.ncut 1'reuury income o( $500,000,000 i" t6q,Uil't'(l lo Off~l. 
etp011dltureo which will bo made a!Umally u a reoult ol tl>e Soil 
Cor~S<rv•tlon and Domestic Allotment Act l'll<!<ntly enacted by the 
Congreee o11d tq•provOO by me; ond "" ndditionlll 8UJU recurring 
rumunlly lor 0 yoi\J'II will bo re<11rired to "morllz• tho totl\l coot ol the 
AdjuAt{id C'ompN18atiou PayiUcut. Act.. 

The net. cmx:.l. or paying the Yet.cmns' bonus in 1D30, instead of 
104~, i• to add an ou11u"l cb•rge ol $120,000,000 to tho $100,000,000 
already iu the Jludget. 

\\~~ AfO et.IJocJ upon, therefor&, LO raise b~• IOM6 form Of JKnOIIlt.Ut. 
&audon •n t.•L'lUI-1 amount. or S620,000,oob. h may b4.': a.id, trutb­
lully ond ..,.....,lly, tha• $500,000,000 ol tlti• amoun• rep.-uta 
auboutuo.e tax .. in plo<e ol ll>e old proc ... ing I&X .. , and that ooly 
•120,000,000 I"C'presen1s ne-.~ tu:es nol bitbert.o levied. 

I l<ev~. ol oouroe, to the dioczetion ol the Co~ the formulation 
of the appropriate taxf8 for the needed penuanent. mYf''lue. I ln\jte 
70ur atte·ntion, however, w a form or t&X which would accomplish 
an important. tAL" rt.form, remove ""'~ major inequAlities in our tax 
aywtem, A!ld etop ''lee.b" in p~'\t aurta.·u~. 

F.xtended otud.r ol methods ol improoring P"""'Ot UXN on in!'Ome 
from butin~ warrant.e the consideration of chang~ lo provtde a 
fairer di&tribution or the tax lolld among all the bcne.Rcial owners of 

)) ( 

) 

) 

) 

BJ.\"f!SU£ ACT, UU 3 
b..U."!"' profita ,.bother derived from ~rated ••••rp.._ or 
from moorporatf'd bu110- aad wbotbor diotnbuted 10 tha rNI 
owu•ra 01 Mmed or ..,thbfld !rom them. The urotinc dtfrfl'tft<e 
bet_._ eor,porate taxea •f!d tbooe i!Jlpooed on owntra ol ~ttlnoo"" 
por;ated b.UIU1- m>d•ra rnoorporatron ol omall b..U.- diiTOC'ull 
or1m~bl~ 

n •• ·~umula~n or ~ .. in ClOtpOralions rontrolled b ..... 
pay~ra .wnh large woom~ rn enClOur.ged by the P'-DI tJ?O<f.rn ol 
unililtnbutNI .rorvora.te tncome '!0~ Surt..I.XM. Sinc:e lt«kholders 
are t~e bonefi•••l ~,.. • ., .. ol both distnhuted and undlitributed rorpo­
rat.e meom~, tba a.m1, Mil matter or fundamental Ntulw, 1ho11Jd be t.o 
Jll)('k equa!•ty oltax burden on all corporate inoorno wltothor distrib­
uted or w•thb(llcl fron! lito beuefitJ&! owners. Aa the lttw now 1tanda 
~ur corpora~ trucea dtp too dooply mt.o tho s.hnrM of corportlte e,un1• 
mg:t gomg to 1tock1.10ldC!.t8 wbo noed the disbursement. or rli\'it)(lnda, 
wlul.e t}-o 111UL.1'(18 of st.ot'!kbolders who can aiford to lea"c Ntrninp 
wtdas.t.nbutcd (IICILJ>C cu,rrent ~u~t.a.xes &I together. 

Tina ma.tbod of 1wad.1n~ exssung surtuee coJutitute. a probl~m u 
old u tho rnoome t&x law •t•ell. Repi!At<d atl<'mpll hylhe f'ong<OM 
to prevent.. t.hit _fOM'U or twuion hM D01. betn auC«'lllitul. The t:\'il 

hu been A I"'" II!' on•. l~ bu now ':"'•hod disl.,rbirog yroportiont 
from the ll&ndporn• of tl,. wequalily rl rep.-no. aad o ill .. noua 
eff~l. on t.h~ loedtral ~venu"4 Thus the TnouuJ')' Mtimat• that 
~unnc th~ calood~ 'JHr 1836, ov..- ~ ~ hillion dofiar.l or eorP.OraU: 
!"rome •nil ~ ..._,thhol<l _from otockbold.,.._ II thli undittnbul<d 
wcome we.re dtttnbuted. at. would be added to the inteme or a&o(k­
boldera and lhtre tued u a. other personal ineome. But, u m•ut_ra 
now aund, it "ill be •ill•h•ld !rom stockbol<l.,. by t'- in rontrol 
ol tbaM corporation~. In 1 yMr •lone, the Govemmm1. .. m be 
deprived ol rovenul!a amounting to o•·er $1,300,000,000. 

A proper tax on oorpontte income (including divulcnd• !rom olh<r 
corporallon•)l which i.snol distributed 11.$ eamfl(l, would oorrerr. the 
aenous t..woro d intqulility i.n our taxes ou burin~ proflt.e if acC!Om­
pa.niod by a repc;-1 of t.he J)re&ent corporate incomo tax, tho CftJ)il61· 
atoe.k tn.."t, tho rtlotcd oxceg.J>rol1ta La..,-1 and tho pr~ent. o.x"mJJI IOU or 
diYidcnd15 from Uac uonnaJ tu on indh~idtlnl inoomc1. Tha rnto on 
undiat.nOutcd corpomte income should be grsduated and 10 fixed u 
to yield *Pilroximatcly tho I!AIIlo roveouo u would bo yi<ldecl II 
corporal<> profi~ wcro distributed ond t&xed in the hand• ol atock­
bold.,.. 

Such a rovialon ol our corporao.e ta,xeo would effect IP""~ aimplill­
cation in tax pi"C)(leduno:, in corporate- accounting, and lD Lbe undtr .. 
•I&D!Iina ol the wbol• 1ubjeo1 hv the ci.tiUDI ol tbo Nauoo. II 
would eoutitute di&tin~ .. p~ In tu refonn. 

Th• "'-tury Otpartment ..-ill bo ~.d :.o a:hmit i~ <alimatea 10 
the eo..,._ abo• in& thai lim oimplifieation and removal or inequoli­
tiM can, without. uril•im~, be puc. inco practice ao u to yiekJ the 
full amounl ol $620,0JO,ooo-the amount I have indicated above u 
being ne<-.y. 

Turning to the tHnporary reveuue needs ol the. Oo·temment., tllttt 
il ll>e it••• or 1617,000,000, which lllfecu; priocipall.r the current 
6BC-aJ year. This amount must in aome way b6 re~tortd to c.be 
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Treuul')', """ though the proc.~ of rMIOratioo mi&ht bf 1p.....t 
0' tr 2 ~·"n or 3 yea.n. . . . 

In th"...,.. abo the fonnulaoon of ta:moliN wboUy •n lbe diltrttion 
of C-onpt'f"'- 1 l'"t"Dturt, ho,. .. evu, to call _your t&t.tntion LO t•·6 
•uggft!tiOOJ, 
Tb~ fi,.t n'l&tes 10 the IUlltion of what m&l' "•II be t•nnod a 

"mdfall rocci•NI by otrtain t.&Xpayers •·ho llliiflNI to otl,oro the 
burdf'n of pi'(K'flliing .taxes ••hieh ~=ere im~unt.INl and rttumf!d to 
tltrm or wluch otlltr'WlSO have remllJocd unpa.1d. ln unt'qull poi!Jtion 
i1 that va-.t numbC'r of oLber ta.x--paycn wbo tlicl not r<"ttirt.. lO such 
('IOUrL (ICtion ond hll\"0 paid their la..•<:cs to lh& OoHrnmc-nt ny far 
tht'> ~··OAt.er 111\rt. of th6 processing taxC8 wos in th<-' m&in either passed 
on lO <'OIHHHilOI'B or Lnken ou&. of tho prito tlltid J>I'Oduc~nl. Tbfl. 
Cougrt"'ff' ~COJ(Ilite(l this roct. 11\J!it. August nnd provided in l!lCCtion 
21 (d) of tho Agric·ulturol Adjus tment Aot Uult, in the 1\VNil or tho 
io\1tllid~ttion of the processing t.axoat only lhoso prOC(""-'t'nl who had 
boMJO the burden Of these W08 obould 00 IICrmitW<I tO ""'tive 
rerund11. 'l'he retunl of tlle itn~unded funtllll and fal.luro to pay 
t&u:M lhftl were passed on result. in unjust. enri<'hme-nt., contnry to 
the opirit of that enactment. A tax on th• b<ntflei&rii'S unfoirly 
•nriched by the return or nonpa.ymmt of thi• ~'e<l.ral uci.., would 
take a major part of this ..-indfallmcome !or tbt benefit of the public. 
\lutb Of this "'''enue 11"0Uid ae<rue to the 'fteuury duriQC the fiocal 
y .. ro 1936 and 1937. 

The other 1ugg<stie>n rei at"" to a temporary tax 10 yield th~ portion 
of $$17,000,000 ootro•·ered by the..-iodlall tax. Such a tax could be 
apnlOd o•·er 2 y..,.. or 3 y....._ An oxdJ!O on the p......,.;ng of 
certain •griculturaJ produeL8 is v.·onb corWdering. By incfMI!i:ng 
the numbor of commodities so t&xed, b_y greatly loweril~& the raw 
of tho old proe.....W~t tax, and by spreadm~ the tax o•·er 2 or a y8rs, 
only • rclatively hght burden would be unpoi!I'CI on tho produwo, 
eon•unu~rl, or proreseors.. 

FnANICJ .. aN" 0. Roo&~vr.LT. 
'rn.: W111Tr. Rouer., J\l.arch 8, 19$6. 

(II, K, oo~a~altt• priol, Mat. ai,INO. mh COlli , td --.1 

Jhw.:su~t DaLL or l936-U.£PORT or Tna Suucow:Wt'M'£J:· ov """ 
Cowut'I'TEE os WAYS AND l\.1EANB Rsw.Tavtt 't'O Pnoroa&.o TAx 
RCVI810S 

Th.il nport embodies the recommendationa of tho tulx~mmiLtM 
of the \\' •1• &od Means Committee 10 tho fuU eomroittoo "~th rt•rpec:~ 
to tht! taxation or undisuibull!d income of corporaLi.om, tlimin.ation 
of tbt p.-ot oorporatioo tax, terminauon of the oapit&l-.toek wr 
and t.U..,.JnvGtt tax, imposition of tu:M on unjuat. eoricboltnl 
O«urrinc AI 1 rt~~ulL of the nonpayment. of e.xdse tuN, and related 
m.attNL 

Tho .....,mmendatiow; submit~ herewith oonlA'mplat• ooly -h 
thangoo in the Rennue Act of 1934, u am•nded, u are n-'7 
~ earry out. the policies herein set. forth. Jn eome eUM, however, 
on ordor cho< there may be a clear understanding of the oeope of the 
auboomm.it.tee'• proposals, a specific eta~•ocnt.. bu bMon made thAt. 
no ohani)O in tho p....,.nt low is propooed with l'tlCIJ)«<tiO the portieult.l' 
mat~r. 

-
) 

( 
ft~Yt~SV'£ ACT, lllU 6 

I 
T AXABLC Y!lAaS TO WJUCU APPLICABI.C 

Tht ebanj:M propoMCI in the P'-Di inco'!'• tax ITitloo 1 and Ll\ 
of the RevC'Iln• Att of 1934, u amended) ,.;n bf applicable 10 tax· 
able y..,.. (w~ether Mlendar or fioeal) bet:inniog aflA'r l>eotmber 31 
193_5 .. Tltat at, WJ»ayers on a ralendU' year basis ._;u fint repori 
the~r torome undtr, and be subjac:r. to tax u providN.I in tJ1e ne•• 
pz;oposaJ1 for, tlt6 t"altndar year 1936 and lJ1eir rttUMll (or •u(')c year 
will, be duo on or hoforo M~h 15, 1937, TIIXJl•Y•rw on a flo .. l ytar 
b""'" wh08Cl fioeol yeo"' \Jqlin i~ 1936 .;u similuly ,.port ond • 
lAX for lnnblo y~ara hOKmnmg tn 1936 and Mding in 1037 ond ~~~! 
rctunuJ will bo duo on or OOfore 2" monlbJ: aJt~r the eud or ~uch tu:· 
obloyonrs. 

11 

TAX ON UNDISTRIOIJT8D INOO~tE OF CORPORATIONS 

I~ i• rC'Com•.'••nde<llhM there bo substituted for lh• pt~~~~tnt gradu­
ated cC?rpor'tltiOn lAX a tu on t.be inc::ome of OOrp<?ratioRJ graduatNi 
II<JCOrdtng to th• pon:enlago of their incom• whtch is und .. tributod 
and that for tho pu~ of this l&x corporationJ ho diridod inl~ 
t•·o d&Mflt O!l th~ bi:"J or tho amount. of their ot:t inootnt' Tho 
rt('Onunt'ndauoru~ •l>"'•fi~ally are as foltowa: 

For tltt pur_- of the Kheduleo htreioafter moommtndod tho 
~ '~adju..-lfd ntt .income.:• 1neant; the net income (tee re(le)mmtnda· 
tron ~o. XV !tlattnt to 1ntemorporate diYidtnd&l lc. the cr'fdit 
allo··~ by ...,uon 26 of tho Ro•eou• Act of 1934 (rela.U., 10 in tore .. 
on U:berty Bonda and interest on obligatiofl.J ol Oo\ tmment flO,.. 
porahont). 
. The te.~ uundistribut.OO net inoome'' mea.o! the adjuJlfd net 
mooma mmu• tha sum of: 

(!) Tuable di,.;donds paid during tho period beginnin11 on tho 
O.l'JHration Of 2" months a(ter tbe bcinning ot tba tanble yur Alld 
ending on tho. expiration or 2}{ montlis after tho cJoAc. o( the tax•hlo 
ycur (sco rcoonuncndlltlons Nos. XI, XIll, XJV, Bud XV II I); and 

{2) 'flu~ tu com1wlod under the Kbedules cont~inod in this 
rccornm~ndft.t ion. 

The Khedul"" J>rOIJOtled ore .. follows: 

8Cl1ED\fLE I rOR,OitA'I"ION"8 WJTU ADJ"CS'1'£D NET lSC:OMI! OP UO,OOO OK 
LESS 

If tboere is no undinributed ne-l ineolll6, there 1hall be uo ws on lhe 
adj'uettd n«!!. inrome 

1 lbe undiatributed ne&. iooolll6 is I C)% of the adjldtf.d net iMome, 
lbe rate of tu on tho adju.INI net iotome oball be I%. 

I! the w.d.istributed neL ineoiDtl is 20% of tbe adjmtNI neL U><Ome, 
the.,. .. of tu on tho adjullNI net inrome oball be 3)1%. 

lf the undinribut.ed net income is 30% of the adju-:~atd net aneorM, 
the rate of tax on th• adjua&od ne• ioton.e •hall be 7)1%. 

If the uncli•tributed net income is 40% of the adjusted net •neome, 
the ratG of tax on t11e odjusted ••• income Aball bo 13%. 

If tbe undittributtd net inoom~ i.s 50% of the ..ctjUJtM uel inrome, 
the rate of lu on tl1e edjusted net inrnme sbtll oo ISH%. 
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6 RJ:VE.b~B ACT r t• I I 
lithe unc!Ulributed ott income is 60% of tbe adjuated net income 

tbe rate or tax on lbn adJusted net income ah.U bf' 2~ ')'9 ' 
11 the unc!Ulributed not ineomt is 70% of the adjustl'd net income 

tbo rate ol tax on tbe adjusted net income tball be 29!-t%. • 
11 tbo und11tributed net income is 70.3% of the odjutted not u,. 

eom•, tbo ratt ol t.u: on tbe odj~ted net income tball be 29.7% 

lo(Hf.OULW: 11. COKI'OIL\TIOSS V..,_LTR ADIT&Tr.D N't:T l'fCO»U OP liORit 
Ttl-AS 110,000 

H therC'< i"' no undislribut.ed net.. income, thero flh•ll bo no lax on 
lho adjuAt.ot.l uet.. income. 

U the undiJtributod net. incomo is IOo/o or tho. Mljuau~d net. iru:ome, 
tho ralo of ux on the adju.sted net. income flhAil he 4%. 

II tho uruli.stribult.'(II\Ct. income is 20% of tho All jusLGd net. income, 
th• rote or tax ou lho •djlll!tod net inoomo •hall be 9%. 

lithe undislributod not income is 30% ol tho odjusted oct income, 
tho rAte of t•< on the adjustod net incomo ah•ll be 15')'9. 

If th(', umH.stributAXI net income i. 40% o( tho adjuatM net. inoome., 
tb• rate of we on tho odjuated net inoomo •hall be 26%. 

lithe undiotributed net income is 60% ol tho adjuatod not inoome, 
the rate or tax on lbn Adjusted ··~ incoma &ball be 36%. 

If the undiJtribuled net incoma is 57l!% of the adju.ted oe~ inoome, 
tho rat<! of tax on the Adjusted ne~ inooma tball b6 42M%. 

II th• p<'I'Cen~ whieb tbe undistributed n•t inoome is or the 
adjuoted net income is no~ one ol tbe p<'n:t'otogeo ol the adjusted ne• 
income abown in Sc:hedula I or II, tben Ute rate ol tax aball be pro­
portioOAU.. 

II tho ad/usled ne• income i3 more than SIO,OOO tho tax, •• lbe 
option ol t •• corpornt.ion, i!hall. in lieu or being oompuled under 
Sehedule II, be eomputod by addi~: 

( I) A ta.t upon tho adju•ted net mcomo computed under Sehednle 
l;a.nd 

(2) A lllX upon tbc amouo~ or tbo A()juAtetl net inoomo in MC ... or 
$10,000

1 
at tho rate in S<:bodulc U which would bo oppUod if tho tAl< 

woro bemg computed solely under ouch Sehodulo. 

JIJ 

EXEMPTION OF BANKS 

1t. it reconunended thai.. incorpo.ratOO bank" ftml trust companias 
bona fide Op<'nted •• oueh be o.xempted from the piM propooed 
undor .-.mmendation ~0. nand be subject t.o. tA" or 16% on. tbe 
net. 1nrome (eM rnoommendatioo ~o. X\ relatintt to iut8C'Orpora~ 
dividenda) in lku ol the ~· graduated corporotion tax. It ,. 
further .-.uunendod lbat continua t.o be oubje<tto -lion 102 
of tbo Rev .. ue ,\et or 1934 relating to """umulation of aurplua to 
avoid aunu. 

The aubeommilte6 leaves t.o the lull committee aa AD UMellled 
IJU..,tion wbotber dividenda paid by banb to tbarebold.,., individu.U 
or oorporal<! abould be treated under tbe/~M low or wuether they 
ahould be f;:Jty taxable like dividend& pai by other oorporo<iono. 

c 

) 

7 
rv 

TRC4TME.'n' Or INSOILU~C£ COMP.L'<f£8 

It ie R'«>mm<'lld!'d that .U bofta 6d• U..uran.., oompaooN (mutual 
tJJd at.o<k, ro .... .., &J!d do,meotic) ""uem~ted !rom the plan l'OJ,_.j 
under ff'('Otnm4'ndtu()n No. II and be subjf!Ct to a tax olt5% in IJeu 
of the gradu~tf'd ra~ undm;- txisti.ng law; tx«pl that fOn'~l tncur. 
an('t> oompanlt'l ,ot~or than life and other 1h&n mutual M ~t~ubj('(!&. to 
a ratf} of 2'2.._% m htn of the.P."aduaU!<I ra.t('S undtr ui,ung l•w. 

I~ 11 recomn1e.nded that. div.ad.cnds recNved by all insur1n('c oom­
panlee be t~Atod tl1e aamc as (bv1dends recei\•tod by othtr corporftdons 
(..., reoonunend•lion No. XV). 

v 
CORI'ORATIONS lN RECEIVERSIIIP 

I t it nx"Ommendrd thAt. corporutions in rooeivC'rshi1• be fo~tmpL from 
tllo plan g~1~ under ....,OI1lJJlelld•tion No. IJ •nd h• aubjN'~ to a 
t.a.x ~~.I 6%, 01 lw~ or the graduat.ed rates under uistin,g law. 
. DoV1danda ~ved by ~ueh rorporationo Ah•ll he 1ntludod in ne~ 
moome, and davade:nd.t patd ~y th~ shall ~ ~ubje<"t to tax m Lbe 
h•nda 0~ the Wll'OhoJdor && J.D tho ease Of dlVIdcndl J>Aid by Other 
corporauon.a. 

VI 

FORIUON CORPORATf OXS 

lt it ~mmtoded tha&. foreign corpontions be t~t:mpt. from Lbe 
piAn proi)Oit'!d under recommendation ~o. U and be tUbJett to a &a.k 

of 22~% intt.eed of the rat.e under uistillJ law, tt«<mpanied by a 
change in the rat~ 011 wilbboldi.og under emting law to 22~%. 

vn 
RAILROADS 

J t is rooornnH"ndcd 1 hitt. rtdlroads be subject 10 tht\ JJIIIn prop()ljM)d 
under recommendation No. 11 and the priviiC-'go or filing fOnJOiiilaU!d 
returns bo ('01\tioucd 81 to them; the rate or t&X to be I lit\ lliJII() .. In 
tho CAIO of othf'r CC)I"J)Orl'lions under fe('011Une:nd•tion No. J I: bu\. 
j\':ith tho right. to make A llf'" cJettion whether or DOL 10 r.Jo 1 C'Oll· 

eolidated retum for tlaeir fmt. taxable yeer undtr the ne• Ia•·· 
Jf in the afllliaU!d rroup the parent corporation is in rtcrivt~lp 

tbe entlrc ~:roup abtl ~ c.u:ed u other corporations in rft('f'ivtnbip 
(tee mrommMdatioo No. V). U any other mem~r of the group 
is in ~iv~nhip IL dOM not gain the exemption refti'TfCI 10 in I"N"'ID• 
me.ndation No \ '. 

\'ill 

BXEMPT CORPOIUTIOS S GtlNEtAI.Lf 

It it reaommended thtt corporations now exempt from iDOOrM t.u 
under 1eetiou 101 of tbe Revenue Act. of 1934 (Jabot, ~ltunl. 
charitable, and otber nonprofit. corporations). ~ ntrnpt from Lbe 
new plan a.od from tht corporation tax under e.tisting law. 
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IX 

CAPIT "L STOCK T.U 
The ratfl of f'Aptt.al l'ltoc:k ta.x im~ b~- ~li-m lOS of tht Rf'lvtout 

Act ol 10~ i• propooed to be redu<ed to 70 .,..,.,,. P'r $1000 <>1 the 
odjuottd docl&red 'aluo lor the <.a pi tal otod. tu year endinlf .June 30 
19:l0 Thlo oon1tituteo a substitution ol a 7~t rate lor a St 40 
rate. Tho tu io pro.,.-1 to be ~notod lor olllot<>r ~tara. 

X 
'BXCE89 PROFITS TAX 

·rtta (•X('C'88 profit~ l AX im)){JISOd by soc lion 106 or tho Ill'\ ~lUI (' Att 
of 103() is pmposed tO be terrninat.etl Bt tJu~ eUtl Of lhO tiJ'It irU'(Ull6 tAX 
h'(nblc yNtr of thC' taxpayer whieh ('nds dteor JuliO 301 1030. 

1

r lle 
rota ia not c•h"ng(\(l. Corporationa \lj bORe inrome ~ftx tRxabl(l; yrArs 
._,..on a cairn dar '•e.ar ba;;is will be subjec-t to tbi.s ta~ ror thC' cal~ndar 
y_r,ar IU:lO CorPoratiorltl whose income ta4~ ta..:<ablc yurt •~ on 1 
tilcal yt:'·u lwit, ~ ltith years end after Junr 30, 1030, v. ill be tubjec' 
to tiJtt.l. ta.~ ror Lhe fi~t inconte tu ta.xable Jt•r ending after aueh 
dale. Tht tax •ill not apply to any income tax tuabl~ yur •hitb 
endaah<r June 30, 1931. 

XI 

D lVIDBl<D CARRY-OV'BR 

lt 10 rtOOmmeoded that if the tuabl~ di,;dendo p&id during the 
period b<t!inoing on tho expiration ol 2)1 month• altor tho [)('£inning 
or tllr taXable ytar and ending on the expiration or 2)t months a!w 
tl1e cll>hC' olthc Wlllblo year are in .,..,..., ol tho odjuotod ntt income 
for tha tax&ble: ytt\r, the excess (or if there i4 no adJUtt.Nl net. income, 
thO rnllre A.tnOIIDt of Uu~ taxable tlh •ideodtt) shall be allownble ft.JI A 
d~uclion in fOIUpUting the undistributet:l not inOOUlt' ror the 8UCo­
('e(.'4ling ta.nblc. Y""'· and, to the ut.ent not neoded t.o reduce t he tllX 
in f'uth yet\r (Aller fi rst. applying us '' deduction a ny rnore roetnt 
dl"identf pnyment.a), ' hen w th e secoml euccooding tox••hlo yellf. 

:X:H 
DIVJDF.NI>S IN KIND 

ln .<-omputin~ undistributed net income, if a corpor1tiou doclarea 
a dl' 1dtod in kmd, lhe deduction will be computed at market. oraL 
l11t adjutttd basiA in the bands or the corporation, "b.irhf\'f'f iaiOllitr. 

mt 
DI'LD&NDS OUT OF PR£.MARCU 1. ttla. SURPLUS 

I I ia ..... mmtndod tha~ dindtnclo paid out or tAminp and profiLI 
a.orrutld bcroM ~ta.rch 1, UU3, or out or inc:~ in valufl a«rued 
belo"' Mar<h I, 1913, be fully tuablo when di•tzibuted. 

)) 

) 

) 
-

) 

( 

' 

kEni..'i U& ACT, uu 9 
XIV 

NORMAL T.U ON DIVIDENDS 

ILiA ••<lomn>tndod tbat,tho p._nt czodlt allowed lor nonnaltu 
pu,_, •! d•videnda ,_,.od olWl be aboliJ,;i 10 tuL all d' Nl d 
Will be aubJf"("t to nom1aJ tax as •·ell u to .turt.U.. 

1
" r.n • 

XV 

INTERCORPORATE DlVIDK~"DS 

II.~ .rooommcn~od •hat. tho proseot. deduction allowed co >OraLi ~or dtvld~nda ~·e~ved fro~\ other .oo: porutions bo. abolisb~ 110 .. t:: 
wt.c.rcoi']>OflllO d tvtcl(!nda will roma.mtn nell income. J 

XVI 

DtvlOENDS OUT OP PRE-tU• EAKIHNGS 

J t. i.s reco~nmendOO tliaL. di!idends out. or eArDinp &nd pro6t.I~CC-U· 
mula\"<~ priOr .. t.bo bec•nn•ng ol the firs~ tuablc year or tho cor­
poratiOn under tho 1\"'ll' piAn shall .. -11 .. doda....t out u di•ideoda 
be 11jllJ' tu.able u m the .,.... ol the diAtributioo ol •ubeequeo~ 
OUilUlp and pro61<1. 

XVI I 

DIVID&NOS OUT OP 'BolRNll<GS T.uED UNDER NEW PUN 

IL.ia reco•n•."'1"dod tha~ no exomplion !rom tu on Lbe olwel•olcMr 
~ ~;~~en LO d1Y>dendo, dodorod out oi oaminp and profi~<~ ol a J'f!U 
m whith the oorpon1Uon bu been subjeoL LO tuatioo undor t.bo new 
plan reoommondod 1mdu rocommeodation No. II. 

2..'Vlll 
LIQUI.DATINO DIVIJ)£1<08 

ln coJnpu~1g undistributed neL income, i~ ie rocornnu:mdod lhnli 
~e. COrJ)OratJOil be niJowod 8 deduction for any part or lh1uidnting 
dm donds prOJ><JJ'Iy llllooable to oi\J1llngs and profit.l! bul no doduolioh 
shall be given lor tho portion lhereol propeily ob~blo r.o eapii.A 1 
account. 

XIX 
NET LNCOMIIIN EXCESS OP ACCUMULATED U RNI.NOS ..SO PROfiTS 

1.~ iA ro:co•run~ndod WI relief be pro,;dod lor the oor[M'11tion 
..-hieh, wlille MVUlll an &dJUAtod od inoom6 IO< t.bo \UabloyfiiU,IOCU 
JUfficienL """umwated oamiop end profitl .. ol Ll18 cl..., ol tho~ W• 
ablo )'- lrom 1<hith LO diotribute laxable dhidmda equal r.o tho 
odjUALod ·~• inoon>e. For oxamplo: 

(I) A ...,.ration may han an odjUliLod ••• income ol $100,000, 
but. • deficit, eatried onr fromlrior :re&r~, or $1$0,000. AA1 d._ 
tribution by the ec>rpOntion ooul not. be out or aceumulat.ed Mminp 
aod pro6u., would not be wablo as • dirid .. d LO t110 obanoholdero, 
and be.-, undor tho rulo previously reeommended (aoo dafinition oi 
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«undiatrib_utfd ntt income" ~ reeollllll&&~atioo No. II), woqld no" 
be dodutublo by the eorporauon !rom ad)uttNI ntt lDt<>m~ in eom­
putina unddtributed net ineorne- Tb~lore, f'l\·tn ir an amouot 
equal to the adj. uotod net income were diatribuu.d, tbe tax on the 
oorporation •ou d bt tho ""mo u if no distribution wtre mad• 

('2) A tlimilar hardship would exist where tho ntt adjuau.d ineomo 
ia $100,000, with a prior deficit of $60,000. Here the nuoomum tax­
able dl\idtnd would be &40,000, and $60,000 would, evtn or dio­
tributed, be tu•ble to the corporation 118 if not dinnbuted (3/ E'•tn il no deficil exists, htu"dshl1> may axitt whert~ tho earned 
eUJ1> ut ot. the lw.ginning o£ the taxable yeu ll not. enough to m~t. a 
noodoductlhle 10111 oe<>urring during tbo year. Thus auppoao Lhe 
aoc.umuJnlcd earuinp and profits at. the br_giuolllg of tho year llr& 
SI,OOO, tho ndjusled not incomo $100,000, but n eopital not lou ol 
$40,000 lul8 OOen sustained. Tho earnings and profit& for tho year 
are on.ly $60,000J milking lbe tot.a.l aceumuln.tod enrninp and profits 
SCU,OOO. Th".rcforc, witbout. relicl, the eorporalion nnte~ P•Y tax on 
139,000 even if it. distributes $100,000, an 1unounr. oqualto lhe entire 
adjttAtt'd net. income. 

Tbe rtliel l'tl«)mmcnded is as follows: 
II the atcumulatcd eerningg and profit& of tbe c:o<pOrttion u or 

lb' cl...., of tho tuable year (computed wilbou~ diminution b) 
- or the diltribution during the taxable year of oamin&s and 
profita) are 1 ... than the adjusted net intome. the tax oball, on lieu 
of bein~ «>mputod under tho schedul .. usually applicable, bo rom­
puled by addong: 

(a) a lAS or 22)1 per eentum or tho.,. .... of the adjurted netineomo 
onr the ao.umulated earnings and profit.o .. of the d..., of the taxablo 
JMf ' and 

(b~ a tax upon the remainder or the adiuated net i<teome in aorord­
ance "~th the JIC'hedule (see recommendaUon No. 11) aP.plicoble to an 
cdj'u.at.ed n~t. inoomo equal t.o the amount of suo.h romainde.r. 

L should be providod tbot Lhis provision shall in no eaao opera to to 
inor.,..., the ta• that would he payable without ila application. 

Tho ell oct or the reoommondcd plan upon tho e .. mple. above given 
io 118 follow•: 

&amp/4 No. I: The ta.< would be 22ll pill' eon tum of tho entire 
adiu•tOO net income. 

&<lmt>l• No. I: The lax would bo 22ll per centum ol 1601000 plus 
the tax on 140,000 in accordance with tho applicable .Wed we. 

&..mpl• No. 3: The tax would bo 22ll per centum or $3G,OOO plus 
lbo tax on $61,000 aceording to the applleableacbedule. 

XX 
OOIITRACTS NOT TO PAT DtVI.D8NOS 

I~ il rt«>mmendNI tbat a corporetion wbitb baa, prior to January 
I, 1936, made a bona fido eontratt not to pay dividendo, or no' &o 
pay out aa dh'idends a •tlpulatoo portl.on of ii.t oariDnga and J!rofi.a 
lor the taxable fOAr. shall bo taxed 22M% on tbo part of the adJusted 
n"L income "tueh equals the ea.miogs &Dd profit.a which it. ia J>l'O: 
hibiu.J by Lho contrac~ from using lor tbo payment ol dividcmds, and 
on the rantaindcr of tho adjustod net income, if any, she.ll b& taxed at.. 

c 

-
) 

UVliNlJ1l AO't, 1 U I II 

~ ratM applitabl• undtr th~ appropn!'tt 11<bedule applotablt to an 
adJUftu.d n~t onrom•. equal to •ucb mnamdtr. It lhould 1M pronded 
Ibis pro<I!'IQn ·ball to no....., operate to in<zMso lbe tu that •ould 
be payabtt •uhout u applt«Ut,o 

xxr 
OORPOIIATIOSS INPROPKRLY ACCIJ)IUUTING SUIIPLU8 

_ Settlon 102 ol tho f!ev•nuo. Ac~ of 1931 i1 propeood to 1M mode 
mapphcable except. tO ban~. a~~ru.rance C0£!1paolee rxunpt frorn the 
new g'rtt.du .. t.cd ratt~ on undlltnbm.ed net ancomt', and fortign. eor· 
poralions. 

XXI I 

PERSONAL HOLDING COMPANIES 

S<etlou 361 of tho Jle,·onuo Act ol 1934, M •monded l•proJ~ 
t.o bo made iDIJlJ}Iicahle to ta.·uble ye41'8 lxogin.niog ortfr DecC"m~r 
31, 1036-

xxm 
NON-USIDKNT AUKNS 

It ia nJ<Om-nd<d that no chan~ 1M made in the normal tax and 
olli'Wt or oon-...-id•n' alien individuals bu' tba~ 1M rate of wilh­
bolding at tho oouroe und~ existing Ja ... bo inerouod to :n-"%; lll1 
OTorpl:fltlOnt Of tax rMUJtmg the>efronl to be rtfunded. 

n ia nJ<Ommtnded that tho CollllDia!ioner of latemal Revuue be 
gi .. n authority by rogulationa to txempt from Mthholding aalarioe 
and •-agee of non-retiden~ alien indh-idlsals wbo go baek and forth 
a~ frequent intunla 

XXIV 
WI:NDFALL TAX 

It il rocommcndod that a tax at the rate or 90 per ""nt be impeood 
on unjus~ cnrichmont. ft.OQ.t\ling to any person from shifting to others 
tho burden or l<'odorol oxciso t .. ~... Tbi3 lAX would ftJltl ly to two 
cl...,.. or I"'""'"'-( I) Th010 who wore ouppoaedly liable lor tho t&X •nd sbi/W i" 
burden to otbora

1 
but who did not pay tho tax or who paid it and 

obtained a rolund, and 
(2) Dealer~ who included the Amount of a Fed end oxcile tax in the 

price of soocJt oold by them but who were suboequ<nt(J' rtimburoed 
lily t.heir "YeftdON lor the amount. of the tu. 

Thia tax would be a aoecial income tax. In the fil'llt c1 .. the tu 
• 'Ould bo computed u touo .... : Tho ... ~ income from the ;I. or tho 
Mlicl• with ro~poc:t to which the tax wu aup~lr im-' bu' 
not PAid (or,.. .. paid and refunded) •ould be eompuu.d. 'tho extent 
to w'hicb lbe taxpayer shifted the burden of lbe tax to otbera ,..ouJd 
be determined. The tax 'II'Ould bo based on the pa~a of thia net 
income which l'tlp ..... n .. the amount or t&x burden ftbiftod. 

In th aeeond olaot the tu ..-ould be computed u lollod! Tho n~t 
income of lbe ta>)>Ayer ari!ing from reimburaoment to him by hJa 
YeDdOI'I for ox<ile tu burdt'lU borne by bim in the pureh ... Ol the 

Regraded Unclassified 



12 
arti<l,. would be e<>mpuud. The extenL to "bkh he had ~ th. 
W< on to hit cuatomtn~ would then be deltnolinod Tho Wt would 
apply w the pan of tbt> net reimbunemen• ,.bieh repn'Atnta th. 
amount. or~'{ burdt'n pt&iMd on to tbt tuslOmtn. 

Th6 unn " ~·eduat fJ<Ose tu•• shouW be defmod for auoh purpoooa 
to intlude all •·ed.,.al internal re'"enue '"""' .. itb reopeet to UIJ.t,. 
IJld ('()UlJnodllN, -.he_tbe_r \-alid Of in\Talid. 

Tho t>ro~ W< &hould apply retroatli>ely to all income LaJ< 
taubl• y<Anl encling durin!! tbe calendar year 1936 and to all aubae­
queuL u.x•ble y01n1. 1L w1U tbus co, ... tho cueo of unjust tnrith· 
nH•ot. 1ri11ing tut ., rl'!Ault. or the roceot. impounding and non· payment. or 
proe.:.in~t t~WCoa. 

'fhe net incom" in the ut~ries specified obova mu!U. ba deter .. 
minecl hy the oHoration ot the propc_r deduction" rrom the grou 
im:omo Btil'ing in tllOSC (~1\t~orios, under rul(l8 aod r~guhnions in 
O<c•ordanco with a general aLandard lilid down by tho bill. 

It ;, •uggC'Oted that • prima-facie rule be .stablishcd Cor determining 
tho extent to winch the UL~payer slufted tho oxd11<1 liLT burden to 
othe... Thia tan be accomplished by lhe eomptuuon or tho gro. 
profit. ru11rgin Of the tupayer with respcd to the &rtielea in qUlliltiOn 
againn th• a•t"''l" groc;o profit margin of Lho tupay•r .. ·ith rMpoet 
to sutb articiN during a representative period o( two Jf!&l'l preceding 
lM initial impoaition of lhe Peden! exeise W<. Tbe grooco t>rofit 
mall!in would be the diffut'Dce beh;een tbe .. m"' prie6 or tho arlidea 
and the CO.l. Of the rft'A' materials entt'ri:ng inlO tboee an.it"lM, u:cluaive 
of indiretl and onrl~ ooa<a. The tupaytr would be -umod to 
ba\t •hiftod the burden of tbe ""' to the extent lb .. bis cn- profit 
m•'l"n ..-ith ,...pee, to the arli.da in queo<tion vcceed.cl hit grooco 
proht ml'l!in during the re~.-nt.ative t>triocl procoding the Lax. 
Tlto l<'lling prioo should be adJUStM by U1e deduct.lnn of any MlOunt.s 
oubooqu•ntly rep•id to the purchaser, on or before Mareh 3, 1936, or 
IH&rauant. to " bona fide written ooolnlct. entered into on or before 
}.lurC'h 3, t93Cl, f\3 r£>imbursernont. for the tlmouut. included in che price 
Oll tlCCOUl\1 Of the excise t ll.X. AlJowanCO mi~lt OlSO be mado for 
ln."y~r&' fcc.1J anal expenses of litigation incun-ed in obtaining refund 
or 11re.vtlllling rol1t'ctaon of lhe uxt or (in the c1180 of tho middlemAn) 
in obtnining l'f'imbul'66ntent from U1e vendor Cor the lll.X burden. 1~ ia 
ll ll~:;):trte.tt'd, howc\•er, t.hl\t. the allowance or thcso ((let und c~pru~ 00 
lhmu.•d 1.0 l6 J>ert"eut. or tho amount involved in the litlgl).t.ion. 

Provi~ion muat. nlso be made Cor the cslabl~lun('nt or true costa 
ami O<lli~g pri<et "'hero the to.spoycr hu dealo through an •ffilia!M 
fOrporauon 

'l'hf' abo' t nliN for determining the extent to whirb th~ lA.~ burden 
,. .. obi !ted abnulcl, of cou...,, merely es<ablish a p""umption. Either 
t\10 Wtpayer or tho Co11>miosioner ahould be allo"od to ohow U1at 
otb•r fat tOni lhan tbt> W< aOOC>uniM for the thango or loek of change 
•n tM ~a.~payer·a gross profit margin. The billobould al"" provide for 
tb• roo..;J.ration of proof that the L~Xpayer moclifi«< his contrac<a of 
aa~ to rtO('r(t. the imti.ation* termination, or eha.ngo i.n amount or tlae 
.,..,.., Lax or at au<h limea cll&ngecl his sal• priee, by •uba<antiaUy lbo 
cunountol the tax or tho change therein, or at any timo biUed tho taX 
u .•.~ep•ralfl .'lC'm to !lOY. vend~ or at.. any timt> indicated bv •ny 
wnli!'lt that h11aalo pnco mcluded tho lllnounL of tho tu, but &hould 
provide that t.ho t axpayor may e&tabliloh lbaL ouclt actA are not prot>­
frly t.o bo eoutude.I'Nlm connoetion with the particular ulM in <1ucetion. 

)) 

--
) 
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P_ro•isioa ahould t>. made agaiosl double taxation of the moome 
oubJ .. t to tho propooood Lax by the ucluoion of the amount olmoome 
upon !flu<h th• pro~ LU IS b.....t from tt>. oomputatioh of aoy 
other lDOOll\~ lu ~n th~ t.upayu. Special provision .-ill have to be 
made for retunu m "'" cue of LUable yean •hkb tod«< pno· .A 
the en~unont of the b•U. r -

:n.•· 
fLOOR STOCKS T .U 

The aul.lCOIJU"!'itt.te ~A>rnmends that appropriate pro,•l.iona ba t"n· 
oeted ':"luch w1ll pi•"" all holdero of Door otoelca oxoopL tho flra~ 
domcsuo p~r or art•c.lcs pi"QooeS86(1 rrom oommodldea aubjKL to 
tho. prooosK1ng t.u on Ja.nuary 6, 1936 in IUbl!t.a.ntially tho Mn\0 
poe•t!on they would h•v~ oooupied bad tho p..,....ing taxoa been 
torm.umtcd b~ procl•m•Uon by lhe Secret•ry of A~rieulturo in tho 
manner p~v1ded by tho Agricultural Adjunment Act. 

The Al{nc~ltuml AuJu•tcnent AeL provided for a floor otocka Lax 
on U10 e!toouvo date o! the P.~ 1a.1 ao tba• oU artie!.., tho 
product or t.ho eomntodu;y &ubJect.. to t.fie proc:eMing cax, would move 
cnLn channels of <no<!• "'}Ually taxed. Tba~ aelliloe .. ·itoe provided for 
a refl;lnd. upon. ttrmmauon .of the ~ to holders o.r Ooor otocb with 
eutain ~nutauona 10 that, m.the nwn, Arlicle& on band on thn da<a 
and once!,. aubo<quenUy p.-1 would alao mo•e into cb&nnolo 
of trade, this time equally unt.a.~ed. Certain in"')uhiea ban ,..,~Led 
from ~mlination of tha.t ux which requjre apocial tnatmtnt. The 
CommittAl<! roc-Is that llua rt'llult .... be accompliahed by appropriata 
legillalioo J>roviding for "'funds to bolder> of Ooor atodu oo January 
6, 1938, Wltl>ou~ proof of paym<n~ of the p,..,.,...;.g LU by the proe­
_,r to U1e go,·tmmmt. 11 the LU wao not ~tually paid ooy 
~u!Lan~ advantage t~ 11!" p~r .,.;u t>. wen care of by U1o 
wmd!aU meome t.a.x wh1cb tS being recommended. The auboooun.ittere 
foclt, howcvrr, dull this refund abould be limiud in amount to ll•• 
AmOWlL br which the priC6 or ~ho linisbed article W .. roducffi after 
t.l1e eO'ectlvo tlmo or thiJ floor stocks refund provliion. Since U1o 
sugg(!ltod rcmed.in1 provision is not. ono required by l"w but. i1 ror 
ll•• purpo&e or !•ir dcalinj!. it i& b•lieved tho~ the Commlacoiooer'a 
detcnnioaUou should be ftnal and not sub/. eet. to adwjniJt.n•th•c or 
juclicial rovicw. J n addition, boca""" or lie coaL of handling ouch 
dairn&, both to daitna.nll ao(l t.o tlte. ~vernmtnL, •·e believe Lbat. a 
minimum Um.itation of $10.00 abould t>. placed upOn aucl1 elcoimo. 
A Bimilar provision wu contained in the floor st.ockl provi.Aion ol lho 
A!r,jeultur'al Adju&liM"' Acl. 

rlu~ CH•uuu. ' · n~ fmt. v.·itness today is Ron. Guy T. lltlvenn,, 
Com1nU.ioorr or loumal Renoue. 

~!r. Hclvenn)!, ..-ill JOU pte ... otata for tho ,...,.rd your n.,.. and 
the <Opa<ll1 in "hich you appear? 

I 
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SUTBJIDIT OF ROW. GOY T. RXI.VUIIIO, OOIOilSSlOIIU Of 
I.JITU!I.U BIVUlJ£, TBEASUU DU.UTXI!fT 

Mr lht.,-EtJNO. Mr. Chai.rman and gendemCO:o, my namt 11 Guy 
T ll~lnnn~. Conuni.aiooer of ln~al l!ennue, •P~k for !he 
T..,..,ur;y l>tpartnu·nt. 

\lr Tar.•DWAT. :>lr Chainnu, bdore Mr. ll•h·•nne: tt&N Ius 
~aLimony, I would like IAI inquire -.-bother a talondar h .. botn mado 
up for pubho btarin~, and IAI "•haL 6XI<'DL iL baa 00<-n made up 

1 notiC'e that. the; $h£~et. that. we ha,•o beJoro us coot.aint the na.met 
ol l\lr. llolvrring and Mr. Mel.eod, both nfficiaiJ or Lho 'l'...,..ury 
Dcpart1n~nt \Vhat. i .. th6 intention or lhc. tha.innsn, il I may Uu,uire, ILS w the 
Jn·cwoduro during tho comin3. week? 

Tho CnAIIIMAN. or ooun!O, that would bo fixoo I ~I)!')I.Y by the ('0111• 
mlu.co. 'l'hrra hB& been no arrtLn,$ameo" agreed ULXm or d('finit~ly 
d~idl)d upon, nh.er thoso reprcsent1ng \ho TrNSur.Y DQI)i~rlrn(\nt havo 
eon<plnwd th•ir testimony ~·bieh ~·e thought prob•b y would toke 
the day. The calendar b.88 not been arr11og00 definiwi.Y boyond lhnt. 

A4 ..oon .. tltooo gentlemen are fmishoo, wo thougf>t i~ ould b6 
advisable and proper IAI hoar those wb.o oppoo6 tl•e report lhnl hu 
boon oub<nil~ and who W11DIIAI bo n..ro. The chainnan IIAA invittod 
nobody Tb- wb.n desire IAI be lldfd on any provioion ol ll<& report 
may confer ,..;th the eb.airm&n to learn ..-ballh& wil!b of the Mmnuttee 
Ia ao IAI d<eir ap.-raneo. 

'!'be d.,., .. of th• eommitLOO is that adoquaLe h~ be bad and 
opportun<IY be g~ven "'- who wish IAI appMr in famr ol or LO 
oppoo6 any ,_mmendation that is mad& in the repor1. 

Of eou,..., it probably ...ut not be poooiblo to boar ovory poroon wbo 
may wiab to be beard, but ii those wbo want IAI be heard 10 oppooilion 
to or in luor or any provision of the report, will got IAigetber &nd 
aolod a peroon or perliOM to present their viowo and endeavor Lo 
Al{rnft on a reuonable time in wbic.b 1.0 prceeot. their vicwa, the com· 
nuLtoe will .. tond them every courwey. 

Wo want to exoodito the heariogo of ll<o eommitLOO •• much as 
~iblo, nnd l\t. tJio stliDe timo gi"e a rca.aonablo limo t.o lhoeo who 
dooire to appear and testify with N~~peeL to thit mottor whioh tho 
committ.co hu under oonslde..ratJ.on. 

Mr. TnBAOWAY. Now may 1 ask whether it. is t.bo intnntion or t.he 
eb.airtnan to have a daily ealond•r, made up in advance{ u hM 00<-n 
dono formerly, and have time uoigned wilD- (Or l 1e parLicular 
da'I'T I have had, u ptrhapo every member of the committee baa bad, 
numcrout requoal& from people who wanlto b6 b•ard. Of eoun6 it 
is ••rt awk..-ard IAI be told that one may be bore Monday morning 
and tl&y unLil called upon. 
• .Fom>triY we had a ealondar arnJil{'l!(! aovoral d.,. in aMan~-
01 eoun6l'l roalize thai we CODDOL hold' IAI thato\tietly. Bul it d­
ti•• peop o wb.n eome IAI Washington from a distanoe an opportunity 
at leaot t.ontatlvtiY IAI make plans. 

Ia it. lhe intention of the chairman to contiuue thd method of 
proet'duroT 

T\10 CIIAIM)U.N. 'Mto ehainnan kno""' wbaL baa boon lito UJual 
prooedure of tho committoo. So for u { know, th~re .. ill b6 no 

( 

) 
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deviation or dt·panwe from the ~ 00 • line .. much u we .-lbly <aD. tUM. We will loll••" thai 

Th• ~mtlonwl ... n tmo ... that it is · ... Limo lor an\·on• on a partkular da The 00! .,._..., 1A1 6x dtfinue 
eanno• alwa,-. b.ntd o.o 11• Y· ume <aD b. fu<od, but wo 

Mr. Tauow.n f reaiWII that. 
The c .... ,.,. .. ,. Sometimoa wo may bavo a ball d 

aebodulod IAI appear. l'•rhapo ooly half of thtm will 6.:f"11 •"\tn~ mony. U • man hu bet!'\ 8M do~on tb be heani ' uv LNU· 
instance, and hu not \>e.en he&nl when that t'r on ~ualday. for 
ha,•a buainNll that. he may hava to rush back 1 ne amv4'll, ht~ may 
thinking ho bM not been troatOO wall \Ve h1~1'J'<L!'' rnAy 1~''0 
.c~lendAr tL.IId our r~rogram for the &e~~odation ~f ''i'harra.nJ(e tV' 
Mil do t.be very be'.lt n+e can. n~ a 

~1r. '1'nKADWA \ . 'l'hcn it is iut.endco tha~ & eal~tdnr 1haU bCI IJiuC!d1 
fbc CIIAIRWAK. A.s fllr fthe&d AS we c:an fix it.. 
Mr. Tlt_~AOWA\', Ma.y I uk jWit. one other queelionf A.ro wo lObe 

fovorod Wllh tho preoen"" or tho Secretary of u •• Treuury! 
Tb.o OOIAIMMAN. The Secretary-while 1 cannot apeak ro t • 

I have been ioJom1ed, and reliably inlormtd, that. he baa ~n i!!dt. 
poood for Lb.e put 3 or 4 weeko. I bavo Lalkod ..-ith bitn .. ...-.lllmN 
onr _u,., t<>lephono who.~ he wu confined Lo bia room. Defore Ita t..rt 
the cn.r, h• o.old me be "''\"ld be !<lad o.o oo-_down and ... ur1 if he 
,.. ... abl• to do oo, and, tl not, lie ..-ould d""'P"'Le oomeone 0\; IAI 
•PI>M'· 

M~.inlo':"-'tion ia thatbab.u '-" ou•ol the city. Hultareturuod 
l\lr. uel.-enog! ' 

Mr. H&:LYaRINO. No, be bu not rettuued. 
Tl•• Cu.uAWAH. I do noltuppooo that anyone •·ould UJM!Oiao ill 

man-
M..r. TACADWAT. ] am only e.skiog forinfonnatio.o. 
Tl>e CuAJHWAl<. 1 o.m fllving you tho inlonnatioo ll>ll l bavo. 
M.r. TRI.ADWAY. ln ,~lew or the Bta\.emeJ.U. of the chainn&n I 

&Mumc lbftt. tl1at. meant that M.r. Uelvering ~preeent.a the Secret~ 
ol tho 'l'reBaury. Jf not, are we to be favorod with tho Jl......,Cft or 
M.r. OliplumL, tho A88ioi.Bn~ Secretory! 

Tbn CUAIKWAN. I tug(CCIL that tha~ queation bo directed t4l 1he 
Coouniaeiooe.r, Mr. fiC!-lve.ring, when ho takes the stand. 

Mr. TRI:ADWAY. I am only trying to get t.bis advanet information 
Mr. Chairman, in view or tho £act--- I 

. Tho Cu.uaw•M: Well, I cannot givo it Lo you. I aUI!it"L that 70u 
direct. your q_uC!IUon to M.r. Helvuing1 •hen be 11.arta to makt bia 
·ll&L<mont. That it all tho chainnan can do. I eannol tpeak for 
Mr. U•lvoriog and I am not going IAI try Lo. Uo ean epoak lor hlm· 
aelf. 

M.r, T•uo•uT. Am I at liberty IAI uk Mr Htl•orina that 
qu,.tionT 

Tho C•.uaWA!f. I b..-o juot aaid that you eovld uk hlm tha q..-
tion wbe.n be t.tifiod. 

Mr. Coo,.•. Mr. Cbainnan, 1 uod..,.l&nd from the ebairnw>'o 
ttatoment thaL this hearing ia IAI be condn<tod alo111 th• aamo lin,. 
u all otl1or beerinp by thio eommittM. 

Tho CaA<lWAM. h Will be, unl- tho oommi~ diroet11 oll•or"-iao. 
Mr. Coo•u. I L wu und.,..Uiod a~ tho commiLIH meeting lui 

hold thAI Mr. Jlelvering would b6 the witn.,. appearing today, rep...,. 
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IO'DUnf! the 'rn,aoury Deparun- aDd tho adminiatration. Thtr&o 
foro, Mr. Chairman, I mo•• that we pro<eed to boar 111 r. llolvtnng 

Mr TtCADWA't. I agree to thepntleman'• motioo. · 
The CHAIRlUS. Witbouc. objection, ._..e •ill f..~t down to u,, 

bu.in- for wlueh tho <Ommillee wu callt'd t~er th~ mominc 
l\1 r. lltlvtring, you may proceed. • 
Mr. TKI<ADWAT. ~tr. Cbainnao, you oaid thu I <Ould uk a 

qu .. uon 
Tho CnAIRW.AH. You may. 
Mr. Tn•••w• Y. I thought tho way .Mr. Cooper '"'" molrin" hi. 

motion, that. ho wu trying to cut mo ofT. 
'l'he CuAJ IUdAS:. 1'he Cbftir does not think so. 
~Jr. 1'n••oWAI'. llavo I permission to tu~k Mr. llclvoring tho 

caueation? 
Tho OuAIHNAN'. Ce.rlainly. 
Mr. '1'11£AOWAY. l;lr. Htlvering, would you bo ki.n<l •nough lo 

give ua what infon:oation you ca.n t\1J to who will otrid~tUy rcproaent. 
tbo 'l'roaoury Oepa.runont at these hoaringo, oUter than you,..,IIT 

~{r. II&LVItRlN'O. r just. made the '\tate.meot. to Lbo reporter, wh~n 
I gave my nome, thaL 1 was here rep.....,unc tho Tr•uury 
0.Jl"rlmWL 

Mr. TouowAT. And that goes for tho whole bearing. We are not 
oxpe<tod to hear ~lr. ~!orgenthau, 1 roaiW!, bec:au .. bo ;. iU. wm 
Mr OUphant appear and tMti!y? 

Mr. Hnvntso. Ro will be here, but Dot tM morning. 
Mr. Tauow.u. He is"' teoti!y d.nring tbCI time that the Trouury 

Deparunwt will present their suuomentT 
Mr. u ...... !NO. I do DOl bow ...-hethor he ia going to teoti!y. 
Mr. 1'R&AD'&'AT. II" will honor WI with hit preaonc», thw? 
Mr. H1u .. v-ERING. Yes; 1 think so. 
Mr. Tr.uowAY. Thank you. 
Ur. Htu.. ~tr. Choirmao1 I would like to uk Mr. Treadway ju•L 

what. hl" ideA i• in uking tnese questions as t.o who ts roprc~enting 
lbe 1\rcuury J)epft.rtmcot. 

I want.. to mnko t.bis statement, tlu._t. Lbc cbfl.irmon or thia com· 
mit!-4-~ hik8 ncvnr givon out a .slntemc.nt thnt ttnybody ia going to be 
domod • rouonablo opportumty w bo boord aL th...., haariug~~. Tho 
hnpre118ion hM been sought t.o be created by tho gentleman rrom 
M ... aohu .. lll (Mr. Treadway) that we oro going to try to cuL 
witn~ off who •u·u f'ntitled to be heard IU1d dent r.hcm rcft80unble 
Wne to bo hN.fd. There bas b«o no IU<'h ioumation (rorn lhe 
cltainnan or tbi• <Ommittce. That imp,....;ou hiLl b<len oought to bo 
...,..atod 11mply ror tho purpose or prejudici.n3 tbe eountry against 
tho Pro<eedinct bore in tbii committee. 

\tr_ \ ,.1SM)X, Mr. Chairman, rtgU.lar order. 
\tr Coort.R. \lr. C'bainnan, I insist on the regular order on. m1 

motion, alttady adopted. 
M~. TREADWAY. Mr. Chairma.D, l do DOl int•nd to w• &DY 

ocoldtng from ~lr. HiU or tho J..ador of tho majority. 1 hue my 
~ta b(IJ"', and 1 axo going to exercise th~ .. 
~· Cll,<lt .. ~M. f hope the gent.Jomao is DOt inliuuaUng tho~ tbO 

chatnnan tt trymg to 1100ld him. 
M.r. 'rtuu.o-,.•&Y. No; but your ..U.stant. did. 
Tha OnAUUIAI<. llo b .. a right to moko an oboorvatloo. 
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. Mr. To•AOWAT. So hue I; aod I iulMd to do it wbotbo h J'" at or not. , r e IKN 

M,r. BoLH.n ~lr Ch:Unnao, tho< being 10 If• .. ----• · h 
b..,_ on lhd we bill. . ' p._ '"

11 

:\lr. llr:.,nats,o. ~lr. Chainn&D, I would like LO ask tbo riril 
of p~h.I\K "nth thu. lt.alemeo.&. \.0 its oonduMoo. 1 1!,1 :!1 
p~p._n,d, and thrm ~ ~ furnished \.0 th~ 4..'0mmil~ a ('l()py of 
t.his atatt"'mrnl ~n '!' hich.tf you desire, you can make any ~t.alions u 
I flO niOJ!Il1 or andif&Le lhf' p~aces whe-re distussiont £Di¥:bt be bad Orl 
Lh~ J>Ort!~ullll' IUbJ«'l.. w wluch I ba,·e noJem!d. 

Tlw ~ tJAIIl~AN, ln o~hflr words, you \\ish to m1ke your malo lllt.o­
mcra W1l110111 &nlf'rtupllon fUltl thtln you will );tid ror quMLio 11? 

~tr. lha., t!IIINO. Yee. 
1 

:r'ht.'. CHAllni~N. Th1ll. is ~;mr Hliual rule ~•nd eustoru, 1nd withour. 
obJt~cuon \\(' ,-.tllpt'Oi'CNI w1th that untlcnltnnding. 

Mr. Jl I!Lvt;ntNO: .May J make the fur~ber r~quesl, Mr. Cbninn1n, 
l~at at tha eonclu"uon or my t~llu.cmtc:~tt and sucb <(UettioM ... you m.•Y 
w1~h lo (lllk 11\(1!, W(l tupplemeut tb~L .s~et.emt:nl with an t-'(planalion 
or 0. ~hll;,rl, by ~lr. MC'l.eod, il &lat}&Ll('Um or tbe Trtasury, who will 
explatn tn dcta•l d•e. illlltmtn\ "~luch I ha,•e affixed LO and wbir'h i. 
tbeluL pafC"Of tllf mun""'tf'8~ltt'dnatemooLO that you have bolo..., you. 

1'be CUA.IRWA~. The C'hllf ret~s fll!e to q&Uff tbe •itn«w tha&. 
tht:re -,.ill be no objection to that~. 

Mr. lh.L' LKISO . ~1r. Cha.irm.ao, and ~otJe.men ol lhe tOmmiuee 
J dflire to make lhia ltat.ement in be:balf or this ftpon.- ' 
. )ltr. n ..... Mr ChainnaD, .1 do not nnt LO iutenupt tho pi'O<ftd­
rnp, bul.oDf' of our toliN«ttes 18 here and wish.es to Aubm..it a atakmtnt. 
o£ the datry iott~l" for the ft'(!()rd. To .. , . ., his Ume may I,~ hand 
tba\. to the tt'port.er a&. thil: tinw1 ' 

The Cu•nut.U·l. \Y~ do ool kno-.• •"hdber the alalemrnL d •;thin 
llle 100pc or the ht'arinp. 

~{r. ilMtD. 1&. rrlak'to to tlte question Of taXation, doe. i&. nOLf 
The CuAIIUIAI't. \Vt~ rlo noi kno·w whe.tber iL relat..••• t.o th.a rnltlf.:N 

oont.Aincd in tbo wmmit.t..Nl roport. \'tl'e cannot. orJoen Ul) tbo ht~arinr. 
ood our rt'C..'OI'(I for any Obsc.I'VAUooa that. anyone m1y w1nt \.<1 nuL fl 
on lbo wltol('l i'Ubjl'CL of to.xolion. 

~1r. SAu'l'non. M~'Y 1 iugt,YM&. Lba&. tha ~ mt.rcly n raqut.ll&. to filo 
tlw staWantmt.-

Tho C IIAUtWAN . Wou1d t.ho gendemun mind "itJtholding tha&. ror. 
little whUt'!f I uture the gontJenum that. he v.·ill bfl ~"Wndtd every 
courtesy. 

~lr. SAVTIIOPP. Think you, ~tr. Chainn.an. 
The CIIAI&M.AN. Procftl(l, ~[r. HHveri.ng • 
)\lr. U&LVLR"O In hia iUppl•mootal Budge~ m~ or Marl'h 3, 

lhe Pl't8idtnL outl&n«ilhe.roUowing additiooa1 nonou• requirtrntnt:t: 
t'inot , ~ nuUioiU annually to take tho pl ... or tho old p.....,.;nc 
tUf!li ~~1. t:lC) oUilioos annually for- the IK'rt D y..,. to •morti»> 
tho"""'" or th• now bonusl<gjslation or t936; and third, oon•• 617 
millions, IP"'*d 0\""\'!1' the nex\. senral yean, to compeoaate the Trto .. 
ury for tha~ part or tho a<!Wal and auticipatt'd dtflciLO or tho fd<al 
,. .. ,. 1936 and 1037 uuaod by the nonoollec:tion and rriuudinc of tho 
1mpoundod poniona of the pl'()(llft!6ing LUfll. ln ~~raJ, ll1rn, we 
need enme G20 milhons or additional ~lar annual revtnufll. And 
abouL 617 millionJ of ttrnporary re,·enues, the latter t.o be &prt.d over 
lhG nexl. Z or 3 yeara. 
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' ltoriouaa.htnlaU' e met.DS or obtaining lbtee rt.\'fOU~ haTe ftfeh·td 
tl•• <artful nudy and colllideration or lh• Pr8idont, the Tre.aury 
offici oil. and rnombt<a of thlo committee. The fact that aome ul Jl<r· 
coot of tho total Fodual ro.-onues durin(c the r ... at voar 193$ ..-.. 
obwnod from conJumption and similar tax• baa "toghod h .. nly 
"ith all ..-bo bn• itudiod the problwt againot tho .....,mmcndauoo of 
&n) additional vccU... tax• 1<> provide the additional pennanent ,..,.&­
nuN requirf'Ci. Further, h, .. +u fclL t.hat. uo increa.M ln txiiling 
inoome-t&X rat.llll ohould bo colll!idered unlcoo &nd unul "",..,., quic. 
auro that all hnport.Jwt. &OUJ'Ce& of La..'< evMion or of tu avoida.n~~e in 
Ulo l\xiating income-tax la~"B bad boen elimin&ted. Tho 1'1"06idenL 
in hit IUpplcmwmal Budgot. messago, t'!aliOO au.cntion to one out.tand: 
ing I:IOU~O o( inC~ttalit.y and of la.X fL\'OidBDtO in the ~xi1ling ll\\\t1 tho 
~orroction Of \\1 hHlh would pro,·ido tbo great. bulk Of thO IUitlition•l 
rc'•cuuc 1'4'CI\lli'O-monL8. After careful study/ your "ubootnnuucc hl\8 
rcporwd to tho CuU committee t.ho outline~~ o a mnuu"" inoorpor~tting 
the aubltanco or the l)orosideot.'s 8Ubrgc&tion1 u weU u roru•rot~ mun! 
Cor ralsi.ug muc.h or the temporary addiuons to our rtwentlf',. Lhllt 
are oeedN. 

l bavo bad tho privilege of •UMdiog muy of lbo meetin~ of your 
~Ub<Ommittee in the lui few weeks, and otbor offiwro of the 'l'reuury 
Dep&I'IIMnt ba,·e been in at~ndanoo u their prell<'nco wu dooirod 1<> 
g:iYC! lh~ oommiUe& their tech_nicaluais.latl<'e and their point 0£ \ieW. 
We have found ounolvs from the outeet to bt in complec. bannony 
of P.U~ with th- of the committee who ba,·e tabn the roapon· 
a bility for OOI)jJtrutlin&: an Outline of the be&iJ 00 ,..bitb the ntw 
mvonue l<lli&lation eboi.rld bo dnUted. l eball not at,.mpl rn any 
oewoe 1<> opeak on behalf of the eub<Ommiuee or 1<> in,.rpn!t tbar 
repor&. to/ou, beeaUJe it. is not. within the sphere or my authoril-y to 
do eo, lln becaute the membe.r&o£ t.be.aubcouunittoo are 1nuc.h better 
able to perform thatoervioo thu I &on. I 1bould bo wutin~t my time 
and youro, however, if 1 did not ret~ard lbo P"""'"' Ita lUI of tho pro­
posod l•gi•lation in di.ocuS!Iing itB ~nncipl01 and tho b•nefita whioh we 
wnoeh•e "'ill ariso from it. -ln diseuse:•ng tbMG prina.ip1oa t~~nd the&e 
benefitAtrmd &pplying the.r::n to particular instance&, I propose the1·erora 
to nmko ll~ o£ lho aubcol'nmiUce's auggcetions. 

I think r owo it to this committee uiSO to mn.kc a flNlcrnl Mtlllcnumt. 
••bout. th<' subcotnmillea's report.. The su~onum ttee hu adopted 
and hu incor_))Ortu.ed into its report Lb& principal 8Ugg~tion~ mode 
by lho Pro<ldtn~ in biB l.OJ< m1!9811g• to tho Coogret!O of Mal't'h 3. 
W1tb thfllt' eugpstions and ttJe general purport- o( the COIUtnitw-e's 
n!J>'!nl. t a.m 1n complete accord. Your comrr,ilt.ee wiU naturally 
.. ~ to 5tiv~ the very (losen a.ltentioo a.nd roo.sideration lO your aub­
comm•ttee'a ftport, whieh represents 3 wMb or the m01t c:on­
C<ntrac.d offort by a group of men .nth a conrJ>rob•n•he knowlod~ 
of and uaorougb grup of t.&x probltnu. Tbitr oommittee will, I tlunl<, 
wub &.o cooJider t-h! su:OOO•nmit.LM•s mp-3r1o iD t.h~ \"bt or two con­
trollan.,: oon -tiJ tn•ioal. Tb ... te &r.l! 

( I ) A"' tho propooah adequau 1<> meet the neodl for addition~ 
re••ntre in the ligh~ of the Budge~ potlition as eeL forth in tbo p ..... 
dC"nt'e meM~o;e! .. 

(2) Do the propoJ&lo advanoo the principle of equity in our taX 
IY"l<!mt 

c 

) 

10 

Aa to. lbt: ~!'d q\leation, my a.nsw-er is unhMLal: .. -t u 
affinnauve FA(U•ty •• our tax .,........ will be 11 ...,..y Ul ,. 
tl•• enattmtnl of tax l~ation ronfocrning ,..;ft:':J ~romo~~ 
by the ou'-mnuuee Thio appliea botb "' the ......,:,::,:'dauon 
f~r "'mporary rev~11ue and the I'O<Ommondation for -~·ft · 1 dd'· t.ional revenufl. · ,.,.. .__._..m ._ a 

AI to thofnt.qu«~~!ion,it munboaaid th.auoraru'lfeba,·e ~nabte 
to nt.ake tbe calrulauont ~lOci upon the pro"'"'"'" of u10 oubtommil­
~, 1&. IJ)JM"an lh~t they lrill. DOt. fully 00\'f'f lbe DN!dJ ror additional 
revenua set forth m the P~1dent.'a mesugc. TI1e 8<':hodu1N of rat.('~~ 
propo~~ b); the ~uboomnuttilo- Cor tho corporation i:neome lAX, taken 
Ul coDJUU('tron w11,h tho reoommeoded &J)flcial t.roMhnent ror ~rtai.n 
c18880f!: oC, C'~rJ•orntaonli , woulrl ~roduoe addition~l ft!VflDUf!t ttttirniit.ecl 
tl\.. 591 mili)!UI,ll, fUI COIHJ)ft.rod Wllh tha flg\l rC or 020 rni.lliOtl& thl\&. thO 
PtcAtd('nt,. mthcuU.t\ll w~s nfl(l(fed, Moro i.nl))(lrtl\nt, hov.(!\'('lr, il tho 
foot.. ~hill. thO llti1)('0IIIII\ItlM lu~ 11(1 (! made COIUJllet.e J)rO\-i.-iOrt (()r lhb 
add1Uono.J tornp~lrary rovenues d~~ will bo required. 1 t,. wua to me 
tlta&. your comm1lt('O should conm.der •·hethc:r there am noL- additional 
oo\li'OU of ~empo"!'I'J' MVMift> thA.t can bo provided for t1111 noxt 2 or 3 
;ve&r& to bnd~ llua JIIIP !'I'd io bring .the m•u""' U>al iB to be •naec.d 
lDlo !ull con~aat.ency ~lh lhe Pr.Sdent'e ~rnmcndation..t (or 1"6-­
clrftotng the budR'O~ eotunat ... 

I do no~ ~ti .. ~ it 1UJ0088AJY •~ thlo time to cfue .. in any d•tail 
the subcomnnuee ~ reoomntendation lhat the t-emporary iJKI'M80f in 
our revenutw he rabed in part by lobe im):)08i.tioo of a \a.1 on the .-ind. 
fall and wb..U• unearned and unanticip&c.d profiu ODJC>Yod by oome 
p..-ca anCI doalenr ..-bo collec~M fnim the P'llrli• • tatea orhidl 
they did not pay int<> tl~ Federal Treasury. The ......,...btw ... of 
ouc!. ~ !"""""""• if carof!"Jy drafc.d and mad• porleclly lair, ;. in 
my optruon beyond qu .. oon. The TOIA!Dtion of the capital ot<><k tat 
for the ftt<AI y .. r 1936 u on.,.hAU th• rote now inro.,,.,ratNJ in th" 
la.!f,. u roc"onuncndod by the tuboommittA)a, wiU tl80 mtet. .ome 80 
milli?DA or thO t.empor"")' nvtiDU& roquireJll(!nt.& outJinNf by the 
Pre1ndcnt. 

LL il th~ pormancnt PAI't or the LAX p~mm, hcJWC\'('.r, lO whirh I 
reel thAt J ,l,ould Wvo the t(rt!ftt.e-r part of my llt.tcntion ht. this lima. 
'l'bo prinlAr,Y" J>UrpMet Q( ti\C proposal lO st.ib&tihltC (or OUf JU'l'll(lr\l. 
corporation inoom<'t, Cftpitlll stock, nnd ucm profH.s tl''"e.; A ror),.or~ 
tion inCOIII('i (ft:t hnsed UI)OO the proportion o£ ('OrpMA.lt'l t&mingM 
retain~ b7 the torpoMtion n.re, first, to eliminate the prHCnt. in·­
c•t•lnHtiM m our t ll~&tion or bu:s.ineM pro6ts u betwf't'n incorporAted 
LDd unincorpori•ted bulio~s. srrond. to J'('IDO\'e A \tn important 
eouree o( ta'C avoidAnce tba~ inh~res m our prf'tttn" incoinfool•'( laq· 
&nd tblrdl U a C 1ft~qu~nC'e o£ tht elimination o ( inrqualitit'l5 and 
80Ul't'e9 o tax avoidance, to intrede tlie t~ederal "'""·enu~ l•l cbe 
vct•n~ __ r, 10 b.ta11eo tbe l'fKU!ar Bu~• of tbo fed•ral (:o,·•rn· 
mtnt.-that b , t ' b&l&n~ all Feclual e:..q-r DdilurM other than thole 
made forth~ P'II'JlO'!<' of rtlitf. 

Tbe t!ouM~ .ubeorruniuH, in M"eOrdan~ · -hb t.ht~ su~ or tht 
Prooidont'o ._,mm<ndation. pro.- 1<> ll«llmpli<h ~ purpaoea 
by repealing the wlln,~t corporation inrome, """""" profo•• and •• .,;.at 
stock c..~M a.nd "'ub!luLuting t.hHt.Cor a ETaduated tu tthc!dule on 
eorporatinn inroma., chegnw:tuation being b.._lWI fir~t on tbeah.e or the 
corporation in~me And lfeODd, a~ld more fundamrnt•lly. UJJiOh tho 
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prnporuoo or a f'OI"JM>r"Otion'a net eam•ngw lba\. are l"flainfd LR ita 
bu~lnf'lllt. 

Wbt<> diotributtd «> tt<><kilold.,.. rorporali<m to~minp b«om• a 
J"'l1. of tbo inoomM of tile indi,;,t;;;! st<><kho\d<ra and '"' oubi<'<t to 
tbo (ITOduattd •urtu... Corporate eamingo .. \tid• ""'not tu""'"tly 
di:.tributod in dh-idwc!J now ...,.pe tb...., surtax .. for long , .. riodt or 
rJ~Lhrr, tbo,..b.~: ,,..ling an urua!r di.o<rimination: AI! lh• ·"""· 
iop ol a portn.r1ibip or of on <nte<pru<l ownod by a oanal• mdlVldurJ, 
..-hethtr l"l'in' tWt4!d or not, are now subjecl. to our in("()tn~ IUrtuN, 

H, for e.xampl~, • J)I.TlOtU'Sh.ip OOOlpOeed or four oqual par\U('nl 
~unNI $1,000,000

1 
tht\ Federal Go'f"emment would rrttht $517,136 

of those N,mlngs .n individual iuoomo tu.oe assuming that. the: Jl1U1· 
nm"'! WN'C tUn~tlo men and had no other taxable inrom~. I r •IIH-e RftlflC 
m~n c•onduct>NI their business us a corpon:ttion auc.l pnid tlwmRelvt~S 
"nlnl'it8 or $26,000 coc.h but. no di-rideods, tlw ~~e. l~rnl Oc)\'r1nment. 
w-ould rtltlt'ivo only $1 .. 5,666 in income tax:os- n dHT~r(l.nro or $371, .. 80. 
g,•cn if this eorponltion distributed 60 pt'rcc.nt. or it~ t'l\nlln~, .Cter 
lhe pl~ymt'nt.or $100,000 in salaries, in c.H"idends, tho ~·t-..lornt Gove-rn­
ment. would still rtttive $174,400 less in t.a.xee tlum it. would rt'Ceivt if 
tlte bu&in~ were condurlfrrd u a partner&hip. 

'l'he taminj!' ,.ithheld bv rorporatio1111 add no IN to tl•• wealth 
ol tht ohal'l'holdtra than tloe eaJ'tlinp dil!tributtd in •li,;dtndJ; lor 
th~ ft'lliU"C!llllntnt of torporate earning"$ ~mel rt'Oe<t~l in thtt ltotk­
boldtr'o oh..,.. ol th• ntL worth ~~ Ll~ corporation and in intl'l'a...d 
ea.rnin5t po1ftr h is -.orthv of note tb&t liMo procNI of f'f'im8tmtGL 
ol .. min~ ll'l'queotlt ......fiB in ,·ery la'l!" ••1•itrJ goint that Ntapo 
••pita! !(*it,. tax... 'l'be a<><ruod capital pins ol a liletimt, if ob­
t&u\fd through the rt"tention a:nd automatic ft'io'f'eJ.Imf'n .. of ('Orporate 
Mmlnl;l1 t«AI}IP all t:apital gai:ns taxation becau~ the. la .. · dON not 
J>ro' ide any 1u on the inuement between cost aud markt"l. valot 
at the limB or dHtl1; the entire estate bting subjec~o only to 1he ordi~ 
nary Mtlt..a taxes, on the nlarket value, tbet,. ttr~ paid bY. all c&tata~. 
Thlas, oo 'l*ial com~nutioo is received by tlto Federal Oo' ~rnmen&. 
(Qr the lol!ll in revenuos auiTc.rcd during tba lifctirno of the own€'r by 
rCAJOn Of his U&O of I he corporate (Oml. 

SLmrcholde.ra ilt corporations thnL pursue libeml dividend JlOl ioi~ 
are now dl!K"riminalOO oga_inar.. boonuse tlt6y arc- not. Jl('rntit.t.NI to 
rein ''cet tn.x.-rrec the oorpomte earnings UuLt. they l'l\C('i \'l\ Bt cli,·idends; 
wh~u the atockl.ao1dcrs in c:orporaliou& tla"t. rutuin. the bulk ?r tlleir 
eanunh"' •re perrmLted under llH~ present. law t.o reuwest. thNr share 
~r Lbe w rpou.te earnings, in effect, witl~out payment or indi\;dual 
tUeome tuN thereoo. 

•""urther, the present abilitY or corporationt IUd of their C'OilttOUing 
ltCK'kholdtl"' tO thoose l~ lio).ing or dividend diJt.ributiOnl• "ithOUL 
aoy •ITe<~ upon th• torporatioo's tax liabilil)' and "'thou• relt...,..,. 
to t"Ufl't\nl tarniop, often result& in 1 ICI65 O• r1!' enut' to th~ Ftdrral 
Go\'tntn\t:RI. a.od an unjust &\·oid..a.zKie or te.xatioo by "'"'kholden.. of 
larg~ ptnonal ir;'<"O!ne& The eamiogs withhrld by a rorporauon 
"-ould olton, 11 diitnbuttd, raise tb• turtt.x b""'k.t,. ol o«>tkboldt,.., 
th.,.,by putting the o«>tkbolders in Lhe surtax brtekr'- ..,.._,.. tht.l' 
~ally btlong. \Vhen -.rithheld for a l.im~, and the-n l'aid out in yu.n 
whf"n the otht.r inrome of important. at.ockhold~ra i~t lmflller, aueh 
eaminp MtiPf the bi~her rale& tO v. hith llu'ly "ould bavc been sob· 
jf!Ct. lndividu11l bUSJne66men &nd putnerebi1>• J)OIIfiM no 0011"6--

) ( 

) 

J ( 

) 

I! I 

~poodinft rb<>•~ lor Lb.- tuning ol tJw. dlalributioo of oam1n;oo lo mco~a.._,; pu~ r 
• The pr8tnL-Iaw &hit; ~lttnmi~at.es api.r~n tiOfkboldtrw ••th •. mall 
torom.. 'l'ltO rorporatoon f&nllJlD.,., oubj<d .to th<> 121, «> IS P"t­
ew\. f'Orporauon •~m~ tax, u • ·ell as to f•p•taJ fltO<"k and nNW 
profit ':"X... \a Opllltl.l"- ...... of 120, LO I~ jlt•,..,ol takon OUL 
~r M.nnn~. Jllut lht r-ar,•tal at~k and e:{C88 pro6111 tu('lll amount­
~g.on lhf'l l'!ra«r to • w.ut. an additiona.l pert"~enl, the-tW:.kboldt'n• 
d!Vldtnd ~IP.'- •n: {·~t"mpt~d ~nly !rom lh~ ,._,,._.n-('nt nonnaJ ~.ar 
1Jnder .nu~ I rM~drut.. JU'Oposa), It would be })OSi!!JiJit' r(lf .. t'Orporatiot~ 
to svoul auootufl ti..Xt"ll altogf'tber, and the &mAll tt()('kbohlc•r \\'Otald 
pay only c,hc nora~al t.-.~ 9r 4 pen:_e.nL on bit dhidrndJt or no u~ 11. 
6.111 a~c.tO~UlK to hut t.otal ancomeJ JnsteAd or paying thA Jlrte<' ltl ror­
J>Orallon IUC'O~nC',. t'II,I>Hf~l R~k, ~tnd c~ecu prt)At, LA:<tll. 
~ lu.rther diM!I'IIIl!Jltttlo.n ul lttvor or meorpor~ttt'd AI oontruCc4l with 

1.lDUICOrJ~r".c~l bu'\tnl'.f\8 m. the p~nt law L" t.o ht foHnd h\ tltt:' r.N. 
that fU I llltltVIdU~tl WhO rNJlV('6~ m bi:s busin~ tht' largt' llrOfi\4 or 
.l Y~"~'"' llJUI ".ulltle<&UNttly ~xpt:nt'!nce!i 1086e8, l8 ne\'t'rtbel'-'t'f t~ubj~·t 
lD full to th~ lnt'OOlO lAX on tbe profit& or biA good Ytar· "hf"rt"U lhf' 
Slockholdett Of 1\ rorpnrat_i('U\ tb•t. similarly TeiD\·rt'\ "dte-1~~~ umh~ 
or 1 year, and I'UI~ut'ntly aulfn losoe$, escapt indn·idual 1n.romt~: 
tax"" on tbe profilll olth• good y..,.. which ban h«n ,.,.,..., out 

On the Olh~r hand, the prNellt.lawiOmelim~ (a\""Orl lhf.prAf\ntl'&bip 
as "{•ins&.- thf' •mall ('l()rporation. Thert are many torponuou. "ho-e 
•arrun~, if "bolly di.tributod t.m<lllg tJw. obar<boldm ••·uld not bo 
aubje<'t. to individual inrome lues a\""tragin_g from 12),

1

l.O 16 J)fn""tnt, 
~- !h• ol..,...holdtrs ol tl.- torporouom oo oot fall ioto ••ffi· 
~liY,h'ltb ourtax brt.tktt&. 'l'bo oorporo"' form ol ,.,..,_ O'l:&J\1· 
ubon ll, ntve11htlf'lllil, dNl.red by nuJU('!J"OUS small- and mtchutn .. iud 
en_te.ry~ l~r l'f'l.80pS or ~n,·enienoe, fttxibility, and th~. hkf. Oi... 
t:nnunatiOn m c.u:at-um aga.UliL the corporatt. roml of bulliJC'IM tnte,-. 
pri.st, u well u di!K'ritalination in it& ra,·or, •·ould 00 l"'('lllOH._.I by cht~. 
P""""' t pro~l . 

ln aubstanacJ a major result- of tbe propost'd nlCAIUn.'l would ht 10 
piAoo a.ll but~ln~, whether incorporsted or not, on 1\lb,tautiiJlly 11tr: 
s&mo bui.t for U\t•Qme--t.u JHU'J>05et. 

'l'ho t\ddiLionnl rcv6nuos thnt would be obloinetl IJy tlw 1-"NI(Ira.l 
OovcrnmenL (I'()IH tha Bdoption or Ll•e. PresidenL'• J)r6J)()f"l in auh­
st.ilution lor the pro&e-nt corporation income, cilpitalstOC'k, and tJ.<:~ 
pro6ta ttl:<OI wUI rt'8Ult primarily (rom th(!. remo,•aJ or the kind~ or 
meqmlli~y, discrimio~t.tion, a.nd tax ah·oiJance thnt l bM'0 just ouL-­
lined. 1'hNC additional reveou€!6 will come mainly lrorn membe,_, of 
the upper•ID000\0 group• or our population. Our .. LUdi~ indira~ 
that. II rorpomtion• .. -ere to distribute t0 tbeir sbar&ioldert aU or their 
tll36 eanungo, the w.able inrome ol iodi<idur.lt •ould bo inr....-1 
by approximat•ly four billion dollazs. 01 thio larv aum, IMrf' than 
7l percent '*ould be I"Mf'i'"ed by indiricluab -.·itb ntl mcoriM!t or mor. 
thou S~i1000 a y•ar/ and about ~5 ......,.., bv mdiv><lur.lt ••tb not 
ioeomet 1n ttteM o $100,000 • year-itwliriduak, in o\htr •o~ 
who •~ aub)te1 to tb~ higher su:r1.U rata io our ioroDX'-L&X Khfrdulf 
To t.b~ extent thAI. rorporations do not ditbuJ'IIt thtir CWI'tnt tam­
iop, art.-er ~MOIJible aflowaote for necessary re&er\'tl, lh~ AdditionAl 
revenuee will be obt~tined from higher oorporatioo inoornt! tax..-, 
roughly ool"f'tlloi)Ooding on the a,·erage w the rete~ tbiL · ·ould h•'"o 
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bton paod by th•ir •h~bold.,.. if eorporate ••mongo ,.,,. lully .U.. 
tributtd 1 am indudiog in this Sl&t.emeot. an f!llbmatfd ililt.nbutiu11 
ol individual ineome u prepe.red by the Treasury Dtpartmtnt 

In roy opinion, tb6 President'• propoa,l tan be 1oeorpora\ed 10 
·~h rorn\ u to make amole pro\is.Km for the prKf.&te.l requi~t0\1 
of rorporatt bUJtinf'M.. TIJ6'e is no intention or dfllire • hatevt.r 10 
interf'~re • hh the int.ema.l man.agemmt> of bUAintN tnlti'J)riiM. 
The objocl or the proJ>OSOCI reVO.'lUO m048111'6 it DO~ "' ttll eorporote 
m&D&gtrl10!1~ wbot proportiOn Ol eornings they •hall d11tribute and 
"'bat. propOrtton they shall retAin. The. object it, rathe.r, to 8f.e that, 
whatavt.r tl•a deciSion& of corporate. mantt.gemenu, tho ~~~Cf1U 
Oovornm~nt •h•ll not be I)Jll'ea50lll\bly IUld ill~uitobly dCJ>rivrd or 
nt~ry ~vcnut'8. l.ikewiset it. is not. tbc po~cy of the. A~n~in.ia­
tn~uon to d1ctMe whtJthcr buiUiles& sbsll I>G carrJed on tut uul!Vidun.l 
entars)riM'I orJ>~t.rtnen:thips on tbc ono band, or M corponuiona on 
tba other ho.n , The present. laws ~ Jl long way toward dolng 10 
by moking tloo """ or the corporate lorm unduly rucJl<!ll8ivo lor tho 
little leJiow Oll<l by oiTruing o; source of 18.< ovoidO.liCO lor tho big lellow. 
lt.ht J)f'OI)Otl'<f, to r(lmove tlli! inequality. 
Tb~re hu heM ro'lSidMable dise\l!li.Uon about. the nece'!tlity for 

Lhe actumulalion or corporate rtlfSU"Ve& e.nd turplUbelt; aud • grea' 
d .. l nl mitapp,...betllion bu ari!en ""'peeling tho ofri'Cll or tho 
aubcommhtt-fl'l proi)OI;AI in lhis tonnection. bevN*lthinp ought to 
be mado tmpbaurally e)..,.; 

J.'int 'Mtt propou.l in,·oh:M no n.~•- rorporate t.ualMMi .-batenr 
with recp<'<'t to ubting aurpiUS<S. 

5oc<>'ld 'l'loo propooal dOM no~ a~ all olfee~ tho U~ral P"'' i.iollll of 
p~nt. lav.s for d•e deduetion of ~ary operatmc rMen·M, autb 
u thObe for dtpreciati.on, depletion, obioJ~u:e, bad debu, and •l~e 
like, fr"Orn tAxable hoome. .ul sud• reserve allowt:lt4111 v.;U be dedutt­
ible a• nt fU'~'\t from the ta.xa_ble incomM or OOrJ)()MUiOI\A. 

:\tanl pros' I~ do not rea tile how im~rtant tbt-"C.I dedurtible rHen 4'li 
ar(ll. l!etw~n 1926 auul 1929, inclush e, the tlb'l('rtl(llL~ claduction• 
from lR.xtthlc inc.•onH\ for c.lepreci&tioo and dcJJICliOO r~pon.('d by all 
cOtJIOrfttiona ttmOUI\LNI to 16.2 biUions. Durin~ tht" !Ut(!.('odin' 4 
ycnl'8, I 030 -33 in.-lusivc, the deductions for dc.prccUILlon !lnd dcJllcuou 
repo,·lt'd hv t11l c,oorpor1ttions nggr~nted 16.4, billion~. 'l'uJ,ing ~he 
tggrt."'(fttc nR"llf('8 01\l)' fOr tOf"J>Of'tlUOO$ rc-potllllR: net 10("011'10111 thmng 
thf!c two 4·ynr pe.rl(l(lt, we find tbat.t U.C.tY.ceu 1020 ami 10211, in~lu­
aive, c he 1\g):t're~l\le deductions from taxable nl't. inf'Onw for th~IJn..o,ri•.· 
tion and depletion amountrd to a sum equAl to 31.2 p!'r('Nlt of the 
&ggtt'@'att'> statuto" net income reported. For the ) eal'» 1030-33, 
iDt'lu.tu,•t, such c.le<fuftions amounted to a aum equa.l to 49.0 ptreenL 
or the ~te ItA tutory net income reported. In other "urUJ, 
the libf'r~l prOvi•ions of the law with rNJY..tl to dedtJctiou for depre.­
ciauon and depletion- provisions whtc.h woold tw f'ttaintd under the 
ne,. plan .-elrt'&Ciy permit "ery subetantia1 01 tncing rHtn""M frH" 
from t.uauon 

Third, Lal<iDJI u an uample tle rate och(dul,. rro~ by the 
aubcommittf!tl', 1t. •·outd be. possible for an\ f'OrpOration to rtt&i.n in 
ita 1urplua a sublla.ntial proportion of its tUJTMt t-ami"CC, ove.r and 
above the r'8ef\"('A tn•e,..Joualy meut.ioned, without. ptyin& U muC'h in 
t.ut'l u it pays under the preeent law. Tlte subrommiHH hu pro­
poord ono ntoocbedule lor oorporlltiono with &djUJlM Ql't ln!'Onlell ol 

) 

~~------------------------------------------
) 

( 

$1~,000 01' l,elll, and •notber ,_lf KbeduJe 101' N>rponliOn& with 
&dJust..d n~~ ooeo0>8 of more than $10,000. Under the &rt~ ocbrdulo 
!' corpo~uon w!'uld pay a tu or onl;r 7)1 _.., or ito &djoattd •• ; 
!"""me if·~ relained lor ourpluo 30 pozwnl ol ito adjuJt.d ntt i,..,m•· 
Ill Lu ratO WOUld bf only 13 .-< if it n>llined IO< ourpJu• a~ 
a:mount equal to 40 ~rrentof iu ldjUSU!d nrti:ocomt. At chft p~nl 
t!ffi6t. sucla a rorp;orauon •·ould pa.y more thu 13 JH"I'ftDl. 10 rorpoN­
u~o .I.OCO.me, fAJ)I(a.! Sti)Ck, and ex~ p~6t& tues, rt'prdiHe or ill 
dut..ribuuon of earnmp. Corporauons •"ltb ad!'uJ:tecl u,.c inromt'l of 
$10,000 or ltw~, ~·hoee LU~ would beau~ta.ntia I)' ff'du«d undtr tiJis 
measurt>, C'Ompn~ more tl11n 80 pereenL 1n number of all corporal ion1. 

Lnrgt'l OOtf~Orl\tl(')ll !l ('O,uld carry 30 ~nL Of thc~ir ~Urf't'nt Un1i11p 
10 11urplu8 w1Lhout J)*'Y'"K tLt much 1n corporate t&kCI s~t they l•fiY 
und~r tl~o Jm"R.Cnt ln.w. Tha ta.:< ra~ wuuld I)(! 16 pt'rt'l"nt ror auC'h 
oor(>C)rollon8 undor tho •~:liedul('. recommended by lllf~ Autwommitl('(l. 
Tho r.)f'C8CI\L n\ (l>rlll{t' lit X n~tf'l fin corporation inconU'fl in<:ludlng tltft 
capll(ll "tor.k and ~xc~profits t~~es, a.pproxinu1Wt 16.6 pf'I'\"('UL. 
Corpoml~onA chat dtf"f'CIIy retam from curr~nt H-mirtg" rnor~ thAn 

40 percf\nt. m th6 CbC'I of a:mall~r corporations and more than 30 (lfr· 
cent. in the rose of la.rgn corporations would pav ~bC~r ta.:cf't undtr 
tho au~mmittC'C'I' proposal t~an th~y p&y una~r lhe prMenL IA'A 
~eee lugh!r f'ftttt for r-urporallons wtthholding a nry la'Jtf' propo,... 
uon or tLtlf t'Urtent. tarntngS are nertSS&rt bOtb in lbf. mttre~t nf 
fai.nseM and to rompensat~ the Federal GO,.-munenL for the loll 1n 
aurtax ttwenuN that n!lllllta from 5Utb retention. 

For oorporationt with adj\1-"t.d net ineome bet....-n $10,000 and 
$20,000,_ a& -a·ell M, under ~ conditions, for eorporattona •itb 
adjust«! net. inCOmM tansing up to $4010001 ~ IC'hNful8 ~m· 
mw.dod h~· the wboontmtll.l!!e p.ro-.ide efJ'ecti,·e ,..ell or ta~ ltltif'r• 
mediate betwMn those applicable to corporations .. ;Lh adju!l:t.fld nN 
incomcw in cxcMA of $10,000 and those applicable co ro.rporation~ with 
adl"UI~ net inoomN or $10,000 or less. 

n atcordancc with ite de~iro to frame tbe outline~ of 11 nH'Iturt 
that ••ould takt~ full account of practical requirtment.Jt., th('t 1ubrorn· 
millec hns rooomrnc11tded special tre.a.unent.. for ct_rta_in t"ltlllt'l of 
coq:xmlt.ions. lL rnny wtll hf' thru .. your committee will fin• I it. tlff'ir ... 
$blo to include eertnin 11poo.ial provisions of this rhllri,tter in Ilia finnl 
draft or il8 bill. I t~hould like t.O emphnsize, hO\\~ove_r, t-hal '\•irtually 
every C:fU'('I o( ApOOil•l Crt'atment invoh·ts II Joee of l't'\~D\14'1 ; And 1 
abould like t.o emphA8ixe further that e''u:f rase of extiiiJHion C4!ndt 
to impair thf! l(eOcral aymntetry a.nd equity Of the (Jn.'lJ>OI'l'd lllf'UUrt 
While, tb~ftl(orfc, your committee may well find that ("'frtllin txtmp­
tiollll an> juotiR•hlo, i~ i• highly deoirable that lb•> be kept at • 
minimum conlliat~nt with fairness and tound publie pollC)" 

lt i8 ~inion that tbt' reform of rorpO.-.tion intome te.ut~n 
now pro may .... n be ronoidored in the ¥• or the hi•tol}' or 
~come taxation in tbtc eni~ Staus. The pnnciplea m~rattd 
m t.M p~nl P:ropaeall are not. new. lt1. (ut, t.My rt~ttsxtd t..M 
ltttntion or the Co~ in the ''erJ earliM~ ~or ~'ed•ral inOO!flO 
Luation tbe{e&l'l 1862- 71, w~n Co~ proVldrd tha~ the pln& 
and proGt.o o oorpo.-tiona llhould. be induded in the annual .~"'· 
profit or inoome of any ~ntOn enutled to tbo u.me, "''hetber diVIded 
or otbuwite. Shortly belore and while the Re.onue A<t ol 1021 
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wu uude.r oonsadtorat.ion, a proposal identical in pnociplt •itb that 
inrorporat6Cl in 1he subcoounittee:•s report roet"hrd thf' •idf"ll!prtad 
au~ntion or ,.,,.....,tali• .. or organiud bu.in.-, ~lt·•nl,.,. or Con. 
~ and tbe T...,..lll")' •tall. ln a some•·hat tuodifiNI ronn. it ,. .. 
••corporwtf<l ill a bill pesoed by the Sena1<> in 102f S., l'llllllrnl a 
ta.:uuo.n authori.ty u tbe late Pror. T. S .• \danlA, of Yalt' l'nntr· 
ai&.y, fonntr rbrunnan of the .\.<hisory Tax Board in thfl Ouruu of 
lntrmal ltt.~,rnur eoc.l for many years a 'I'tt&tJury ad\'~r, "'rnt oo 
~rd 1n tOit'J and subsequently in fa,·or of the ta..tatioo of undi,~idt"d 
proliu ftltho r•l•• lbot would apply ir aucb rror.li ..... diotributed 
to tho MharC'boldcrs. "~·isctt.l neccssl&.y- ftn( ~r.onully. l brlievt, 
IC?Sic t\.8 w('ll ", dt-clnred Professor Ad1tOIS1 "requim., t.l1t\ tu~•tiou of 
f\H profitM, whether rciuvcsted or not'' A Riuular T('oQOnunC'ndMion 
""" rnndc by Secretory ol tho Treasury Hou&too in hi• Annunllleport 
for tloo year I 020. 

Whrn I Ill' l'rJ>elLI ur lho OXCl'EISoprofit.s tax~~ being COIUtitlc:'l'\'cl, ~hero 
wtra mnny wbo nc.h-ocat.cd tho priuciJ)lN ineorpom.t.Ni in tho 11 roAi· 
cJtnt.'• J>NJ}OSIII 1\1 n. substiluW lhert'for. And in m·m~· r'8pt.'(:t.f 
tha lUX J>lan IIOW vrOJl086ti would oehiMO the NS('IltiAl ObJN•ti\'t'$ of 
a.n t-xrc...pruHl.l lAX withouL the ~at. o.dmi.nis&rall\' e dillit·u1tit·~ 
that h.a'·~ ~n e.x~t-nced in conru,~·tlon w-lth an t'X~ ... ,,n,fi~ tax 
prope.r Corporat•ona that. earn unusually large JJrufita "-Ould t"itl•<'r 
.,.y OUI.. I \'N')' }&f'b'('o fraction of them and tlU•n!-bl~ Jubjt~~d th~ UOUII.U• 

olJnOfiu 10 th~gnidualA!d surW<esappli<:abl•to ludindualmcouu..,or, 
;r 1h11y ,...,Uif<lth•m, such proli16 would ~ subj..,llo 1h• higher rat<o• 
of &a'C lDC'Orpora~ in \he subcc)Jnmitt~'• sch~lultt~. 

Th• ... .-.nut>-producing altemath .. lb .. mii:I•L bo offt....d in li•u 
of lho pro""'""' UIDliOD or oorporaUI inootn<ll on tho baai.i o( wilhJo•ld 
eemanp appear t.o be distindly lnftrlor to tho aubc-ommit~'• pro-­
poeal M n!Apert.a equit.y or administrative feuibilit.y. To rnlso an 
rqual IIUIU or nti<Ulioonl revenues through au iJl<'feille in the prOMDL 
wrpomtioo int-ome ta.x, iL lu\.s bacn estimated Uuu. " rato •'pproxi· 
mating 26M percent. woultl ~ nac~... Such a l"f~t.o or to<c on C'Or· 
pon,tion inrom~ would sov-ercly penalito llll sm~tll ahnrchol\l(il'8. An 
n."<~'CftS--J)rofit.8 'ox designod to viold tb.C somo tuuouul. of ncldition11l 
l'tWC-IliiOII might. b" rou.iblo, lhoUgb its ndmini.ftt.n•tivo tlifnoultic• WOllld 
undoubtedly bo &erious; but thoro is O\'ery rcnson to lwlic.wn 1.110~ tlto 
~ubrcnmnittoo'A propoNI po6SCSSC8 tho C8..'Wntiall nwritM of tlU<'h n tAX 
wilhout. iLl ad.ouniAlmli\~c difficulties. 

ln Nnrht8ion, 1 should like w state thnl. it. is my OJ>iuion that the 
p~~lne .. • mothod of t.axing oorporatiOil incomtA t>ro,·idc. tho but! 
for ••' 4'-XN"Ucnt. und producti,·e re,·enue mca.sure. I CA mrrit.t al'(l. tlcar. 
~"'i.Nl, iL •·ouJd retnO\~e great. ex$ti.n~ inequaliliN in_ t\1(' tnution or 
tn<OTOraiN ond uninco~ralA!d bll$1n.... S..Ond, '' "ould mcroue 
l.be JifldtnJ N\fJ\UC8 mauUy by R"IUO\' iDg important M)Ut\'01 or '-" 
&\·oadanC'fl, r.thtr than by incree.sing ~xi!:ti.ng LaX ralf'e or irnJJ'(ll8i~ 
,... &.axetL. . ~·mally, tilts proi)06a.l ap~ to be rp"Ntly au~rior to 
all oll<\mallvo propooals that huo boon augg<Wled. 
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Mr. ll•••·· Mr. Jleh•eriug, will you take up thi• table! 
Mr. HtL.vr.uuw. 1 would liket. 'M.r. Ohainnen, in oonnt~ttion with 

m,y atatemcot, w o.xpln.i.n the table tl11t we ba,•t prtpaml. Wtt have 
p,..parf<l it on a l•rgrr IIC&le, owd "e bave also prfpl~ am all tabl,. 
to aubmit. lO t11e members of tbe eommit~. 

Tho Cn•••"•"· Tho Chair feds •- tha• tho oommiu ... ;n be 
glad 1.0 bave an uplaoat.ioo of that. table, u a~ted b.y tht • "ilnNI. 

~fr. R••• "'""o. Mr. ~1<1.~ will expW.. lh• ublt 

SUTIJIIIIT OP .&.. S. KoLIOD, ST.&.TISTICLU, UlllTID ST.&.TJB 
T&USIJU DBP.unmn' 

Tlu~ Ctu.IHMAN. State your name to tbe reporter, and the cat,.thy 
in wbic.h you appe•r. . .. 

Mr. MoL<oo. 1 om A. S. ~1eLeod, auuotJcl&n ol tho Tr~owy 
Departrn~nt. 

The CnAIHt.IAN. You mAy proceed. 
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~lr ~lti.LOO Mr. ~ll;ir!nan the table an.d t~•• rbart aho"i._ th• 

.. umatod number ol •nili~•du;!. and the diolt1buuoo ol mdmdual 
net iotornt bJ ntl. inr.ome duses, for the caltndar yMr 19:\0~ was 
prt'P&ftd in ordtr to dtmooatl'ftte to the CODllniU«- ho•· ala"¥t iol"l'f'Ut 
an FNitral rt-\ enu~ -.·ould rault !.rom a comp1tl~ diltributwo of t.~.•r· 
po .. liOn profi .. to sluu.,boldM!. In the upp('r ball or tb• rban, •• 
tht le-f"h1.11d tdclt, are abo'fi'D tbe income db88, and on tbf\ bon. 
ZI)Otal~ralt it aho-·n the amount of income in biUiont of dollarw 

~1r. \ tasiON. ~1r. Cbainna.n, for the pufJ)OttN of llu' rtiCOrd, l 5US:-
IC""' 1h11 1h• tabl• or rbart be included in 1bo ..,..,rd at lhio point. 

TIH' f"uAIUWAN. \Vitboul. objection, it is 110 orderM. 
(Soid rharl is Qn filo with the oommiUoo.) 
Mr. Mct.•oo. Tho"' iA shown hore tho ootimaiAld dilltribution nl 

indh1dma1t and of tsxflhla il'OC'WC f<'r t ~P r111lerdl'l" yeu 1030, 'mde.r 
tho pr<!fl<'DL law,"" ootimatod for tbo Federal .Bud~t. 'l'horo io al110 
11hown the oatiJnatod RdditionaJ number of individual• enJ u,o Addi· 
ti011al 1unounc.a of individual i,noome whirh would re~ult rrom • 
comploto dilltribution ol corponltion earnings to tne •haroholdoro. 

The fll'lt. bar of the upper hall, opposite ••rnc:ome ~1~'.'1 indiut.et 
ineomee from Sl,OOO to $2,000 and we- el5limale that. under tne presenl 
law in thr ul•ndar year 1936. there would bo $1,400,000,000 of 
t.a.x~blo lnC'Omc in this income clus. Then, under tho propol«i t.u, 
• bould .. mplete dutribution be made, we ootimato that .ao,OOO,OOO 
ol additional taxable inoome ,..ould loll in the in<Ome du• ol !rom 
$t 000 to $2,000, •• indicated by the block -lion or the bar, r .... m 
abOut. $17,000,000\000. of e-timated ntl income w.Uc:h i• nontaxable 
unde.r the pnwen\ ••• 

No-.·, in tb~ to-... tr half or the eb~ opposite \hr e&mf: income cJa:., 
$1,000, to $2,000, we &.bo•' the number of .i~dividuala wbo would be 
Laxable under tile present law, and the addtllonal number who .. ould 
be touble alw lite distribution of all corpo .. to oaminA• 

Tbo doublo batehed IMlCtioo of lite bar ahon tbo~ under the P"'""Dl 
low .,. ootimato 1hnt $873,000 indhiduola would be tanble in tho 
incomo claea from S 1 000 t.o $2,000, t.bnt. t U,OOO additionft-1 indi\!idual• 
would be<om!l uu•blo ood that 11 ,300,000 individuals would bo non· 
trucabla in lhftt.. ineome c.l!Ui8. . 

l o tho next income clas&, wbicb is from $2,000 to $3,000, wo _e~;~b· 
mtLle, iUl indicated by tho uppe:r ~tiou oC lhft cb&rt, Lhat in a.ddltlO!'J 
LO the $1,200,000,000 or la.xable mcome under pr~!tteUt. lAw, 11ppron· 
mottly S67 000,000 ol income would beoomo ta.ublo in th•t bracket, 
ood n,soo;ooo 000 would remain noot.&xoblo. 

AI to the in<h~dualll in th•• particular brocktt, under tho pment 
law, we .. tlmato thal 438,000 are taxable, and1 u a rtOult ol tb.• 
propooed bill if all corporate earnings,...,.. diltnbutod, 21,0C10.add•· 
tiona! ind"i<luala would beoome taxable, while 1,100,000 indt'<iduahl 
•. , ·Jid rtmain non\axable. 

Ln the next. income brackel, that. betwee.n $3,000 and $4,000 w~ 
bn• etllmaU!d that about $1,800,000,000 or in<Ome would ... tanblo 
under prooent law, and that as a ""'ult of oompl<le dittributioo ol 
rorpo .. lo profo_. $114,000,000 of addilional income ,. ould becOme 
taxabl• while $1,600,000,000 of inoome •rould be nontuable. 

Mr. {hLL. Doeo tho blaek bar indicate tho nont.axoblef 
~lr. Mcl.coo. 'l'ho black bu indioatH tho additional tanblo 

income ,.·hich would resul! !rom tho pro~ bill if all oorporate 
earninga Wt'I'C dis I ributed. 

1 ( 

) 

U:Vl!NUE •ar, ttat Z1 

M.r TaiiAD!A.\ .Mr. Ch&innua, •"'uld it not be well to b.a M 
M•i.eod d..,..nbo those b&nlf 1 ._t that boca I •• • r 
eoJon are notr.in« inao the retord. u., 0 C'OurM, c.h .. 

~lr. Hn.L. l~t that wh.eo ~rr. ~tcl.eod CODW!t lO re, .... ru. 
romam be d ... nbo th& b ...... tb•y appoor in tho pnntod ti!OOrd 
Nlher . than on \.hiJ ehart, 110 that anyone rMC:t1n .. lht __ _. ' follow u.. ...., ·~¥ru C&D 

M r. 1\fc:Lco~ ltather ~ deocribe the chart. 
M r. lhLL. \ ou m•y dOO<.nbe tho chan. now bu• h-
. "'"' d .bo tb I . ,. m you .. "'. "' re'~ Y,OUr " ment, . Men e oolo·rs o lha ba.N 11 t.h will 

appea..r m the rtw"Ord. ey 
Mr. M'oLsou I ,.;u do that. 
1\.:f.r. VLN80N. l~t meauggesr.. that we. ba,·e ac:eom1>anying thn h c. 

• very clc~r l~(ln~ that. wo c.an easily foUow • .to~or inet~1etl, I he:~ 
crollf P,Or~1on a.ndwlll~ ~~t mcomo .under the e.:d&ling law, and the 
blACk mdae~~ tho ac:!d•lu:~nal. not moome ,under U.m propot'M law. 
Then t.ho d•agonAl alnpoa uulicate tho nat. mcome tha~ iJ! ntPntanblo 
under the prNent.IAw. fs not that. oorTeC-r.t 

Mr. Mc:Looo. v .. , air. 
~~r. f:J.t;CKAR.ACn l do no~ quite understand the th.an. We h•ve 

tho mdmduala or ••<h ....... but whether tho! ll<tuall,y - with 
th~ lt.Aterntn~ }~U ha,~e re.d ~tre. abou\ tbe prtetol num~r and the 
Mtunat«i addallon.al number, IS DOt dear. f (all00t. quitfl leif that 

Mr. ~l ~l.coo. Do 10u m...., tho p,_,l oumbu u oom.,.red with 
tho addtt>on&l numberf 

~lr. BAC1tAIACH. ~ mean u it ap~ on your c:ba.rt i~r. 
Mr. M c.Looo 'Mill illllaller chan. m.UC.w it. 
Mr. J;I•CIIA.'U.CH. Who• I have in mind io tho I~~Ct 1bat •bile you 

are 1A11c.in1J l1111 UJ> by -b br.rkel, i• - 1o me that it would be 
betl.or 10 ...... , ll>e p.-nt number in each ono or tbooo bro<>ke .. 
.. t.ber than th* totals. You oould give the lotala u well ol oou...: 
For in.slanea. you lt4tt6 thllt. in the bfacke' !rom $25 000 lo 160 000 
there IU'C at. ()f'eleOL 40,360 iJ)dividul.\ls, whjle, ll1e eetfmated add~tto~ 
is 16,233, making " tot.al or 65,583. h serum to rue you ahouW 
&how du~c. net inoraaso. 

Mr. M cLeoo. Thot would be tho inc~IIIJG in that braekel. 
Mr,. 0AOIIARAOII, IL would rnlieve tho colUDUt.t.ee or the ntc~H&ity 

or golng. over the whole proposition at a later time and looking up 
e-ach individuaJ bracket. if it were indieated in that way. lthink you 
could do tho~ very euily. 

Mr. Mol.•oo. Mr. Baohar.rh, we have in tho ban lhe p,....ol 
~umbor •orrooponding to the doub!Hiatcbed ~«lion and tho numbor 
mdicaiAld by -· or the bill in the bl""k ... lion, Olld tho numbor 
nontaxable in the aingl ... batched to<tion. '£'boo btlow that bar we 
ha•e the total numbn or lndhoiduals in that par&.irular bar. .. lh.a&. 
wba•you had rei..,._ toT 

Mr. BACIIARACU • .So; I did not haV"e rtfutDC'C" to tha&. Ap~ 
m.tl.:r .J did not make m,-..11 very Mar about it Wbat J ba._ ia 
mmd ,. that tho p._,t number ol ~and the addiuonal abould 
!>e givon al!<'r tll<h br.rket, just astt;. givon at th• end II you had 
lt. a.J'tq taeh Ollf"

1 
1 think that ..-ouJd make it. \'W'f mUC'h fMM'.t" t.O 

foUow. Wh.ilo it is tuY enough .. now for nM'Inben of tbt~ conunatt.M 
who &J"fi aoqualotfod "itb it, and I ha,•t- oo crit.idazn about. \\hat you 
are doing no.,,, H waJ my thought. that -.·e &houJd bal"e a VN'f eleu 

- ---
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Ala\fMtll\. d to f"&tb OD.~ of tbtm; for f'~amplt, for tht btnt~fit of 
~p\~ -. ho •~ int.-rwttrd onJy in eert&in brackttt 

Mr \',-.o~ 1nn 1bo geoileman )~eld? 
\tr BAfltAaACH Of roun;e. 
Mr '"''~~~: I think the su.,...~tion of the g"ntltman frurn ~t•• 

,,,, ... ,. ""to 1l1e <hart i! a good OM; butl mayal!M> add 1ba1 pa,.,. 17 
uf ~lr llehtrin~·., t~IAttment gives it in figum JX"t bracktt 

\lr B.ru•aA<·n. I think Lhat i! ab.oluwly M.,.....l 1 und•rotood 
tltal.; bul .. lut~ 1 fllll talking about. is jmt. i.n "reft~nce 10 rl~me.t, 10 
thal hldividuelll whu a.re. not.. here, and an" onl:r int.Nt~•k'<t in ~ruin 
hn~keu, may ho.vfl som<' idea 8.S w whether they 4U'f in thfl $!!1),000 
lo $60,000 d ... or in tho $6,000 to $10,000 olftM: 

•r1w ('uAIItfii~<N . 'J'bo Chnir hopes tllat. wheu the \\·hn~~ eorMet.\ 
hi! tettlln,ony 1lu1t wiU APJ~lr in the rceord 80 u.s t..o clHriry it.. .a much 
u111 uo~iblo, not only for the benefit of memOOrt' of Lilli (•onuuit.tee, 
hul for ot.lwhl who nu\.y bei:\J' the teslimony. 

Mr. OAC'IIARACII. Tfint. is all [ hnvo in mind, Mr Chnirnum 
Mr. Mr L£oo. tn the next income claM, S4"000 to $3,000, w~ ha.ve 

~timat.cd under th~ present law, (or the Cft.lf'IJldlU' ye•r 1936, thl~ 
$1,000,000,000 would be taxable; that ... ""'ult or lho propootd bill! 
NIUIUU\g eomplet~ distribution or aorporate ea.rninp, $129,0001000 0 
oddiliooal inro.n• would ran in U>Ot bracket aod $006,000,000 ""uld 
remain nontaxable. 

lo tho lower aec:lion or lbe <hart, lor tho coTmOpond~ braekol, ... 
have .. limalfd und•r lbe pn>OI"!lt law lbat 317,000 indi<ridualt ..-ould 
be taXA~; lbat • ·ilh ooml>l••• distribution 26,000 additional incli­
vidualo would b«omo wablb and that 148,000 would ffillain noo­
laxal~o. 

In the next brAtket, wbich has a bro&de:r ra.ngt-, 1.5,000 to S10.t000, 
wo .. timalo that $2,000,000,000 would be laxablo under lbo p,._,.t 
law and that $63S,OC!!1,000 additional inoomo would be taxable under 
tho propooed bill. Tnere would be no nonluablo inoomo in that 
group! or pr•eticolly none. Tho number ol individual• in lllat eiUI 
tlllC•b o undor tho pr...,ntltw i.• 3061000. Ao a roault ollho propoeed 
chAngo in the l11.w tw ,000 additionfllmdividua.la would beoomt' 1 a.xable 
in thllt pArticulfu bracket. 

In tht~ n~xt. bnwket, $lO,OOO t.o $25,000 or lneoml'l, we estilnnlo 
$2,400,000,000 would be luable under the prMrnt l1~w, and an .u.ldi­
tionnl ti,XIlhle inrome. or $300,000,000. ':(lilt'l numbt"r or lt\'(t\ble indi· 
,.i.lunlt ln thfl Mtlnt4' hrarket under the p~nt law is Mdlllftteifl ta be 
&04,000. \• A rPSuh or c:ompleto distribution Of rorporate income, 
12,000 •dditional u1dh~iduals would ~Onlt taxable in thnt daM. 

ln tilt m~,t tla.•, $25,000 to $50,000 income. v.e etttimJUfl $1,400,· 
000;000 or ta~ablt lnromt' under the p~nL law, and undt'r tht pro­
~t th•nJ.,"t' $676.()()0.000 additional inc:ome •ould bfl ta..xabltt in 
that brae"lu-t Th,. number or indh~iduals in tht Nmf\ bracket under 
thf prf'Wi•nt l•• ,.<mld bt' <l0,350 \.a,X:ablt, and •n e.umah'<l additional 
numbt'r c~r tS,'!,1 indiriduals, or a total or 61)~. 

"Mu~ Ot''(\ h"'t"ktt, $50,000 IO $100,000 or ill('Omt', Y.t c~timltt' under 
lhr p!'N'nl lu $913,000,000 of 1a.uble inromo and •n odditional 
amount undtr dlt pro~) ellfl.n#e or $381 ,000,000 or ,.,..hit ;ncornt. 
Tllf' t'IUmhfr Of mdiv1du~ for the CO~J)(lnding brttkrt under thP 
1)rfot~M\t.lt"" i• ~timatNI at 13,54-4 ; tbf <'StinutOO 1uiditionol numbtr 
IO ~Omflh"fthl~ ia3,717, or 8 tot.al of 17,261 

I ( 

J 

) 

R.K\.IN"UB Aar, lUI 29 
lo lbe next bra<ke•, $100 000 lO $150 000 f · • uder the prtM:DL l&w $2~2,6oo 000 ol ~abl (\ ~ ant'Oille, we •um•te 

propoood eha•- $3115 000 000 0'r ••• , - __ , • DK'O"!t and wxl•r lbe 
lo 

...... ...... . • I -..wUOD&I I&Xabl& mtOMt 

...., -~dane braclaet lbe number ol ind' riduala · od 
lobe """'b)a, undrr p,_,t law is 2,103, and 1be .. tima~ .::l~"!•:w 
wcablo rndh~ualt ... 2,&76, or a total of 4 GiG. '"" 

JD tho next bracket, $150,000 to S300,000'inoome we eeumat.e undu 
p.-nt ,._,. $282,000,000 ol !'\X•blo ,inootru!, aod ~odtr lho ro-• 
cb""'!" $2301000,000 of add:uonal onoOID<I would be lal<abf.:: 'Th 
prt'lBeut.. num.~r o,r individuals in that particular brKktL ol ll60 ooO 
~ $3001000 11 couonalod ot 1,398, llnd lhe .. tiwa~ odd' I' J ·' d' 
\"'lduala aro 705, or A tot.n.l for that. claM of 2 100 

1 10111 
m i · 

lo 1bo noxt inoomo cl ... of $300 000 to $s00 o0o we .. u 1 ate d 
))J'08Cut. law $1401<!.C!0,000 or taxab~e income ~~d ~nder tbo' pro:..!r 
~lu~n~ $3171000,~uvv of ndditional income. as' t.uabla. 1•110 numOOr of ll1dl~!duBI8 111 tnllt, bri~cket under J)rt'6t'.Ot. law iA 376· t1 c .?..~ 
add1Uonal number .. 786, or 0 total or 1 I6t ' ·

10 8 
unalo«!U 

Jn UJo no.•~ inoomo braeket, $600 oOo ..; $1 000 000 we .. um 1.0 
under preeoot law $l4SIOOO,OOO t&.xabte incom8 'and u ~ re.uh of 0 
proJlOS"(I change $280,000,000 ol additional income would beoon:! 
laJCAblo. Tho number of individuals in that dUI is .. tJm1~ uod 
prNent law It 212, "!'d 1be '"lima~ addit.iooal number would ~ 
tOO or a total ol612 Uvlividuala 

F'or income. ovtr $t,ooo,oo0 we estimate UDder ~rMtaL law 
$185,000,000 of lal<ablo iooome, and Wldor lhe pro~ chJUllt'l an 
addilional I.&Xablo inoomo ol $007,000,000. The number ol indlri­
duJI!S. would ~· under P"""'nt law, S6; Wlder lho pro~ law an 
addiiJOnal ol .12, or • to~ of 298. t:nder lhe p,_,t 1aw it,. •ti· 
m•t.ed that. the SO Uldl\·Kiuals would baYe tn .,.~ inQOme of 
~1!501000, and undl!l' tbo propooed c:iJI.IIgo lbe colal number of 
lDdl\'ldU~r. 298, would b~,~e an an~~ u_,oome of S2,GOO,OOO. 

The sap~fic~t. ~·ccor m oonnootion 'A'llll Lbi.t ebart. il tl1at with 
oornplote dlllribu.llon ol oorporal.e oamingo an addit.ionol tuable 
moome ol •PJII'OXJmatoly $4,000,000,000 would I'Otlllt and lh•t oul,y 
approximatoly I 01,000 •dditionOil indh-iduals would beoomo "'""ble. 
It. mcaoa lhl\t tho 1>r·oeent recipients ol dh•idf)J)dts would move in~ 
tho bigher income b"'okciAI as additional dividendo were diOLributod 
to UHJ.rn. 
~Lr. J~c~o. ~fr. ~'lei~ how many indh•iduttll wbo f\I'C no4 now 

taxed wtU be la..,ad under tbe whole se-1.-up? 
.~lr~ ~'foLxoo. 101,302 art' ~timated as r_lrlditional tax•blo indi~ 

v-aduala. 
.blr. CKO\\'Tttt:K How ma.U\" lndhiduals 'A~ill no•• pay the normal 

tu on d_i,.-idtnda under this prOposition? 
Mr. ~lcL&oo. We do oo1 bav• tho .. ....,, number of iodmduala 

that .,.·ould be .-ivinl( dh·iden.U; but it is probolblo thai bel• .. n ~ 
and 70 ptn:ent. of thf' total number filing returns of o,·tr S5.000 are 
at the prt!Mnt. timr rt'C'fi~·n dividends. 

!-lr. Cao..-Tu&a. I lb t lbal lhe ~ury P'• a fiJU"' ol 
2,800,000, or tometbing of at tort. 

Mr. M cLEOD. or indh iduals! 
Mr. CaoWTno.•. \ct. 
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!llr. ~lcl.>;oo That ,.,.,.....,.to th• lout number of IDdiriduala 
•tunatod undtr p...-t law to ban t&nbl• inc:om.. That would 
io~Judf' all 80Uft"e8 of in('()Dle. 
~l r ('ooWTto&n. You do not think that ..-bole numbtr •ould bt 

in-roh·NI in tbi•, tbt>n? 
Mr. ~lcl~&.oo. No, sir. 
Mr. Vt:<I!O'<. That number is 2,687,768, who would be l&nble 

under pre~ent. law. 
Mr. TouowA 1. Js tho ob.art that you aro llhowing ut an eotimate 

oltho totaJ income of oorporatioll3 distributed! 
Mr. McLEOD. h represents tho total iocomo of corporatloOil dit­

tribul('d Jllu& incomo that. would be receh•f'd uod<!!r prctent. law other 
thAn divulondo. 

Mr. 1 ' 1UlAUWAY. The suggestion is not now, ia it., to diAtribu ta all 
caming11 of corporations? --1'hcro is a reduction hcro--ft cutb.ion, eu­
CAllod in tho aubt-ommit too'• report. 

Mr. McLtoo. or course tho corporotion h .. tho Dillion of dU.trib­
uling aU or rctainh~g ttrtain ~lagi'S. 'l'ltia chart waa originally 
prc1>arl'd to abow bow iooomes would bo di•tributed if all corporate 
mcome " 'CM paid out. to sha.rehoJde.rs. Now, tho rl!.lativt. proportion 
of the ioeomo u ioclicatod by the black ~e<tiona oltho blnl would no' 
ella~ groally unlooa iL .,.. .. all retainod, of oou-. 

Mr. Rno. ~!r. MeLood, take tbo top lino thrre: Tb~ bli<'k ropre­
w.nta the incnoaHd ineome under tbe plan, <lo8 i\. not! 

Mr. M cLcoo. ThaL is right. 
Mr. Rno. Notr, bow many ar<> tax«! under tbo p..eOllaw, in tbat 

linL lind 
Mr. McLcoo. Eight hundred and aovonty·thrt>e thou-and. 
Mr. Rcao. Where does iL show tbo addit•onal nwuber thaL will be 

tuod 
Mr. McL•oo. That number is 19,000. 
Mr. Rr.Eo. All right; I bavo it now. Thank you, vory tnueh. 
Tho CnAIIUIA.~. Aro you through, ~ !r. ~leLooM 
Mr. Mt11Jtoo. 1 ~licvo so. 
1\1 r. ~ 1 cConMAOK. \Vbat. is the C'Slimntcd amount. of rcvrnuc under 

t11(', prC't~ent latw for lho comlng yuar? 
~fr. MoLa;oo. •'or lheind.ividun1 incomt'\ htx('!l1 
Mr. ~IOC:ou~umc Take individual and corpon'W in<!Omc l.fL'(CS. 

In oth~r words, A1!8wning thAt. tho recomm~ndatiom• or tlm suboom­
mitt.ee wtnl.. into clfecft, jusl.. wh11t, in dollnre ond <•enu, would be du., 
roauiL? . 

~1r. ~1tLLOo. Under the p.rtsen\. 1&" v. ~ eatam1w. from andiVJdual 
mtomf!ll, frou1 tOf'I)Orate incomest from the t'apital•tock ta'< &nd lhf, 
tx~IJmfitt ta.x, $2,285,000,000 for the ("altndar )'Nit 1036. . 

\lr. \'tsao'O To brt"ak tWu .. do.,'ll, the total of thfl corpora~ 1nrome 
tax, the rapitaktoc:'k tax, and extftS-profit.. tax II $1,132,000,000 

Mr ~ld.coo Thal is ri(d>•. 
~lr \"aNao' .\nd the di.fferenee bettrereo your nta~munt and that 

r.,... .... tho p ....... ""' tbal individutls are ptying upon d•··~tndt. 
Mr. MclJ .,~ $1,163,000,000 lor the roltndar yoor 1936, "' tb• 

eetimated revtnue rrom the indi'\;dual income. t.u 
Mr. M.CoRMAC&. J know whal the f~gurca a,..,, but I waoL thomlor 

tboreeonl 

' 

I 

) 

( 

( 
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Mr. McW:oo Now u.odrr tJu, pro--' hill 

s:IH,OOO,OOO o( addittci.oal l"hf"Jtu.e .-o:ilii'bt -..."~ il1 Nb u~~~~~_.t.l•at 
00fttlllllf'OL """'d'UC Y wlfl ~"'"•tnJ 

Mr Mt<'OIIl>•~• Wo ha<o ropealod 1 
corJJOratin~. or 1t i• propoetd Lo repeal :na~d.!•"? •nh ~ftrtnc-., co 

.Mr McLkoo. Tluu is rigbL tm. c. II trut, ••&. not 

~lr M• CoR WACK Thea, in dollus and ton'" b . ld •·-
effect of that? ... , " •t •ou vt> lhe 

Mr. ~lrLr.oo You mt-an on thl' •mounta JM• 
Mr. ~lt·CoatMACK. Yet. rt'pea · 
Mr. ~h:Lacoo. Ou ll•t arnount.s te!H'aled \\e would JQiilflt $1t}.~ 000 OQO 

That v.;ould 1.)(! the callltal•tock tax aad the ftXCf'SS pnlfita 1 
' 

~tr. ~ lc-•Con\1.\CK. Then tb"'ro would be 4 1 r 1 1 ~;\ 
tlon inccunb tliXM

1 
would thero not.! osa rorn.-~rtA.U I Ct\rJ>OtA· 

M.r. MoL&oo. We woufcl ln1;C an additionulanaumul)( SU64 000 OOH 
Mr . . h~NKtNH. I low docs tlat' J:~rcc.ntagc of io<'~ ll 1 

• • 1 rer~reuce t.O tla(l; pn.""t'nt.ll\\! Docs tb~ I)('RlMl or inen IN~ run t u l 

pretty rt'gulo,rly1 h. ~·ua ~ me tJmt. in one of JOur l~~ r,:~r~,~= :: 
tremeudou• JUmp. You get. 8J1 &ddilional taxablf! in~tn, of s.a-6 
000,000 .r"?m tl•• $2a,OOti450,000 poopk. Th•t Sll75,000 uoo .~ ~ 
fl:ftY bag JUmp. I• tlie IM"J'CeDt&f..'t"! ,..te ln.lt- right .. 1"-4!ht do•n cJ., 

M.r. ~lcLtoo. \'ou ranoo&. rompare the ptt'(lfrU•J..,. rh~ fn,n1 
b~~L t~ bracktt, bfrca~ tl1t br&ckeu: do not ban lite Alnr mlf'r. 
Vb k l•~ lbtm; that b 1 the SIJDe IDlOU:Ot or incon-.. a. IM'I,.N'U 
ru eu: _ • ''t1 •rf' n01 unj/onn in siu. One brat let 1~ a r&n$Cfl 

of 515,000, 1ho n•n b~ckot h .. $25,000; tbenu• bra<~rt r. ... ~ 1100 
~ir. Jc~•uxai: Thu aa ••hat. 1 am comi:ng to. ~--or in~u.a.nc:f., Ml~H'n 
~~~ •o&.$2.,.,000, or a m.nge of $16,000, you ha,~, an iO<~ of 

~ir. J,{cLr.oo. That i.t righ•. 
Mr .• h:NKtfl. Tbc na.t,t bracket, $20,000 t.o $.10,0001 11.-ith a apre~tl 

ol $2.S,()()Q, gavce you fUJ mcreaae o( $676,000,000. In pn1]H1ring your 
~edulo, Ill other \\ ordJ, bavo you had in mind nuy IJ'I«inl (H'ft~ntn~ 
or mcrcft.IO? 

Mr. ~ lcJ~r.oo. No, al~. Wo hllvo di11tributod thMc dh·ideod~t on 
tho baut11 ~~ .J11181.. t-XJ)4}J~encc b.ol.wecn the ' •ariouJ b•·•wkc.lt. 1'ht\ 
p~ot I'OOJJ)If.l_O.~ O( dn•Jdentfs \\'Ou)d be the indh•i1lua.J.t '\\JiO wouJd 
f'Ot(!.l \16 tJu.' .4HI~II I O,I11l) flUIOUn.t.s o ( tlividenc:Lt: by A'1l~O or iO('t('Mt't) 
corpomt.c dunnbuuon or eanlU\g$. 

Mr. VtS&ON. In youJ' ~timata. 1 note that. you hl\·e eetirnated 
AJid Wt\1'0 ('()fnpt\UOO to e.scjru•te, for the yeu J0351 and thea alto 8ti: 
mate for 1030, in arrh·in~ at the estimated te\~t:nue ,;tid undtr 1he 
proJ)OGf'd J~"111.('1U . b that rol'tt'!tt! 

.M r. ~I(;L.M>o. \\"e did not f'&limate the amount& of re'enue that 
would ""'"" from lhifl plao lor tJu, <alendar yNr 1~. 

Mr v,,....,, I <tid oot uy thai, Mr. Md.eod. I said or atlruL 
I ~~ant~aa • tJaat io arrh·in.g at lh~ stimattd rt'\ t"AUfi yitld unde-r 
tbq; pro piau yo'a originaJl,r estimated tbtt in~ mrom" ""' r>•" lor 10~, under '"• mung ...... and Wo u .. inc ..... In the 
I 036 incomt~ tax Y'itld 

Mr. M cL•oo 'n••• ia right. 
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R!.VZ.NOB AC"r, 1931 

\lr V1~t'O' ~ov., since Lbat ..-u done, v.ba&. h•,·~ you l!f'llmed 
lr'OJn thf: rttum§ tba\. b&Vf' becm, made (Of the ta.x&bie )'t"llf 193,5 ia 
1"81)te't or lht Trea8ury t6timat~your Htim.ata for that tanblt 
y .. rf 

~lr ~I<Lr.oo We mado our estimatee ol m'·oou• lor tho caloodar 
yHr 193.~, tlto coo!l..,liono ol ,.-hi~ would be reporttd iD M""'h ol lhis 
year; 1nd ('I()IJt'C'UOna to dal.~, dunng Mart!h, abo• that tht Nt.imatea 
~ off ninc-lf'ntht or t l>f'teent. 

\1r V'""'' · Whiob wayf 
~t r. ~1<'14u>D. \V~ arc over nin~Wntba of 1 ptorcent.. 
Mr. VoN.ON. In other words, tho csumal<ll tb•~ you mado lor u •• 

tAl<ablc year 1935 in .... poet ol increased income lAX yicld under the 
I'"""'" I •y•trn> wore approximatel.y nioa-teotb• ol I per coni l001lhan 
tlmt whirh nppo rendy will come mto the 'l'rcMury? 

l\lr. Mcl.<oo. J ••ould preler to say that the IICiual r-ipto were 
niuc--t.enths or t percent over the estimate. 

l\lr. Vo:<sos. Well, that is the..,.. thing. 
Mr. McL..:.oo. Yea, sir. 
Mr. V1N80S. In ot.her words, v.~th tbe reLum8 Lh•'- have come in 

lUlU tho yiold tba~ you DOW havo, you do not have IIJlJ' l<lr U 10 your 
oalimll<'tl lor 1935 having beoo enggeratcd, or too l&llef 

~lr. McLLOD. No; l think not. 
~1r \ ' oxao:<. In other words, they.,...., if IIJlJ'lhiog, co_....aunf 
Mr. McLEOD. That is righ" 
Mr \ ' o:<sos. So th" lts•os;ou just the one tt.xable yeu, 1936, 

for •hith you bavf'i \0 etnimate. 
Mr. Mcl.r.oo. That is right. 
~lr. VowsoN. Mr. McLeOd, you submi~ted to the eubeemmittee • 

memorandum undu the heading "Eat.imat.ed re,•enu• under pro-­
poaal to tax undistributed corporated profito," wbiob, as l ... it 

• giv .. the b.- upon wbieh you make your .. tuna to lor cite additi;..;;J 
yield of rovenue. 1 would like lor JOU to include U~at oatimate in tho 
.....ord it this point, ACd loUowtng it a table •bowing corporate 
slotutory not incomo and dividend distribution running lrom 1923 
U1rough I 036. 

'J'bo On•"'"'"· Withou~ objootion the witnCM will be given per­
llliaion to in~r~ llU...V or the dn.ta suggest.e<l, ond any other data, ond 
to cx~nd his remnrko in any way that be lhutka will bo holplul to the 
conumtlte. 

(Tho alot•mnnt requested is .. loUolft:) 

( 

( 

) ( 

33 

-·---

Mr. D1eN~Y. In your es~im~~ or $2,000,000,000 moro, lor ruu•n•J»Ie, 
frorn tt ecr~au number or 1!1d1y1duals, are you a88urning Llu•t ell oo...., 
porllt.e ennunp would be chstnbutOO! 

Mr. McL•oo. In thRL partioular distribution that .. lruO or 
eourse, we bavc not. bast'(( the eet.i.mat.e made for lbt •ubc:om~lillf!6 
0!1 l~v,eretur. <~ittribution. This is merely LO al1o• tbe rt"ladve 
dialllbu'!"n ol •neon .. . will> increasing. amouoto distributed by 
corpo_raoona. •nd whtre ll would fall, wb1e:h, of ('()uJ'!W!I, la la.rgtlylD 
tbe high ourtax brackfw. 

Mr. McCoo>OAu. That is about IOO.pomonL distribui>OIIf 
~lr McLcoo. That is rigbl. 
Mr. II ILL If you do not. bavt- H)()..perunl. distnbution unc.ltr tbe 

pJa~ propoeed, of t.ht tu on the net. income bufd upon tJJ~ anwuat 
ret&ined, you gf't. a tompar:~bJe amounl bom the rorporatioaT 

Mr. McLcoo. That io ril:bt, approrimat.oly up 1o a eoruin )JOint, 
and beyond tbaL you ~·oulo gel additional a moun to. 
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Th~ C'ttAIIlMA~- Under tbe subcommitt~'t pro~l or l'f'romJu~n ... 
dation. u I untft-nta..od it, a oorporation tao dutnbutfl all or non,. or 
&DJ p.rt of 1to ••~ at ib! option, and lhf tn •• ill be b....t upon 
th• aiu or •h• oarumgs and tho amount or lhf d .. tnbuOon; is lhu 
t"CJfTt'C't• 

M r M d.o:oo That is OOm!CL 

:II r llACIIAICA<R Mr. Chainnan, u I undcrwtood thf PI"OJ!O!Iilion 
at 1 mN'_Lin« of th~ subcommittee, it did no&. make tuar. ddftttoce 
v.h~thrr at WA3 di~tributed or whether it wu not <li.l.ttbuttd, the 
&mouula 'At'I"C prtt·tir.Uv equal. 

Mr MaL~<.:.oo. There ~were slight difTtrrneM for lmaller amount. 
di&tribut(ld thAn it would be for I 8..J1t~r *II!Ount.a, hut tho,v Wflre 
llJ)Jln>xirnatrly the SJUHC. There were somr dJJl'crcnccs. 

~ lr. BACIIAitAt' ll. II would not be a sulut.hnl.iftJ "mount. in dollars! 
Mr. McLEOO. As " rosull or chnnging liiO I'll tO O<>bodulo 00 Lhe 

lllnltlJOr ('Orpon&tions, W6 CStimlltCd ll dNll"eUIC in I'CVtDUe of 
$2o,ooo,ooo. 

Mr. b.&CUAKACH. But if, for inat.aJtoe, inJtMd of dlstributiug to the 
indlviduad, tltey would keep A lArt;'fr proportion in tht' C'Or]>Orttion, 

you "'ould thtn ):Ct mom money intO lhe 'rnoaaut)~f 
:llr. McL.oo. II u~ oorporatio05 rt'lainod, oay, in ox..- of 30 

pt'I"C"f'nt, 1 largu amount of revenut ""ft"OuJd ~ rt!«'H·cd 
~lr. llA<"H.UtACU. A ··~amount for the oo,·fmmrntf 
:llr. McLEOD. That is right_ 
~lr. 8AC:IfARACH .. That is wbatl undC'ra-lOOd 

I ( 

Th• c ..... ,. ... ~. Are tbore any furtbor quNlion• by any m•mbor 
or lltt rommitlft! u not,. CommiA:sionn n ~lv-ering will please .. 
turn to L.he t~lnnd "to &118WU any quMtions thft tommittee may wilh t) ( 
wuk 

STATBJaliT OF Jill. HILVIIIli'G- IIenmecl 

Mr. CKO"'"TIIl.h. ~1r. C.ornmiSttKmer on page, 12 or youratat.emern, 
tbe firwt paragraph, ahcr setting forth 1ho amounto lh•t havo boon 
allowfd tllldl'r thl' p~nL law for dOOuctiona, th~ tti.\Wml'nL clOSf'.!! 

In oth ... r • ·ord'• lhe 11btral pruvition• or lbe law wCi h l'(ltiJ)l"C~ to deduction• 
ror dCJ)teelatlon lll\d dc\)lclim.-.provl•lotiJI whloh would bcr retalhl.od und('r 'h~ 
OOW Jlllr~lrt-tuly IX'I'm t \'(':t.Y subi:&.ILnUal operath~~ f"'OttYt'. (reo from t.asa&Jon. 

1'ho ftUCStiou I wrmt. to taSk you i.a thi!4: They ha.vc ahny1 lK.oe~~ 
conwiderOO very prop~r deductions, havt• th~y not? 

Mr. Jft. J.v~nnw. Oh, ye&.. 
~lr C'uo"'-T'H.tR. Th~n there is no spfiC"ial a.d••nta.ge in tLf' au~ 

lion m. thAt Raragrapb that tbero are •h~ody allowod v~ry .liberol 
dNiuttiOUIII. .Such dMM"tioos ba,~e aJwt.ya ~n t'()n .. rdC'N!d f'llllnfn\ly 
fair t.nd Nltlllablf', havf' tlw~· not? 

~tr II t.L\'l.IU'\:0. \VeU, (t.hink tbey are litH-raJ 
Mr. Clt011'THLK r ... ; l .bould think .... from lh~ ...... m.nt 
!'o..,., I ba,·~ nolany ~t t'riticism to offer of thd reporl. ~ tb•nJ' 

n .. a Pf'("tty fair statcom~nl of th., fatt•. e.'tf'ept. that th& Pre8!<J~L • 
namt •PPf•rt bl're 10 times: "Presid.-nl.'• pro;)()elll", f'Prftldtnl'' 
recommtodation", "~ident.'s proJ>0$'1", ,.thfl ~dent'• •ne~~&,ge."d 
I iUJ>PQ!Oe tbAt io all right, but I would rolhtr hav• ..,.n tho wor 
''adnuni.ttration" used there a good mAny time.. 

J I 

) 

Now lo~ ,.,. ..& you UU.: It - to mo tbio ,. a "•'1 o.aln 
stAtement hfrt~: 

,.,._.Mao bwtot'- or..._ wu.&uw to t.terter. WJ\Ia Lbe la......S .......,._ 
tDenl ., ~ •""1--.. Tbe obj«t ol \be ~ ,.,....ut ........ " 
::'oo': ::S ~..':.M::ftt:';~~ ..,...._ , ... , .aa..u .. 

tfo,.·ovor, io it not a fact that und., what migbo bo well wmod 
''p,..ure nU.M", •e are, in Alf.D.tie, compelling eorporationa todLtlrib­
ut~'t Ia nolo tbat. a fair 1tatemen1o? 

~l r. lf t;t.\ Llu.-.o. \\£111, of course, Mr. Crowtt.~r, th.at. •tettm~uc. 
W~Ul OCC!t\Bionrd to a eert.Qia, extent. bv the eootinuoo att.uk m•do u 
to tho inability to ~roato ..,...rv... -

Somo gontlclllen ftllJlCnred in my office und htlt Wlkirlg to mo about. 
uplowing htH.'k" f('tcrv('". Not baing conv~rMnt. tmd 1~rhap1 I 
ahould bo "itJ, th" term ''J>Io"ing bttck" , 1 tried to brir-g out,-.. 1 
did hero, that in a p(lriod of 3 ye.1n a corporallon oould, "ithout In· 
creWiing tho J>~ut. lft.x, if Uu~y bear their p·roportinno.te put. of tho 
burden, inC:I"N''Sft t.J1eir IW!Gn~ 100 ~"-OOC in ~ period or 3 .YN.r1

1 
that tJ1cy could, uJC:iug their term, by HpJov.;na bac:.k", get. a ''trt 
tubst4mtJal r~ne. Dut10 far u lhtt. tern1 it oonNrnt'ld, •ht.n ••• 
l.&lk about plo~oing ,. .• IAIIk about p)o,..i~ under, oo ftrtiliro tl>e ooil. 

~lr. Cno•-,.ut.M.. Thatls one or ~fr. Wallace•• t.mna. 
~tr. llr.L\ O:RII<O. I did not und.,..IAnd lhe&igni6~of 1hio •-orcl 

tbat thty lu.,pt pul§.i!ing at rne, about. plowi~ -..dl: «rt&ln rtllft"f& 

I am leying 10 briog ou~ the faet that .-ith all lh- liboral proVl· 
lions, ,.ith the pro>ilioo for charging oiT bad debla, , ·hi<h amounto 10 
a tl'eloeOOowt IUJ'R, and tJ:w.n with LM !.-nher pri,;. under thil: aew 
pro-1 ,.. 10 Jllo•inJ back it would amou" 10 alme»t 100 pereeol 
or ineomo in 3 yearo. So I d.; oot- buL wba~ WO do furniob lhfm • 
euahion. h ia not a feAthe-r bf.d, but it is a cushion, and r t.hi"k: a 
very rca&onablo one. 

Mr. 0ROWTJt t;n. or ('(H&niC you have not lJOft.ened a e'-.hic>n ror the 
.inwvidunl atookhoW•ro who f,avo to pay tho 4 Jl"r<ent nonnal 1u. 

Mr. Jft: l.YJDRINO. No. 
~·(r. 01\0WTIU!R, You puc. eome straw in their &e~H. 
Mr. 11 f.LVSHINO, 'l.hat ia the sourco qf the a.dditiQnal rovc;muo. 
Mr. IfiLL, 'J'hoJ)OrL thot i• di.olributod 10 tboolookboldo,.. P•Y> no 

oorpol'ftlio-. lAX, hence th('J'G is no jujustiee in charging the 11-tookholdt-n 
the 4 pcr<'ent. normal ~, because under tbe preeont: law Lho t'Orpora· 
!.ion poyo tho trur in liou or t,ho ll()mlol ""'· but tba amowlt tbat ~ 
10 tho otocknoldor w1dor UU. plan payt no oorporal<! 1.0.<, fO tl•cre If 
no inj~.&~t.i<'e i'l ('barging tbc ttockholders t.be normal .. x on oorporat. 

~~ir.L\'Uuso. Tbo atocltholder i• alTe<tod ll<'t'OrdiQ!l IO Ill• ai,. 
Of the Nminp ht ~inw .. 

Mr. c.o .. ,.II&R Thatdtpend•. l;nderlhe<h~rnolllodaoiOl 
U_p by Congri'Omlan \ 'iMOD, tb .. ruigbt ..-ork OUI, bU! m lM (.,... pl011 
'"" tax ,. ... 10 be patd out or the amount lo ~ ...,, ... I'd. or~ ... 
l.l1at hu bHn rb~od, 1hallks to '"!n:>• mem~ .. o! l~t «?MDUIW 
• 'ho M1' the inequity in that propostuon~ aod oo-: at.." ~·nr to be 
dt!duelod from tlio ohareholdors, and roduco Ill• diAtnbuuon r"" .... 
by that much. 

Mr. llleCoHMACK. BtoriQjl on whaL Dr, Crowlhtr uke:d you, Mr. 
Commissioner, about. tha Ill tutory deductlon!J rrom gt081 1Dtomo., the 

Regraded Unclassified 



36 
pl'MM~ law ia not <hanged in lhu ""Ptd, and tht pi'\Wtn< law ia 
ralhorliberal lD lha~ rtC~t, is i~ notf 

Mr •. lhtLVUISO. I think 1<e ara fair, and e•tn hberal in I he dedue 
lion allowed undor lhe praewl.law. • 

Mr. McCoa,. .. c,.. Have you S6tll lhe ~J>->rt of tho Uaited StAte& 
S~.etl Corporation for the s-1 ytar toding D...,mber 31, 1934? 

Mr. Unvu&so. No·I ba•·e nol.. 
.Mr. McCoRMACK. 1 have it. before me, and i\leho,.-• • ~ iooome 

from op<rotiona of $768,893,126 oporating rho'l(OA, and oo forlh 
$700,982,000 plua, leaving gro"' operating 11roeoodt of $67,9GO,oo0 
plua. Otht-r inoome from otbe:r aoureca, suCh aa rent11l1, and to forth 
amount.in~ to $6,476,000, out. of which tllN't\ am olhC'r C!.hllrgfll of 
12t000,000 lti\Ving $2,570,000, [1lus1 with ft net.. OJ>rrating inoome 
before ¢horgcl for deprooiotion aod wteroo .. , $60,636,000; allowanoet 
ror dcproo.iatiou, depfotioo, and obsoleeeenecf $47,722,177.68 leaving 
a ba.JIUlC!O Of $l3,3141634.29, which bring!!! US to 8 0011 income lt.V&ilable. 
for dividMdl of $1 ,146,708.31. 

L ADl not. saying that. is oot reasonable ami proper, bul. it. indluta~t 
tbu the low ill very Uberol with n!ferMce to otetutory d•ductions from 
grooo inrome when out of a grooo income from oli IICUn!M of S60. 
&36,811.87, tbtre ill a deduction of $47,m,tn.68 for deplttion, dO. 
predation, obeolt«enee wilh other t:b~, eurb u ta.xM, bringing 
the taxable inoome of the rorporatioo w $1,146 708.31. 

Mr. CaoWTBca. I think in connection with the ll'gislation of 1934, 
when we oonwoplaltd making 10me <hang< in the method of figuring 
depreciation the Tftuury DtJMU'llll<'o~ al. tha~ time wid u1 thn we 
need DOL m;ke any ebange in lhelaw, thtL they oou.ld gt~ a vtry appr&­
ciable amount of new revtnue by tighiA!Ding up the rt'gulationa and lhe 
method• or administnlion of the depreciation eection. 

Hu that rarulltd in an inoreaoe of ooDAiderable additional revtnue 
from that oouroeT 

Mr. BCLV&HINO. Yes: it. has, but. iL bae not run to the $86,000,000 
ootimat.od, in the fii'8Lycar. lt WM impoosiblo w got, in tbe fln .. yur, 
aU or tho- various companies and series of compan.iN ftdjustOO on the 
now IIChedulo. 

Mr. CnowT&nm. But the Treasury Dop,.rtment luUI tightened up 
on tho regulAtions and administrt1tion of portions or lhnt. soct.ion na 
rC!ga.n:ls deproeiatiou? 

Mr. Tl•cv•siSO. Yos. You will recall tb•t tho committee wM 
considering &n arbitrary deduction of 25 pertent alter the Bn~ou hod 
oompleltd tbe rt~t~•lor n~n of depreciation M i~ bad been compultd, 
and then laking 75 porunt of that as the proptr depredation. We 
ap.,...eed before the oonunittee, you willroull, &nd ohowed, or <ndeav­
ored to &bow to t.be com.mittf!o6 •·hat. we were doing, to adjUit. th~ 
v&rioua d._ of depreciatioo oeheduiM and tud .. vorNI LO show the 
oommiltee lhe adrn.ini5tnth.-e diffieultiee we would havt'o in arbitrarily 
enforting a horia.ont.al ~utof 2S perctnl. 

'f!le <Oouniu~ ooD!Oilltd t.O le~ uo pi'Cl«fll with our pr<><~Uf!• and 
I lhink !haL hu worked •·ory sstisfaewrily. 1'be fin~ yttr 1L did no• 
oome up w "'bat we might have got~n by arbitniily taloing off 
25 ,. ....... 

Mr. CoowTREII. Will iL oome up tbio year, do you think! 
Mr.ll<LVDINO. Yeo;ltbinki~will. 

c 

) { 

) ( 

UQ!OJB; AO'r, ltlf S7 

Mr. D11,ar. I• lll&ldng tbHt • , 
"""'" II and 12 of thio •tAt.tm .-IJOno, ,,Jr Llrl<enlll, .., ,.,_ b' tot, 1L .... DOL U.. n......--· t ' i'-&o OpeD Up UU. IU J&C'l wilb A tif!W to e:b&nftrur .L~'-".-.liWJJI{: n I ,_ 
l.ioo and the obool-.- .Uo ... ...., .... :tr-" u"' me Iod or drpJ.. 
~lr. ll.c~' K.&ISO, No; ..-h.atl..-.&tnd~~ . d Co 

wao .11)'-. "' ohow very rlearty this oonotan~o 0
' •• og~,.,:r 

pr'Ol'lDOD, tbat. corpor~tioDJ could n t. ba • l'O a t we pro 
propor ourplut, exploiniog the dedu:tio '~,P'"~' ._,.,. and ~~coroee be.rore "'e JOI. uouDd lo the oet.io(O t! b., .• (rom lheir 
t'lther mtoined or diolribuwd. me "' .,.. 11 lJ to be 

~ir. Dtlr-tt:r. Your idea is to leave it u it. iaT 
~1r. lh~Lvr.ntNO. Yea; wo .,.,·ouJd not. want. to d • th~tt. J)"rueu.lar J)haae. Thru-a ma , be som . . tee •:~ a&ll(Ct ~ 

tJlo gcno.r•l l)rinci1)1o. J 8 Ullllor adJU"tment. m 
.Mr. Cooa•Jm, Mr. Oom.tniS$iOnc.r is thit r . J>hi.losop~lY UJJOil which Lhi.J is ba~, a.od the :n!!!!"emen~t.of t 

ace~lllJ)lasJlad by d1o prorKHJed plan, LhM eorporatio-DI =~'& td th~ bu~aocet. Alt thoy see proper, ha.,-e surplusee aod J.C:vn uc~ lhet~ bwunOM Judgment.. may dietate to them, and that the atat:to AI 
net mcome or \he earnmgs and P.rofita darived from that. bu:Jln ry 
ob~ul1 d P

1
- throush the~ mill, hke the oe~ io®me of the rott of :r 

~" r. llcLVZMINO. That 15 the purpose · yts. 
~ir. KNUTSON •. Mr. Commistooer, ~bat other eou.nt.ritw UM thil 

mel~ or ~·uon a\ tM pl'8ellt time or bave uad i\? IIIVIJ'OU 
a.ny 1nlormatton •~nc: tha'" line? ' 

l\lr. HJ<LVORtNO. I ht•e no inlonnation on that Co~ 
Mr. K '""'''"'· MJ information is that it bu ~ u.ect in Norw and ~mnark. and 11 noL ..-orting , . .., oatiofarwrily, in that it., 

operat.Jni: agaan.st ama.U corpontio.ns1 a number of wh\c:b ba' o bern 
"'.'mptU«l LO 110 oul. of bUSUI<l!i dunng the dep.-ioo t-uoe tho 
d1d not hM·e lhe ~rvoo lo !'"ITY them thro"l!b, ou<h u tho bi 

1 

~r~rat.tona had. 0~ oourae, af thn is the. case. m tl1o nN:t depJ.:, 
~ thia law •.houlrl RO,Into tlreetf it would wipe out. tbe 1mall corpora. 
taon& 1md g.vo the ~·g OOIJ)OI"fttio05 an abtoluto monOJ)()Iy. 

Mr. ll £LV&fUNO. rluu. sa what I was trying W Al.•ow that. " -ilh the!tt!l 
allowanct~~ ror delm:~iation, depletion, obsolcsoonc;e tu~d bad df!bll 
wo lnko (l-IU'(! or l U!-nl up to t1 certrlin point, IUacJ Lh~u going OOyontf 
that., wo allow them further by this plan, iC lt. t.hould be adopt.ed And 
~~ctcd, lO be in a t:ituAtioo wWch would ~il low them to t~ccumtda~ 
w 3 yean nt lc~Ltt. 00 percent of tbe $urplus wit.houL p•ying nny more 
taxes than now, or by p .. .ying mom than tbey do now goio1 to tlle 
next. bracket, of 40 J)Ctetnt.tn tl1e large corporations and O.~e 11ni.ll one. 
tbcy could creatt 1n a Uttle o,·er 2: yean~ eamiop a hundl't'd pttttn~ 
re&Pn·e .. MY ront!'ntion i:s tbaL you •·ould noL unduly dt.mJ) dOYfD on a 
corpora bon, coMadtmg tbe dC!ductions I have meooontd, a.nd givinc 
them lhe pn,iltte~ of paying 1.-r tues than no•, and c18lilll 100 
perce.o~ .rNtTVet 1n 3 yeara; a.nd 1 •m ron\"ioced that • a fa.i.r 
propouuon 

~'tr· KNY'T'ltOW. lla\:e yo.u any information aa lO the totAl rt!llt.r"\"• 
earned .bY all C'<)rporauo"" •• tht Unil.ed StAt<~ at tho beginning of the 
dop.-ooT 

}.{r. Uxa.vt .. llt.NO. I ha\'"e not tJ,e 6~ my&elf. 
Mr. KNII'I'ION. If wo oould ba•·e the inlorD!lltion at tbia lime, I 

would like 10 know wba~ tbu wlal is, ond for m,...U 1 would !.ike 10 
know bow hC!&\•ily they have been drawn upoo4 
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His my informAUon, in eonnec:t.ion with the htmber ioduat.ry, &h.u 

th~~n> are .., ...... 1 big ooucems tha~ have gontl in10 roeei v~robip durinc 
this dep.....,ion bctau.., they bad iMuffieient l'<l8<\rVe& ~ t..,.,.,Y tht!l'l 
through, aud T preounoo thot i• true of oth~r oor1>0r•tioos. We would 
not want ~ •rut< • oundition that would l'lltlult in general bo>nk­
ruptey in the Unil<'d SlAtes. 

Mr. H.tu.. WiU the gontlMWJ yieldT 
~fr. K:-101'80-~. Y8. 
Mr. H.tu.. T.,_ wue oonditiooo undtr tho lax Ia,... .. tbty now 

exist. Tbe propoaed law does not mal<• it lliiYDlOI'6 diffi~t lor t"­
eoncems to build up f'C!M.n'ee, at. the .. mo eost.in eorponu.& \a-'M, than 
under tho p.--nt o.)i!U>m. 

Undu tbe pro1~ plan bare, if a torporaticm i!; onrort.unatt 
('nougb to htl\YO LOgo i.nLO ruco.ivc:rship, it. v.ou1d be an ouy probiNn 
lor lbem by putting them on a straight 16-pcnWI~ baoiil <ltoi-lng tloo 
time ol the rooeivotallip, o~d· not put & !<IX UIIOil what<>ver ill undi.o­
tribul<>d. 

Mr. KN1m!ON. In otbtr ,..ords, thiA law would provide lor owdiug 
8onrs"' tho doeta!l<!d. 

Mr. H.tu.. They di•, ~to the ~t.lomu'o otat.emMt, undtr 
tbo old plan. I do not think lbe mortality will be t.DY greew ulldor 
the DOW pJan. 

Mr.Ki!O'I'80lf. Old tho oubeommittoolook into tbe opemtion of tbill 
plan in the two Sand.i.naviao countrieef 

Mr • .ILL'•· H did not, bu~ 1 think i~ would I><! very enlighwning ~ 
the eommitteo iJ tho gentlell'um from Minn...,to would ~~ ou~ in 
bill remarks wh•t th!MMI plnno oro, in compnriaon witb tho plan we aro 
propoeing hero{ and whether or nol No"''aJ ond Denmr.rk are oou· 
tlntiing their p lDI.t if tho.r bave bad tbe diMatrous rooulfB which tho 
gentleman from ~llliMIOia indicates. 

Mr. K.'Rm!Olf. I lD> ~for infonnation. 
Mr. Hu.1.. We did no~ consider tbooo plaot and I porooo.tl1 did 

not know they bad aQ,Y ouch plans. I do no' bow how they would 
oomr.are with thit r,roposltion. 

T 1e CnAmMAN, s there a.nyt.,i.ng in this IU1)poti.tion that. would 
prevent those corvorntions which did not. now ha.ve teMOntable re. 
ecrves [rom build ina up reBSOnablo resorvce wltl1ou&. payinsc unr"-ldOl\• 
oble t.axeo. 

Mr. H"LV&no~n. Mr. Chairmon, on tho b<lttom or page·~ or tllio 
atatf'anent.. you ._.iU note tbat it. is stAted tba&. a small corporation would 
pay a lax of 7)! pe~nl O( itt; adjUII<>d Dtt inoome, if it retained for 
mrplt~ 30 pereenL or i&a a~ljusted net in.c~me, and its ta..<t ,.te would 
be only 13 per«nl il it "'tainod lor surplu • .., IUilOUnt e<Jual to 40 
pe.rc.ent of il.s lldju..-tf!tl nat. income, ami it. w·ould be t&.'"ed Ice& Lhan 
tbc present. La.'". 

l\lr. R•r.n. I """t to submit to Mr. Hill, in regord to Norw•yf 
U!AI. as T untl~n\tnnd Lba J)lftnJ over 8 period or a ycnn~ Lboy hAYO hM 
"' ilh tho t.ax • vooy libornl provision lor doplotion and obtiOI...,onre, 
1.nd their tax hit run quhe high on lite uucHvidOO profits, lind llu~y 
bave .been reduC':ing iL, 1Ud Ui&re i'J grea11 pteMUte OD f.he piU't. or bu ..... 
nea tntereit.l to ftduoe it. furthet- i)e.(":aute it. ia bringin;; about. a n~w 
utensioo.of buainNe I ll\lgltet.tbat. for your infonnatioo. 

Mr H.tu.. Do. lbe gontltnwl know wloat tMir rates ..-or6T 
Mr. R &r.n. Y ee. I know they started an>und 10 peremt, and then 

lhoy gradu.Uy had to lower them. 

( 
Ut'D'UJt AC!', ltU 

• 

) 

J ( 
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:!\lr. lln•••"o. I oould not ans•-er lhaL qu .. tion . 
\lr. ll.r8AIUCU. You I'OU§L have the figureo for 1V32 ond 11133. 

Tla• 1'T8oury OfporlmenL must b& afraid ol th- ~.,_ 
Mr. lh:LY&RINO. I ba•• not the one• ficurN. \\ • oould poaoibly 

aupply th•ro 
:O.lr. O•cn•IUCH. I wish you would supply them, b&ra\1141 it Ia my 

imp........, you would find iL ""uld not brin& in aa much u under the 
p,.....nt law. . . . 

Mr. Woooaurr. All dunng the heanogs wWch have been Mid in 
exeeutive o....Uoo by tho ouboommitteo my mind hAO cont.taully gone 
batk 10 cert<lin st.a!A>ment.o that have been ialluod !roan time to time 
by the PrC'8idcnt ol tile Unitod States, in which he called aUMt.lou to 
t.fie\ lace. 1I1BL invest.menhl made in tn."C-excmpt accuriti011 by very 
weulthy [H'Oplo have rcoultod in their eoe<~t>ing t&.ution . You .._u 
IJuM~C ltHI<'tnt'nt.AT 

Mr. JJ.;a~\'JUUNO. Yt'$. 
Mr. Wooouurr . I thlnk the publicity t~1at. bna bl'Cll given out. in 

~ard to thi• bill bu had as its purpose, at.leut. in part., oonviocing 
ll•• poopleol the Unilod Stales thH tlaio Wft5 o.n ottempt 10 eompcltbe 
••althy pooplo ol llle Unitod States 10 pay a lorgtr obaro or tho tuN 
than tlacy ba'. l>•id in tho post. Is that one or ll•• purpooeo or 
having thio bill Wore uo at this time! 

Mr. lh;~.•'KJUJ<O. I think that will b& lbo ,...ult. 
Mr. Woooa~"· That io en4tly "'bat baa b&en gi<en to tl1o 

eountl')·, and I am ,.·ondering if that is oorroot., b&ea- of tho ..... ulu 
of an in,~tstiption of the realth·e ineome. from innelmtnll 1n pu.rel,y 
wtahh-produdng enterprises, lbe inrome of whieh ia taxable, and 
invf!ltmtn~ in ta.'..exempt securities. J am wondf'ring if that. is 
trut. 

1 havo btloro me aome ligureo I have preparod !rom lhill urd 
ilou"'l by l'r•ulicc-llaU, lne. I take it you are lamiliar with tbal. 

Mr. lh.Lv.,RJNO. I b"'''e seen it. 
Mr. Wooonurr. 1 assume the 6gurerl are aubeumtially eorrec.L-. 
M r ll oL'' tJUNO. 1 think oo. 
Mr. WoooRul"r. 'rhey disclose that. A aum or money invoAtad in 

J)roducdvc enlerP,riSOtt that. "'ould produc.c. n tAxftblc ineomo of 
S260,000 A year, 1f tha.t.. income were lO be taxod, tho amount or tho 
.... · ·ould be $128 294, leaving • net income or $121,706 on that 
invt"Alll\('ll\. j tbat. tho same sum of money inv01tOO in tax...cxempt 
"""uriti.,. at 3)j Jlercent.-1 figured tbio other oum heM on tbo booio 
of 0 JM"rNnt- that the same awn of money invested in tax~.xt'lnpt. 
... unti,. at 3), pe~nt .,.ould ••• thot&xpaycr $143,802, aod provide 
lor him an indu<fmeot or $22,186 per year 10 go b .. k and lake tho 
mon~J. out of produetiYt rnterpF'I!e and put it. into t . .a.."C..ext~np&. 
~t~ru n IM'e. 
'"'- flj<U,.... .U... obow lh&t on a sum inveoLed that would produ"" 

SM)O,OOO a year, tuable, the income tax is $304,14•, givtng a net 
mrom• ol Sl95,856 afLtr pa)'ll\ent ol lax... That aame oun• of 
monty in•t~ted in tu..uempt seeurities would Ji•e an inMnttl ~f 
$291,1JM aod provide an induoemontol $95,81010 1nveot his money m 
~u ... ,empt oecurilif'!. And if that oum wore invtwtod that would 
bo $,1,000,000 a year, tuablo, the ta.x would b& $C97,0441 1eavioc.a 
not meomo after ta."C of $320J9&6. U the aamo eum wem tn'f'Mted Ln 

ta"C~Xtrnp~ teaurities it. would reault in an inoomfl of ,683,333 M-nd 

( 

J 

( 
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provide au tndll«<lneot ol 5262,37" d 
They t.alro oo ehoooe on their iov~"':_ '"tb •boolu~ oo nok. 

There are oo baa&rda in co . 'tb 
oumpt .....,ri....._ In ••· •••• ..-.ol ~o "' unolully aeloclod lu· 
' ( WIG- &11 lft\•elt:.meDt rod • 
!ftOOmoo $2,000,000tboind-..,.n•is$III5 •• .P <Kmga taxabl<o 
•nveeunen&. produt\og • \A.Xable • • .~ ln tbttAMolu 
weN in•twted i.nst.Md in tu:--exem~UCGme 0! ~,000,000, illhat. mont~r 
ducement or $1 705 660 1 will pt ooeuntaoa, thoro would be 10 u,. 
point u I hovo fiurr\oot.f workod :r.::;t 0~~ oomplo,. f11u,.. at thia 

l'IIPI,.._ ... _ 
~~l ... \Otd ,., .. 1 ........... Pifmlt N~!_~ '-••• ..... ..... ~cJ:T. .:=r,. ....... 

''\:" ..=.11. 
Iii:::: =~:::-_::::::-·"· --:::::::~:: -........ tUI, ,_ JIQ.M ..... ... IH 

~:: ...... ....... .. .. ... ... --&trr,OOO,OOO. ~·-·· ......... ..... ...... -- ........ l,ti&.OOI ...... a.ua. .. ....... 
~ any one 1magine that tho busin.., people of th' 

~cClD.I t.o.:;nt.iuue to inve11o their rnone_r in p·rodu(th,.. f~= 
1 . Y ""' nc oonatantJ.r !orood into higbor bnd<euT loo'-' .i 

f:..::0'1.':~ ~':!f.!.i:!:.~;:d -:.,~,~!~~"'!" :' it, ~ 
more the poor hno to pa v "" PIJ we 

do~~~fU&LVtM.no. What did you say the a.ntount. ll on a uulboa 

Mr. Woooaurr. 1L is $262,177, a«<!'fiog to "'1 r'i'l,.. 
. Mr.IIELVCRINO. Under thop,_;law auyonehaving thu h 
moome, under thoee condit~ons, would pay'$641,000. ruuC' 

ta!':bic'in:?.~~~~~1~:C:~1)~p~ ~;:t.~uJo, on • million dollant or 
Mr. lltLvgnmo. Tholisabout~hl. 
.Mr. \Vooou9rr. J..ea~·ing & net meornc or $320,050. 1'1uu. same 

sum or monoy mvested m ta.x-exempL securitie. at. 3M~rcen' would 
~\t.l\od~~d•Y•1r S6S3,333,1ea•'iog ""I aaid beloro, an onducemonlfor 

A 10 lVI UA to put. that money i.nt.o t.llx-exomp~ ~Kuritio.~ ol 
$262,177 peryeor. 

T CADf'Ot. im~in~ any bWJ~ess mAtl being lool.ilh tnough LO J.tUtt hit 
money 10. produel1vo entuprtBe8 u long as Lhat. avenue ol eeeape ia 
open to hun • 

~lr. IIELVI:RJNO. Tha same avenue i5 open right. now. 
~lr. Wooooorr. I undmtand tho same avenllf! is OP<'" ri;ln now 

and I mil;bt AI'/ that lw along tim& thoro ha~o b&en IWI<lluti.,.. w....: 
Coocr- loo~ 10 the aubmi!oion to 1M s ..... or a oonotltutional 
amendment wbicb •..U <1..., that neoue o( OO<Alpe provided tho 
Stat .. could ovtr be brought to 1M •II"' ol mind that they would 
app_ro,·e IU<'-h a rorul.ilutiona.l amend:ment. 

Now, Mr ConuniMiontr, it is generally bolioved by tho people 
!-hrougbout tl1o ~lry that ..U ol tho tu-u•mpt oecuritiN are 
!*'Ued by the Uruted StaiN Government. 01 eouroo, we know that 
lA not. lrue, llld that. i&. is far from the truth. 
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Mr. l~oooourr I thillk that ..-ould be ••rr •oligb~ . 
Now, JUs&. bfl,.N'n you and me-the,..., is oobody t!H: in OD lh• 

ha,·e you any ldta, dOttp down in your b~&rt. that rou ll'C!IIOinc to be 
able 10 put your haodl into \h6 poek•o.s Ol ' '- nrn mM ..-born JOU 
..... ao<kin2 10 I'OII<h through the R14thods that you .... now v-nll .. ! 
Do J'OU d\lok that you ~ goinJ; W be. any more •uoefMfu.l in that sn 
the fulult\ tban you ha,•e been m the pa,.t, in view of thit 1\'tnuf'l ol 
oecape tbi\L it or)(ln t.o them at all times! 

1-tr. Ht!L.Vt:IUNO. l...ct.mt'l answtr that first by !lAying lh•t •'ht"M\'Pr 
thcro i!ll fl. ((f'CAL dC'ntlnd ror any l>articuJar 8t'CU.rity- and if th('IG 11100 
wero going OUt o( l)roduction busines& to l)uy tbMO JIN;uriliOS, i.mm~ 
diA~ the rMet on "II su(:h &C<l-urhies would go down. 

Mr. WOOJH&UPr. You would not suggOS:t~ would yOll 
M_r. JlcLvtnasa. lm~ln, M the dfmand mon!Mell, tlu'l NHet C\11 the 

eoouritic11 would go down . 
Mr. Wooruw'"· Thllt. ilf uucluestionably true, but. in vie'A• ol the 

figuret~ thAt l have thN to you, do you not beliA:we lbat. thtty tould 
pay an ad vane~ price ror the8e securities and tlill mU.c a lot. of nloncy 
each year by putting their investmf'nts into the l&li:.Utmpt. t.IAIIT 

Mr. li£J.VCRINO. Th<n> io a ctrtoin point 10 which lbot ..rould go 
ud thftn iL woukl 1tt.rt lO rtacL the: other w-ay. Them lt no quflltion 
about thai. 

Mr. Ft.ru.• ~t .Mr Chairman, I ..-ould like loo have tM witnf!lllllf 
ana•·u .Mr. \\foodrutra quMlioot which I think is a T"fl'1 bnpon&DL 
qu.Uon, a.od •htrb the ComllllMioDH hN not. •m•«>rtrd : ilia&. is, 
wbethtr or not be hon,..lly thowtbl lbal tW. bill ..-ould bring in the 
~'·enu• ~nlf'mplat«< , or anydiiog like thtm. 
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\tr. T!&LVIWSO. l -.rill .. y thil. 1 think ..-e have a •ondtrful 
olalJ down aL tho Commi<Oionor'o offi.e, and if this bill il .,_t, I 
believe "eonfidentially .. , u Mr. 1\'oodrufT Mid--

Mr. Ols.N&Y. Just. bet.wren you and him. 
Mr. H&o.vou:<o. Yeo; th•• I "ill eollect $591,000,000. 
Mr. CnoWTnr.R. Tho 6rwt. year. 
Mr Wooouur•. IAL mo Mk you this, }\·tr. Comm.iuioncr: Is thero 

anything to prc.vertt. any o£ thf!tW individ~lal&, who _look to lhB Limo 
wtlcn ln the not far di!t.ant.futuro, they will bo com pulled to accept. a 
loL ot' theoe dividends that oro goinJlO be thrown into their lapt, !rom 
10 arranging their in''ctllnU!Dtl u of lbe time when that. ouun, w 
•ape wholly or in part tho p<~nalty thaL you propoee to puL upon 
&htU\ by &his bill! 

In olhu words-
1 

what. ia to pre,·eot. Lheir. ~ their m~ne.y ou&. of 
produdi...-e enterprise t.o tbe extent. that.. 1t w ~ an ordtr to 

this inueuod t.ad -:f: !IELna•"•· W.U, I do not Ltlink the AmericaD people are 10 
eonotltuLod &haL they_ are going, on aeoount of the tax problW>-­

Mr. Woooatrrr. You tfo not. think what., ~1.r. Cororni•i~o~rt 
Mr. H &t.vt:ai:NG. That. tbe Am~ria.an peoplo. a.re eo oooautut.M, on 

a.ccount or the tu problem, tllnt. lhoy tl1'6 gotn.g lO sit. around •ummcr 
"'"'""'• and placcslikolhat. Mr. WoooR\rFF. Lot. me uk you thit, ~tt. Commis&i.oner. Hava 
fOU evu known tho limo when pooplo, eopeciolly tb060 wilb lllf'lle 
lncomcw have not. been oxcoodingly tax conscious? 

Mr. llELna•><n. Morooo perbapt than pooplewitbamallerineomto. 
Mr. Wooo11urr. That il quite generally 110, is it noLT 
~tr. Jl&LVl!JUl<G. y.,.,_ 
Mr. WooosiJn. And i~ is a ptrt .. lly natural thing. lla man hu 

money to inv08t and if by invootin& it in ono partieUiar thing be CAD 
get more mone,Y eaeb y-, or have more left altn &he t.u ptbom' 
hu eaUed on him t.h.aD if be in,·aat«< it. in aomething else, what. is tbe 
naLurol thing lor hiru to dot It iJ juot .. naturol .. anything CAD be, 
.. long tl8 human &<)lfloho- and eoocJ busin..,. judgment remoin "'·hat 
thoy oro. 

Mr. BucK. Will tho gontlemnn yield? 
Mr. Wooontrrr. I yiOld t.o tho gontlnman rrom Cali£omin; bu~ fil'l~ 

you mn.y answer my quosl_ioo, Mr. Commissioner, if you wall. 
i\·tr. Buo~:. U the ConuuiMiontr is not going to answer the qu• 

tion m•y (ask this quNlioof 
~lr. !ll<Lvou:<o. I ju.l wonted to observe, if all big tupay~rc are 

coin& out or productive eotuvri~, eomebody is going c.o come tn and 
.-tabliob tb""" productive onttrpriiN. . Mr. \Voooaurr. Mr. CommiMaonu, that is ool the po:tn&.. The 
point is to ge-t more taxee from tbf'llllfl rich people. Tbal d what the 
people ol the oouotr:r bav& botn led to believe that thd tu bill •ould 
do. That has been tho import.onL thing that hu been put out to tho 
public, t.o ocll them on thil parlicular tax bill. P.....,oolly, I do n~L 
think 11 is going to do anythmg of the kind. l think, .. 1 told you'" ~xoculivo session, that. you IU'O goin& to bo tre:mendou.s.ly diuppointed 
in tho receipts that you got !rom 1 hlt tAX bill. 

Mr. llErNE.UlNO. Only in tho tran.siLion pc.riod rrom UlO oJd eyetem 
LO tho new. 

t () 

( 

ll&'fU11a AOr, I U I f6 
Mr. Wooooun . u you got th 

be during tb& ll'arulitlon pori.!j'Y ylfllat all out of tlili &ax bill it will 
that. Y~u may get. something the :u .... J nobt. gu it. any time. alt.,.,. get~ noth1n~. ll't YMr, UL alter that. you will 

I no•• Y••ld to the g.ntloman lro Cart . ~~r. 0J&N~v. WiJJ the ge.nUemt~omyieldfonua, Mr. Cba.irma..a. 
I he OttAIItMAN. Haa.Llie gmatlemiln finU~.hed? 

qu~[io~~oonnurr. 1 Yleld to 'he gentleman from CaliforniA for a 
'I'IIe CI!ArRMAN, U you have fmMhed • I h . w recogn.1u Mr. Larnneck next wtl ~ t e tntnca, r pronu..ed 
Mr. DliHI.T. ~tr. Chairman · 1 w 

&he oonunitt..e'a proc.dure. t:tay ~oLod 1" mj!• an inquiry abouL 

~~~.:e~~·.:iu~:;:.nriu ... ·~:e to"' ru: ~~.:~ 
,The CttAntMA.'f, We tho'fr',t •e • ·ould . . til wu.h the present. ..-itn- I ·•a• .,. . ruo u:n we bad finilbed • ,,.,, • ~ • 111"•11 to take 'd Lime, we •ul """""'at about 12:30 until 2 'clock ""Y """"' trable 
Mr. BucK. Mr. Collllllisolooor--

0 
• 

t.b~~t~~TRNAN. Hu t.bo gontlom•n rrom Michigan finished wiLb 
~lr. \VooonuPr. r yield lbo floor, Mr Cllainna.n 
rho CIIAIIUCAN. 'rh.e geotle.rnnn W111~L yield t.h • • ooa cl&o. · · . e. watn(llll!f to ao.ruo-
Mr.tim.Woooaun. Mr. Buck hu boon ukio• mo •• )'1._._. , IOil'IO . 0. o - ll:.lU now 10t 

Tbe CHAt&MAN 1 ·-• to · 'I finiobed. · ..,.,_ ~"" " r. Lanuiock afw you bad 

d~~"· May not the gontloman ,;eld to me f0< a q ... tion, Mr. 

Tbo C~4lllliU.'<. When a member J>OLI lhrough wi&h a • b 
caDnot )'l<ld the 8oor LO oo.-ne doe. 1 apood 10 "'~ 1 

IAmnook fil'lt afl<!r Mr. Woodruff. II h& io no~ h•-I~ ~r. 
tho gentleman from California. .., reoogn•ze 

Mr. Bucx .. ThAnk you. 
~1~. Comnuesioner, Ute quNLion~ Uul~ Lho gMtteman from Michigan h: o~ you nn

1
d Lho ~,;tAteano.••~ Lbet. bo hllll mndo ma.y ba\'o 4 firtWl~ 

ft~n~ on tao mo~tcr ~r tho original investmo,oL aL the ,_11omeot.. 
But ll ~~ not a fa.e&. LhAI. Ui t..he even' Lhat. people wbo now have their 
u.o~lCT lnveeted m produetive enterprilet decide t.o get. out betauae 

etr mr:me wouW be l?et~r p~t.ect«< b,r doing u the geatl~a.n hu '"""!' , t!>ey would, ID diojiOlllllj! ol tbw p.-o~ _ .. bavo to pa 
a ca,Htaktai.M l&X wbtcb would more cJan otflel &111 -~ tha&. Lbeyy 
wou d moilcef 

Mr. Wooooun. TM1porarily porbapa. 
~ir. U~L1'UISO. Thd is truO: 
Mr. Woooaurr. How about &hey..,.. foi,Jo,.-ingf 
Mr. Bee&. And thooe wbo would ~u1re !heir proJl<rly .. ould 

T
th......,rw hove t.o pay inoome tax on t11e earnings !rom that propony. 

ha110 all I wan Led to s~ool, M_r. Chainnan. 
Th~ On.rRNAN. Ao<onbng to lbo pioluro Lhal hu OO.n drawn by 

11\Y fncnd,, tho able gcntlcmtul £rom Michignn, thoy could not. dit­
JlO'Hl or tJooor """""'· there would l>o no buyol'l. II everybody want.od 

6.,..0 :II I 

Regraded Unclassified 



10 go ou~ of lhe buoin.,.., wbo ..-oukl take o••r lheir oiO<IIt, lhelr in­
~ere~t iD tiM b-f ADd roo~ !han lhat, il the)• did ilou• ~ Oo•·omrnc~ ......,;lito 'II'Ould ooon bo exhaUIJI<Kl, the,.. would bo oue~ 
a nub !or lhom, lhaL lhe yield ..-oukl boeomo mueb ooual)or. So 1 
eannot - 11111 dan&<r !IOfD thaL Jt micbt ..-ork tho~ wa1 10 a 
limil<Kl d~. !or a Jimil<Kl time, but J aru~ot """ ""1 ltommoo~ 
dange_T of iJJat Mr IJQ.V.Oili'<G. I woWd I!OY, ~lr. CJWrroao, tbat the 'l'rMoury 
Oe·pa,rt.mtm. it v.·iHing to stend on the e&tinlat.M that v.:o h~vegiveo 
you or ll•e produrtiOtl of re,·eou.e. . . . 

1'h• t'II"'"""N. ,\nd Congres& will J>fObabcy bn "' tNilOO, AOd if it 
•bouJd work ouuo tJiga.•U'Ouidy, lbe "'tuntion coo 11000 bo oo,...,too 

Mr. C.:aw"A'THCR. J.. lr. Chbirtnon, lihe a\a.tcnumt. hM been 1nad~ 
l\(!.rc once or ""'ioa--th<' c1utinn.-u\ of the suboommittae aoade it. • 
n1oanNH ogo--lhnl chry tould build up surplu~a~~ nt.. JIO grol\tAr 008~ 
tban Lbay do now - 'l'hat ,W true ut> to a eerta\11 polot. 1 w•nt. to 
Mll lh6 ~ott.cntion of the chnirmi\D of tlte subcommit,t.OO Mr. Hill, 
to I>•IC• 13 of tl•i• •14"""""~ which ""Y~ thal oorporaliooa tfu.• diroelly 
rot.&ln lrom current. reveoue~J more thnn 40 perccoL iu t.ho C6l6 of 
omoJIN <'OJ'IlO"'tiouo, and more than 30 jl<>l'<eD. in tile OMO of lorgt\r 
torJ)Omlion~~, will pay b.igh~r ta...:es \Uldt.r the tubcommiutot'l propolal 
thao <hey paJ under tile p~t law. 1 Yo1Ult<dlbat<leerod up. 

~lr Coo•"" \\'ill the g1llltloman yield t~T 
Mr. Coo......,.••· I will be glad to yi<ld. 
~lr. Coo•••· I-...,.. tbopllernao will admi•ll•at the ioform•• 

lion p,.....nl<'d w lbe 5UbcomDl1Uee at the ~o,..._.,d tl~t~ l""ll..­
!rom :\ow York """ • ..,...,. failhlul aod «>01tant io 1,,. aut~~daooe­
thowM I bal. llO"' on Lhe .,·erage the rorpOtlltion• tlu'Ougbout. the 
oountry ft!latn only about 30 percent. Thai. i8 tt.e J)~nt ae1.ual 
t\~ritnrt' in the oondu('l of the affairs of COf'l)()rations. 

Mr. liiLl •. H rou •·ill allow a rorroction, ~!i t.o 30 IM"I"MM\t.. 
Mr. Coo••&a. &t-•ft&l 23 and 30 1:.ercont. 
M_r. Mc:ConMACE-. Mr. Cbainntln, 1 think that. tho gend.,men 

on both l'idro~ h;we 1>robab~y boon making 6lolenumtA nt.hor th&t\ 
Mkin.g <am·sHons. 1 run inc·luding myscU in t.la-.t. o•t~gory. I tMnk 
we CJ.Iln JCCL 1\loug tnoro quickly if ,~~o nsk flucst.iomt nnd do not. mllke 
ttAlf'mtmt.A "''d apoocl1~. l ";u noc. m1ke any rnotion oow, but 1 inleod lo 1nftkO A rnolion 
later H fncmbert of th& conunittoo continue t.o mllke •t>OOt'hne, Lhat. 
tba~ be t..•onaide-rod ou~ or order. That. 11pplioe w mc:mbert ou both 
Udtll, including .u•yse.U. We are hera to Mk wil1\C!Me8 ctue~t.,ons. 

Mr. Woou110',., Willlhe geotloruao yi<ldT 
~1r. McCoa» AOl<. 1 •m through. 
Mr. Caow-ru&a. Mr. Chainrum, ir thatt is directed a&. me-
Mr. McCoaw••• · No; i1 ia oot. Tho gentleman t. .. a pill1 

co.-ioG<e. I Mid tl•aL it aJlplies to all. 
Mr. O.OWTIIU. ln all f~. I do DOt know ol anyone ... bo 

o«eodo 10 • P"l« d~ iD mUiog .~ .. tllaD mr good friood 
I rem l11Moadl1110Uo, aod th<y ~ •orr able ·~•· II• ,w .. able 
·~ Tloey .,.. 'i'UY oonrincing. 

Mr. M<:Co•""""· I uy to make my o.,...-bM oo tlte Roor. 
. .M.r (..."fto• ..,.tn;Jt. And I am sure that. he would not deny lJ16 pn,·· 
iJege LO 1100\I"OD«l else. 

( 

) ( 

-XVII ACI', lllf 4'1 
~tr Mc()oM,...c• Tho ~nU...ao . 

u)
mJ ,..marka .,.,,h o ota .. 1nent tbn ~~~ mo I P"'ll<'od 
u, aod <ho gentleman;. ~ ap,_.. to oobnd•• 111 pan 

wananLe<J by tbe (~t&. p C 1 or a gu.iJL.1 t'OCWIINI~ tL.• tf:.. 
M r. R no 1\ ill 11., 1:"1 tl..m . 
Mr. McCo•»•~• I..., ~T 
lllr. (',o......,,. llanngmadohit 
TI:w ('HAnuu.~ Aft~ there an~·~~· ~gentle-man• through. 
Mr. Btw.... ~lr Coanrumon aJ: "'que8ltOnef 

lt:IDI)h~l: lu~n-.· Thac tt theerC.:Sti~e:Urre, 1$.51»1,000,000 hu l~n 
n>t'll t ,._ llfl~ t>hul, 0 'II" 'UIL MOU)d bf Ml'('l\'fod 

_.~{r. )] I;LYI.IUHO, ,\ twn:hng to tho n11t.~o. rates ~t.(!tr(l by 1 h~ lubcom-
A'lr. ll u.t.. IJot-. chltLUtkolnto 

tho fl iR,n IJitoultl go into C'ffoot. ro:ili"ft tlto omoun&. or mouey, ftfler 
I.K' rt..'CQt\•od f•·om the capita.l•~k anl trst taxable ytar, thn~ would 
Jlkt' $8(),nOQJ00() Or $8.3 000 ()()01 CXC(l81ooJ)MfiL8 lU, o( KllllcthiU(; 

Mr. 1-l t:L"f:'IUNU. NO ' . 
Mr. I hLL. So lh•• ti,.t would bo addod 

leas&. (or the fin&. tax:ablt~> Vt>llr? to lb., S$1)1,000,0()(), "' 
M r. llt;.t.\·~tuKo \'«"1 w 

Mr. RILL Tbe.i m ~nunendatio report' • ta.x it I"MMmm.ended on fore. n no. 6 or. the aubc-omnllttee'a 
~~ ~-·•· W bo witbboW "soun:e..I(Jl I:'f"~j••· •• • ftu rate of 
wat lbat ~ouJd Ji•ld about $25 000 000 tb '

1•1
t •u MUmal<'d 

from fOI"f''P eorporationa; iJ tbu ~n:;re a.o .. e are now pttlnr 
.Mr. II nva;tuso. A lbttl of about $2.$ 000 000 \'-about. $3,000,000. , ' · t f oo• oofiHL 
Mr. lhLL. llo" muebf 
Mr. I.I>:LVIRINO. About $3 000 000 
Mr. Jltt.L. There "'·ould ~ ft t -i~ oL I bo llletef &--t UJCD, 0 .. Ul S2"l,OOO,OOO 

.. M..r. ll&LVCIUNO. That. incom t.b.a • r . incl\1d~ in tho $7 200 000 000 t!'tim ~~~ .° CorNgn OOI'J)()rallunt, it 
ror tha yetu 11)30.' ' ' 1 a 1-"- mooma or •LI eorpomtiont, 

M r . .ll ILL. llow did you get it · 1 lh 'h • tcnM>loliun under lhe orighutl rro~lf ero, w en 1&. Wll not in C!Oft• 

1'• JJ l;t.VIDUINO. T htlt La nl oorponuio • . ~tales, n J. underttood (rom Mr McLeod
011

• 
0 Iid1

Uitg m. tho United 
liOn&, W geL t Ia~ tot.al neL income: ' lDC u ot (on•lgn t•orpor.,_ 

~lr. liiLL. Out. in mAking thai. lim . . lion that. you were gettiJ\g about. S3 eiOOO 0::, JOd took an•o COIW!oidtta.-
~t!c~'000,000 rigbl along io that 'esilinate 'fb .. [~~r.~:::t r~h! 

Til<! point that 1 am ., __ · lha b · . 
withbolilinc it a&. lhe 10-::a~'d '· Y tnc~ Lb• rat. and 
probably gain about $23,~! gewng all <M tax"" u would 
~· HcLVI.&lSO. Over our prt'Mn&. oallectiont• y~ .Nr 

~n~'ft.a.MAs. A.f"C'l th~re AnY (urther q~Uons o( tbt CoO).. 

.,!l~:[I.~Lv00u..•o.1 Sow• member ol lbo commiLIH a le• ml.outAII 
-.ov ..,. .... 0 U< I 10 preoent eotim&t... T • uJd hk · st.at.tm~nt, ir the committee desirM.. The :ill . e to pu&. tn • 
•ith tbe Mlimatotfor tl1e fiticel year up t.o and ~:cl~d'in~ M~~r"JO~ 
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Tho Cuta>U..~- Wilhout ob)Ktion, 1M data will bt ....-Wid to 
tho .....,r<l at thio point. • 

(Th6 ot.awn<nt rei~ to,. u !olio..-.:) 

R««<pt...fr•• tlitOIIIIW: C.UU 

I.AIIIOQIIU I• ...._._,~Will 

Act.-lt'flliiiPII 
a.d .. l:eiJ l~-:-~= ~-:..~tMI~..= 
~·;. Jlalt.'· 111111 Ul~b,.... " a: lwt UINQI' ..... 

,:'Uw~ - :Ll;,~ - to fl/l, tl. - - - - -... ...... -· .... ILl u .. 
-

Mr. C•owTJL&Jl. ~lr. Cbainnan, o~ more queolion; L lhink I will 
withdraw it., M.r. Chairman, bocaUK it. -.-ould be a s:Lakm~nt.. 

Tho Cn.UH.MAN'. ~lr. CommisaiOI\t'r, if tber-6 are DO further QUM· 
tions~ we thank you and Mr. Mel...ood for your pl'fl80Doo. aod the 
t.a~timony ~ou ht..ve gh•c.n to tho c·onunlt.too. 

Tho Chtl.Lrwould like w Ull\kO thil" ohserv&.tioa. Wo hn.vo f'wi&had 
tho l<'8L.mony o ( tho v.•it..nc88('1& who we.ro on tho culc.nd11.r Cor LOdlly. 
Wa tuwe gotten through e11.rlior Uum wo eont..eroplatOO. 

H thern are t\1\Y witneeso~ oith"-r from Wa.sh.ingto·o or from ouL of 
town _..ho wis-h to be beard, "'ho an) ready to appear today, If tbey 
will eonfer with th& chairman and giv~ tbe.ir nam~ to t.be clerk of 
the tOmmitlee, •·&lhall a.tT1Ulg& • Khedule for this afternoon .. 

Tbe rommittee will now ~ until 2 o'clock. 
(Whereupon, at 12:24, the oonurut~ reoeosed until 2 p. m.) 

•n&lt ftKD& 

1'he oommittee roooovened a1. 2 o'clock p. m., pursU&Dt to the 
telcing of 1t reeess. 

'l'ho C••m>L\.N. Tho oommitt.oo will bo in order. ~l'ho first. witnosa on our en.1(!ndllr this arterooon is Mr. }\1. L. Said· 
•nan rep....,nting lbo Now York Go•rd or Trndo. 

~i'r. HILL. ~ir. Chainnnn, Mr. Seidman and tho next t.wo wl~ 
net&M

1 
~{r. Weston and ~1r. &nnet, ea.cb1 I think hA8 indicat.W e:_hat 

bo wiU need about 16 m.inut... There[ore, I sugg .. t thai tho bme 
ol oach gtnll..,..., bo fwd at 16 minutiiO. 

Tht~ Ca.t.uuu ... 'f. \Vitboul. objection, it. ia 50 orde.red. 
Tho Chair would like to make this oboervation at this point· 

I have no•..,.., 1M pepera, but I undent.and that aome article ap.-ra 
in thl'l ~ptn to the t.B'ee&. lhat. •·o am not. proceeding &COOrdiDg lO 
the P~'iou eus&.om, or undu our previous rules 1rith l'ftp&t:1. to the 
time allotlod wilD....,., making up tho calendar, ROd oo Corth. Tho 
cltrk baearrans:ed for the time of tho witne&SC~) aud that. ia a f'MpGr\ll• 
bilitythat the Chainnen bM nover Mtumod. Tho timebuba«!.n e.arood 
upon, as has alw•ye been dono, by conBCDt. of tho oornmitt..oo. If any 
other lmpro66ion has gono out, T would liko to conlro.diot it . 

Mr. &idman, you Will stole your nruno !Lild lbo capacity in wb.icll 
you appear. 

t 

l 

) 
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50 
ol a corpo~uon;. in it& ultimate tlfec<, lh.• incoma oleo ~S todi· 
<tdual oiO<khoWon. Tb~ore. lho I.Onll<>" ol lho lndmdual, u a 
uni\, for aU b~nf!M profi.ts . .. -~the a«naiog l~ him. by virtue at 
direea. owoer4up of a hU81oesJ or wbe-tMr I"M(',h.i~ bun throup a 
pan.nenhip or throutth a corporation is • lU prinnplt,. hkb d lunda~ 
-ntally oouad and baa the unqualified approul ol tba Now Yorlt 
llo&nl ol T~a. 

TM diffindty will• adop~ tudl • plan at. \hi5 J)l.rlit\IIIU' ume­
e1'tn if your tomnlilt.fle w-ere lA) sm.ke iY ~'n p.r't'l&ent JJMiw.ls Lo 
oonlorm "ilh th& Pm&idcnt."a plan, and ic. i.' my ot,ininn, qu•tA\" dl.­
t&n~ from tha rtSidenlil' l)l&n-is that. thfl rhl\ngo iA ~ re~utionary 
cmCI. from our Jl~nt, tu- rnat.hc:l& tlDd th06e n'W"lhod~ 'hali have t~n 
followod h~"' Ul ftlr numy yel.r& pus\. nnd bt'DC6 bAY~ !)Home d041ply 
c:mboddN.I'ln our economi(l1tf8tem. The clumgc o••nnoe 1-My be 
nde<tu~t~lf donlt with il it is t.o be dono hnstlly, ,,. would prabnbly ho 
the cu:o a tnne!t('(l by tho prei;(Ult Congrct'! ln. "n flectinn yMr, W*" 
muillt.> ~ar in mind that. t-he taxing ot co.ry>onlioo JU''()R-. R& iA now 
pro~l, "mold tum 111>"-id<>-down tho ll'Otoblisbod m~thod• ol (>r<>­
ducang OoV"enuucmtl rvvonuo from torpont~ i.neome. 1'hf!J"C would 
lhfrt"rort~ nl'C{!HIArilT have to be. worked out. a wrupletrly naw ~~m 
or income and ll\X tntemlationsbip bet\\H-0 the eorporoti()ft and the 
iodi,·idual 

lo &ti<Ut.ioo, your tommi.t.Ue's recommendAtiona .,.. a.t aerioua 
•an•nee with the Prtoideot'o propoula in that ~- To the 
...,...., thltyour rteollll1Wldatioos oonlemplato t~•~ the corpora· 
tion meroly aa an ~::\: income ddtributioM 1<1 tho a\Oekholdor 
and tloua tui~ the a ldB ODd ootlhe corponttloo on lll<b dis­
uihullono1.1ho 'oquality ol ""' bunlen" 1<1 .. hid, the l'rNidont ,..,.,.. 
., ill be ,. • .,. aorved. Butlhe ~· ex!A'oda t.hd oquality ol ....,... 
lion 1<1 "all oorpo,.ta income wbet.her di&uibutod or wic.bhWI !rom 
dislribuUon.'' lfen i1 where your own rtCOUUJlellda.tion• a.r6 ~oully 
at. ,·arianoa Viitla hia. and 1.he adoptioo or your propoeab wouW, we 
bolie•o, ,..ult in ~"' inoquality of impoooing t.ho lU burden. 

Pomgroph X:VrT ol your rocommeudatlona reodo 110 lollowo: 
I\. I• 11!00mmended tha~o oo osen~pUon rroco t.a.x ou •he Aaneholdt!r bt Ji'·on t.o 

<Uvkt~ndl doe.IArod out. of ounilijCII and pro8t. ol• ytar tn whtcb t.he ~:orporr.lloo 
bu bee!\ 1\thl~c\ to Laxat-ion uru!er tba oovt plan ree(l.nuuand.d ullckl' reeonune:n· 
daUOrl no. I r. 

'l~ hi11 metms that retAined oorporn.te i.ncome whiC'h und~r tbft pro-­
poo«l rnte achodulo is aubje<tto tax alo a raiA> u hiflb .. 73.Q P<l"''"'~ 
will a(Cain ba subjec.&. to tax when the ~auU1Ung mrot:t.lO, atc.er the 
LAX il paid, ~ ultimately distributed to tbe ahareholdc.re. 'fhat. is a 
t.rtru~nd.ous price tor a bm:iness to pay tor the ri,ght to fttain working 
capital. Tbe tlft'Cti,·e rate, en~n for a $10,000 lncom~, i8 42 ptrnnt. 

l'orti<ular olltntion ehould be call<d to the Ia<~ thot tho propoo<d 
JUTOOb'tmtnl would gi-<e • diitlMt odvantago 1.0 tho p..,.petoUJ, wtll­
fi.nan("ft(l rorporation and its stoc.kbotden. For, tll01'8 corporati~ 
who ha,~t a1rt"tldy a«mnulated a1nplt J"t'M'n"N and -. bo ba,~e l~ 
Df!('flllery 1'80\lrt:ft (':8..0 besl affOrd lO distribute all or tJu•ir f"Um'Rl 
..,in~t~and thus completely -•pe tho undistribuled·pn>OtA I.Jllt. In 
tbeir (".a.t, only tbe stotkholdtn would pay a tax. whtreu in thf, 
tonncor ea&f', both tlte oorpontion and the stoc:k.boldt1"1 would pay, 
and on thft umo income or whfllt is ltft.. ol it. TI1e ditTt.N'nc:!e in oe.l. 
to msult. migb~ io BOrne eases be slAj.'tge:ri.ngly .-gainAt thft amall, 
l)()()rly.finAnC!Nl cnt.e.rpri!.W" o.nd it.e 9t.oekh0lden. • 

( 

J 

Jl ( 
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and pomnlled II•• filing ol eonsolid&lod rolu,. by ai!Uiated com­
pan&• But, .ben our Govem:men&.'a fJSCAI nHdl bfwan to o,~u­
ahadow the el~ment of equity and fairne. io our ~t la•-., Lb. COG· 
oobdalod n!tum wu thrown onrbo&nl. Su<b an i-.uitf may bo 
bearabl• uocltr an ~en~ wbtre a rorporauon • aubJOCI 10 011 
J.OroOJfl ta..'C of from 12'- to 16 pereent as a. now t.be c:aae, but it- will 
ctre..inly bo inwlorable uocler any ou<b P!a" u •ould t.u rtt&inod 
oorponlle ineom-& at. rt.tea nm..nmg up u high u 73 .0 pcrttot.. 

Tbft UJnfl oommcnts rould weU apply to lhe t.realment of capital 
l011e1. At.1u...enL, eapit.AI gains are taxable but. t•pitalloti(W in t-XCflll 
of eueh gaint are limited in doductibilitY. to a $2,000 maximum. When 
a buoin.,.. it w bo !.\xed at anything liko 42K poreen~ ol iUI entire not 
inoomo, including capital g.Uns, the vary leut. LO bo axpootod is that 
tlao ta.x will be imi>otcd on lruo net. incomo aft-N aU lcgit.irnate bus:intw~ 
lo1!188 a_ro dt..oducttod. Otherwise, tho tax is impoeed on Cftl>hAl, not. on 
ineomo, u will bo plainly seen from tho foUov.ring iUuetrftlion: 

I.Alt ua tako an extreme cABO for wnphasi.l. Aalmnc lbat. for lbe 
year l030, lho Jonas Co·rpo·ratlon hu a ne&. oper•tlng ineom~ or 
$102,000, a capital 1011 ol $100,000, and an actual protll or $2,000, 
and that it ;.. owned by individual slO<>kholdera wh- incomo I.U. 
in the hiJd>,.t ourl.t..< bncl<ot. 11• net income lor Federal t.u purpooee 
ia S100,000. For that reuon that it bu mado no aetual profit except 
lor the S2,000, it .U.tribu""' nothing. lL pays a t.u ol s-121600. U it 
bu an accumulated ourpluslrom prior yeam and pays a CliYid<nd in 
later years, tbia 157,600 remaining !rom the 6cc.itioue $100,000 profit 
will be t.uablo w the otoeboldora a~ norn1al and ourt.u rat<e1 oueh lax 
amowuing io. thia C*IW' to St5,4.2S. Thus, oD an aewal net woome or 
$2,000 the corporation and the swckholdora .. -ould bo c:alkd upon to 
1"'1 a tax ol $87,925. There i.t obviouely, .. metbin& ttmbly •TOOg 
about any tax oystem that d;b with su<b fiction in th• impooition 
or tho lax burden. 

~1r. V1N60N. You gave an illust.rac.ion thl'rtl. 
Mr. St:JOWA.N. Yet~J airi this is a oo~!aliou wbielt hu a net> OJ)et­

ating inoomo ol $102,000 and a ca~it.al ''""' ol $100,000. Tbo actual 
pro.fh .. on tbe boob ia S2JOOO. lsa•d tbat, for tu: pu_rpo861, nll it.. can 
deducton oocMntol 1bo $100,000 capit.all088 i.t$2,000; •nd\tboreloro, 
iUitnxablolncomo is $100,000. If I ru:n wrong nbou~ that, would be 
glad to bo oorrooted, lor tho reaoon tlmt it h118 modo no notual JJrofit 
except $2,000, il disl.ributoa noOaing, bub it and iUI etookboldO"'I'"Y • ""'or $87,026 according to the propooed plan. 

Such a syatem must. eventually work ita own deelruction. The 
qui<ker lbab i.t und• .. ~. tho better [or aU concemod. Until this 
condition ~ ren1edied by law, the man of la.rgo inoome la bound lO 
find a haven in l.U..e.UmpL aec;:urities, to the complete detriment. or 
OovertuntD1. revtnue and business en.t.e.rpriM. 

Your eommittee propo&M to repeal &II of Metiooa l02 and 3lH or 
tbo Jg.:Jf ROYeoue Ac~ u ameud.a. Would i~ oo~ ap.-.- ad<isable 
to "'""' oubooclioua (d) of both of tb ... proYioionlf Th- t~b­
-c.iont ci•·• w the •toekholdora ol • corporation a "!.,.., ol bejng 
wed on their p10 rata share of corporate~ meoroe, "u.boul> meting 
it n..,...ry lor the corporation to aetually clial.ribu~ 011<h income 
in eub or oth•rwilf. II the st.ockholdora, in order w .... tho tax 
burden on the corporation and iu order to oonee:-T'·e the corporation'• 
working ea)>ital, .,.. willing to pick up overy dollar ol oorpon~ 

f ) ( 
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incom' in their o~ LU retuma ~d par a LaX on h. at nonr.al ud 
1\l.rlu ::!:J Lhe Gon'!l~MDL ahould h.a,.-e Do eo.mpla.iot t 'nd« 
the pro plan, that,. all tbo GoTernmec~- hope to <CIIO<t • 
tbo .,_ or our more --.. rporatioos who ..., in a -• 

10 

w .U.I.ribute all or thtir curreo~ ioeome and thua alto .... ... 
"!'d~l.ribulod profilt lax ~· tboir ineome. And in ._. wt..!: .h: 
P••kil?g up ol ~rpora~ >oromo. by individual atockbold.,.. ,. not 
Prac~e.JJ would at. not. ~ ~s:rable t.o provide that torporationt 
~tnbuung ~ummt.. eurungw m the form or tcript, ootee, or ot.her 
O!ld~n(:M Of lD~Obtedn.- ~uJd bo doemed under tho Jaw to have 
d'!'lnbutod lbotr oarn.'np, JU•l u elreoli•cly ., if they hod di .. 
lributed I~ o!'fb, pr~..,dmg the •lockholdm currently PA.V their tu 
oo such dlllrtbu~ 10.oomot Thia "•ould at lout gh·6-lo lhtl&llllllltr 
and wea}c'er oor,)C)rllti\'ln t.ho sama chAnce b the mora JH'OII)f.rotlt 
corporabon wou d havo under the proposed law. to minimize t1 tu 
burden. 

Pa.ragrapb XIV of your reoomme.nd"tions eont.~Jni)IAt8 th•l- tho 
present axemJ,tion or pivid~nds from the nonnal tax bo eli.minatfld. 
All accuruul•tod ""'"'"1!1 Ill the bands of corpora1iona today that 
have betn buiJt up ain~ UH3 are in raet "nom1al tax p.id." Suth 
corporatiou have j>Aid the normal t.u on the a«umulated income 
ovtr that. ptriod o time at a rate averagiog puhape 10 J*ft:Dt or 
more. In all la•m•1 therefore, sbould ootau<h ioeome diottibutod 
to the atockbold<r toclay be lreo of ao 1 ... , the 4 pem'ot nonnal tall 
DOW in dfC'JCC.' 

Your .....,mmtoclatione uocler .,..,.agrapba XIX and XX pro•i<M 
lor ce.n.ain eo-called 1•relief'' t.o corporations wbo are not io a politioA 
to d.isl.ribute thtir euniQIIL Sudl "roliel'';, made gmerally w opply 
to corpon\io01 who, havmg net i:no6me fot t.b& cu.ntnl.tMr, cannot 
.U.I.ribu~ tucll inaomo, either beeauoe ol an accumulatod dtfidt I rom 
prior y..,. or beeauae ol eome rontnetual obliptioo to retain 
moome. In aueh eUf!l there is proposed a flat 22){-ptl'Of'o\.. ~. •itb 
lho provieoJ however, that aueh tax is in no eveol. to be greater lhan 
the tax in>poood under tho general provilioM ol the law. 1 -'Ouid like 
to point oul. to you that Lhese 11retief" provi!ions nu•y in m1..ny 
iniJt.allt~ tum out, in raot, to be mea&UJ'CI o£ exln':mO J)(!n&lty. l'•or 
wero sunh oorporlltione rree to distribute their e.arninp 1u\d did 10 
diatd'ibutc, 1\0 t.•uc at 1111 upc)l~ their ear~ would be imJ>OMd hutwi 
ol tho propooed 22)j.poreonb tox. I bolievo that in tbo ..... ~ mujorit,Y 
or cuee real re.Lief to &uch oorporation& can be adminllteed U thttr 
oWcl<holdC'MI wtre pormitlod w picl< up in their pe...,nal retumo thclr 
pro ralll aharo or the corporation's nee. income, w-bethe".r di.nri.buted or 
no&. in the manner T have already suggeated. ln thai. w•y•u~b cor­
porations wnuld receive the ume trM.~n&. as ~hoM moro rortu~&.o 
comparUea who, ~wte or ample • ...-orkmg captt&l, ·~ {~ to d~ 
tribute and do diatribute, tbttr mcome and thUI IDlRin'll&e tbe•r 
undiotril.u~ profi,. taX or """'pe il. entirely. 

~ir. Vu<60H. Relerring w your illustration ol Jo..,. It _co., a cor· 
poration tho• bu a ~~ in"""!'• •! ~102,000 aocl a COipttal Jc. ol 
$100,000- that iJ your tUustzauon, 111t notT 

Mr. S&IDIIA.I< f 01, oir. f '"" 1 Mr. VtN"IfOJf, What. ie yoo idea. about &.be UMlmML v.u 
undent&n.d you to M1 it. wu your Jdta that you ,.-ould be wed on 
tho S102,000 uodor II•• no•• plmf 
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\tr. S&IOM4N No, air. 
~lr. v •• IION What;. you id .. about the LrOat.mon~ ol i~t 
Mr. S&IO>W< Uoder lhe plaa, aod under the law ~"' whid> 

11 not boi"l! eba"llf(l by your plm, tbe t&xable i.Dc:ome ot that -· 
poralion 11 $100,000. 

Mr. V1~eos. It io 1102,000 ....,nlint: to your iUualnllioo. 
Mr. 5&JOW4~ No, air; it is $102,000 ltW $21000, wluc.b d Lht 

rou:imum tba&. the corporation an deduu. from ~~ ne&. intOme .. • 
capital I-. Therefore, ita la<able income i.t $100,000. Alii undu. 
ltAnd your pro~~ plan, this eorporation, ill spite Of tb(l fact tba&. 
it. aetuaUy uuw e on it.l boob, aod in actual fact. from th& businee. 
et.Andpoint-, only $2,000 ol ne&. profit that. year, it mun distribute 
$100,000 io order to""""''" lho undi•tribuWI proliiA tu. Hit do.. 
not. di~Jtributo i t. and in OlY illust.:ra_tion I Aaid ir.. did not distribute 
it. booau"o iL clid not moko mnro tlw.n $2,000- it. llJU.8t. and do(.'fl p~ 
a lax Of $•12,50() Under )'Olll' plnn. 

Mr. Vts8Q)l, 'rhst. •.s whc.ro you ~rc in on·or I r1~u \ ' ('t\' w~ll 
und~nttlnd why )'OU could reacll ~.1.at. con<!lution t.ho.t. tba~ migl1t bt 
Lha ('&~, but [ rerer you to settiOll 19, pAgf' 0 1 oC lh(\ FeJ)OI't. (Jl 

I)AMWfiflh a \\e ltn\ (\ 1-U (!~ample which i~ almo•t. J'OIII' ('i..lo('l J(eacli.ng 
nn• fr01u th• auhoommlu.ec report.--

t:".,. lt oo delleh OW.. lwl.rtWlip may a:il:\. where U.e t.wNd .ury.ll• at U. 
bi&!D•I•& f/1 tbt •uaa• Yte.r t. uot C'OOUII:b to~ a noad4"CCuc1lbM ac-~ 
durt,.. u ... ,.., n. ~ lM aeeumulat.cd (W'fllna and pro4u ., tot. 
~nuloa ollbe 1Mr are SI.OOO, the adjuat.«< ad lftC.'ol)mCI $100,000. but. a a.plt.J 
ott Jo. ot $40.000 bN t.-a ~- ~ Nmhap aod proftta ft'Jf tb(' 7fttaft 
.. 1.7 NOoOOO. mal.IAa U. toW ~tf'd Mnli.np. ud DiotiA MI,OOO Tlwfto. 
I~ wlthoul rtobd', UMo .....,.,. .... 1Dw1 pay W OD 130,000 ·~ 1111. d'et.ribm. 
SIUU,0001 N -..out equal t.o tbe otir. adjUit.«< Ml IDC'Omf. 

nwt il your problem ahrt08l, M«Jll ror an inc.trrhaop or figuJW. 
Mr. Sr.al)MA..'· E.~c:.ept. for a v-ery i:mporLilnt difref'tlnc:.• 
r.rr \"r~&O:\ \\'hat lS the differencet 
Mr. Rl:tOM.AY. Tho diffeNnce is thi~. that thr r••r/)(}nt.lion, in my 

allustrMion, doce hnvo a turpiUA at.. tbo beginnjnr: o tho )el\r larytt 
nnough to ab<.>rb thoL $98.000. 

M r . VaNttON. Now, UJ)()n that point you llf'(l in C'rror whf'n }'OU tliGf 
Ltuu .. "c1 API)ly unde1· tho proposlMI plan a muimum rat~ or 42J4'1>ert.cnt.. 
on thoSIOO,OOO. \\ c would not do tl1ot in Uloe~ to whir h ~·ou rnrf'r, 
bu1 tht'c rt~.tc v.ould be 22" pt'rcent. on SIOO ,OOO, aud tlu1 '$2,000 is 
pA~•iug itl rnt.c in lbe bands or tJu~ inciivicluitl •tll<'k1u_'l1dnn. 
. • ,1r. s~JOWAN: I u.m ''.cry happy to bB enlighttned end I hope tht\t. 
"OOI'fN't; hut m _your aUustrJtaon wo han: nuL litlfhrif'nl IIUrl'lus a.t. 
th.e botr\nni~LIC tf Uu:~ .vea.r ~t v.hith to thlfRO tl1e capital otM, ia 
mtnft lhere •~. That.'• I he diffe:reJ)('e 

Mr. VJ~AON. That l"f!!lft~.~oes not-enter into tlto pieturt or what. we 
ON ~tti .. at. Wo are I • OM<! of that, boca uoe "b<"' tlto capitAl 
b'!'f been U!'J>IIred b • a capitAl laos, you .....Jiy .. ould no' ha' e a dit­
tnbulion Of IDOOUlf, kanoe if YOU had di'l'idenda doflared OUt of Lbo 
1100,000, it "ould f'Nllv be a eapit.al distribution The trc!etmf:nt. 
u:ndM" your alhatntion Of $1001000, wouJd be to ¥1' e a 2"2~ ptrte81t 

'""' Mr :II...Co .... ACK. Dooolhalapply in tb• •- of implll'Od capitalf 
Mr. VrKtoN. That is where you have imptaii'M the t.aplt.al. or 

wlte!f IOmt!.tbi~ bapP,CDed during the year. 1 o thit particular illus-­
tration, you had a capataiiOM thuoccurred duriuJ theyoar. 1 woukl 

f) ( 

t ) ( 

g:;{o;o;_ ~·~the.~"' apply, not oaly ~ oorpontioa.t hanD< a eapolAI 
co unnq u,.,,_, but O'hore lh- O<ellln!d dariou 1M 

that would m.ake IL moquitable to -I• the muimnm Ll 1~ 
utenl. of tJ~ f:&.pi&&llo. iQCUJTed. - ra 10 ~o~~.t!: 
. Mr B•CUAuca R~ oection 19 .. hal d001 tbia --- 1 

uon mean· ' ._.. ... M, •· 

h .. JMORIJIW'«<dcod \b\ tdJd be prorided , the 
haYlllf> an adJ••~ Ml 1~ ror "-lan.ble or ..;:JIIOi.:!.~ whltrh. whll• 
C~UG(DP and profttt a. ollbe clc. of lllw! ~· '"'~.' loNUQitllatH 
lallable dh1•nct. equa.l w the adj'M&ed. oet tz.couw!..., ftoD whitll to dtr.l-nbut. 

If I u~Hicnt~.~_t tlu~ Y>itnMJ rorreet.Jv, tl1ey ...., maid PAY from thU. 
rund •sr~antt "b!ch th!3y th"'b.._. • capita) loa. 

~ f r. ' I''HON. r tml. .. the ~cneral st.a~menl. lA'l ltiCI read II 
lL IJ ~OO«llneudotl thAt. rcllef be pn>\fid<!d for the toOrJ)C)ratlotl •h'ell wl 11 

ha.vhlK Mil Mljuo~tMI u.,t.. lnoonu1 for the taxable }'CAr, latJu •uftl,r&tt1t. ~lnl;ula;.t 
flllnllfl~ Anti t>rollll IWI or the C'IOMI Q( I he IJUa.b"' year fr61n w-h~ll ta dl t.rlbul 
ta.••ble dlvld<'nrl.e, tq\lal to Ulot' ad;J, .. &OO. net lllC'Omt. ' e 

111 cJ1i1 J)&rtieulftr cue, your tapit.a) Joa reduced IJ1e IUllOU'lt Of 
profit. and t~Arninp.. ~at. is oorrect, but it. doe~ not J'Nfu('~ " hat we 
now eaJI ILAt.utory net anoomta.. It f..U. cluriy •itl1in that. llll"Ction 

Mr. Sr:IOMA!t. or oouree_. eve undt'l' your W'l'llion • part of tJJat 
$100,000 would be la<ablo u uodittributod inoomo and tb> hala-.. 
of ;, would be tuabl< at 22!! percent.. 

Mr. \ ' uttox If your capital ...-u $100,000, it. •muld btl subject to 
!~Je 22~•• tax rate. AnythlDj; abo.,.., that •ould PIT lba 
meome-ta.x rae.. 1'1:.e ioOOID&-ta.~ n.le on WKI.ist.ribu1td profiu would 
apply. 

~fr. Sa ox,•~· If J undenuand you:r poi.•11. il is that tina Mrporahoe 
would. pay a "!illi!"WD of. !he 22" percent, or $22~. ll nuld I!"J: 
more1f an,y of ttlmrome aa IUbJeet.lO the rat8 not afTtc.ted br eaptl.AI 
lou. Even at a $22,500 tax you will still have $77,600 ultimattir ia 
the ha'ldt bf tho ltOck.holdera subject to I 79-pereMt lU or tbiA 
SlOO,OOO fietitioua ioeoma that. t.ha eorporatlon n.evu o"ned in the 
flnoL piRc'<l. 

Mr. VtN"OI'f. 'T'IIe very keen wit.JJOSS who sland• tw.rora uJ mu.llt.. 
admiL thnt. tho tax burdot1 under tho Jlmt"'tion thnL he. j;llVO \li'iU bel 
$22~,000 lou tl.w 1 \\ h"t he thought it was when be rnudc In" acutt.e1urn&. 
to tho eommit.tcco.. 

Mr. SgmMAN. I "tlulit "'e are making progreea . 
Mr. llta.a.. I undel"8t.and the witnces to otiject to the fhiHV~ or an 

i_ncome tax on the distribut-ion or the M l run.i.np aft('f they have 
onoe p&ld 1 he C:OI"JJOration tax. 

~1r. SEIDMAN. Ye~, sir. 
Mr. 1-Ju.a.. You hav-e that under the present. .,atem. 
~ir. SEJDWA~ ... \"I understand it, you are now propotal)$t alf"'l.en 

which .. -illbt <quotabl<, or whido tbe Prosidentuid ,..ould bo oqu1Ubl1 
arranged, ao that no profic. will be taxed t-.i~. C'orpont.iou today 
pay 12" Pf""'nL to 16 Pf""'Ot of their ineotn<s. That It pu1'1'11 tbt 
nonnal la<, and lbt buoi,.....,ao bas looked upon that u a tu lor 
doin1: buainc. U 1 corporation. B:fil:u DOW' propoM tO be equitable 
wall buoin,. profiiA and tax tb•m . 1~~1oro, Oll<t' .I be buoio,. 
profl'"""' ta<od a~ !be ralt a~ whieb lbey would bo t~xod •• the banda 
or the ttOdtbOfdfr, A.t. both normal and $UrlU l'llet, that. •houJtl t U 4 

tainly be auffirient You now propose a tax on therorporation at tuth 
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a,.~ u would apply ~ tM individual•~«kholdor uol b<l -nd hio 
tbare or ""' oorporau t>rofit. Why &bon ~&:< the iDdovidual opin 
..-bon I• ,__what'" lel1 allB you bno Oll<'e 0.....0 tile amo 
pro6to ol tb<l oorpo.-.uon at the indiriCiual normal and aurta.< ,..,_, 

Mr. Uru.. I think you ore adding_I<MI muob IA'rntory th•ro. l'ndtr 
ll!e plan propoood by ll!e ouboommo<IA!e, up to • reat<)nahle amouot 
for rNt'rvea, of aay 30 ~to. 'K6 do ~t LaX thtm any more tha.n 
&hey pay now undor the p,..nt oorpo.-.lloo I&X plan. A ror~rauon 
may ....,rding "' the amount that it bold• barl< lmm di•tnbulion, 
reoguia~ lhtt amount. of tax it. may pay ou earniop and profiLe h~ 
one )·eat. 1,here it no d.ilTerenee in principle beb•ew t.uin,g thai. 
which is lO bo distribuhxl under no ciroumst.flll* to tl11~ atockho1dm 
and the piM under whioh ".,.6 llJ"e OIJoOrfttln.g 1\t. the proeont. t.ima. 

Mr. SamnuN, It> is lor that rca~n I wautod ~ .ri'ad w~atl thf! 
Pr(llident~said in Lhtat regard, and wath your pcrrna88aon , I \\"111 "'ad 
ju111 onn sontcn<J.O: 
8h~ •t.ot.kboldtf'l .are the lxnelicW own~n of both d)ttrllllltttl autl wultt­

tribu'-Cd ~rp<lftte tncoroe. the aim. u • mat.ttr of fundanlt'nt.t.l Cktul~y, abould 
bit to AN"k tqu.tlty ol tax burden oo all rorporate lo~me whetbt-r didrtblltffl 
or withbtld lroro the betldldal o--~ 

( tbink ~rhen you tax corporat.e income 1.1 il it. w~re dlttribuled to 
the hw•flcial o,.,.,. at. normal ourta.< rat.N, that. inc-ome abould bo 
<ax lree to th• ll<><khold•r thereafter. 

~lr. lhu. That hu ne.,..r boon tbe P.lan. lt.,. not the plan_ ol 
the Pr8Jdern, nor ant p~~ or the eornnut~ee, •·h!!~ the corpo~tiO~ 
w involv• also the mdandual. or where at &leo an,·olvtw th~ d11tn• 
bulioo ol c-orporauo oorningo. That. h.., nenr boon th• plan, and 
we are not. ad\~ONtiog that.. That d DOl in lhe rt'ICOMmtndation 
made b~ the Otparunut. in that roopeo\. 

~lr. ~tiDMAH. 1 do not. .. -ish to argue tbe poull at. aU. 1 aan heM 
at ..rour m~y. 

Tbe CIIA&RlUN'. We thank you ror your •PI>Uran(lft. 
'l'ho nan witn- it Mr. Melville F. w .. t.on, ol lloawo, M-. 

8TATBKE!IT OF KBLVILLE F. WJSTO!I, RBPBBSB!ITI!IO RAY· 
KO!ID· WIUTOOK:9, INC .. 30 FEDERAL STBJ!BT, BOSTON, XASS. 

'l'he CnAauauN. Mr. Weston. give your nam<', add rOll, and the 
capacity_ i,n which _you appear be.foro Uu~ commitlee. 

Mr. WxaTON. Mr. Chairman, my name is Melville _i+·. W01t.on, ~nd 
1 am a diroct.or or Raymond· Whitcomb, Inc .• A BOMton eorporaliOD 
eo~ in tbe butineu of travel lours and cru.i.ltoe. 

'l'hia busineu is aemispeculative io it.B nature.. ln oiJ1tr words, 
il. hu ptrb&l)l& llUle more tba.o the uonnal ups and do"~• under the 
D\OIJ ra,·orablt oondilions. It il, u buline. in u,is country ~· 
a amall buain-. We may earn or looe $20,000 to $200,000 ID a 
&i"tn '"' ll. is not tbe kind or businea that utua.l~· tomM do" n to 
\\'uluq~n and hoPH to aiTect ~ eouneol legWJtotM)n, and tbt \'tr) 
lac~ \ha&. .... have come here at all is pe.rbapt. tome indiration of the 
aineerity ol our apprel>•Diiona. 

Due to a dovidond poliey in the yoan prc<fl!ing I~ and 1931, 
which .,....., u it turned out, t.oo liberal. "tto cam~ into t.hoee yMrw 
with inadoquate funds to earry ... ~h a poriod or ....... dtp .... • 
lion in our particular line of businCA, aDd wtmt. tlaorou~hly and eom..-

t) 
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plete\J' "~", '"""· anr bat&- "-l point ot rio..-. In <"'dtr to 
IUIY ID ~-. '"' u>ducod onr aedi'!>rs,_apreacl all over tbo ...OOd, 
~ boldine ai>Gut $500,000 ol ,.._,. obligaUooa, to -· aa ioowo ol 
P."O! pn._fe-iTtd a-t~~~ and \0 ~t I!IIIU.e oq aue.xed eonae \'~'1 drutio 
~-lund pro-ona, pro'ndinr &hat tbo fuot S30,000 o1 our UIC'Omo 
tD any y .. r IIIIO<IId be Uetnpl !rom tbo oiJ>ki.oc-lwod ..,...,..11,.. that. ol the nut $70,000 in any Y"" we oboold ... 1 .,.::."10 po,...n~ 
and thatol all tloo u .... abOv• $t00,000 ..-. abould .. ~, a1,..n 40 
peroent. 

Mr. Vu•oo•. I ~ your pardon. WiD you •tote ogain .-bot you 
b<l •• agrood to! 

?<.1.[. \\'r.eTON. $30,000 or our ~eon~ is exempt. from lli:nkirur:·fund 
r&qu~re.f!lCiltl i tho ne~ 170,000 IS aubJ~L to a 20.1>treeJ1t. dN1l1cUoo 
Cor IJUtkin.g-fund raqtum.anonta; &nd after Sl 00,000 hu ~tn rtaclaed 
wo havo coutn\otod to 11et. apart. 40 percent or way cxcHilnoom(l, 

Now, whc.n I compulod wha~ lh1s meant in OOIUH.'oetJon wdth tbo 
fi.gurt'll Lb11.t were gh·<•u out. in the nawspopen, I found that. H we were 
to eet..imat.a an inoomo or $160,000 for a given year our sinking fund 
requiremel'lt.l alone would bo- $34,000 ~nd I 6gurtd what, u a dim lOr 
J would eontider to be tb~ maximum that, u a matter of 10u~ 
bwU.ne., we ought, knowing our haun:t.tl, to distribute i.n di\ idtndt 
iD any yNr, and I rould not &,tu~ that it could I)C*Ibi,Y corn• O'ftr 
-177,000, wWt.b wou.ld leave u:a, (rom the poinL or l'IOW' o( thia law, 
$73,000 of undistributed ineome.. [n other 1r0rdl, ·~ would be aD 
the (fue of 4 0 10 60 _percent retained, unle. tomt tUowan« wt,. 
made lor our liold~ rund. U allo1ra.nt:e wt-n madto Cor our llDkiDC 
lund, we would bo in the elua ol 20 to 30 -trow-!. 

1 thorolo"' loobd into the varioua sa.mg cia.- Yhioh tbo .. m. 
miU.ee'a report eontain, and llou.od tha&. then: -.-t~.te''t'ral analoc• 
to our situation, but. no provision ex:p.resely oo'·erin~e: ua. I found, ror 
example, that. we were prtet:icallv in tbe situation dt'lltri\Mrd in part· 
graph 1 ol orliole XIX, oxc<>pt ihat we had m•l'J!')d our put eam•<l 
dclicit., eo to e~k, in our eapita.l alruc.ture b,v repll("inK it • itb atodc 
iMued to traditora. ( found that. we had, an cll'~t . contracted not 
to uso A l~e J}ftrt. or our income to pay dividendw, wt1kb reeemble. 
articlo XX, but our obligation i.l not put in tl1n.t form eJI>r'Hlly. 
I found tlant. since we wa.rc Louse our sinking hand monnye to repur. 
cile.M and rctira this credit.on1' atock u fast u we could,_ wa were 
close to tl•o analogy or article xvm relating to liquidating dividt.J\dl; 
but. ouee more we were within the spirit rather than tha letter or tbe 
eomm.it~'• recomrnendation. • 

Lilttning to what. wu 1~d to the las\. apeaJter, 1 <':&me \0 •P!)rKI&UI 
that mao;~: or theoe thinp h•••. boon dnwn to uproaa prio<Op ... "!'" 
that -•bly what I am rol"""""! to ,. • problom of draltom~up; 
but I would itill oonaid•r it worth while to appoar ~lore tbo .. 11\mlll<!e 
to make it. app~~nnt bo•• important. to us, and bow unponant &0 m~ 
othor companiN oimilar!yonuoted, l.bat problem ot ~.........tlop If. 
1 may N1' in p..mg, tb.a\. ~ile I .appear ror buL • tiDale tompa.n.y t 
two otbu- compeniea lor whith we~ atCOJDe)'S baYI! ~ lhi'Ough 
-rganiulionlo tb<lt hne -""~~ 111 .. ..-"-'!t. paralltl •tuatoona; 
one oiluation ha.mg draobe oinking-lund PIO"""""'! attaobod ~ an 
iJoue O.f bonda the OW<r company t;>emg about. ~ I~'!' "'?IDe ·~ 
dr&alio obligat.lon. to .._.,. R. F. C. wtlh ,..pool)'>~,.. !t will uae ''" 
income. Pooolbly tb- ..... ""' all governed m prm<ople by lb­
reee"ationa. 
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58 UY&Nl1lS ;.m, 1••• 
!\.,.,,the dif!Ol'OA<e m taX to _us, if by o»S ob&o~ we,..,. noc pro. 

~«t«l on our omlung·fW>d rtqlllftlD•n,., • •ozy I~ i bocauoe Wl• 
•• ollow our buoiu-ju~l u to what,. .• tho'!"' pey out to be 
o•..-nddtn by tho oompoloion of oomeln .. cl! u ~ul•w mocb> tum 
out to~ 1 am ~ery Rre we .. ould not. pay out m dJvtdmdA rnore Ua.n 
the t.lll()u'nl. tha\ I ban rrum:ti.onedt&nd if our \U wtno t.o bt rompu~ 
on the 40 to 60 .,.,...., retained b~ o~ \as nuld J;>e $62,600, ..-hlw. 
•f an allow~ ..-... made for ow ~-fund. roquftmfn,. our las 
v.ouh1 IK'I $2'2,600. In odter wordl, this sangl~ ttem would tnOrfl than 
doubl·' our tax. , 

t\ow thrre lt ft pro\•ision here wbich J lr11J1kly rAJUlot. mt~rt", 
wh_ith :.uke~ the. undi.Jtribut.ed net. income lho adju..ted nat innomc 
minua Jl~t, only uxAb1~ dhridends pe.id but. Alto the lfl..1 i~lf. 1 ha,·o 
no doubt I hilt the Ogurea tba«. llu~v.o given you WOl!ld be euhjoct ~o 
modiflcntion by ~IUiOD of lbat P:J'OVi.Sion.. Just. who.t. tt would mt~;R u~ 
doUftJ"8 ftnd cenu ts more, Crankl;f, tJ1.n r csm t-om put() on tho buas of 
tb"t l'ktl.,ton outlinn or t.he prinetpl()or the lnw : but. the proportion., r 
jud~~, would rtmain snbslalldally unclumgCKI. 

Mr ~l t.{'ont.aACJ:. Mr. \\"'.estoo,you a.rc appeuin.g princ.ipalJy W lhe 
IV~ 'or ltfldnsc inromu~t:ioo, I take it., in 1Uhlillon to gh iog ua ~ho 
bfntfit of your o"n though,.? . . 

~lr Wr.aroN. lie are, lrankly, mr, op.-,d to tb• undorly•nc 
pnnC'1ph of th~ Ia .. , bu&. are tnost vitally concem«< •ith thi. pro~ 
lem-,.h•lhtr, in any low whicl! may t... d~..-n or may be~~ 
ac,ltquat• pro, ilion is made for companies whic~ have been rompeiiM 
iD the t"OU,.. Of lh& p&54 raw yet.nl to comnlll lhtmAt'h~h tO \+ef"/ 
draali<" ainlon.& fund ~Tisio.ns. 

~tr ~fc<'oruuca... Tho company that you repr.e.nt. hu an a,cTM­
mfDt,.·hh "'ftl'OD .. 10 tho ptff...-.d olo<kbold..-. wb..-eby 30 -t 
of tbo "" oanlin!,'S ""' ox<mpt from thollinltiotl fllnd! 

Mr 1\"caroN. Tho finll $30,000. 
Mr. Mt<'ORMACK. 1'h• first sao,ooo. Th•• tho ... t $70,000-­
Mr. \\' ..,,.•"· Tho non &70,000 is oubjoel to 20 I>Or<tnt for tho 

llinkin~ funtl. 
Mr. McCOilMAC• - 20 percent of that? 
Mr. 11'>:~'1'0•- 20 percent of lhat gooo to lbo oinking fund. Thot 

will 00 $1•1.000. 
~1r, ~lf'('OU.\I ACX. 5o 80 percent. O( the $70,000 it CX<'nlJ)t, ADd 

aome.,hl't'O bat\l.ecn 80 and 86 porctot.of Lhl' fin1t. $100,000 til excmpLf 
~ 1 r w EIITON. 'rhnt is right. • 
Mr. Mt"ConaucK. And niter the first $100,000 lL is 40 l'K'.rceot. ID 

urett of tha&.T 
Mr. \I' ~;~TON. YH, sir. So the ne.~~ $1001000 woultl pay $40,000 

to thf ainking fund, or the next. $50,000 wou~d paJ' $20,000. • . 
~lr. Mt<'oaw.-~~:. Tha• would b4' 566,000 or $60,000 c<nnc mto 

lhe oinklDj; fund? 
~tr WUTO.s That. IS right, llit. 
Mr. Mc:Coa!llACIC It. is my undenlaoding that -..o have tha\ per· 

ueularly in mind 10 pn>WI<l•ucb OODinCU; and lbu l>~bly ~uld 
oomo und•r the 22,.Jl"'<"'ftt las. That is ~ understand Ill& of ' '­
~f r. V1,.110.'<. Wboo ..... lbe OODtractfOIA>red intoT 
Mr. \\""~aTON. lo lt31. • 
M r. Me<'on>Uex. Furthmmor<, if you bad tmpoired caP.i~-<>f 

oo"""' I did ltnow ..-ba.l the law in 1\t._cl!,...l"' wu, but It It no• 

( ) 

t) ( 

t) f 

UYI.SU~ ACT, ltlf 6S 

~~~t-~':-'~~;~~t::.~':':':!r"po~-
.. ' · ..-rG"f ott IM, l«hrift.Ds we have no unp6ired hal 

for lho reuon lba~ •• \nwJated our dtb .. miG thit nor ~..,...j 
al«k, and 1n <>rd .. lO tbow on honoot bal.,_ oho.1 P - p b led 
to aU our •e«k, wlu(!h hu oo p.ar "alue..a \"ft'V to• ~.:~u.n u aJ: 
~Lion. We have reall,y got. your fim Ntuai'ioo undtT .,.._.:i•P~I_x 
m our company, but we h~,+~ t.nlnslated it in10 a ronn ~ ., bi~.b .. ou 
mak~ no rnfNrnC'e, "htre at +d a pan. or our capital ~14 rfl l~ 
Of bean~ A bookk~J)mg defiell~ 1 en• 

Mr. IN801f. Don ' t.. you t~tink pl~apb X..X: lllf'f'lt rourtfituatt(inf 
~he.me:ra raet lhftt. you 8mu~. at th~ amomll that mi•-t f:O into lh~ 
tunk.i~g fund lhrnHJ;-h gradueuoo does not teke it. nu1 or Uut1 ,.lAM 
doos •t.? ' 

.Mr. WI~WI'ON. l)IU'1\Ul'ftf)h :\'"X. r~ren~ in il8 e.x"Jlret!t l ~tn~H«l.jte tH llll 
_!'gret.mcnt. not. l<> Pft)' oul. M dn·•deods " etipul1ttd flOrtion of our 
moonH~. 

Mr. VnuwN. That it what. you have don~. 
• l•ilr. WuTON'. 01 ~oui"'K', u ~ ~onsequt:nce of dtlt ._. .. hl\f prom .. ioedl we U.llnot. pay 1L out u div:~dends+ that. is tnu~ 
~ r. Vt."fi50"f. Tbtn, ir your c=ont.ract' rould be 110 ron..•lruttl 11 to 

mt&!lt Ult. dott lrom y~ur ~~tement, that you n.D.I'ot per outthtv 
parbtula.r ptrttn~ m d1ndeuds, bQ.; Hn vou ha\t &OJ doubl 
bu~ what pananph XX .. kh., you! · 
~lr. WatTO~ For one r"MMID, bealu!lt of m1 doubt but wh.at 

P&n&nl>b X \"1 II mij!bt, if •nluJ<od, by impli .. oon 10 abnu~ the 
aame d~; bocau .. ~'*gtoph x,·m r<f<n to. d..t.n ... lor •• , 
pan. of liquidati11J{ chVJdendt, and 80 on. 
~{· VI\:IO"f. \\'htre do sou get a liquidating dh1df'tKI out of your 

Mr. Wr.lf!O~. l~.a\lle ,..;tJ. our sinking f\lnd "e buy lhfl J.l()("k lO 
bo retired . Tf'<'lmitally 1t. is not. a rttiremt.nt or tile" ttork, bull firtt. 
purcha.aing tl10 ltOCk ai1d J,"ttling it into tb('l1'1"61l!Jury and I lito f'.afl • 
ce.ling it. is, ror m0$t prnctieal 1wrpo5e5

1 
the equh·alenL of A rttil't"'nu•nl 

Mr. V1NMOH. JW(oro ¥,OU get. enough money to buy your Jlteft:rrM 
etock-de.uli.ng tolf•ly wtt h tho l'lmount or mooey 1 hnt g01•1t mto your 
sinking (und and £01l{Ctting flDY subsequent.. lmn~~u•tion don't. you 
think J)Antftrtq.th XX I'U(!el8 lhlit llituatibn? And, for the IHII"J~ or 
t.ha racord1 I would like for lhflt. to be included n~ tftitt ~~oint, lxl('ftu~ 
I think it.. "'HI ~ cl~~rifying to olluw who •·Ul foUow _you 

1'he CnA.Ik.W:..\H, Witl1out.objeetion, it. will bf! inC'ImiNI in tbe reeon:l. 
( Parug111pb XX of tit• "'I>Orl is u folloW~:) 

CO!'fTIL\CTI NOT TO PAT OIV'lOf."XDfl 

"l.,s .--nmondod that • eorpontion ..-bicb bu, pnor 10 Janu..,. 
1, 1936, made a bon• fide coatra.ct not to ~:r d.ivideocll, or DOt &o 
pe.y out. u dt\idMdt • IUpulated pon:ioa ol is. N.nuDp a.od prOOg 
for lhe tuable , .. ,,&ball be tuod 22), -ton the part of the 
adjutted net'"""""' .. h..,lt oqua1a tho net ....,;.go and profi"' •bith 
it ,. prohibited by tho ron\nd from llJing for the pay-~ ol di¥1-
denck, and on the rtm.aindtr of the adjus&.ed net i:orome1 if any, lh.U 
be t&xod &I tlto rat .. applieable under tho appropnale_ lcllodule 
applicable to an adjuatt.od oe.t income equal to suc.b renuundu. Jt. 
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thould be prov1decl c.his proviaio~ aball ~ no f~ OPf~~ to •ncreue 
the IAl< tbol ..-ould be payable '"thoultl& appljcaiiOD 

Mr. v11(toN". 1 would like to reed ~• eoup~e of lioM from tbat. if 
!he cwlltman from M...adl-tla will ~t- ,. 

It;. hoadod. "Contracl& no<- 10 paY. dm~ds. . 
••1&. a. recommended tha&. a oorporauon whic.b ~ •• pnor to Janu.,., 

1, tilG, mado a bona 6d~ f'lOnw.raet. no~ C.O fi' dwld.Mds, or DOL t.o 
pay oul u dividendo a supu!Aled portAon o Ita OOJ"tlUIIO and pro61a 
for ct• wc:ablo year'- . 

Nnw ..,re.a;oty you ougb~ 10 fall under ettltot ona or lh~. 
Mr b.cnAMACR- Will tba gentleman from Kentuo)(y ytaldf 
Mr Vu<OON. I yield. . • 
Mr. O.u; nAltACII. With regard to your re(f.}J'('ncc t.o th& J)r"Ovwon 

abou' I>Aying dividendo notlling bM I>O<ln at.atod 10 tlaa alfoat thlll 
tboy b•ve 110~ paid dividond•-

Mr. Vut&ON. No; bu• it. is tt~i.s <lUCS~ioa~ o( luu•iug mado a bona 
fidu oon,r&e' to put. 'he money rnLO ft. aulk1~g. fund. CoruK~(,ucntly, 
thAL irnpli01 to 1118 lhAt. lhero $hall be DO dh·uJenda doo)aret Out or 
&hat. pOt&ion. 1'he LanguAge is: .. 

••Made a bonafide contrac4 • • • no\1 \0 pay ou" M davKiendJ 
a elipulat.«l portion of ila eamings. J.l!d profi'- lor tbo \&Ublo JMr." 

h. juat. ~Htrtl &.0 me thar the pnueaple underly&Jl( paragnph XX, 
wbK"h il to avoid tbe imposition ol th6 maxunum rate Wlaere thtre 
hue been bolla ftde .ontracto made prior lO January 1, I ~~8, and 
whi<b p"'veol &be paymenl of oanuugs and proG-. on dtndtnda, 
OW-'- your aawation. • 

M.r. n.u;aAaACB. I would likfl to ...,,.e the Wlt.DNI 1\al.e dat tht.J 
hove no• paid dtvidMda. Tbal <O\"trS your poull. • 

Mr MciCoiUII•c• - I thi.ok wbeL we are trying to do 11 10 .... •I the 
pntlco.man who is apJ.)Mring as a wito4.'!88 can b&Ye a dNft~ ad~~ to 
wha• t"- gonot~l reoommandali.ons tn!gbl ID""f'· I think \t 11 • 
VN)' importAnt. t)l ·.ID{; for the benefit Of •"llnMI!el hke lh~ lNL WllDe&l, 
wbo had a misundtrst.anding in his mind a.nd lor t.b .. gtnt.lem~n, 
••ho U8C<f tb~ word Happrehensioot" 1.0 .ei,ow thai. he wa~t seeluog 
infonna Lion. 

J1.. seems to mo Mr. Wl'l8t.oo, thaL with rorcronco lO tho amount 
y,•hich you ~uwo t.o' Rt~t M.ido Cor sinking-fund PU!"P.08Cft under contmc~. 
whethl"r it wM 22" pcrccnr. or not, under the 22}S p~roonL roconnnen· 
datioo the halnnco would be aubjoot. t.o tho general purJ>OIK'I of t.be 
prol-11· · • · I I Mr. WuTo~. l..et me sta.~, tbco, two prop08a\•ont lD g~ne.r'' rep 1 
t.o lhC'I o•n--ationa of ntembe:rs or the commillee. 

Tht rt il a rlose ro~emblance between. my rue an(l t!u~ IAngua~ of 
article X."X, but u a maU.er o! dra!tmnanship or I~ ultfrpret.at•on, 
in m-1 opanion a aood manv more words -.'Ould b&Ye to be uM<_i to 
bring our..- 'w.tliio the ...Ope of artide XX in any law which migM 
be wntten I am quile sure lltaL t.hlse • ·ords alone, if ..... 110ug~" dll! 
btntfit or &~10, •"Ould no\ be giv-en iD the fi.rat instance 10 wsde an 
inw_rpretation by lh6 Gov-ernment. 

Mr. rlru. Mr. We.lOII, I understand your f .. ro go _to the ~'t 
position firlt., whether you co..m.e under lhe r«"'mmtndaoon no. ~ .. ' 
ond1 -Godly, under ..-mmendelion no. A'VIUT 
~u W..-roH. Y•, air. 

( 

t) ( 

0 ( 

61 
~lr. lllLI- Now, • boa baao ....... hart llT lli \' , 

bo\0 a bona lld• aontnt<• thao.., ,...._ · · .-n, tf fOU 
lund • ....wn """""' or your m,_ ;::: 10 pay 11110 .... (, .. 
JNI, then tbal aama obligatioa ~ profila for lAY <U"""t 
p&)"UJC out. &haL p()rlioa. u ctil'id~ 1rO~tfl'fVMt )"OU from 

Mr. WuroH There .. oo qut~~lioo. of u._ air 
Mr. l.lu.l. So you coma oqumly ulldu ...;.lllJIIend • XX 

oo th•L Now, t.hen, having h~ iL back · lh . ~uon °0• • .. 22)r~rc:ouc. rat., u provided io this n! e link~!!& fu.od aL a 
!Mrful thllt. when r.;u retire your pre.ftfl'tld ~dauoo, you .,.. 
t:I'Odit for it u a Jiquid11..ted divki6Dd? '""""' you will not &eL 

Mr. WU1"0J<. llwl not tl1ouglt1 air 10 loiLelt the two ro 't.io 
t<xtctlw.r and drive ,lhem ta._ndem in' jusi tJ\aL way. p I*' "' 

'Mr. Jha..&.. 'l'bal.aa wh.at y011 etat.ed a while-ago. 
. Mr. 'V&81'0~. T wu A little uncf'rtaln whether we might DOL come 
10 tJ10 .Ut.trn3ltvo lnlde.r ono or tho otller, and fAll ber.wean Lho Lwo 
atools, so to opeak. 

Mr. HoLt.. They.,.. both lor your proteotion. 
Mr. WuTOH. Yw.aJr. 
Mr. lit Lt. ! willaa_y tl~io; Tbey &re both in your favor; and undor 

,_mmeoda!IOO XVI111 tf JOU hold back 10 build up a aioki011 fund 
and by m!""" or lhu .u.k~~~g lund "'tire 11tH prtlotrad atod< ouL ol 
y_our •nu~ and pro&Oo, you willa•>< o <rodit lor i• ao lor d;..ttlbu .. 
uoo1 and -. iU DOl bo"" 10 pav any <ax on it ...t.... you dit<ribul4 11 

~tr. \YQTOJ<, I ~ave no cfo.1.bL ~~ if lb6 principia .-hido 1 am 
advocalwlj m .. -. •ttb lb6 approval of !he commit..,., in the couno 
or ~raltin~ tho bill, it <an ~ t<tkm """' of, and thet lb6 lai_ICU"':" 
":iU<h ..-ill 1M! .""'UI.-..1 to t&k• ..,.. of i1 will be a I!"J&t dtal more 
~11. apJ)OIIte t.o our eue lhan the t&na;u-ee of nconunf"odatioo 

M.r. IJ1u... \\te have antidpaLNI your dilemma in ~urK'«'l ud ba'o 
provided for iL in tJ1(116 n'COmmendationa. 

M.r. W>;3TON. Tho next ront•ntion which r nllgilt tAke tbellborly 
of making in connection with uticlc XX is tJli.t: ThaL iu point. or 
fac.t. mtuty ~orporatious ~tuat.Nllike mine, if tl1ey were to dinribuL(}-' 
iJ they were jo " position to di~Jtribut~thcso mon(!ya LO lllcir ttO<'k· 
IJoldcrs, would no~ b& oonf(lrring on tl11~ir stoekholdenJ inc:owtw which 
would bo ltt.xnhlo o.t tUlything reflrmbUng 22X pe~en~, and iL ICNnl to 
me. ~k lit.Lio drastic thai. for the prh•ilege of ca.n:ting tlu~ tuont.v to pay 
oCr our puc. dcbtt we •hould be t.a."te~ more than on~filtb 'of tnery 
doll&r we earn, And, M l ay in the rue of m1 o" n oo1np•mr in 
partioular, whkh bu numtrit~y a ~e proportion of atorkhohltl'l 
of "C1'1 mOOC"'reU! mea111, the tan& wlric:b they •·ouJd actually hav"' 
bad to pay bad th<y m•ivNI this money tlwnscl«• climdy uuld 
nex,.r hav~ approAched t.bt' n.tt' of 2'2M peJUUt. 
• Mr. \"L'.IO'- Will the ~nLiemao admit that if be f"t 30 ptrt<'nL 
mto a aaokiog fu.ad. •hifb t!J nontaxable ro the bandso Lhe tndhtdual 
ditu;bul«<I- tauble in the banda of the <OIJ>O'"Iioo-and be makN 
a distribution Of 70 ptrt<'Dio, be ..-ill bo paylllg lt. lutO than ba tO 
paying oowT 

Mr. WUTOH. I 11ill KO lurtb•r than that. f willaay that 110 111ll 
a.lao aooomplilh •ithin 6 years the deeuuction of the b~ 

&.lfO•O N 
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Mt \'IKIO'~"· No.- let us see ,.~bat your drfldt'nd rate- hu \,e.en in 

th• pan 6 ,. • .,., an~ rou bri.og that up. What h .. ~n th• por­
-~ of diriclond doclared br your corpo,.tloo during th• lut ~ 
)' .... , 

Mr w ..... ~. We hue declared no di<idenc!J in tho put~ J'r&no 
Mr. Vu~80!0f. Jla,·e you nude a.ny oa' inC'Omflf • 
Mr. w...,..,s, Tho predoccssor corpo,..tioo lott ~e>voral hundred 

tboUII&Dd-
Mr, \'as&ON. 1 am not. asking you about your pr&d.~r corpora· 

don. I am ulking tbout this onfc, 
Mr. Wr.8TON. I hne to use it, sir, to n1ak~ 6 yrarw. 
Mr. Vu~fiON". W~ll, teU me about. tha~wlmo tho one comoa in a.nd 

1ho othf'r ono g<)l'l oul. 
Mr. IV<I!TOS. Thern wos 1931, 1932, 1033, 1934, 1036- no; you • r• 

<Juilc rl~ht, .Ur. You AI'C perfectly right.' 
w~ lost money in the fl8Cal year beginning ln 1031. Wo H\Ado r~er­

h•po $20,000 in thr next fiOCAI year. Wo m•y havo doubled that in 
lh~ next. one. 

Mr. VaNBON. You meAD aboln the u.me amount. or rnoneyf 
Mr. W<IIT<~'· Tho fiscal yfAr ending Augu•t 31, 1032, reouhe<l in a 

Jc. ol$12,000. 
The 1\Kol ynr ~nded AuguaL 1933 ....,u)ted in an operati"i profit, 

befoff. tUN, of $17,000. 
The fi.-1 yfOr tnded .\uguaL 1934 rosulted in an opeNting profit, 

btlore ....... of $31,000. 
Th• n ... aJ year tnded 1035 rosulted in an ope"'tlng profit, alw 

turt, of $77,000. 
Mr. VuoiOM. After taxes! Pan. of the time you bave it belof6 

,._..,. and put of the time aller tue&. 
~tr. Wt~TON. I have to gh·e you the figure~ in that. Conn, m, 

b<-<auoe t111t;. the form in which I have lh0111. For 1936 we "ould 
havot<> pay about 17 pereeot in weo alt<>gelllor; oo you hl\"O to add 
lhot on. 

Mr. VoNAON. Let uo take your last year. II ow mu<h did you puL 
into tho oinking lund in U.o fiscal y .. r lh•t •nded Auguat 1, 19361 

Mr. WtOTON. $7,160. 
Mr. \' IZ'~80N . How much did you c.Jeelnrc ln dh•idc.nda? 
Mr. \\r aTON. None. 
Mr. VoNJ.ION, llow much tax did you pay! 
~lr. W<I!TON. To the f'ederal Goverruneut olonoT 
Mr ,., ..... or c:ouroel do DOL know bow you bavo th ... flgurt"'. 
Mr \Vr..aTO:ot. \Ve paid to tbe Federal Oovcrruntnt. t.lonc, I alHulld 

NY on th~ liguies, St3,000 or $14,000. 
~lr. "''to~. Of f'OUJ"!e. it is Ytr'Y diffitult. for us to follow your 

UK'(UUf, l)f('•u~ you ~ri'·e l Tee.t with t&.'(te and I vtar without. 
l am not critid.ililg you; I am.~just "'aying that it. i3 a diflituh. tuattu 
lor u. tn follow throuttb. 

Mr. Wurros. 1 can usure you that, apart from th& lairt. y lug& 
amount in,ol~ed in 1035, the diff....,_ ... ould bo n,..:ligibl• 

~\r. \'s~&Gs. In th& fiBcel year ending Au.gu.t 1, 1934, how much 
did you l'"dnto tho woking fundr 

\fr, \\ JATON. Nonto. 
Mr. \'~>aoN. llo.., about 10331 

( \ 
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Mr. Waa'I'Q' None. 11 

u•mpl UI<'Om• ,_ ,...,. •U eo~ored by U.. $30,000 ol 
In other " ·ord.J, air .o looc 1.$ .-; d 

the quettlicon thal 1 bring up is 0:, 0 not ~e aublwu.iU earni...Qp 
and we muct mall.t iu onJ--.. t b malfti.a.l; but •• hope lO md&o' 
b 

• u h t ""' 0 AT~ A profi•·"- b . ' uu upon ._.tu<' •• at'f- org~ $ ~AVM~ ~ on tM $200,000 a yta.r • IOO,OOO, $150,000, or tYf'n 
Mr .. vu~~:c. Aa you "Y• under the s..- . . 

been d.itniMulft, for a1! {JNlo(!tieaJ Jiet.l' Pt!'iod •hi,d, .-~ ba,-e 
at0 far ~ Lha,L li·)'Mr period ill eo:u~ th~ • uo ~ for feat, 
t.o the fltunhoo thllt. mi«_ht. obtain in tl • f h II .. qut&llon of INt .. 

Mr. WKATO~. Yl'e. That. 5 urs ae utu:ra. 
almost 8 hOJH'INa 11ituntiou to tla n:!J>N!8enti O'Ur rrtunJ fmrn 
~~o,~blo <'UJlings, and it. is tluu. P=l> protpect. o_f •ubltAnti.al, 
wluch I tun t.OnCIC~rnod when confron~l wit P~J~t. v.-1th r8:prct to 

Mr. VaN80N. At. any ti.mo du , ll ,.. at ll bllJ. 
a nRJlit.al d~ticic.f nng 10 _.-year period h1h'O you had 

Mr. \V &8-TON. A CAJ)it.ILI dcfrdt? 
Mr. VtNIOII. Y... ' 
~ir. WUTON. Not as 1 aet- lltfl co . 

in order t() avold tbat, a.nd ln order r:~two •~.re up b«:a""!z 
b&lan_~,-~1·ft P't..L_;tll of our.&tock ln1.0 0~~.iu: a~kLl•~ anbuau 
very"'""' <lApn .. value AIIOipod to it lh b tllm' . • ' l a 
ol a dolkit or the prf!decfWOr com~. ere '1 mau01 &be bu.rdtn 

Aa I aay, if we bAd lolL this eomr-J · · stood • ha~• had no pl..., lor ';his prior p...rJ,!i ~k ... ht.t!?~• " ould 

do
"00u"'• ub • u~ol&l,dofo<otlamountiag 10 appi'Ol<imattlv ball ~ 

""'c ut th11 pnor P"' erred atodi •Ianda · Ji.ou r ' a 
11 

~til!• V IK&OII. On thaL eapil&l deficit tho p:!.....J'22" u"!.'!ay. app cef ~ ,.,..,reen\. rtt4 
Mr. IVItfTON. Yea. 
~ir. TRuowAY. J..,et. me makft this inquiry · aJ y 

studied th~ lub«\nuniU.ee report. to the full ~:Jft~rr ··b" bo~ ht\'1 
\l.Ddc.r oonsadc.ration ee, ~ ac:: " now 

Mr. Wr.ttTON'. 1 bavo 11He.mptcd t.o, sir. 
18 ~~d ~Q?AUWAY. You are tAlking pa.rtieuJa.rly AlJouc. lubtoctiona 

h 
,dMr. WUTON. YM, ~nd ~would &ay as to suhlec.tlou 10 a.I.Ao ll ., ... 

a not. ehaogod our ~•Lullhoo. ' " 
b~r. f11tlA,DWAT, \Vilbou~ go~ng into tbr tec:bnle~l delttila, iJ your ft JCet. II) be1.ng lt~r,o, rep~nlmg the Raymond Whitcomb Co lot 
10 pur~ ofpla('ln« thr businf88 aituallon of that. comp..nr btrore 
~·11 conumuee ~ith a ,.i4.'w o-r hOI)i_ng that subMctio01 18 10 and 20 
..,, not. be puL 1t.1lo law? , ' 

Mr. Wu~!'t. No; I. bopt the commil&ee "'ill rnlne what it 
!"MU to that ~rpora_uo~ amo~~ other like <'Orporatioot to bavt; 
lDeW'l"td • •• ~tio obhptton tnth respe<'t to a Anking lund and 
~··" ,-ou "ill cave Ut .,me IOrt of crtdit ror a SnkiDg rWid btl~ you 
UDJ)Oef; Upon Ul \U)' d,...lic ,..te! ror l'fi:Wnin@: (.rom our 6l«'k.holdtl'l 
mo;oyo_•hieh ,"6 <OUld not diictribote to tbtm anyway. I hope lha• 
m nolu~.• bill ~~ •ill be; gh·en Lht """' <*fflul """"'!Ditleo. 

PerooDAI11/I heloeve any Ulrome .. reuiood obould not be wed 
at. tho rate o 22), perotnC., but. at. thb lowe!t. pmn.i!Wble rtto. 

Regraded Unclassified 



RK\'BSU! AUT, JOlt 

And l01tl.1, l om op.-J to tM principle of t..., tax ochoduloa 
thenuoh•. 

Mr. T•u••••· You mN!l b7 tho tu o<bodul­
Mr. w..,..,s The priocipiOR of the low. 
Mr. Tau••• Y, The .Principle ol taxing ourplu. 
Mr. w..,~, Quito right. 
M.r. 'raa•DWAl. But further than that, this M~t"tion 20~ u 1 und,.,... 

otaod it, oppliN to .. tting aside an obligation that a ..,mpeny like 
youn m•1 bavt. f'Dtf'recl into to ~uft'l fresh tApit.al You hA\'f! 
ob1igat.NI youl"!flves not to pay divldeuds eitl,f'r on new ltotk or 
old until your aurplu• h .. •ceumulol<'<l •ufficiontl~ to toke rare ol 1 
einkinJ _rund that rep~nUl new capital; i.s that rtghtf 

Mr. W••-.o><. We do not put it in quite tl1ot lonn. 
ln ordor to let. our creditors lt)t us stay in bu&ineM we inrlucell1tom 

Lo accap~ our Jlrior preferred stock. Tbo.ro ia a oontmotu~l t>rovision 
wh~roby we Agree to t.ako a certAin pc_J"Qelllag& or our ineome on a 
sUdin3 ac:ale and pu L lL in a sin Icing rund aud Unmedi .. tely ropurehue 
or retire preJerred et.ock with lL. 

.Mr. TR&ADW'AY. Tbeo section 20, if put int.o law~ would pr6vent 
your urrying out that obligation? 

Mr. Wq-.oN No. 
Mr. T•uowH. Or oeriou!ly a!Jeet tl•AL obliplionf 
Mr. w .. ~,.. No

1 
I do not believe aeetioo 20 would p"'vent our 

doing that. But I ao .not think -li<>n 20 would qwl6 proteet uo in 
<&ft'11nc it out, and unJ .... the~Aojtuog<~ is broed enough,'' will lax uo 
ll2ll po~nt lor tho purpoee of letting ""II"' oomo money. 

M_r, 'l'ttKADWA"f. You are faz:nilia.r wtth bulin.- conditiooa in 
Botton, oul.lide of your conneetion •;th this one large eoooem? 

Mr. W1:8'1'0"· On a modMateocale. 
Mr. T••••"• Y. Would you be diopoacd to teotily tl11t tbeoo 

provitiont ol ooetiono 18, 19, ond 20 v.·ould suiowtly handicap. sood 
nlfU\Y buaina. people, cilher in Boston, or in othc:r timil1r -butme. 
oe.nttNf 

Mr. WC8TOs. I would rntber put. it. in this way, chnt the p1'0visioo.s 
or tM.toclionJ 18, 1!1, and 20 do noL go far lU'Ough to t>ravo.nt. thia biU (rom 
handicnj}J)ing businC8ft. operations oC tho entire country. 

Mr. I .UntAnAcn. Mr. 'frcadway Mkcd you '' qu('8tl(ln 1md 1 think 
Mr. Viu~n asked you a question on tho fUUJIC liu('1 wilich l think 
you did not tmswer. 

•• there any provision whereby you aro vrohiiJitcd from !lAying 
di vklrndt on YOllt oommon s:t..oclc? 

Mr 1\'U!~N. Not at all. 
M r ~ACUAilACH. That qut'Stion wu uked you, and you did no' 

&na'Af't lt. 
~lr " ....... , I am •om•; 1 did not n!oh<e that I hod not ....,.end 

it. • 
Mr D•t llAaACu • • \s 1 undmta.nd it, your rMI ob}Ktion to thd 

propooilioo is that you belie, .• tbal a t~porunl 14< oa hij;:b onoogh 
lor your bUiin-. and you do no~ Mtie•·" thal o pozoon wbo gcta a 
dividt.nd obould hne t.o pay the normal tax. 

Mr Wu~s. ,..,. opplied to our buoin-, ~aking with roapoel to 
the rnontfe ,. .• bav6 to bold bock in tbe oinking lund, we would be 
t.axoclll2 por«nt, a muob *'ier burden U~&~~ would be put on tho 
a lOCk hoi mo il they got the money. 

1) ( 
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Mr D•CIIARACR 11 the atorkhold.,.. ob<>uld - tho ·•~ would h••• to par tho .......00 tu ..;th 0 ""' · ...,_,. ~1 

lrom 1~ LO :..~,_ Pfn"'tnl, and thAt ior the tOI"'pQQ'a'-.IO tax Ul('l'M.~ 
~lr. Wt:aYO• Thatioio pantbo...._~~"i:,k~~.'ri~ 

.,..., moro lundiUI1.,11411y than that and it - 10 tb •- 1 the law it.ell. ' .,..._. • Pn.t.K'.JJho o 
Tho CttAIIUIAM You exp.-..IIJ<Ime appr<ll<mioo thai bl 

corpol"&uoo l'lii:'OJZ'd in buain"" might be handica ·--' b 1:"' y 
1 

lion ol U.e bill wliicb miaht be baud upon this ~pop""'rt.., Yb \'1~1ro­us. e • n U'f' ore 
Did .rou M•rr h.,., or I lU bill beinJt dn. .. -n OODt.enlbl .. hich 

lup•yer did not My lJllt. hl11 hu!iness voouJd 00 hAndi('~pJH-"d b 
10:J~: 

poym.enl ol tho. t•x P!"PG<ed? It •'Ould not be posoiblo t.o d~w a 
t.a.:c b1ll oonoonllniJ :-"ht(lh ~me tA.xJJI\yer would not. tay th•l. hia bu~l­
~ea would be. hA!ldiCiil)ped tf such a li.X wnro enacted Do xou lhink 
1t. would ba JKM181ble t.o enact. a W biJI "rithout. that. obJ'ecuon bfh•~ 
modof ' 

Mr. \Vu--roN". Noi £ unnot. imagincyourdnwinJ a tu law to raiN 
t&!es and revenue buL "ha' eome.body would be hit by it. 

Tite C•••uuu.:oo. Somebody would be afTetted 
Mr. w .. ~N. 1-with you porledly on lbol 
The CnAIIUIAN. I beliove '"" ..,tneoo hu up....i..J tho bo that 

our dralwntn would be vory ~lui in the prtpon~lion of ,\: bill 
lf you have any doubt. about. that, 1 Qb to rt'-UIOTe from you.r mutd 
!"'Y doubt u to the tffiM~Y and opeciol quolificoliooa ol our drolt­
"'11 o.xporta to put into p~per !~tin and parliomtni.Ol)' form anr 
pnnaple that·~ may deure to be carried ou.t.m the form or a tu ball. 
II you bavo onr doub14 about that, I wl!.h to ...,.ve tb<. dou'b14 
now. 

Mr. THKADWAT. Mr Chainna.Dt l wane. to corrobon.t• what our 
distillguithed cbainno.o bu otatcd in ... reren .. to the capacity and 
abilit..y of lhe drdting ~rvice. P086ibly you ha\'6 nat tbe aame 
oonfi~ence in them that we. ha,·o. But. u to tboeo •·bo will lnanuu 
OtB drafting ~trvica AI oo whet. to draft. that ls where the difratulty 
come&, in 11\Y judiJllCUt. 

.Mr. Wt:tt'IION. (.luilo. rlghl. 
Mr. ' l"•u:!\OWAl'. You ~r6 facing t.he men who will lnAtruat. the 

draft.U~ ae.rvice. Afte.r the drMt.ing service gete lts im•truc-liona, thN-. 
cverylhulg ia l'llfe. It La just & question u to tbe judgroc.nt. or thOle 
who will be oblil{'«<to shape the lAx measure . 

Fu.rthar tbl\n that, in c<UlJleetion with what you sald in 11\IWtr tO 
&.he chainnan'1 rem•rk about somebody aJ-.·a.)"'J being hi" by a t.u 
bill, would you favor eome ronri or a ta.x bill to meeL extrava.ganHII, 
or would you prrfer to rut oft' the extn~anc:ee1 

Mr. V1>110N. A point of ord<r, Mr. C1Wrm111. I lhinlt wo have 
hod enouah politiN he~. 

Mr. Tauowu. &•;dently there is ooly ono lido that wUI be 
conoidtrod. 

Mr. V utiO~. There ll onlr one side. 
Mr. Coorc.a. I ... ant to a.ak thA ...-itoeu a question aboul Lbe bW. 

U 'tf6 ba·n tO n.,iM; the lf:l\OUD\. of l"ee\"eDUe ~ted in tbe J)readeot.'l 
meeuge, ic.. •oould require an int'reue of the prelt'Dt ullling corport.· 
lion ratM t.o about. 25,. ~t.. w·ouJd you fa,~or that. in p~eren" 
t.o the propoood plan? 
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Mr. Wco'l'ON. ThaL requires me for the moment LO acc:opL 114 
.. umption -..t.h "hich I am not in ae«~rd, but eo far u l u.n go 
along ••tb lhat.&Numption 1 would uy this. l would fa\'Ora meu:ure 
for ioci'M&iog tl:ae corporation tu rate. to any provabl,y 10und rate 00 
the p,_L .,..;. ovu this method of figuring eorporotioo tuN. 

,.. to whethu IUM • rate could be rroved IL 24 ptl'ftntt if il be 
.. umecl lhaL lhe ~venue is needed, do DOl. know. That is tho 
neare~t. I can come to a.nsweri:ng your question 

Mr. Coo•""· 1\'itb aU due ""'peel, you hno noL oaid anythi"K thaL 
touebe~ m.r. question. H you will be kind tnough to antwer h., 1 will 
IPPffitUlle lt. 

]\·lr. \Vr.•ToN. Your <1uostion is what? 
M r. COOPtm. My question is this: Jn order to rftiie lho t~mount. of 

rovonuo wa h••ve bt.'en requcstod to ntl..;e, it would ro~tllirt 11111 UJct(lft.SC 
of lho prc~m. ayetc.m or Lho. corporation •·tttQ LO 26Jt J~roout. You 
undnntt"nd LJuat, I ti.Siume. 

Nowl Lht-n, Y~Ou1d you prcor~r thnt. t.o the plnn ~UI8t"ttl«l h~ro1 
Mr. '''v-"TON. I do not. know, because I hAva not figured out. how 

w~ would"'~" IU'Ound this plan, if it. shou1d be J)Ut into tfroct. 
Mr. COOI'HI. You han·e nol figured how it. would etl('oCt. ''nut 

o)) 

Mr .Wt:eros I htn•e_ not. rtgumd out how far on~ tould g{l by way 
of 1)1y1ng ,out. the eannogs of my compu), e>:Npt. u to th~ ~ 
fund J'NlUI.I'tmrnt, t.o h.a. n1 the stock:holdN'IJ put. it in • 1)()01 for re­
fiJ!&neintt I llUnk if you nte.ke tl.e rate~ dra.sti.<\ ~nough1 \lith • 
fairly om.U group of aloekhoi.WS, thov would put iL back m a rel\­
nancinr 1*'1 Uut 1 _ha,·t" not~ it on • romplli"Athe buis ot 
26 ...... DL 

Mr Mc:COMMACI<. Aauming lbat there iii • $200,000 no~ inrom•, ti) 
tbe ornounl in rho oinking fund ,.-uuld bo aboul $M,OOO! 

Mr. WUTON. y.,., 
Mr Mc:CowMAcl<. With " 30-pere•nt """'""• do you ,..,.u .. tha• 

you would pay lflee taxes then JOU pey now? 
• Mr. w .. TO!<. ( have beard •• sLaLed, buL I do no• think 1 rtali .. 
rl veL. 

Mr. MoCon~otACK. I mean, 888uming thab we hA\10 frankly con­
l't.'yed to you will bn tho bill ns it is rcport.td , ~~Muming tbt~.t. tho COil­

trnct.unlr<!httionahiJ) you hAVO in t:nind JXl.n nit$1 All or it l}oing doductod 
aud oubjce~ 1.0 lbo flat rnte wbieb hAA boon J)roposcd, of 22K Jl<'rcoot, 
thn.t. would lcnv6 $ 146,000. 
~J r. \ V.&TON. Y<'JI. 
~1r. Mc:Co•w•c•. SubjeeL to tl>o gonernl pu.,.,.... of the Jli'OJ>OML 

Wuh 30-per·acJlt. aul'))lu.s retai.ned1 do you rcaliu chat tl1ft oorponation 
tax would be f,eM than the (l()I'))Or&tion tax now would 00 on $200,000 
ltAUulory ntt. rnromtf 

Mr. Wa:tTOS'. ~t. me assumt that that. is 10 tAht'Ch~r 1 ~ il. 
or n~t. We ra.nnot, in my Judpnent., C!O.orom{ to &n abltNel. oon­
~llon of &n ••-•rage oorporauon roqur.nng a 30-pert'l'nL ,_,..-ed. 
"e ~ lellle a)) Of lhe lut yN.r's inoome in A lilns;:le C:MUM if we (00•• 

aidtred ctntral conditio~ the &tate of the eountry. and 'wtaa&. ha\"e 
you. 

If Pl'l<'tica! uperience bas lau~i "" anyrhing iL ia thll ..-e are 
a type of pnnc6 and pauper busmea that. tannot be -.imilated 
M;t'lly and P.UL into a pr«rustean bed on a 30-peKcmt r'ftiN'\'~. We 
nught J>ON!Ibly make money under your hill, ir you could cbange it., 
but. frnnkl.y I do noL eee ho.,.,. .. we can c.lo it. 

0 ( 

( 
67 

Mr. Coon .a. Of eourwo, iL •-ill oot bo o.-mookod II>&L rf you do 
DO&. make *"f iDOMY you do DOt bt.ve to ~=1 c.u-. 

Mr. w..,..,., Thaih .. been006ofour ia thopanlO • ....._ 
Mr. Coon&; lf JOU do make. a.ny mooeJ, you are •·illu:~~,.;. you 

ool, 1.0 p&J a fllf abaro of Lh•l&lr•1.,.,..,_....,.. .. with your MnUopf 
Mr. w..,..,., 1 Lake iL I ban ...., ad.u-irrc m,..olf wholly o.od 

oaJ,- to the qutetioo or wha&.:. (air • 
Mr. I..A.MNI()rt, I bavo OOL been ~ ... .U the a!Ltmooa and I wao 

no&. ~tre whtn you began yourt:ta&.emtnt. \fbat tort of buaine. an 
you anf 

M r. \ Vt8TON'. Travel, lours, llOd ClUise& 
Mr. LAWNI«:K. Did you t\'tr hAve any Other bu5iueu experience! 
Mr. Wt:ATO ... I'U*)n&llyj while l am the attorney and dNk or th 

com,uwy, l1un" lnwyer, but Wt.' represent quite A oonsitlflrllhll'l num. 
bar of corpor•tt.a c.ot.t•rpri~. 

Mr. I ~AMNWK. I was \'Cry J.Ouch interested in 11io qui'Jition ~lr. 
CooJ>er I or 'l'cmnM&OO, allkNI you wilh mferC'nf'l' to your Ollinion .. ~ 10 
increatling C h4\ fH'CienL oorporntioo tax from what. it it' to a higher 
rata io order t.o mise 1t0me or this "'''enur. 

You undrrst.and, I 11uppose. tbat under the proJ)QINI bill it. Llan­
te:ndf!d to rt')Joelll t.bo Pl'NM'Ilt.. lAX lavt that applit"' to dh·idtndt rrom 
eorr->ration• dlstrlbut«< w indhiduals. 

~1r. Wv.ATON . Yf'l, sir. 
Mr. l.l.AJCS"&. l'ndtr that. provision •·t ~,or it ia lnte&dfld to 

rai5to, about $263,000,000. 
Mr. Vt,eoH. Wt do not propose to repeal that. law. 
Mr. LAMNt:CI:. At lO the oorm..J tuN~ 
Mr VtSIO"~'. Wt do not. ttpee.l thl> pan. that t.u("'l!: tbf" turiQ 

brackelAI. 
Mr LAws&e&. The p&rt that repcak tlH! pm;tnt oormal tax rate 

on diridtndl to atockholdus from corporation~ Thai. niMtt S2G;J •• 
000,000, I am LOid. 

Let. me uk you "this q'!('f!tion: ~uming that •n arnendn,~n~ W 
offered to thit pro~ wh1eL would mcorporat.e that.aamt prov-q:aou, 
would you r~vor "I) ~neroMe in t he present. eorpora-t.aon ta.x to ral.ta 
a sufficient. Grnount. above tl1e S-263,0001000, to rtuJe the l'('lvtnu~ 
that.. i' prorHl8cd to be raised under this btU, if i~ wRa not. tm ex~rt'm~ 
hmrdshi1• or did not tbrc"t.e1' the. oorpornt.o structure or your bu•anM!Io, 
or iudivldul\l!l in 11uc.b bminC819? , , 

Mr. WK&1'0N. J would not. say to put. it ftll. c1ww.. li11U lt~ <?"6 
place whrre you can pick up tiOrne more, I thank, wathoul JHill!ng 
the aountry out.. of bt!Jinf!81'. But I would not fa,·or ttu1t. bunng 
the whole load • 11 

Mr. L.Awst:uc. You would favor a tax on oorporttion• that -.out 
permit you, afltr you paid the ux, tO run your o•'ll bu!itnf'!'08. •ouM 
you nolf _ 

Mr. Wr.lri'Os YN, if lhett ··~any bU:RDf'M left. to nan. 
Mr L.Av.,.tX"L Lo other -.·ords, you .-ould faYor a tu th.at,.aft~r 

70~ f~und -.bat you wt~ roint: to ba1'"f lf'ft, ynu rou1d d~ !'tb u. 
whaL 10u wanttd to do; YO' I rould pay dirideodi or ~f"f'P '"II\ tur· 
I .... ld n-e rbai'II!IL for .orne .o.rt of unprovtnK'nt 

p u•, or uul • up • f't.tllf' ' 1M' r"'l!la d •'-• dl'frel. u•V\o industn-
1 am taptakm" ~nerally of the tax wan t.llD _. ., 

tnerall Ym~ v.-ould favor eome sort. or a lAX &;hal •·ould ptnmL 
;ou to J;; with .YOur turplus •·bat your judgmtnt d1ctattd you ~ohn't1d 
ao. 
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Mr Wmros. I think, unqutotionably, 1M •IYf<t on bu•u- is 
hfotttor, propon_iooatdy, u bu .. in• judgrnea!B &J'!I not awtnf'd from 
&hf'er DOnnal end muonable tOUf"'lft by MceMJ\'tl t&xee. 

Mr. I~WKEClt. 1 a.tteutoe tl1e -.itnf'tlll tWnkt 1 a.m unfritntll1 to 1ut 
111tlitude, but. 1 • ·ant. to auurn him in the l_)eginning tJtat I am not 

I have berore me a wt.attm4:'nL of A buame9S <:onr~m the.&. in 1028 
m&do $3,371 ,739.48. In 1920 they made $3,71 5,076.46. In 1030 
lloc:r m•d• $2,624,974.G2. ln 1031 tboy l011~you kuow, pooplo in 
b11sm:w. lose moneyt tQo;you know Lhllt, do you no~? Do you or no c.? 

Mr. \Vt&TOS. J think 1 do. 
Mr. LAliNECX. ln 1931 they k>oot $4 ,496,796.00. ln 1M2 thoy loti 

$3,847,638.40. In 1933 thor lot~ $2,815,959.89. ln 103·1 ~hoy loti 
1121,~>\6.88. ln 1936 thoy rnadt A profit for the fU'!t limo in 6 ytarw, 
of 1670,620.12. 

A.1 1 fre:Ot:ral propositioo, u a bu..in~an, do you th.inL; any lA'!" 
Iolii ohoold be ~ that "ould penaliu the replacint! of lhi• ••1•it.al 
in any busint'M? 

Mr. Wr.8TOs. No, sir. Now I have no question M liJ whet.h~ you 
am frittnd.lv or not, lxo<:ause th1t. «UHN squarely and d.irec.tlr to t.he 
cJ1ing that..l had penw>nlllly in mind to uy u my IMJt.. word on tllis hill. 

I luwe in mind t Y.'O OOfl)()fflt ion•, both client& or ()\If ornro, hotJl 
~mployc.rs of thous"ntls o uum , lutvhtg incomM that run into the 
millions. Ono is tt corJ:I'OrAtion thftt is nlruost. perfe-ctly dC~W1ihed by 
whftL you he,·e ju.st.ttllid . lt. Ia ft bu~tincss that depends very largely 
On Ovctulltions in inventory to dclerminc whether it.s incon10 r(Jr A 
givf'n year iA large or AlliAII, or non~xbtwnt.. 

The other corporation io a tmbtio utility, ....;Jy able 10 refintnt41 
AL- any titue, able to 5tlJ its ~urilif!ll., b.a:vmg no need to re&.ain large 
l'ftit"e&, having • r.m,. levtl income, in • (ar more I«U..~ pot.ition, 
1ear in aod year out, than the liNt. corporation, wbicla M like the one 
you have doocribed. 

Whioh of those h.o c:ompanioo nf<ds kindly lleatmtat from the 
t.aJdng ln-.r Which oompany "'ould get ltindly tre.Lment from thit 
taxing Ia.-·? The public ut.ilicy MlllJ)&ny, which ea.n eMily ref'tna.nce, 
"'hlC'h hu a.dequate d~t>rocitttion and plftnt resen .. ee, and whiflh hu a. 
rairJy lel'el income, whit h CAn AffOrd t.o pay out. aJnlOAt all or ita 
inoome to ita atookholdCJ'I, tftn almOAt aut. t.h.is tRx, in ntJ' judgment, 
und(l! tho propot;ed mC.B5 llf6, despite tho faet tttat duo t'a tho 1tablo 
ehar~eter or tho enterpri~e. it.a po~itilln A8 fUl anilicini1110110poly, and 
Lhe miniJnited haza.rdi or ita bWii.ne&s, h. liJ in a much atronge.r position 
in the community than the other rompany. 

The othtr eornpany is jun praNicall1 alive today, alter the luc. 
10 ftAI'I Of Optration, by virtU(\ or ha\-mg" to ntake nearly U lt\UCh 
moof"Y u it l05t, .-hen rous)lf\d to what it. had to pay in inoonle tu. 

That tompany, under a bill lik• this, would nol bt aln e today 
bt<auw it oould not be finan«d his o tompany employing thouo­
andJ ot n:~n. 

That ltads me 10 uy on• olhtr thing, and !bat la Uuo: 'rb.,., la 
110m~thing in the reoognition of a oorporation u a busineM fntlt.y. 
11leN' is a purpose whirh a t"() l'npany or a bu!ineu eerv01 h(ltid(ll 
r•ddin~t I he poek•IO of iiO otorklooldorA. 

'rhe (l()mpany or which I 111}1.'1lk ha.s not. dono 1\.Dyl-hing tor it& 
8torkhold~rs ror years. I Cl .,u,,portJJ labor through wages, IU1d it. 
IUPI)Orts tht\ mu.nlcis)ality tbrough t&Xt'lJ, and it. provide~ tba people 
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• ith ....,m, through th~ malana or cood• If you 10 
bu.tin,fa or &hac. t.yf?e ~ a • ·ay that ma\ea no allo•~or bed~:,.• 
lh3t. JgDOrte lh~ pnnaple o-r a ronn4'r l•w allolfoing 1 ~·-ovtf !rot~ 
year to Yfl'•r, Wlth a ne-c. IOM, • ·h\•n \'OU ignore the. net..._ -- • 
a.nd th"n alap on it a p:rovi.sion lik~ thi~, in my judgment P~~··:iiJ 
cau10 damage eooner. or latt'r Co th~ bwuntM IJlruNure. ' y 
. Mr. f,AWN'I:OX. ,Thl3 CODlJUW.J" I rofcrn~tl to, rortUJ'Iatelr, t!tlll ha• A 

li(ltlo t url)lus. ~r.u .. had been 6 ~mp1m_y 1haL had no l llr lua toda 
uodor th • provas1on or the t11.x- bill, 1!. it - --a..nted 1.0 mbuitS h• 1~' 
wo would ttJ< them abo~l42~po~nt, or they ktpl all or O.,ireamm_.: 

On tho otb•r band, tf tho <Oill]>Any had an ~Ia eapt'lal 
would tu them 22!( perttnl. "'' 

Mr. T a uDWAT. layoureompany a momborof theS..W., ....._ ___ L. 
of ContrntreeT ~ruun .. r 

Mr. W """'"· Are sou ref•m•c 10 Ra.r>.,.,nd \\ru1<:0mb 4e Co 1 Mr. Tat!A.DW.AY. Yea. 
Mr. Wuros. I do not know. 
Mr. Tttuow.AT. I& the BoAton Cha.mbe:r of Commerae ,...pn'.!RnCed 

hc.re by_tbe businesa of Boston a.nd Vlt'ini"yt 
Mr. \VQTON. H ought to be. 
Mr. 'rRtnADWAT. I am asking you tho quMtion. 
Mr. W.:S'l"OM: So farM l know, i&. i~" very 1dcquate ti'068 sootion 

or t-ho cornmunu.y. 
Mr. Ta~ow:'~· Would you be dhiiJ)OICd t.o be raYo .... bly ind i.ned 

toward _thou oplnton on tax meuum, "Jte.r due study! 
Mr. w .. roN. 1 should think ao. 
~fr. T Jt&&DWAT. \\.ould you aubetribe t.o lhia~tntimenL, &aktn bom 

!be publleallon of 1he Booton Cbunbor of Commm:e! 
Jn lbe YftY ,.,.m whim lbt tu lor tn,...ploJ1Dftrti~ ~Qet f.DC.04'trtd 

-...o4 ......... "•n.c:t • bk:lll .. taku.lalt'ld to ... ~...__ belt,_ of~,: 
mt'ftt (.u,..._ U•t uy «MMblry tan ... .-.; IMt the n:~ o1 _ _......, 
41W1)1.,. lA ,..., m~ to k«JJ .,.._ .._ .- ~are a.d. 

Do you ~ •itb that.! 
Mr. W"""'"· 1 do; I agroo ,.;tb it perloctlr· 
Mr. Vtseos. You reJerred t.o a prodNon o law as to a carry-over 

IH'OviAion ror 2 yefli'S, J ~liovo. 
Mr. \ VESTON. \Vo uS(!r(L LO bn,·c t lutt , ... 
Mr, VINSON. Wbcn wns that. rti)Ctlletl I btlie,·o it."'" in lba 1034 

ac.r.1 " 'U it. not.? 
Mr. Wuro:<. labould .. yali<tle bofore that, bull may be wrong. 
Mr. VJS&ON. In order to get. the dAl<~ c:orreet, i t. •·as the 1934 act. 
Now, do you recall the S.O..tel....-inp thal.-en bold, tha• brot~i6t 

about. the repeal of the 2·year carry-o•er provision? 
~Lr. \\ .. uro.x. No,sir. Tlutistbefi.rsttimelev-erhadl.hewneritt 

to appear in Washingcoo on a ta.t bill. 
Mr. Vo.ao~. I .. ked did you boar a bout obe S..W.. bearinp thaL 

p""""'ed that T 
M_r , \VUTON. No~ sir; Jam not Cam.iliu ,.;th that. at. all. . . 
Mr. VaN80N. You do not. ~u cl•att11at.2·yearcany-o,·e:r pro\rwon. 

•·uatrie.k~n from our tax law arwr h. l1ad ~n developed tllAt. Kuhn· 
~b & Co., Morg1&D & Co., tmd M!OI"M and M!Or'Oe or other lllJ1tC) fln•m· 
nial int t.itutionB had not paid a.ny lll~et ror 1029, 1930, and 1031, or 
•ubslttntially no tu:es? • 

Mr. WuroH. I do noL recall. 
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Mr. \'tSooH. Do you rocall anyont1 in the Senate or~ ll.o\111\' tba1 
bae tbe wmeri\)', uJi..n« your 0'11\"'D term, to oppoM tho alirninauon ol 
that z.~·.,. cany-over provision? 

Mr \f .,.TON . .U I said be/ore, oir, I om oo LOtally unftmiliu with 
tbohi•toty of that porticular JegW.tive tneUW'f lhat I ranno' ......,., 
your qu.Ooo. • . 

Mr. \' u•oo><. S~lll!< for lhe llouse, I can 041)' LO you Lba' m lbo 
t<~nuniueet ~ elitninat.ion of lbo Z..yea.r cany-ovtr provWon was 
•doplt'd • .,ru~uL • ~tin~ \'Ote; an~ ~ l _retall it, "? one on lhe 
Hot.., floor rti•OO. VOICOigOIIllt tho elurunauon or that Z.year ca.rry­
ovtr provision 

Now· if l uudcntood my good friend from M ... ll(hU..,Liif, Mr. 
Mc-Co..;nKC!k ft. moment DJ.FO, dld you propound tm MAumo cue of 
$200,000 ine~me o. ,·car to tho. \\ritnes.&? 

Mr McConMAC·K. Applying t.o rhis case; yCfJ, 
Mr: VtN80N. Now, o.s r'undon;lood ~t., ~ubstAntil\lJy $60,000 would 

go to r>rovldo or lo t..ake care or your tul1klng (und. 
Mr. Wr..eTO.s. $64t000, t.o be exact. 
Mr. VtNION. 1£ it.&S $64,000, to be t-X!-Ct~ y~u u .id 10mething about. 

dooJarinK out the rwt of that money m dn'1dtmda to atockbolders. 
You tbougb&.. possibly you might. sa,·e some money. Did 1 I.Wdcr· 
aL&ud you corroc:lly? 

Mr. w.......,s. I st.uted out • .;th a caoo of $100,000, and I oaid if 
• • bad $100,000 of incom•, I tl~L the tna:rilnum wo oupt Lo pay 
u a rnatw of 10und business, in dhtidtnds, would be arou:nct $76,000. 
If you ... 111M $200,000, I would be dispooed LO r&ioe LbaL oomewbat. 

., 

Mr. \ 'Ul'IOX. How much would you n.ile ii..T 
~lr. W&aTOs. Kot beyond $100,000, in any e•tnt1 from my 1) 

knowltdgo of the busineot. I will say this frankly. out for we 
p._urt of thil bill

1 
if ooacled, that much would noL 1;.0 ouL undtr 

our exi~ttinJ condiuons, becau_-Q.fl our working eapital bas not. 1et. 
bten built. batk to the point. where we ean swing rnajor entcrpi'IIC.'I& 
with & froo mind. 

Mr. Vas&ON. With your $54,000 going to sinkina Cund, aL ZZK 
))Crt:(IOt., jOUl' tllX would be $12,150. 

Mr. IVMTO:<. On thot monoy. 
Mr. Vt:f80N. On tbnt. money? 
Mr. IVJ:l!roN. Y011. 
Mr. VI:<OON. A& ogainst Lhe $200,000 ... umod, tho P"""'nt lAX 

would be over 530,000; is not that corroet.t 
Mr. IVEI!TON. ThH!!Ouods right LO m•. 
~1r. Vts&O~. With $200,000; $100,000 dlstributioo, $54,000 si= 

lund, th•ro "ould be left 540.000 to be U~>.Nl under tho now pro • 
That 'AOuld fall in we d ... ol oorporauono tl••• would be &fi'ected by 
the rote bot,.t'tn 20 and 30 per«'Dt. Tltat rot<> is 16 P<'""'ot of the 
adi_ust.«< nfl income up to 30 ~rotnt. 

Takioo' we uwrimum of 15 per«nt and it would no1 be that, 
bt<auoe 11..-ould bo d011·n io tho 23-pon:«nL daa, but fil{ul'inl! it aL 15 
pert"tnt-thal would be about $?2,!Y.'O, roughly, .,.,.,.,.., you would 
have 164,000 that ..-ould come out of yottr baa. So you 11o0uld have 
1140,000 ud wbaLevtr that percentage would be MJ, 12)( po,...nl, 
which lthink would be •ubotanlially c:o.....,.t, of $146,000 it would be 
IUbollnliaUy $20,000. Tbot, plu• your $12,100, would lllake we 
amounL appro~Un11t.cly $30,000, so that. your tax \\Ould be $2,000 
mort tbnn 11. i! at. the present time. 

c 

f) ( 

l&l"B.NVa .ACr, liJ. 7J 

Now, you hue got your c:apil&ktodt w ~ 
ftc!'re.ud you ..... co• ... ,. ""- prolita .u that m'.;; o:t wouldbo 
pt.id. For we PW'IM* of tho ~ I will <- t •• LO 
tho wr oomputotion io, boc:ausol Wink • ._ ..,..ro out ....,!11. wbaL 
oomo d- wot ...-.old bo tlarif1UII LO 

Mr. Oaowvn&L Mr. CIWnnan moy 1 A t be ·•-
~··~· if I remombercorroc:lly' tho neLl.!,!:. · ~""""~-~~ •n 1032 to 1 yeer. • ...... nuon wu c._...""" 

Mr. VtHOOH . .. bog we gonlleman's p&nloo. I ha ned !T 
theamendmtf!t.ID Lbe ruu ~mmittee.in t932.and the lf~ w~ 0..:J 
Se
Mea.na Commau.ec adopted tl. lt was: pu1o 10 &nd atriC"ken out'i: t.he 

nato and wu lor1. out of tlJe 1932 bilL 
. l.ruoteod of th~ 1034 tu biU, it was theN. R. A. bill th•tthetlro­

YJAton WU-1 P~t t to. 'l'ha&> wu 1033. J otrered tb~ tame l tntntlmeut. 
m the comm1.troo. l t. wM ndopt.cd without. & dt.entinl( ' 'olee JUUII~.I 
tll& Bouso wtlhout. "/Jrotctu .. or objection, and 1 do not. reced 11ny in 
the & ttAI.6. It w&J t U) N. H.~ bill thai. it fint.lly -.·ent inlo lnite&d 
of the 1034 oct. 

Mr. WJ:l!mN. It wooL inLO e!Tec:l JonuiU)' 1, 1933. 
Mr. CootiCM: Mr. Wawoo1 you &aid eome.thi.n&: • rnom~nt. •go 

abo';'t. corporat.iont or indua~es continuintt to operate ,,.tt)'l&rgtly m 
the IDterfil,C, Of the tommurutyt Or SOmething to that. PffHt 

~tr. WUTO"l. l do ool.. think that is •·hat. moth a•" the,;. h . ., t.M 
t8uh, w~ry fnoqutntlJ. • 

~I r. Co0Pu. How io watT 
Mr. W~;~~TO~. I do not think tha&.is their motin, but u it llae, MUll 

very froqutntly. 
'Xlr: Coort.a. Wt-11 .• it. R no~ al..-~ys tru~t.ls it? nv..r do no&. al.-..,.. 

take IntO ('()CU~Id('rat.IOO the qUf'SOOD Of mtploymtnl and the tffM& 
on tht comrnunit11 do thev! 

~fr. \\"r.wroN. No: thf'y'do not. 
• ~(r. CoorEit, The faet. it~, i.t i& tht C'.teeption that th~y do tl11u, ~ 
at not? 

Mr. W xeTON. Speaking puroly of the d..Wona of ho11<lt ol bu•i· 
neue• to rernai_n in bUJJiness, l suppose tbat. would be the exwsJtiou 
rl\lhe,r than tho rulo. Cirournstanoet forco tbe..m to 1{0 on tmd they 
do go on1 11nct while lht'v go on, they do tha oonmtunltv 1\ rood do•l 
or good, ,, nollolldy kills lhem ofT. ' 

Tho C'flnsiden~tioo i.s on~ lo ho addressed more, t think, to thi.J 
bonornhla body, ror ruuunple, lb.an to I h., bmln ... num. 

~lr. Coo1•gN, W('lll, l'OU nLtht.r e.lnJ)hMited tbat. poinl. 
Mr. w r .. TON. Yc. . • 
:\fr. Coo•&u In the fOUI"'M of your statem~:-nt, anrl 1L Alll'lf'IC'CI rn¥ 

at.t.tntion 
Mr WUTOx. 1 •mph.....,.! it boc:a1110 we .....Wto.,.. oo tlfar and 

10 plain; ,.. htn ~·ou ttoe a oompany 'trhieh bu DO\ had a ~L for •'­
atotkboldtrt tn 'to ,..,.. but bas uwally during ll•• penod Ji••• ••r,pon lo thouoands and tbouoands of employ-. you tan - tha' 
it. IUJUTC'd a UMful purpOie in the community, whtthf'r at"'""'" \0 
or not.. 

~tr. Coon:• - And 10mt of them ~"e fiNt toMidtntion to their 
at.odtholde"' m th& l'l'.rmeot. of dil'ide:nds eTtn lO the dilad.-aJJtace 
of tho runploy..,., do tbey notf 

~Jr. WteTON. •rba&.. is rig.bt; there a.re all kindL 
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Mr. Coona . .U. you familiar •ntb the atAIHwlt tba< io purpo<ttd 
to bne been owlo by tho prwoidwt ol lbe A. T • .t T. Co. abo11~ 
tbcir p....,._u~ along that lin• dunog tho d~ooT 

Mr. Was'IOK. No: I am not fanUUar with his ltat.Mlent. 
Mr. COOPER. 1 am infonnod that tho pn!Oid<nL or lho A. T . ... T. 

Co. testified beforo tha ~·t~dem.l Communication~ Commi•ion that 
his tol'll flMY ditlci~Arged 600,~ employe-es ~h~ng tho dol?r4!"lion, 
yatdu.ring tl1ttt. pa.nod thny conunucd t.o pay dtvldc.nds to thaaratock­
holtlera. So <Wtainly that ia" rtllher olriking illuslrotion or lh~ foot 
Ull-t in 80106 instan~M at. lf\&11- contidoration goes (A) t1&e PIYnltlll. or 
dividwda and tiro conoidoruiona of the employceo and U>e unoruploy. 
ment. problem of the eountry gee.lut. oonsideration, if any at 1U. 

Mr. WDTOs. Tbud juntbt ldndofaconeem tha&.,ul mention~ 
'" my illultrarioo, lbio biU " ould hit 1 ... 1 hard, beta- of lho 1•••1 
buil of their income. 

~1r. CooPEa or toUJ11111, thue migb& be a d:iffermc.e of opinion on 
that.. 

Now in llu~ illustration given by lhe gentlemAn from Ohio to rou. , 
and with which you ogreed, aboul the eorporotion thai had gone along 
ror teve.ral yei\J"S and m&de money and t.bcn for several yeara fulled 
lO ma,ke any-what. about th6 RihlllliOD o( IW iod_ividuaJ lhAL hnt tbll~ 
ext\-Cnenca? 

Mr. W&&'fiON. Will you rnlik~ Lhe quoslion "littlo n\OI'fl direct, airY 
Mr. Coorv.:R. All right, sir. Ins tead of the eorpornlion that W4'M 

along for seveml yeon m•king large net profita and tbon finally run· 
ning intO several ~·e&r~ wbtre it sustained J081Se8, &uppOM that. had 
boon an individua) or • pArtnerahip that bad had thai Ujlfli.,.i 
had gone along ••woral •Mn makiog largo profita, and ll~en aovera~ 
yoara following they falltd 1<> make any profiiB. That individual 
and lha' pa.rmership, or toul"'f', would have paid ineome. tu: on lhal 
etatuton· net income duri.D~ thoee pro6table yeus., would they not.! 

Mr. \\"uTOY. Yes, air. 
Mr . CooPE:R. And thtn wh~n it. eame. &long ba.rd timf!ll and they 

wustained 1~. what eonside.ratioo wouJd they have received? 
Mr. \VE&TON. None. 
Mr. Coonm. '"fhen why ara tlle corporations ol t.hit eounlry 

entitled to n.ny diffo.rent. cOnsider1ttion tlutn other people CJlJCI'80t:l in 
businC!M? 

"tr. WuTON. Bocaute a.ny individual who oonsidcra tho c.orporate 
elrutture better adapt.ed to their type of businesa, more auitable co 
level out. the 8uetuation1 of inromc, can incorporato. 

Mr. Coor£.a. And it not one rea10n for that I be put. 1yacem in 
N"ftrtnte lO tuM! 

Mr. WUTOs. Why, ~rtainly. and i' is a f&ir on~. 
Mr. CootltR:. And you want tbat continued! 
Mr. Wurol<. I do. 
Mr. Cooraa. AlLbough it .. nol in keeping with the prin<iple or 

fairneM to individuals or pll.rt.ntnJhil)lt e.ngaged in the ~me line of 
bu•in ... T 

Mr. WESTON . Th•L I d<ny. 
~1r. CoorER. \Vcll, in whl\t. respoet. i3 not lh&t. so? 
M.r. \V U'i'ON. [ dei\Y iL ror this reason, tlJfl~ 1M 1\ mAtter of obsarvlnj! 

for soroe numhttr of yt"art how bu~inoss men go about.aetling UJ) t.be.Lr 
onterpriset, '1!.-.ilh an eye to all lhe M'lva.nlages or doing bu&1n08A Ln 

,, 
0 

•) (. 

•J 
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o,.. fonn or another, a"""'- 10 .,.... ••. • , • •·· 

' A-.1 -1 • WIIWMJCQ'PO.f'a\4110rm•u.\tef' 
t wwu, not. ~.wy can LDCOrpor.w, bul ahnp hu and .t will 
Incorporate, if the advanltj!O .....,.,.. ...,.. 

Now, you a:nnot La.lk abou&. diltnmin~bon belwHa • ~ 
an~ • corporauon, --:hen the membtnt or &.he putn~rmi b • 1 p 
~ 'neorporale any ume they "'."u.t. to. H they are not.Pin:Ov-e •,~c. 
1t. i• bt."CAU.te tb6y &ense no dtse:nmmalion or····· ·'·•~· L- rpo 11 ' 
· -' . t • ••· d' , - - ~w, uaVfttoilUIO ler 
au. \'liD ~· m lOme ower lteeUOn tJJa\< outweighs 1"-

Mr. Coor~R. ~ in froo Amcriea l110y ougbt to han tho ,.;,.111 I<> 
oonduc.&. thetr bUIIDM& u a pclltOtn.h.ip il the'• wan·• 1o ·:-:. 
·•·• u'•• b • d~ · I • , WI~OUl 
w~r compe. ~r &'i'lllg a ~trule and a aia.tioc:t. advanug. 0.,-er tbem 
u a corporation, ao Car u tuN are toottmed 

Mr. WATOM. JatbuaqueollooT • 
Mr. CoorD. Do you- 1o thatT 
Mr. WATO..'<. 1 dO not, oa ~Uitd · I d*PM· 
Tbo Culaii.L'I. Are you a IIOCkl.;ld..- m Ibis ...,pony lbaL J'OII 

npreeen~, or d~ 10u JUS' repneen' ~ u a.o aUorntyf 
Mr. \~ UTOS. I only bold • quailfyiDg abano or &lock, .. 
The CIIAUl¥AN'. \\ bo Ut thr pmid.to• or the eornpt.ny? .. 
Mr. W£orrol0. GiliJ•r•E. FuUor. 
'l'he ~ltAIRw~~. Do you mind Lelling Ult thtl Mlll')' he d,_,.., and 

bonu1, tr tmy, per Mnurn? ' 
, Mr. WE~>JTON .. My feeling i8 tluu l oughl. not.. to, "<ithout.lntUnto­

hont from Mr. FuUc.r. 
The CuAIRWAN·. 1 undent&nd that. h .. ia a mat.t.tt or rec:ord tbat. 

Gilbe-rt E. FuUer, the p,..,.;d•nL of your ro111pony. for the 6otalyoar 
103~, drew 1 Wary a.od bonue to the amounl o( S30,«2.71. \\ould 
you u.re to ,·vify that, or ba,·• vou a.o..v know-led~ on the aubj«l 01' 
do you prt":fu not to d.ildo&e i1 lr you han! ' 

Mr. 1\ -..TO.-. I do not lhi;;!, I tould ,-•nly tbo exact &g.,.. but I 
think it io dooe ooougb Lobe ngbt. ' 

11\e C uAnt» A.'<. 1 undel"'tand that at the un~e time lhty paUl oo 
na,·id~nds. 

Mr. WUTOS. Thu is rigbl. 
Tbo CHAIBKA..~. Row can they 1>•Y aalaritt or that. kind, or tiHn 

•i1.c, ond not. pay dividendaT A cornp•ucy tbat. can afTon"! to 1>"1 
nlaries OtnL large apparently ~nllident tlu•t. lhe atockholdtrs 1u·e noL 
in v~ great noed or div1denda. J)o you 1hink a tu law that pt.rmha 
exorbitant Alariee like tlHlt, and Lben j)IMIC8 on lO surplus cvtain 
amounta in order to tSttpe higher tuM, t hould no1. be improved? 

Mr. \V.t:&TON. Do vou want me to di81:UM tho entire qustioo u to 
111•hethtr chat. v:u a 'lair and proper torn~DII.Iion under aU or the 
circum~c.ames? 

The- CRAI.ali.A..."f. Xo, I ju.t •ant \Ou to au.n-tr my quNUOo. 
£,try qusl_ion that hb bHn ukfd iou bu cauted fOU to mate a 
vea&.. long atump spt«h. Wt do not •ant uy tpt«bN.. 

Mr. \\ UTON. 1-low can I an~•tr that queetion il--
The C H.AJAlU ... "f. 1L takes only a fe• -otda to aos..-er that qut.~~~t,on. 

I ~;u aay th•~ in aU courtooy. 
Mr. Wr.&TON. 1 do nor. agr~ th•&.. the salary ~·u unjust under all 

r.he circUlllltaucee and &i.nee l do not.agroe that. it was unjullli• I do no~o 
8C!Ohow--

1'bo CuAJIUil.AJ<. You do nol think u.le.riee ol t hatt kind lll'6 unjutli, 
when no dhtidcods are paid? 
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Mr. WuTO,., ~lr. !<\iller used to get from tho old <Om pony a oalary 
of $60,000 a yMr, and he ...-u ...-ortb i&. After th~ tornpany •·eo• 
un<l.,, m 1831, hod,..... for 3 ,....,.. • ula.y ol $3,000 a , ... r, dNJ>ite 
tho fa<.t lloat bo bad 10 pey"""" than that on inte,..t on luo on<ltbted­n- 10 ketp llOlng and a <Oid banluvp14'y. 

Thf' C'HArtliiA.S. What hu tha&.to do ,..;th it! 
Mr \\ UTO~ h h .. lhis lOdo-,nth il., Air. Cbainnan--
Tho CuAuuu'(. What a man bu to pay in iotem~&. on h.ia pt:rtOilll 

tndobtedn- hu no thins to do with tho W&ry that ho ought IO draw 
from a eoo1pany for whooh ho is working. Solari .. should be haood 
on lho ,·tJuo of hit ee:rvlc.ea rather tha.n on his ov. u IX'.I'IODill indebted. 
fU'41il, 
~I r. Wr.eTON. Lt. hM this to do wilh it, lbat hn had llll tho iuennt.ivo 

in lho world t.o got. a. lo.rgur slllary, ir he cbOM t.o, bu~ he did not. 
Tbo CuA tL\MAN. Dut. Lbat. ia not tho reuon thnt. ho 1-hould hne a 

lnrgo t~l11U')', booauso ho bll& a certain amount. of pc.l'80nnl iodcbtod­
nOMI. 'rho ~J&Iary• should be corumc:nsuruo witJJ 1 ha. Mu·vict~~ rtmde.red 
to tJH\ OOUlJMDy. 

Mr. WceTON. I voted for it as a diroetor. 
The Cn.uaM.AN. You wou1d noL LAke the, position dlal • man's 

penoonal indebtodnooo should be a b.W. for fL<ing hia ealary, would 
youf 

Mr. \\tUTO.N. No. 
Tho c ....... ._~. Then why go into thalal allf 
Mr. \'tsaoN. \V'tll th<> gentleman yeildf 
Tho Cuto>UN. 1 yield 10 tbo gentleman. 
Mr. VtNOOl<. This amount or $30,000 plus in ulan.. ..... paid out 

or whal. w-e tWl lhe at.atuto:ry ntu. ioeome, or wu il. dfMI.uoUMf before t) 
yOu uriW'ed AI. your llt&tutory l'let. incomA or $77 ,000! 

Mr. WCOTOs. Droucted. 
Mr. VtNIOH. What. was your net.. income, including aaiAriM to Lhe 

prooidonl and other .. laried olfiuea? 
Mr. McConwAcK. You mean what "'as lhe groee income? 
Mr. VtsaoN. No; il he took thal you gel into anothdr fiold. You 

take the noc.. inC!Ome or $'77~000. Now wha~ olhor sa.hu101 were pnid 
IMt year? 

~lr. Wt81'0H. 1 could nob givo you l htll ngura, bocaUAo 1 do not 
kuow lt.. Bub Lho ncf\1"08t. I can como to gi\'lng you ll reir llnJtWer is 
thnt~ it. would 00 qujte substantial booouse thi.J oom (>tulY ia JH'A~ 
tir•lly A per80nal &enrice company. H. h8.8 no phuu.; it l1U' no in'·en· 
tory. 

Mr. VtSaoN. You oay it bas no plantf 
Mr Wo,.roN. It. ba.s no pla.nt. 
Mr V"aoN. h doeo noteounJ. aoythlog ofT for deprociation,ll•on! 
Mr. Wn.TOH. No. 
Mr. \'tNOO!f. Dtplftioo or oboo~T 
\lr. WDTO~. No; oo~ of t.bem~ 
~lr . \'1~10,., Or any lbinp of that kind? 
Mr. Warros. 11 is a pmoonal serrice eompanJ'. 
Mr. \'INION. What .. ·ould you <Stimato tho othu oalarioo aggre-­

pted, oth., than that peid to the presidenlf 
Mr. WuTO~. I would no~ dare to estimate., air. r mitdlt. be too 

~~~afield. 1 can aim ply A)' thai ilia tho major oxpenoe ifa.n adver· 
twng and rcnl. 

( 

OJ c 

Mr. Vo11110• llow m&nJ'stoekbelckn d- 1L.. 1 record? • ._.. Mmpany ,,, •• or 

Mr. w.....,,. 8011 or oneaty, lllhould "'7ollband 
Mr. Vuraow. Aro 11101t or them "'"-led with tL- · f 

the ooocem1' Ulll openuoo o 
Mr. WaTJo,., l'erhapa u man:; as ball 
Mr. VtHIOH. Th(O~ il. d~ DOL make m~tb datft~n~ lO the b&lf 

la
wbet.hu thd•T fl.tiT peod oalarieo or whether rou ha,0 dividtnd d..,_ 

rataorut OfJI a1. 
Mr. IVUTON. No• to tht half. 
Mr. VtNoor:r. Bul to the other hall, i1 mutt quito a bit f rr. 

fanmcei do., at nolf o < 1 
Mr. Vos•ro11. v .... 
Mr. VtN&ON. ~~;d tl~ey .lm\'e not ~ci,•etln •lh•idend in 6 yflartf 
Mr. W a·roN. I hlit 1s r1g.ht. 
Mr. VtNSON. And durin~ t.bi., time I Utke it. tlill tlu'll~ 30 OUL or 

Lho 60, this heir, h!;'''e bt,.\(ln gel-ling their t~alariH right. aJongf 
Mr. Wr"'"""· H'l'hl. 
Mr. VtN'80N. P~bly 80mewbat. [Jt, i.n raa. YeaN and in IOtnfi 1tAI'I 

tomewhat. loau NJ&ne~T 
Mr. W~T'O:"'f. The eala.t:i~ haYe been 10 lean to dat.- thai It •ould 

almo.t. dnve a bol'lf; to dnnk. 
Mr. VtN!JO"f. Aod "'b~ you get.. a clsanoe to mak~ a ~ bttf.. in 

11135, ~MJI? up and dJTid""ds to~ "hodo nol h••• aaalaned 
connec:.Lion WILli the corporalJOD reaw..o unpaid. That aa a OOr1'fC-C. 
statement.? 

Mr. W<nON. Yoa. 
Mr. Vt:-cao4v. That is all! 
,1e C..;.talU.:t. Do 1ou think you "-D jus:tifyM.Iari• of th11. .U.t 
Mr. WCOTON. Y ... oor. 
The Cn.+.tMMAN. WitbouL a.ny dividends to the atockholden who 

may netd aome inoome rrom their inl"es:tment.t 
Mr. IVt:&TON. Yoo1 air. 
The Ctt.+.tHW.+.N, ' ou tbiok JOu can? 
Mr. \VUTON. YeA, sir. 
Mr. CuoWTIUHt. I hO~)Q \\'Q •ro DOL IOO.ng !ight or lha r .. n LilA I.. t hllf. 

saltn'Y 8Ud "II tho salnnes to cb"t. h"lr of tho stoekholden~ whn sre 
oHic.ers in tho comr>~tny were t.axcd by lbo Fedenil Oovernmtnt. 'l'llat. 
$30,000 MAituy i.& subJect to taxation. 

J flAW" criticigm theotJicr day or a $200.000 l&lary. But whan ··e 
got. to figure it. out, the tnA.u only recei""ed $97,000 or lt, and $103,000 
wu l'"id in t ues, or eomething m that ntlg:bborbood. 

Tbe CRAIHtu.N, But.. tba poor stockholder got noLhin~. 
Mr. CnOWTin:a. But we do not '1\'&nl.tO lo&e sig:ltt or tht ract. thai 

the Oovemment gets a lot ol money in tufA out or lh80 l&lanot. 
Tboy""' not altogtther freo aod tl•ar, thty .... not all <elYeL. 

The CnAtltMAN Tbe.yare ufret and f'IH.t u they ('an make cl,tm. 
Mr. CKOWTIIKH. No" undt:r our pn"6e:DL ratH. U you bad tb•" 

aalary of 130,000, you would j115L grind J'O'Jr teeth 'O'hon you 'Ot"' 
writing ..Jour C'bec:k to par tht. &.aXN on it. 

Tho CttAIRMAN'. 1 •ould oot expect to dra•· that a:hKh of • MIII'J. 
Mr. CttoWTu&a. Well, you or I mighr. no" be worth lL 
Mr. nu.a.. h a. one way of getting out or the eorporatlon ta..t 
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~1 r WD>O>I. Lot~ lh- be oome mioapprobonoion oo ...., ••biecL 

or 'drb • T~ CHAIRMAX. Acco-rd.iDst 10 •our 1 M o w &t • eotporatioo c.u: 
oboukl be the Hl1>inp oould oiJ go LO luge ulan,., and lhao 1o 
IUrplUI, ..; CO~ OUL or paying 0 large LU, ODd lh~ poor atockhold•r 
would at~ oolhing, uo mauv bow badly h. noodocltL. Thu would be 
po.iblo. 

Mr. Pva..a.aR. Mr. Cbainn&D, 1 1\Gen tha~ -.o ha•• t.akaD att 
undue AJliOUOt. of time to be informed by tbi:s 'Ailn4*, aod l auqoar. 
........ be ..... .-.. • 

ThD CKAID .A..N. IC tbere are no f~tttber QU~tiOila, &.hank you, 
Mr. w .. wu. 1 · 

Mr. W•..eTOH. I '"!1 gra~ful ~you fqr your cons!f ~n!ltton. 
1'h~ CnAUUtA.H. 1 he no..x-t. wttneu ll Hon. w.m ... "? ~· Bennet, 

N)presanUng tlH3 National Lumber ~{nnufaeturm AMOruabon. 
1\fr. Btnoor., will you please ste.W your nru:no 111\d lha capacity in 

which you appMt, for the. rocordt 

SUTIIJIBIIT OP UOII. WILLI.lll S. B11111BT, BIPII&SIIInlfO TUB 
IIATIONAL LUJlBBB JlANUPACTlTRBIIS ASSOOIATIOII, IIIW 
YOIJ: CITY 

.M.r. Dcx>~&1'. M.r. Chaimw> and conllw>oe: My ~amo ia \l~tlliam 
S. Bon-.t; "'1 adru- is 25 Broedway, s .... Yor:k (fiLy, and I repre­
lfDL lho Nauonal Lumbv Manufaaurora A_.llo>n. 

Tho CH.utuUN. You h.ve inclioaLed lhat you would liko LO ba 
.......,.i>Od lor 16 winuLeat 

~tr. lh:~srr. Yes. 
Tll6 CU.Alii.M.AK. A.nu you v~er no&. \0 be iAtt'rrupted until 10U 

rompl~te your main statnnent? 
Mr. B•NNH. Thank yo11. . 
'rht. CnAittMAN'. \\.itbout. objection, the gtntltma.n will be pe.-.. 

miLtNI to proceed 15 min'!tes with!J~I. inwmaption. • 
~'1r. B)lNNKT. 1 appear lD Oppo81tlOD to ret:onuncndataon l3 or the 

Ml lbeoiHilli~lA!a, felltllng M rollo~""S: 

O IVIUC~DS 00'1' OP l'UC.Yo\IIC.U 11 1011. IUIU't.UIII 

It I• rtCIOn'l.mended loiiAt dividend• paid out. o! eAnllftJ:• &nd pl'Oflll a.t«"nled 
txororo Ma.N!b 1, 1013. or ou' or iuueue Jn ,.ILluo aet".rued before M&rt.O 1, 1013. 
be lu11,r \.aub1e whu dklributed. 

Our viewPOint is prom,..ty lhe woo u lhot l"''"wt•d by Com· 
mil.iontr J Jth·~ring this otoming. 011 page 9 of hll atatemont~ whuo 
ht!l uid in IW't.! 

Tbtt f«t>On\e form at bu~ orub.ll.atioo 1 .. MT4'111bete.-. tt.lrtd b)' nt.lmt'l"­
ou .-.11 and med.ilu• ab.ed -~ tor l'fiUOOII ol C!OhYOD~ lt:xitUII\1 PCI 
t.be IJb. I>MirritU.oa\.in Ia t.ua:Uoo ua1ut. U. t!Or'I)OraW! lor. ol buti­
•&«prw, u...Uud'-ri.taiNtiob ia itala.,·or. w-ould be tuliOft'CI bt Lhos:w-L ......... 

And ..-o .,...lha~ on poco 6lhe Commiosioner eta~ lhe oquiLablo 
1iluat.ion when he said; 

Tho oomJap withhold b1 .. ._..._ odd DO - lo lbo WMJlll ol l.bo ...... 
bo1dtn thAD U.. .,..lnp dil:tributtd lD dJvideodt; • • • 

In other wordo, tba~ lbe ea.rningo made by oorPQraliono holong and 
add to lho wealth or tho ohareboldora, and thorelol'tl who I corporatlono 

( 

)) ( 

,, ( 
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bad .. quirtd prior LO ~ram. 1, IV13, ,...,.. thtir_proporty •ad .. • 
maLLet or ra<L,lhOL litho holding or b .. iJeoe tho bold&"' of c...;,._ 
up LO lh11 good date. 

Thio_ {'rtcioo quewon haa beoe before lhe Coo~ oiPt LLm-. 
'f!'e Onl)nal tnactmtot. m the 1916 ac&.b.u been rwnacud le\t.n time. 
1fllhOUL oubaLOnual <~anp. 

In jUI&. oot moment l can ttat.e &he li.tuation u it O«tirnd oriatnallf 
Tbe Jirst act., of cou.ne, u we all know, ..-u the 1913 att, ""N~ 

u.n1y, ' " wu not perfeet, althou:h it. wu a vuy good It&. 
Thw the Comnti.SI!ioner of ln~ Revenue l~~glu. 1i~t he tOuld 

collecL-a.nd he v.u correct. aboaL u.- a LAx on d1v,dtnda of cor()c),. ... 
t.ion.1 oo ma1ter wla.eth~r the um.lugs had ~n berore 1be. Itt of ~ffu'('.h 
10 13, or au~uf'nt.to llu1 lst or .March 1913. And oo one Mn criti-­
cize the .C'ommuM.iouer of J nLernal Revt.nue for taking tbM \•lew anti 
atW.mtHaug tucc<!fl8rully lO uceute tLe lnw A11d OOIIM~tinr the w 
until tliC'i law wa; changed . 

He'"'" tubtlcx1ucn~~ upheld by lhe ooun or AJ>po•lo. Out .. ooon 
u Ju~ ra.ii..NJ the quaation, YA...o-iou& partiee-

Mr. IT•••· Did it 1top at tho oourt or appealt! 
Mr. ULNN&T. J rue.an&. to SAy the Supreme Court or tlle Unilfd 

Stat... The court or •J.>P<•Is is lho higbtot oourt in my Su.to •ad 1 
eometimM mlkf that. mut.a.ke.. 

Tho Supr•m• Court ol tho L'aiLOd SIAI8 in tbo ._ ol Lftrt<4 •· 
H-·1/ Ullbcld him. Aa 0 maHer or r~t, the <OUrl or appoa)o bold 
o.gainot Lloo Couwu.ioner and :.be dislric:t roun bold apillll lho 
COmmiMiootr, but the Supreme Court. rel'cnrd tbtm, iD the ~ ol 
LyrocA • · 1/ ....... 11 (2-17 U.S. 339) . 

But. ~fore t.bl!l ~aee got up there, the lumMnr.f'n, d.e 'Outl,tro 
lumbtnneo, • •ho •·ue moet imm.edi.a~y l.frec.ted, uw Lht~ i.ntut&.i« 
of the li&.uation. Tbg brought tbe m.attu to the autn.uon ol 
the \Vaya and ~IMIUJ Committee of the HoUle. The thairman aL 
that. time w., Mr. Kitchin, a.od in the 1916 ac:t, the IN"'nd art. 
Mr. K.itcllln1 A l)f:I'IOnaJ lrie.nd of many of us, now dead, a man who 
had a very nlgh tt.UIIC of justice and right, wrote into the l•w Lhi. 
provision: 

PrtWidftl That &he tfrlll "cllvlctendl" u llliOd In thJ1 Ut.le •hall b. held to 11'18n 
.w~ dlllributlou made o r ordc.rod to lie made. by a eorporallo•1, Jolt•t.-.toek oom· 
1>any, Nll<kl'laUor1 or lnaurtuteo roroJ:U.Iiy Otlt of lt. 416rnlu«ll or llt(IIIU &CIC!nlf!d 
1Jnoo Ma.rcb 1, 1913. 

TJ1at ts Ano~hcr wey or saying that not-hing Lba\. a m1u1 hAd, or a. 
corporllllion hAd, prior w the Jst. or M&reh tDIS could bo uu:«< ; 
that. that. wu caJ)il.l\.1. And that. principle hu R'Jnalnfrd in 1hf! l~&.u~ 
enr tin~. 1&. 11 in tbtre no~·. Jt. is aubdivi&ion (b) or tet"tion tiG 
or lhe I 034 O<t. And it haa '-• uphold by O<&y <bairman ol thie 
eommiLIH, Mlh .... pooolble tlotpi.JOD or "'illia!n R o ...... " boll 
think, ocwtr •·eat. on record; ~lr. t:'ndel"'food m &.be SMa~; ~ r. 
Kit.cbeo, •-bon) l ha\"fl m~W»nfld; ~lr. Fonln~y. llr. Collttr, a.nd Mr. 
Criop, "bo .... &<hog ehairman. . 

lle<k thoro in 1013 and 1016 the m•n -.-bo eoooLruod the ...-toootb 
amondmwt wore not ooly "*' mM but goad l••')'tro, and lhoy 
cone&.rued thtir re.-poDAibilibM and riahts under the ata &.u&eer and 
Stnator Ovem1ao w the Senate statetl lbis in tu~taDte. W11~&. a. 
mao had, wh~ther be wu an individUAl or a partnen.lup or oorporat&On. ......... -.. 
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on \larth If 1913, il free or tax. Tht"re is no diwrimlnahon &R;aUU\. 

tb.- (Jo,·rmm~'nl. or against the o..-nrr or a.nytbing tl~~t . AJJ •re 

'"'"~ ahkt ,\ncl !hat if th• ..;.,.. !hat lho Congrt'SO baa rontinually maintain«! 
inte. 

Now, 10 that. ('a-.eof Tyte~A v. lJOf"ft~tby, thtJ" had a rue bffor'fl them 
iovoiH~ $171, .,.b .. ~ the tax.,. . .,. only I ~~f'nt and they dhow a 
nano.,., t.Nhnic:al distinction .,.·hicb Commilliontr llfher.ng dON not 
dra••, and •e t.gTN with the ConuniR!ioner, bet.weeo the! corponue 
cmtity and the Jndiv'idua1 corporate own('n. At a mltt~r or rart 
t•~ing all the •tockholders together, !hey o• n tho PfOJlC'rt.Y ol lh~ 
rorporAtion and tbia is "-rhat "·ould happen U this rccommc:'ndation 13 
were ftdoptt.td. 

LotuJ token pl•ecdown !here in tht South. And lhi•h•• h•JII>eoed 
time and thno again. Let. u~ say thnl the.~•o aro four tH~OIJ lc or four 
Ol'gllnit&liona tl1nt would O"'n timber Utat.they bought ant \o oiuctie& 
wht"n ft 101. of tiu11Jcr was beinJI: bought in the South . 

Thls fir-ft. ona bcrc is a.o individuAl, Lho newt one i.t A parLJJc.rtbip, 
the nut. onC' ls a corpONLtion, and this last one ia a C'Orpor•tion. 

Earll ol tbem poid SIOO,OOO md on lho lot ol Ma""h 1913 lhe 
value Ol !hat tirn!J<>r ol ucb Ol !hem had inri'<'U<d 100 JlC'"'Ont and 
waa "·ortb $200t000. 

W'dl, the indivldual cut:& ouL Ht pull hit monty in hia pocke-t. 
You ('8nnot tOut"h him. The Constitution pmt«tl him h . is his 
propony. llo o..,.,.j it on the 1st of ~ra...,b 1913. It it not income. 
1&. nnnot bt ta.<ttd. 

Nut tomts th~ partnership. You cannot tu thtm TI't)' put 
thtir money in thm pocket. Thty ownfd it on tho lot or March t1 
1013. And I nlight .. ,. that lhe rtiiSOn I .- tlao date Mt.n:h I, 1/J 
1013 it '*'-- wbeo th•y passed lhe lntome Tax Act ol 1913, in 
Otto~r 1013, !hey put lhe effecti,·e dato hark to M•,..h t , 1013. 
Tltt~ ti.:ct.etoth a.mendmenl. had become a p&rt of the Contlilution in 
Fobnaory 1013, •nd the Supreme Court ol tho Unitfd Stntes .. id 
tl>oy bnd • right to date it beck 1<> M•reh 1, 1013, giving lhc djviding 
line be1.v.~n capital, which wa.s everything that.c\•erybodyowned up 
to tlu\t. dftU).J 1md capitol ineomo ofler thnt. d»tc. 

Now, laC'ro C'Omes nlo:ng n corporal ion thfiL owhl 1\ third trnct thut 
11u n IOO..I>el'l't-nt incrcaso in value to March l, 1013. \\r~u, tlJCy 
Aay, Wfi bnve c:ut. it, A.lld we havo this $200,000; we will Uquidat61 unCI 
we \liiiJ JIO OUL of bu:i!lnC881 and that is what. thC'y dO. '11ht'll1 .fOU eaU'IUOI. 

m.-k~ tl1CJn P•.Y a doUar o( taxes. That is doc-idC!d. in tiH~ cue of 
LyNit '"· T11mM, ha the 24i Unhtld StatcfJ Rt\poriA, page 221. Now, 
hrre il • lounh <ro•-d-and I 1m glad I<> .. :v lor IUO crfdit or lho 
bun.au n.ce that there are a good many or lh("!!;a m~n U'l tlao SouU1 
and ~liddJt: \\"tftt. and to a ~in extMt. in t11~ \\"Nt1 but not eo 
m\U'.h 1~ yrt b«aust' it is a new ioduJitry. Tiu~y art coming along 
bf.JUnd \\11M tbev go in and cut the timber out, atll and quit, • bich 
they could do .ntliOut P"~;og a dollar or wr, th•y would Ita,·• oome 
morn gllOI-1. towns lt.ft. Therefore., they have Ft"mained in b\SneA. 
'!'hoy r<malrod in b..W..,., and, thuelore, Co~ proteetod tb<>m. 
11•t:1 •trf prot~tecl under an amendment. put on the tax biJI by 
Mr. -Kitclun 20 ye&r~ago. Now, "+bat ,_,~ould happrn U that. provision 
,..,.. choog«<T 'l'bil! would happen: Thero would ~ a ctnain num· 
oo ol u..., IJ>at oould liquidate complttely. They could liquidate 

( 

( 

1) ( 

&.a\""C~tat "cr• 1111 

,.;t), n 1 l.aJ im~g • . dtsaimio.atio!l on Wm -nw. · •~ 
PI'OJlC'r1Y o"'lfd b1 nul~• and bam and • n 10 a ••t <•I llut 
lite thnw, alld t.t::.f\· •·i.U MV"U disuibuw lvo,c ume orpnuauoot 

The l'nion Panll< tho Soutb.-m l'acili. •· p 
of tbotfo railroedt h~ve ~ • • lu~ fno1-yhanaa, and &11 
valu~ ~f ,the-11 propnty than hM 'f!:~~-=~~.!,11~0!~th I an ~ 
and manana c:omp&ntet- But J ha .d • umu.-J 
Th~y ..,. ill ntHr bf; affft"lt'd b:: tL- 1\·e ~ ' tbey • ill I)()~ da..,.tnhutt. 

b tJ • • nc um...,..r toUlr-DJ aotllhe mamntr 
romp_eny, .,.,. en 1('1 tuna rome!S tbat all th~ umbtr ·~ 
liqui(IMt'. O~hnarUy th('y luu·e got. t0 d.i.:Jtribtllf'. ttt"~!~·.r~= 
v.: tth thrtn v. htro .to be t&.'"e-d would m••• 0 rank d' 1 · 1 

· 1 •I 1 1 1 · I!H'nnunat on 
!'glluut."' u~t tMe re errOO to u a corpomte fom1 of h1 11 h 
10 rt"tthty, at. would tx: n di&crian.ioftlion "gn.imu • rng1 :1;~!~r ,j,t~ 
COrpO,riltO form Of IJU81Uetll. h would be jUit 8 (ev.• kind'l of t'Ot• 
porotaon~, A tid not n.ll <>f them. h would b~\ againtn lhOtlf. I)IHti~ular 
oorporfl iiO I~I thl\t. C'Ould noL ooauplctaly li<auida~. Now, hf'ra i• ¥o'liltl. 
tl~e{ a~ do111t.t! tmtl," bJ1t. they want to continue to do, ruHI • •hat tomt~ 
wal luwo W to: 1 l•ey u.k Lhttl. the monev tbnL '<t.a• tllrl'ft tK"fON! 
Mareh 1, IOJ3, be J)to~ted. Tbt-y buy nt'4 timbtr, nt'• ON', 1111tJ 
they oondurt. n~w bwmeu. '!11ey ha.'·~ been Mndut't•na that 
butmMt~, or mon of tht111 h•n~-, ':'lght.&tratgbt tJ:~rou,h, .fiinr• IU29 IL 
• 1~; btu. tbt~y ha,·e been k~ptng t.o•m going, paying -~. ~nd 
buymg ROOd•· Tboy ba• • be«n be!J>inl: to k<'Op tl .. "'""II)' on on 
6\' tn ketl 

Now it il propowc_l by. tlli:s recommeodation r.o. 13 that, bf.toauw of 
thaLnn·er':Ofi.MtUtliOn,m tba&.ootNM, bukiD 1917 tb.at Lbilhandful 
~f corpo~tu:ms ~ IUbjee~ lD Lhis tax. The~ d ~~ muth money 
mvolvecl 10 ''· I do no&. know- bow mll(:h Utf-re is, but th.- IU~· 
m.iuee, in lN-1, Mid it. • ·ould be $6,000.000 aonuallv. I ba\·f always 
eoruid~rt'd that r'ICU ..... ratbtr- illuaory because of What. the lU •tMJicl 
amoun1. to on wfial. the tompany bAd, or the amount of du idtnda 
that "'-ere madt". llo'4·cv~r, I think weeen takeiuafrly thA~ it•·oll.ld 
not. be O\'t!r $0 000,000. Therefore, the amount iJ noL a l~J'l(e on~, 
.but. tho principle involved is important.. It. iss the printiple of f1if... 
ne$1, ec1uit.y, "nd justico tim~ is involved. U Lltiil plan ".,.cro adcp~_l , 
lt would bn n bad principle, introducing * di!M!nrninution where n 
diswriminntion docs not. r1ow e.:<ist. lt is rmolhcr tiling t11•t l"wyrr. 
recognbo t\.8 wha-. sou rnighll call Lhe rule of pror>eny, 'filii hu h{t(1n 
a. rule llJJpliNI to th~ corvomtion' for 20 ,Yt'll~, and if iL w('r~ ~bnnJ«Xl 
now, it. would be another ronn of discrinunation. It • ·ould bf. a iliA­
crimination sgaiust the rair-rn.indcd, broad, liberal, and progr(lfi!Yve 
and eon.lf.idtl'llte pooplt", ADd in favor or t.ltOiite "•ho in I*" year8, or 
t.ho.e standin1 '' ri<"lly on tlu~ir r4;hts., ba-r-e dO&td t.hnr oU C'lairns out, 
and eu• tltfir 1imber out, ~ 8ch--a.n~ or Uu~ siluation u it w .. 
and or lbo CoMtitutioll .. il iL They ban ....... adnn\aiO or tho 
oit.uation, and compi•IA'ly Jjquidatod and got>O ""' ol buRn-

That it about. a.U I han to MY, gmtkmtn. TbMe arrurotns.ltave 
been m.adt ror 20 JNI'I bf:fore six, seXeD, Or eight. difl'tl'fnt. t·~~· 
Tb•y ba•~ appMlod 10 _,h Coogmr;, and th•)' ba•·e appMiod 10 1M 
leaden in thouscbt. on liMo 5Ubj«L> of ta.ution m both the SMac. and 
the Uouw. Ttiat prindple •·u ...-riu.en in&.o the law by on~ of the 
ableat. men, one of tbe lDOfJt jt.13&. and high--minded nvn in ConJI'ftl, 
Claude K.itt:bin . h v.:a.s the unanimol.lli ";e,., of Concre- and of the 
oonre,... ol t.he Stnat. and tba BoU!e. lD my jud&m••l. 1ba1 pro•i· 
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aion OUJIU. w rootioue to mnain in tbe law, aa it haJ ~t:na.i.ntd for~ ,. ..... 
Mr- \'t~eos t"pon thrM eepara~ O«tiioaa, thf HoUM bu no\. 

t&ktn the •m• vie.- tha\ you ha'"e&O ably uprt!IIII8CJ hfl',..,. 
Mr. 8&,~n. All-uhree. 
~lr. Y L'.OI"i In NCb in.statlee, the St:nate baa talr:tn the ,·iew that. 

ltu bftn 10 opltnd•dly J'lft!"Dted by you, and the Ia• hu l>Mn ltf• 
unrhan~ed a flu ronfuen«~~ n~ beld on the billt. 

Now, 10u refer to \be Lynch taM. 
AJ 1 uodentand it the deci!:ion or the Supreme Cot1rt on the qutetioo 

of ••lue .. or Maroh I, 1913, they held It .. b<ing rapit•l. loth .. 
tOITt'et.f 

'- ' ' · Bc:tN1111". 'rho l.vn<A -.. TurritA cue he.ld thttL ; y~, eir. 
Mr. VtN&ON. Yet, tl1o Supreme Court in a h•t.er dM'ision deJw-rtOO 

8<>mcwhnL from the theory tb~tt tho value of ~·(l\l'(•h I, Hll3, was 
really capital , it being rc.ferrod to u profit& and ns tnx-t'.xe:mpt. tncome. 
Did tl1ey not ""Y lhot in the Confold t<U•T 

Mr. Jh.afNt;T, No, sirj 1 am quite familiar v.•ith the l'orlj.tld tMt, 
and t do not. 80 <XH\1\rue lt. 

~lr. VJN&ON. Jt. b.u been 10me tlme &inre l bave 6H.D that.dMi.aion, 
bu~ ~·;r tbougb~ or my ..,..,nectioo is th•' th•y ~forred w it in this 
<'tui(Uld '''" u tax~<empt ineome. Regardlea of tbat, and I "ill 
(berk on it. for the p\lJ'I.)(:IM of future con.Adention, -.·bat. the \'&lu~ 
o r Marob 1, 1013, artually ·~is the capital -t of the proporty plua 
a .m...,p u of ora.,h 1, 1913. 

Mr. Ba><N&T. Wltat writ&-~~pT 
~1r. V1HtoN. A write-up in nlue. 
Mr. BENNET. Noc. in the way I use that. term PtJ"'C)nally. Jl~re 

ill what it is, u tlCJ>,_j in the -tule-th6 -t, plllll any additiono 
from ean,\l,ngt. and plus ant accumulation or inere&M in the value or 
the proporty. 

Mr. V1.H&ON'. [o othe.r words, the March 1, 1913, value i• the coet, 
pluo the uminp and plus the added value of th6 proporty. 

Mr. DINH£'f. Yee, m . 
Mr. VIH&ON. Now, do you baveany iocomo tax paid upon umin.gs 

prior to Morcl1 11}9137 
Mr. BtNl<tT. Nobody d"""' 
Mr. VJNOOK. Und•r the philOOOJ>h,y or U•i• bill, •• I undtrot•md h, 

iC~ it oont.tmplated to tu corpnrauon dividt!J\CII whioL now bear 
1\JrtU rate~ at Lhe oonnal ratee.. 

Mr. 8tl'(NET. You are tAlking about. your reoomanendation, tntirely­
apan. rroro valu .. of March I, 1913. 

Mr. Vnf&OH. Yea; or e.minP. th11t baveaceumulat.ed .-inc• ~fi..I'C~ 
I, 1913, tl1at~ declared in dh-idends, and or& actually Nmed. Tb•.l" 
oro to beer the nonnal rau. Do you undontand tbu to be lhe­
thou,t.• behind tl16 planT 

Mr. BI<MNft'. I road lhal in the .-mmwdation. 
Mr. \ ' r!<eo" I would lib for you to dev•lop 10ur thoud>l M 10 

the ree.AOn kw aubj~Li.ng t.he ec-U.J.•Uy earned income .-in.rt: ~taKb I 
1013, to lh6 nonoal rate and uompt your inc"'m"'t or t<>ur added 
'fllu• to tho prop<!rlya«Juired prior to Mar<h I, 1913. 

Mr. B•s-N"n. Of roui'M!, tbe reconunendation whi~h l am Mked to­
e:cplain il no&. my recommrndation4 lt ~the recommendation of tbe 
oub<Ornmi"'"', and, if I recoil col't'OCII)o in ,..latioe to lldo patllcular 

' ( 

(. 
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f'fK'Oirt~odati4n tbe subeommiu.t"e tri~e..: 00 
afro th~ adopuou of the rero"'-"<!ation .l::"t':u. !tf"'bl'' .. YI 

~lr. \ ,....,, Ltt ua take that,_...._ u.., and ··-' nod . 
ztonnal ratf- on Nminp actuallr obt.ainfd. ~bHoa. • .,....\ w Th. 
1013, ID l'f'I&Li(\D lO Mrniop ob~ by U:UrM41tlb:t ~~:~h. 1, 
to Marrh I, 1013, ud I tluok 1 will eomt right bark 10 ho r pno1r illutlBliona: IJ~re q an ind.hidual yon - · · · • ·-· L--'· our lill • 
-•· 'p yo • ot d h • ·~ ~. '"""" a puU>tr­
aul • u "ann l&X, an ~roe t1 a corporauon compltltly La uKI•ttd 
~&. ~ou rannnt c~. Tben ·~ three tlMSe~ of ttorkhold~,.. con· 
llltu~rnK tht: MeilliHIOila. Here as the bank, l!ere ia lh~ railroAd and 
bere t1 the la.rge hflldf!• and you ca.nnoc. tax lum ' 

Mr. n,r.NNET. The . illu&tratioo you. mAke in regMd to the four 
corporaliOI\.1 df\nJJJ With the C!Orpol'ftUOn that 1.~\llred ilJ hoJd'n­
pnor to M•roh 1, 101 3. • . .,.. 

Mr., VJN•o:<. WhnL I would liko for you to de••dop I• IIIIo· H wo 
aragomg to cax at U1e nonua.l rate and Q divid~nd.t theauq,lu~ th•t 
have A(.CUmulftted aubeequcnt. to ~IU't:b 1, 1913, A..IJU'OJ)()Iot'() in tblt 
plan, what.. c.an you NY about not t.&xi.llfl t urplua whtre it wq ace .... 
m~a~ pnor tO ~lal't':b 1, 1913, and p&rtieululy where aluace portW,n 
Olli 1& ._..-riU~U·U[l vaJuef 

J-ir. Ba.NNET. h would be just. what CornmiM.iontr n~h·erl.rc Mid 
UU. monw.,, that tbo property became the pro~ of 1hooo ot.otk· 
bold•rs heroro Marob I, 1013, and that it it no•- iA ""1-

Mr. Vr:<eo,., )Vhat about tho proper<J eaminp lhol ... ~ ""l•U...S 
by ~ <Orporauon auJ-.11011~ to March I, lOIS, but pnor lo 1M 
<tffeeuve date of the act! 

~I!· B"!'>ll:r A lumber compa.oy, and anybody e1oo, io -~ oo 
Hm.J.DIJ IID(e ~laft'h I , 1913. 

M.r. ·v,•eos . But you "ill not for a aptit oe«>ad •ylhot o.,.._ 
h.u no&. tbt~ po•·u &o aubjtet that surptll5 befon .Marth 1 1013, to 
the _ta.:r. You •iU not. My that. Congrtt!ll b.u nolo the powt; loOdaJlO 
IUbJCIC' that IUJ"PIUI to the normt.J ta.x. 

A-fr. BIHI4C'J. l may ba,·e the temerity to uy th&'- to a urt•i.n 
extent. l1ay th&&. CongNM, undu-the. Lr<:_4 v.Jio,.,.,b dtc!Miou, 1>1 
tho Supremo Oour• or the United Sta..,., m 247 Un.ited Statea roport, 
pagt~339, would have lluLt power. Therefore, the prt~um,ltion U tha\ 
lh.oy b&ve the right. to do exactly wha&;. reeommeudat.iou no. 13 pm­
f>OIOI. 1 do no~ undertake to.,~,. howtw~r, thAt. u.ni.ler claanged c.i,.. 

•&UtnltiJlcot the Supremo Cour~ would in a cue ooming up. wbtre th., 
t.;:;.x might. run to 60 or 70 pareen&. o.n Lbe atoe.kbolde:r would uw.ke Ut• ...,.,6 decioion that they made when tho t.u on the alOcltbold<r wu 
lper<eel, 

}.{r. 'VJN&OM, Can fOU &he Ul &ny re&IOD wh1 WI abould I&.X IW"" 
pluo ltoCumul.ltiona ., • .,. MAr<h 1, 1913, and DO~~ -umulated 
prior 1<> Mar<b I 1013T 

lir. 8C.~UT. Y-. ott; [ will p'l'e SeaatAJr 0.trton'a I'HIOll, 

Stnator endftn.-ood'l "'MOD, and Claude KitchiD'• .-.oa, ud ... 
Senator Sim.Jn()ftl' ftMOD. 

M.r. Vr1<ao1<. And I ran p<eyou rhe a.:tioa ol rbe llo- on tl>rM 
4ifff'f'tlrlt. OttMiona, and woUld put that o•er ~~ t.be rMeOtlil thas. 
prnail&d iA tb6 Senate. 1 do no• think tltal ill a pxl atpDifOit. 
I think you ohould J!'!t down to lbe poiot and ..U me .. b .. the dio­
ti.ftedon a., or why • ·o 1bould lax IUI'piUiee thaL have accumulatedt 
ainu Man.b 1, 1913, • at:tua.l evniop, and not tu aurplus or &«.U• 
mulated profltl prior to Mar<h I, 1913. 
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~lr. llcs<CT If you -.ill penni< me, l will ~11 " tho ot!Mir way 

around. but. J ,..,u an.n·er the questi.on tu("tly-: Th~ reaeon it th•L 
any t.ax on A('('UmulatioM prior co ~la.tdt t, 1913, -.ould be-, in the 
r. .. , pll<'<', a cfu<rimination ~.U.... the rorporat• fomt of bu.m ... : 
ancl, tf<'ond, at would be a diKnmination ••m .. t nrtain ~orporation._ 
Jn the thin:l plat@, it would be a d.t.eriminauon agauUJ~t at«kholden. 
m the Nmt lu1t ol busi:nf!ll!6 in differt'.nt. compA.niM, bf.toa~ one ee-. 
or wrnpenis tan d~tribute their proput.y that. they bflld pnor to 
MAJ'fh l, 1013, tax 1~, und('r constitutional prote-rti~n, and I think 
you l!ihould not take advant.ago or make bmtAl usc of a t.ethnic:Aiit.y 
whirh poMibly would J*nnit. you to tax thO&e few lltorkholde,.. in a 
raw rorporation.s. 

Anoth£'r reA!OU thot appeals to me as ft citi,.tm, with "" interest. 
in clio country, it~ tbnt. you ought. noL lo singlo out for di&<'riminruory 
action tha et.Otkltoltlt\.N who, knowing tluu. by u du•nco in tho fort1l 
ol th<'ir c•QrporRlc organization, And by quiLting tuHi tiOlllg overything 
of tluu. sort, tbcv could savo thomsch as from Any ch1lngo or being 
ta.Y«<, hfi\1C-, ncverclu~.l~t put tbcir money hn.ck ln 'roxu, Looiliana, 
Alabaunft, MiMiMiJ>J>i1 North and South Cnrolina, Ooorgl11 \\"'18. 
oon"iu, ttod ~tlnnMOta1 in order to kMp tb~ industry nJive.. f know 
ot a taM do"~ in Miss&Mippi wb~re a &a'I\'IIIill wu burned down, and 
the timbt'r eaeag8 wu nearly cut out. Thote mt" ~•tnt. in and 
bought timbor at hi~b priwo, as mucb u $15 per ohou,...nd feet for 
aoump~. Th•y d•d that bocau"" ~ bno 60 or 00 men ,.;th 
them, and by doi.J!i u1aL t..My oouJd gwve 4htm • yeara' mon~ work. 
They are the kind of men that thl5 INjon •--ould penaliu, anll for 
• ·hat purpoM:! It would be to get. some fraction of $6,000,000 a 
y ear. From lh~ OoYemment standpoint, i&o is no&. • kent cigar. 

Mr. Coow1'nR. h would be chicken f&"d. 
Mr. Bc~...,n. \"ee, air. 
~tr. Vt:ote<>s. I gnnL you that. it. does not. c:om)>are wilh the 

$100,000,000 \·alucs thnt. are tax exernp~ J know of ao iMtauce of 
marked·up vAlues amounting to tl&rca or rour hundr~t million 
dollrtnt, thftt h.ad not been paid ou~ in dividends. and it. wa1 tAx exempt. 

Mr. Jlr.:'lst:·r. l Un~no tlw.t. wf\8 the co~•P"'' eotnpnny. 11 they 
aro atilt in busineM, thL' mn.y not. tdToet thom, been usa tho COI']lOtotioo. 
ftli\,Y di.ssolvo nud distribute tJ10 money lllX (roo. 

Xlr. Vrssos. Uut lr wo had po.ssed the law hlidAII:\•, that. would not. 
luwo CK!currOO . 'l"ha faet. th.at it hu not been pM800: doe~ noL t:htm.g& 
tl•e <On'Oell\081 of the1>0liey bc.hind sucb an ocl. 

Mr. llcssltT. You ()Ou)d not. pftSS A law thAt would oontJ>elliquida.­
tion b6taua under tl1e I.Aanc.h docision, in 221 U. S. Heporc.-

~(r. \'~<8011 (interpooins>· Would thn oom1,.l liquidation? 
~tr lh,,r..,.. YM, 8ir; u. would com~! liquidation in thf! case of 

thelumbtT c·ornpe.nies. 
~lr. \'•~eos. laot ooLopeaki.ng of tlte I-vrtd. - . but I am ~~pe~kiog 

of oh• C.ppu Oo. ""'· 
~lr Bcxn-r. l do not know about tbe Oopp<r C. • .,...,, 
Mr. \faseo~. Mv r«<llf!IC:I.ion is that ....-~oL O\•fr a pMod of vean.. 
Mr. 8&SIICT. 1 do no< lmow '"'"eat<!, bu• l do know this, ihol if 

tb•.r are otill in busin ... , they would b. compelled to liquidate and 
diltri.buWI their aueLA t&.'f r~. Your reeommtndation no. 13 would 
not atr .. L them, but il would affect the little m'lll or the W>allatock­
bold•l'l, il would •fred tbe broad-minded poop.lo who bave been 

I~~ ( 
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x~•ti~~~t. up good mon•y in onlor to DlliDtaio tho rouoory dun.,. tho 

• ~~~,':,10:< I . thouail you oaid that IDOI!t f "- hold 
m the hando of railroad oompani,. ODd banb 0 •op ,.. ... 

Mr. BuKO<T. I •id the bolc!incs f tho . • 
•-ould "''t bo ofr.ncd, ~- th•y ..'ill 001 ~~bu~ tho banu 

Mr. \ •~101<. ! <Ilk• 11 tbai oomo of tho railroad 1·-" · • 
the fonn of pubhe·l111d gr&nlA. ...,,liP a"' m 

Mr. Bunn:T, ~o, Jir, 
Mr. \ ' INION. llowabout.the"'fttem roack.orthftNO d p · 
Mr. ll~xN&T, r am not ao familiar v.itb the " .,.Nt bu~Yj "tifi1?1 

tAke tha Ptnnsyh•sni• lhilroed it. hA$ 1 to&. of th• ' you • ·t, 
O¥o'lled l~lora. Mah'h I l913 but they will DC\' ('t \flll{lb''Y ~hat at 
yllO\l t~ka the Ut~nk or k1tulh~tt•u, which Wb ~l!ltflbli'lh~d 't~ ~t·.ro~ 

.urr1 tn 1f80, tbay bavo A lot of this l,tol~<rly but thoy • 'all , 
da"trtbuta at. ' tU~\ rr 

Mr. YINI<ON. Why do you .. Y thay will not diJnribuoo itT 1 
see no n'UOn wh:\' ll1ey "OuJd not distribute it. co:e.n 

Mr. Ur.NN .... I may "" wrong, but I have liv<'d lo b. 65 w•ra old 
and J ba,•& nevtr JrCn any of tbl.t c:hara.c~r or oorporatton dill 'b t' 
any luf"h J)t'Opc':rl'i' · n u • 

Mr. Vu<ooN. IVe hn• •'!lY bad the inoome tu for 23 Y•ll'l. 
_ Mr. B~sNcT. Tbe o~y ume they evrr dl&:tribute il .-hto 1t.e110 
mtO the hand• ()(I rfr<'f'IVff, U tbty SOID~tim8 do. 

Mr. VtNION. Do l~ey no&. eell any of t.hat propertyf 
Mr. ~Esxtr. A railroad .c:om~r ne'\·er tt:lb: 1u ftcbt-or-w.,-. 
~1r. \ t~ION l am·~ or ltmbtriandL 1 ba,·e: u1 mind~ 

~roadt tluu. ba\·t . crertain public.land grantl t.hu art apltadKIIy 
umbered, and IOtDtltmft 1 ban knowrn of ala quit~ throua:h the 
co~ru for d.e ta.le or~(?Oeition of th<lM holdings. You 'IIIOUI(fhave 
thll p~bl~m or dtk!rmmmg · ·bat . ..... propt":r to btJ ~rttfitf<l to th~m 
for c.ap&lAJ AJid "bat. would be proper to be credited to tbtm u 
surplus. 

Mr. DENN!T. IIC'rc is w-hat vtould bappeo in tho CUfl or th016 f'O il• 
ccms: 'l'he 11roli1t would go ugainst gen<rnl 1.._. They would be 
aeLi\'e, You will not utcl1 bllllks and railroads, bul. you will ju.8t. 
catc.h the n&lurlil rt....ourt:et corj)oration like a mine. or a lumber com. 
pnny. Jn some war. or otlu':r they w-ill have to go out. nud rli•lribuu1. 
This anlC'IHimcmt wall limply catc·h people who since! IU2G IIIVto ~n 
active and •li,•e, keeping LO.,.,-os going and kN"ping buiinOM ali\·&. 
You would aim1)ly be di.5<'rimiuating .gainst. tlu~•toclcholdcl'l o( thOM 
f•w <ompani .. for tbe 10ke of the fe..- paltry dollars tl1at •ould be 
coD~ ted. It "U ttftlttd to be about SG,OOO 000 utbt~ muimum, and 
the minimum "·ould be nolhirlJ. It would bf. going ablolutfly oon· 
lrary <o tl•• flliril of the proper mt..,... .. tioo vf ohe Pita orrropoaall 
m.a.de thi1 mominr by my old asaociate, the Com.m..itiiOMr o ln~al 
Revenue. 

Mr. Uvc• . You ref•....-.dtobanb&Dd nilroadouholdtraoftimbor 
prope.rt..i8. Wbtre tbty bold them u pennanenl .-tta or •nvnt­
meow, the nUroada and be.nb .-ould DOl under any rin"urru.lanca 
pari •ith the boldinp thatth•y acquind prior to ~la~h I, 1013. 

Mr. BDNET. YM, sir; that il true. 
Mr. CoowTH&R. I do ool kn011' llllytbing aboul the lfll'l te<lmi· 

calili .. , but it loobliko a breach of good r.Utb. 
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~lr. B&NMCT. That is ~~bat. it i!. 
Mr. McCoa>UCI<. Aa I undtrsl&nd from your otat•m•ot., lha pro­

yiJiono of lhio Ja,.. • ·ore applied yeara ago 10 all corporiUOill, buL Lba• 
lhit proi)Oia) would apply only 10 ... rur.J .-.roo corporaliooa. 

Mr. Jl""""'"· To lho extent !hat lh•y would hAY& 10 pay lho lu, 
1'tlr. MeCoa>Uco. Your lhoory is lhu having ~uir&d tl•- ae­
eumuJationt., aod the accumulations haTing OMUJTfd under tbe 
pro••ioiono of tile law, any clwJge obould !Uo in10 considorotio.n 
c.boee et]UitiM, 

Mr. OcwNr:T. Yoe, sir. 
Mr. M cCORIUCK. Do you not think ti1U tho Mmo thing •hould 

apply lo lhe (r(!(!z:ing of 1urplu.sea ~fbjeb tho OOrpotalion• htW~ dra1~tD 
out or the:lr eta. tutory net. iooome1 

Mr. O&NHO'f. '!'hoy o·ccommond Lbo I'Oi>e&l of lh"t oeetic>n. 
Mr. McCootMAOK. Corporations betw .. o 1013 ond today howo paid 

aorponuion income. wes, ha,•e they not? 
Mr. 0•NNt:'f. y..,_ 
Mr . . M cCoMWACX4 And they ha\•e set. aaidt'! ce.rtain reeervs out. of 

tbtir net. tt.a.lutory ineome after paylng corpotAtion inc-ome tuee. 
J n that they \\'ere not imposing upon tht 00\'t-mmeut, and it. would 
be double taxation to tax it in the bands of individuate wlltn it. i$ 
diatribu~ .. Tho ..-rvoo 80l aside bavo beeo .. t uide after paying 
eorporauon 1.nrome taxes.. 

Mr. Ba~nurr. Yf!l., sir. 
~lr. MeCoa>Ucl<. Why ohot:dd ..-e froe11<1 lho law now and not 

make tho oonnal tu applicable to diYidoodo doelal't'd in lhe future 
out or peAL IUI'IJlutfliT 

Mr. Bc>l!<tr. llhink !hat quNUoD illusmt .. my ·riadom in callin1 
attention to llu~ fact. duL the wvboouuni~ P''e no reaeon for it. 

Mr. Mc:Co•w•c•. Your idea o.f prot«tion , and in support of 
retaining the j).-nt law, would apply equally 10 f .... >ing thi• partieu· 
lar lA"'' 10 1 he Lime or iUJ pA.888.ge, eo far at rti)Callng the nonnal ttx on 
dividtndt declared ln Lhe past. ie oonoernod . 

Mr. 8&NNCT. You wane. me to make a frank And cendid 4mawe.r. 
Mr. McConNACE. 1 would expect lion\. 
Mr. BIMNH. My fronk snd condid an1wor 10 thab would bo this, 

tbAC. lheae e(anitia• are in aucb A po~tion tiHil! I think tho oquitiOI in 
l11..vor ol the atoekbolderi of natura1..,080uree corporations are {ar 
grt1&U~r even tlutn the aq_uities which yollr queetion •uumea. 

The CHAIRMAN. We thank you lor yoltr prHtntAtion. 
(Th~reupon, the committee adjourned to met~! tomomw, Tueeday. 

~1ar. 31 , 1938, at 10 a . m.) 

X 
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STATE DEPAR'NEN'I' WITH TREASURY OFFICI ALS. 

191 

Preeen~: rroa Canada: Kr.'l'rcng ot Canadlan Legatlon;Ur.Jacobs 
and Ill". Pl11111pa ot Seagram ' s ; llr. Laa.ll, H1ra:n Walker; Col. Ra~on 
and Kr. rore;y~ ot Consolidated D1at1llerles; From the State 
De~enta Kr. Hickerson, Ur. Haokwo~h and Judge Koors; !rom 
the Treasury: Ill" . Taylor, Kr. Frank and Ur. Graves , lira . notz. 

Col, l9re1~e: we have never been told there wae any 

olala agetnet ue, aa a matter of faot . Ot course, tbat 11 

one ot the d1tt1cult1ea we have had 1n the beg1.nn1ng. 

Mr. H1okeraon: I wondered 1t tne gentleaen would be 

able to e~ who the defendants are to be, 

Ill"· f'rank: I don 't think that would be proper at th11 

t1ae, except to eay the expected defendants are not oonf1ned 

JNe Moore: We haven 1 t any French or Br1 tUh or Et.IU-

oplana or I~1ane ;ya~; only have had Camod1ans. I -e Jue~ 

woaderlng whetner you are 1n poa1t1on to eay wno t he deteadan~• 

are, Then ;you w1ll know how many of t he defendant• are rep-

reemted here. It mlght be almple t o say whetner t heae people 

are 4eteD4ante. 

Mr. J'r!nk: I don • t th1nlt an;y of t.heae gentlemen here are 

1n~lopere. 

p=. H1okeraon: Ia Canadian D1et1lled .Uoohol t.he aame 
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ae Consolidated Dietilleries7 

Col. Ralston: No; Consolidated Distilleries is a aubaid-

iary. 

Kr. Frank: I SI.\Pposs to eimpl1ty it, we might ask how 

many ot the dis~ill1ng oompaniee are represented here and how 

.any are not repreeented. I don't know. 

Kr. Phillips: .U a mat~er ot tact there are one -- two-­

t.IU'ee. 
f> ~.b.: th i~ would be rather nice to know who the proposed 

detendan~s are, because you haYe said nothing to ua yet -­

nothing that telle ue ot any olaims ot any kind nor do we know 

ot any speoitica~ion ot any kind, 

Judge L!oore: Kr. Laeh auerts that hie hands are olean! 

L!r. Laah: We haYe had no no~itioation ot any olaia. 

Kr. Frank.: Waan't there a Yilit made up to your ottioe, 

Kr. Laeh? 

Mr. Lash: A. man by the name or Joe Green and aome .an 

troa Detroit, whoee n-e I don 't. r emeaber, oame up and apok.e 

~o the Walker people and euggee~ed that tne books or Hiram 

Walker be tnrown open to hie 1nYea~1ga~ion. He had no ore-

dentiale, other t.Aan we were willing to believe he wae w.b.Oa 

he eaid he was, and we explained tha~ not eYen the a.b.areholdera 

would be peraitted to go t.IU'Oug.b. the boob. 

at1oo. He didn't tell ut anything at all, except he wanted 
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to look tbrougn the books. 

Kr. P'ranlt: I thol.lgllt. he cUd a l ot. 110re t.ban t.bat, but 

it was so long ago. 

Mr. Lash: It. 1 s over a year ago. Yes; I had an 1nt.er--

view w1t.i1 yourael~, last sWiller, and you told ae t.hat you were 

soi'I7 that you could not even tell ae there was anybody to 

whom I could speak. 

Mr. frank: That. waa true. 

Mr. L&sh: That. t here waa no peraon who seemed to know 

anything about this. 

about. it.. 

Now, I would lUte t.o know somet.lling 

Mr. Ph1111pa: You know, we saw Mr. Graves and yourself 

and soae ot.her gentleiii&D aoaet.iJDe last. JUly and we stated tAat 

we were 1ntormed that t.he Treasury contemplated makl~ o1a1Ju 

against our company and we etat.ed we would be glad ~o lit 

around tlle table to det.ei'III.lne tlle nat.ure and merits and we 

were then told tllat. we might be expeot.ed to be called upon 

in ~ days tor turt.h•r oonterenoe . We then OOIRIIuni 'J8 t.ed 

wit.ll you and tile day bstore the exp1r1Jl6 ot t.he ~ days you 

etat.ed you were not yet re&dJ to consult or comaunloate with 

us, but we a1ght expect to hear troa you, and not bein6 pur­

•ued, we have beco.e t.he pur1uer and we are here to tlnd out 

t.he nature ot tha o1a1a and what. lt 11 all about. I think 

1t 1s a ta1r request, as a result ot ~· propo18d llglllat.ion 
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and all the o1rouaet.anoee eurroundln6 1t., aa a olar1tioat.1on 

ot the 1eeue. 

Mr • Frank: I thought. t.lle nature or t.be clat.a aga1net. 
1nt.o 

people you represent. waa ru111 gone u wit.b Mr. t.ne DaYil 

and Mr. Harding, 10 you had no doubt a1 to the nature or the 

oaee alt.nough I did gat.ller you had ooneidarable doubt. &I to 

tile merits. 

Mr. Phillip!: Tile lat. tar part. 1e correct., but. ae t.o the 

t1ret part. I aa not here to apeak ror the gentlemen who are 

not. hare, but I do not t.h1nk the nat.ure ot t.he olat.a ha1 been 

t ormallJ aubmit.ud to us, but 1t it ha1, I aelt tor it. &g~~.in. 

I must. eay we are somewhat. at. eea, not. ent.irelJ 80 beoauee 

the l egislation il indicative. 

J,lr. Frank: Tn1e i8 taking a ditrerent slant. rroa what 

we expected. I tb.1nk it ie eurUoient t o eay t..bat. there are 

large claiaa ror eYaeion or ouat.oll8 duties and cu1t.ome reyenue1, 

not. to apeak ot internal revenue due on liquor brought into 

t.b.1a country prior to 1g33, ror wnioh we have proof and tile 

law, 1n our opinion, to hold your oo~1e1 responsible. You 

peopie know what you d1d probabl.r batter than we do - what 

your ol1ente did - and I don't t.ll1nk it. would be wort.h while 

to go into a long outline of the nature of our 1DYeetigat1on 

and t he nature of our proof. I tblnk that. il eurtioient. 
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Ool. Foraz~e: I don ' t know what Mr. PA1llipa tninka, 

but I enould poi.nt out tnat the oompan7 I repreaent -- Mr. 

Gordon beoaae ~e Pree1dent 1n 1Q~4. or eomet1.llle around that 

t.i.ae, and the Boe.N ot D1rectore 1a ent1rel1 d1tterent 1n 

co~oeition trom what it wae in the years prior to the repeal 

ot proAibition; abaolutel.¥ d1tterent. people, and ~e ehare­

holdere to eome extent have changed, but to aay to the Preeident 

ot DW company that you will aek practical aeauranoee, without 

Ala particular knowledge ot what went on before, that oert.s1n.l1 

would be draw1n6 an inference altogether unfounded, but when 

people talk about pr actical aaeuranoee, t he 110at pn.ot.ical tl11ng 

you have to know is what i s tbe amount involved? It I were 

aaked tor practical assurance ot what ( ?) amount, DW attitude 

might be entirel.¥ different and I do tiUnk u tllere 1a a clat.a 

aaa1Dst DIY ooltJ)anY it certa1n1y hae not been eatabllahad aa to 

the nature or amount. U there 1e a olA111 aeaerted by your 

Department aga1nat DIY company and aome practical meana ot 

avo1~ litigation about it is proJected, I think t he tirat 

tA1ng I nave to know ie tnat (a) there ia a ola1a; (2) the 

-ount ot t.lle ola111, and (~) I tn1nk 1D c0111110n polltanaea, to 

say t.b.e laaat, 1n v1n ot the aituat1on ot t.b.e new Board I u 

entitled to have eoae particular• ot it, but certa1nl1 the 

e11ent.ial thins au1t be t o .ba1'e •o•e knowledge ot the amount. 
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Kr. Gravee: Do ~ou have any obJec~ion ~o tAil leg1ela-

Col. J'oreztAe: I cert.ainl7 do. 

Kr. Qravee: Wna~•s ~our reaeont 

Col. Fore1the: Fire~, the legilla~1on 1e bad leg1elat1on. 

AI a1'1'eoting rq company, I don '~ ~111nk any legielat1on ehould 

be passed tha~ g1ve1 one ind1v1dual power by merel7 taking ac­

~1on aga1net ae tor eome~~ing I know not.b1ng about, t.o prevent 

me trom doing bue1neee 1n another co~~nt.ry wllich he oan do under 

t.lle l.eg1ela~1on. I tllink 1t 11 prepoeter ous. 

Kr. Gravee: I was t~1ng or what you wou~d lay about 

your ri.ght t o be informed aa ~o the amo~~nt ot the claim and the 

nature o1' the olaim. 

adviled. 

Under the legislation you woul d be eo 

Col. Forsythe: Yea; but the t.h1ng I object to, eo tar 

ae f113 right to do bua1neae w1t.b the Uni~ed Statee 1e concerned 

it is prejudged by the mere 1nst1~u~ion ot the action or aeeer­

tion ot the olaim. That's tbe obJecti on I have to the legis­

la~ion. It the legisla~ion were 1n t.h1e 1'orm: that 11' attar 

the United statee had auerted olaia and obtained Judglllent. and 

there wae tal lure t o pq, t.he,r then wanted to prevent ae f1'08 

doing bue1neee -- although thst wo~d be a v1c1oua piece of 

leg1ala~ion from an 1n~ernational point. ot v1ew -- I don't be­

l1eve , ae an 1nd1v1dual, I could aaeert the same gro~~nde aga1net 
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it, the same argument against it. 

Kr. Phillips: You see, we teel, apeaklng t or our oompanJ, 

t.hat we would not have t.he r1ght JuetlJr to aek tor th11 oontel'­

en.oe aa prospective detendante, and, second, we are here ••kUl& 
the amount ot the cla1.11 you are prepar1Ilg t o bring against our 

company, it it were not tor this leg1elation wh1oh you regard 

ae eo essential aa to prevent us trom do1ng busineee. You 

must. keep that section betoreyou in determining the equity ot 

our case. It you contemplated such aot.1on we would hope, as 

trie.ndl,y neighbors ot a tr1endl,y country with whom we thought. 

we were on t~e greatest comity, we would say we should like 

to know what it i s all about and prepare to disou .. it on the 

merits before prooeed1ng. We had hoped you would receive ue 

in that spirit independent ot Section ~ and we teel doubly 

eure ot that particularly 1n t he 11gb.t ot the ext.raordina.J'y 

provisions ot that section. 

Kr. Graves: or course, that taction 1n it.e etteot on 

your company would simplY require that after institution 

ot suit, which would naturallY d18oloea t.he full nature ot 

t.he Qoyernment. • a claia, you would be required to aubllit to 

the Juriediot1on in this country and to giYe soae guaranty 

t.hat you would pay the Governaent. 1a olaia as adJudicated in 

Court as a oondit.1on ot do1ng bua1neaa. 

Kr. Ph1111ptl Yea, but as 1t. reada now, tor the aoment. 
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that ' s on the table. We have proJected leg1slat1on tor eub-

m1ee1on ot bond, double . .. . • 

Mr. Gravea : I take 1t you gentleaen are aware ot the 

mod1t1cat1on. Are they tam111ar with t he latest developaent? 

Mr. Hi ckerson: that I don't know. 

Kr. Wrong: There were var1oue alternatives. 

Mr· Graveet On the laat atagee ot our d1ecuee1on w1th 

the State Department -- and I am eurpr1aed tbat you gentleaen 

have not been told about 1t -- I think we had agreed that we 

would accept a 110d1t1cat1on wh1o.ll wuuld s1Jiply require you t o 

submit to t he Juried1ct1on and post suob a guaranty as ~t 

be t1xed by the Oourt to assure pe,yment of the cla1.JI 1n t he 

event 1t was litigated in favor ot the Government. 

Mr. Ph1ll1pe: Leaving the amount ot the security to be 

tlxed by the Court? 

llr. Graves: Yee; t.llat 1e as t he utter standi now. All 

I wrong about that, Mr. Frank? 

wr. Frank: we even went a little farther and put a 

ceiling on t.lle amount the Court could tlx. Frankly I I think 

1t alg.bt be well to go over the theory ot th1e leg1elat1on 1n 

a broad fn3 and tnat 1e that we cone1der it em.1nentl,y proper 

and talr tor the Government to take etepe to eee that euch 

aeeeta as these propeective detendante &83 br~ng into the 
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country shall not be 11qu1d&ted in th1e country and taken 

out; deposited, ae tar ae being responsible tor any Judgmen~. 

And t.llere are &nJl nUIIber of d1tterent waya tha~ e1tuat1on 

could be prevented and we have been anxioue to agree with 

the repruentatiYee ot the State Depart.ment who have taken 

an intereet on thie, on the form which would be leaet ob­

Jectionable, to the end that these aeaete would be present 

1t we do get ~he Judgmen~. 

Mr. Jrona: I did not have time to go into a full die-

cuseion of the three alternatives. They are all equall,y 

obJectionable to the Canadian Government. They don 1 t 1n 

any eubetance mae~ the obJections we have to thie leg1ela­

~ion and I wieh to say that in the view ot ~s Governaent 

it far transcends the clai&s that the freaeury -.y preter. 

They considered the preeervation ot the origLnal propoeale. 

As long as tnat ie ineieted on by the Treasury Department 

I don 't think we hnYe a baeie tor a meeting ot mindl. 

Mr. Frank: It is a little difficult tor us not to 

teal that it is improper tor the Canadian GoYernaent to 

tab the etaDd that we can't take eupplellental aeaeuree 

to collect l1abillt.1ee which 11&1 be owing to ue. We can ' t 

unders tand wb,J the Canadian Gonrnaen~ ehould tab that at­

titude, but I don ' t think that ie a matter we ought to d1eouee 
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here because that ie real'- not 
4,J our province. 

Mr. Hickerson: Wae not our purpo11 not to diaouee the 

legislation but means to make the leg1elat1on unnaces&ary? 

Kr. Grave•: But as to that, IIU' point was thi&: our 

etart1ng point ia that it arrangements oan be made that would 

be the same as the arrangements t hat would be ude Wider the 

leg1elation, there would be no necee11ty tor the lagi&lat1on. 

tnd, ot course, the leg1alat1on ie really neoeeaary beoau&e 

we are not 1n poa1t1on to aake thoee arrangements. We don ' t 

know and won't know when we are 1n poe1t1on to 1net1tute au1t 

aa to particular detendanta . 

Col, Rahton: Llr. Taylor, Mr. Wrong, representing the 

Canadian Government haa aa1d, aa I understand, the leg1ala-

t1on 1n ita torm .. introduced -- and I u atra1dtroa what 

200 

you gentleaen aaid -- that the principle ot that tor. 11 at111 

preaerved 1n the suggested alaterat1on which is ao obJectionable 

it one should uae no ~tronger term, tr0111 the 1.nternat1onal point 

ot view. He said, aecondly, that lately there has been an agree-

ment made between the united States and Canadian Government• 1n 

the t rade agreeaent under which Canada ie paying about a a1ll1on 

dollar• a weelt .ore tor goode bou&ht t"roll the United Statu t.ban 

the United States 11 J)4t.)'ins to Canada tor goode 1Jiported here 

and the treaty has been •de, 1n which one ot the •Jor oonoea-
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e1ons suppoeedl7 aade by the Uni ted States was that there 

should be a reduction ot $5.00 a gallon on liquor. Pre­

swu.bl,y, tor Ul&t concessi on the Canadian Governaent 9n·e 

certa1n oonoeaa1ons too. '!'he ettect, as Canadians sea 1t 

generally, ot ~ l eg1elat1on ot t..l11s lt1nd would be to 

largely neutralize or nullity t hAt oonosseion to Canada. 

Re said that i t l ooks to him, altAougb the gentlemen around 

t he table said it also atteots people other than Canadlana, 

u. looks to be aimed pretty well at Canadians. I don 't 

tnlnk tAere can be any doubt i n tAe ainda ot practical men. 

And, t ourtnl,y, it does disregard or overlook, tor the moment, 

a situation 1n which the Canadian Government very effectively 

cooperated with the American Government a t the ti•e wnen you 

were endeavoring to enforce your prohibition laws. 

are repreeentationa wAloA were made. 

'l'noee 

we are here toda3 because notw1tnstand1ng those r epr e-

sentations, t he Canadian Government have intimated to u1 

tnat the United States Government, or at least the Department 

ot tne treasury, 1till feel tAat that l egislation should go 

through and we are here, at the suggest ion ot the Canadian 

Govern~~ent, to see if there il anyth1116 wnioA we can do about 

it follow1116 a S\1668St1on wh1oh was ude, or ao•eth1ng aloll6 
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~he 11ne Kr. Gravea has men~ioned, that it instead ot 

legislation aoaething could be done by way or agreement 

which Kr. Gra·rea 1nt1.111a~ee ougnt to follow the pr1noiplea 

con~tned in the legiala~ion, bu~ which I tn1nk aight oome 

tar ahort or tnat and still ea~iaty you eubatan~ially. Tna 

auggee~ion wae made that it aoae arrangement or that kind 

oould be made, leg1alat1on would be unneoe1aary. 

We have oome down here 1n order , before the two Gov­

ernaenta coae to gr1pa - - I speak or 1Governaen~e• aa a wnole; 

not Departmen~a -- before they come to gripe, to 1ee 1t tnere 

1a any middle torm. Speaking tor the company which Kr. For-

dyoe and I repreaant, we have to preaent all objec~1ona, wh1oh 

Wr. Wrong hae po1n~ed ou~ to you, and we alao wan~ to potnt 

out that tne leg1ala~ion, which 11 unusual, ex~raordinary --I 

don't know, w1~n all due deference, Wr. Graves, I don ' t know 

ot any leg1alat1on wn1ch requirea that the defendant enall put 

up aeourity tor the amount of the debt betore the Judgment 1e 

recovered aga1na~ 1t. I know or leg1ala~1on which requ1rea 

tnat 1t a rore1gn defendant happen• to be 1n lilY Jur18d1ot.1on 

then he shall put. up eeouri~y to compel hie appearance tor 

ex••tnation, but to put up 11ouriey tor a olA1.11 no~ yet ap-

proved, I t.ninlt it. ia unuaual. 

that etr1kea one in tne faoe with regard to tni a legislation. 
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The euggeation waa made that instead cr that, that poa­

eibly there aight be 8oae agreement whereby prospective de­

r endante would put up 8ome kind of eecurity or give some 

practical assurance with regard to the satisfaction or tne 

olaill. Coming rig.b.t to that and 1n the spirit. in which we 

were asked to come down here, what eort or practical aaeuranc~ 

do you have 1n mind and what ie the uount or the practical 

aeeurance7 And t.Jlat 1nvo1Yea , it eeeliB to me, the amount 

or the prospectiYe claim . And when I aek those queatione 

Iaek them reserving the fundamental position that it il not 

quite fair to prospeotiYe defendants to ~~ you can't do any 

bus1nees with us any more although your business i1 legitimate 

and we haYe agreed to take your goods unless you satiety a 

c laim incurred 1n 1924 under different shareholder• and dif-

rerent Board of Directors. I think that's unuau.al. 1'hat. ' a 

why soYere1gn Governaents, eover1ng legi8laturea can do any­

thing they want to ana tar be it tron ua to interfere in 

dcmeatio legislation 1n the United States. 

I respectfullY auggeat if any arrangement could be made 

it ought to be made recognizing that principle, but t.o go 

right down to practical dieouaeion ot the matt.er, have you 

done anyt.lling 1n your kinde, anything tangi ble with regard 

t o the eo-called pract.ioal aeaurance; whether it 1a right 

' 
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that we should glve it or not? What dose that a.mount to, 

because that would have to be the t1ret question that would 

have t o be answered by us, not onlY to our Directors, and 

remember! this claim dose not appear as a oont1ngent claim 

or otherwise on any balance sheet issued by our company, 
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and obviouely to put up bond or incur llabllity in any a~:~ount 

ousnt to require submission to shareholders; therefore, we 

ought to have that information before we dlecues the form ot 

practical assurance. 

Kr. Graves: In other words, you do not feel you would 

nave autnority to give assurance ot that kind witnout reference 

to the shareholders? 

Col, Ralston: At the moment, I would not think eo, Lot ' • 

apeak tranltl,y. I t might be that you, 1n your m1nd, wlll •as 
This legislation has brought then fellows down here to taUt 

to us about thle matter and, attar all, what the United State• 

Government wants to do is olean up mat.tera and we are not in­

sisting on what has never been 1no1ated on before: security 

tor halt or all or part, but what 11 tllat auuranc• you han 

in llllnd1 the torm 
Kr. Graves : I t h1nk t.be meaeure 18 1eN'1::.J' eet down 1n 

the aoat recent draft ot th11 leg11lat1on. 
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Col, ~laton: If that 1a the dratt I have 1n llind, that 

dependa. Value of tAe gooda which may be brought 1n ourrently 

after i natitut1on ot the euit? Way I say on that point, that 

would aeem - - that can ' t be the true measure of security. What 

you are saying to u.s is you oan 1 t do business with us, you •. . . 

Mf. Graves : I should have quali fied that. I think the 

legialation does, by establiahing a ceiling that it will not 

be 1n exceae or the cla111. 
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Col . Ralston: But you are eaying 1n effect, 1The gun which 

ia pointed at you is the gun wAich is calculated to deatroy the 

profit that you are going to make on current sales or goode. It 

ian 1 t value. 

Mr. Graves: That is not tho way we view that. 

Col, Ralston: That ' s tho only thing we lose. We lou 

profit on t he goods. You are aslt1ng us to pur. up a bond in 

tne full value of the goods. 

Mr. Graves: Up t o the amount or the claim. 

Mr. Forsythe: So many dollars per proof gallon. 

not quite the same way aa Mr. wrong explained t o ua. 

It ie 

Mr. Qraves : But ae Mr. Frank explained, that's our theory. 

our remedy on the caee of the Internal Revenue taxee ia •• 

aerioua •~ this and it amount• to an attachment of all the 

aeeete of tne tax-payer. we have an even mora extraord1n&l7 
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pro~ec~ion. We use a Jeopardy assessmen~ against our own 

citizens. Certai nly there i s notning in t his remedy which 

we are asking Congress to provide here which is 1nconeieten~ 

wi~h the remedies which we have against our own citizens t or 

int ernal r.evenue. 
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llr. Forsythe: But I wonder i t there 1e anything in your 

remedies against your citizens tnat when the game is played 

1n lQ3Q or lQ30 you will change the rules in l Q367 It was 

a sta~ed obligation incurred in 1929 involving certain l ia-

b1l1ties. Now the obl1gaUon 18 changed to involve a l1a-

bility with the effect of an embargo unless you pay your old 

bill . 

Mr. Graves: The reason we suggas~ an embargo is to 

bring the aase~a of these canadian companies int o a aitua­

~ion wher e we can at~ach thea or use thea in ea~iataction 

ot our claim in oaae we succeed in our l itigation. 

no embargo. we aillply resarve your asseu up to tba amoun~ 

of ~he clala so ~bat theY will be available to thla Govern­

men~ in case these c laims are adJudicated against you. 

Col. Ralston: we ship them in to a customer. You 

aay, our exaction against you is this: it you don ' t pay 

your bill we will atop you fro• shipping goods entira1J . 

But instead of tlllkin6 the property of the ouatoaer, they 

will re-in your property . 
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Mr. Frank: Your obJection ie tnat tnia ie a retroactive 

procedure? 

Col, Ralston: Flrst, it ie extraordlnary and, seoond, 

rstroaotivs. 

Kr. Frank: Tnie le only a procedural oba.nge 1n the 

method of collecting claias. 

Col, Ralston: But i 1' I had a private claa, the Govern­

ment. woUld paee no such leg1elat.1on to help me. 

Mr. Frank: T.berehave been many lnst.ancee of that. where 

t.hey have passed laws where salaries can be attached againat 

old claims where before they were exempt. 

Mr. Forsythe: It i a the general rule of procedural 

statutes tnat they are not retroactive. 

Mr. Phillips: Mr. Frank, isn ' t it possible tbat the 

faot tnat we are down here is indicative or the tact that 

we all represent responsible clients who are appreciative 

ot t.be tendency back or thla legislation. You have ;10ur 

taoilitiee tor passing legislation elmiler to Section ~ 

in spirit and content and at any ti .. it you tlnd that we 

don ' t meet you 1n due course on the spirit I have 1nd1cated 

tor my coaapan,y . I think that il applicable to all companies. 

fh¥ burden us with legielation whioh, 1n effect, means we 

will have to go out or buelnese. 
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Wr. Graves: Exouae me! Do you tll1nlt that would be 

the etteot ot the legislation in t his modified torm7 

Wr. Pllillip8: There i 8 one part and that is, what is 

Slut valuet For instance, the book vaue ot the whiskey is 

50 cent s a gallon. 

Wr, Graves: I think it sa,ys value in the United States. 

1.1r. Ph1lllps: Preclaely. 'l'llat would mean $2.50 a 

gallon 1lllport tax, $2.00 excise tax plua value ot the goods , 

which would get us over $5.0C a gallon on tho whiskey that 

we move. That is prohibitive. You are putting us out ot 

ousiness in so tar as the movement or our Canadian whiskey 

is concerned. 

Kr. Taylor: I nave a suggestion t o make whioh ie that, 

ot course, the reason tor thiS aeeting is o"vioua - it there 

is any way the legislation can be avoided and still maintain 

the position of the Treasury. The Treasury ia more than 

willing to do t hat. Tnat haa been told enough t illlee. It 

i8 not neoeasary to repeat it. I think probably the beat 

wa,y to move trom here is to arrange either collective or 

individual aeet1nga with msllbers ot the Bureau to diacuas 

the individual suggestion• or to dieouae the collective eitu­

ation and then see where we get troa that. We may find 

certain th1nge are poadble; we IIII.Y tind that they are not. 

But as tar aa tllis general .. ettng wh1oJl 1a going on, I Juat 
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don't thlnk we wlll get anywnere and we wlll make more progreaa 

lt we proceed witn the other idea. Do you think it would be 

agreeable to do that? 

r.tr. Pn1ll1pa: As tar as ~ oompany is concerned, anything 

that will dispose ot tnis problem ia agreeable to me. 

Jud5e Moore: Is there a poaaibility ot any alternative 

action so as t o obvlate legislation? We don't know what claim 

tne Treasury 1ntende to au art against your company, but aup­

poae it i8 going to sue your company tor $5,000,000. The 

question i8 whether your company would be willing to submit 

to the Jurisdiction ot the court and leave to the determina­

tion ot the Judge ot the court the amount ot the penalty ot 

the bond. Now, L~ tnat connection, I would like to ask you 

thia quest i on: Let's presuppoae a claim against your company 

ot $5 ,000 ,000 and there waa directed a Judgment against your 

company t or a certain amount ot money. What atatua would 

that Judgaent nave in tne courts ot Canada it it shOuld be 

decided on i n tne canadian court? Would tnat Judgment be 

regarded aa tinal, except tor anowing ot traud in ita being 

obtained, or would it aimplY be regarded as prima tacie and 

&ne opportunity given tor practi callY a denovelle conaideration? 

llr. Pn11Upa: I aa obliged to say that 1naotar as the 

J rovince ot Quebec, 1t would be regarded aerelf aa prima tao1e. 
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Ju4ge Moore: And eo in NoYa Sco~1&, bu~ elsewhere 1n 

canada it could be ~aken as flnal. 

Mr. Forez~ne: I ~nink everyone represented here\ae 

aaeate in more than one Province. 

Ju4ge Uoore: Would ~hat be eueable under tne lawa of 

ont.ario? 

Mr. Frank: Our investigation snows that i~ could be 

prima facie on tha~. We could not sua on eucn a olalm. 

They would not enforce. 

Judge Moore: You could sue, but the question would be 

now muon force ~ne Judgment would have in Canadian courts. 
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Let me ask you tnie quea~ion. Le~ ue aeeume a sul~ againa~ 

your company. Wna~ do you think would be ~ne etfeo~ ot an 

agreement -- ite effect in the Canadian court , incase Judgaen~ 

was got.ten against you in ~nie country? 

effect of an agreemen~ t.nat. your company 

Wnat would be t.he 

Mr. Pnlllips: FranklY, I oan 1 t give you a detinl~e anawer. 

I think i t we go~ tagetner and ana!yzed ~heee different. 

claims , after all different. companies ~ have a d.ifferen~ 

point of view and i~ ia utterlY impoesibla to ge~ unanimity, 

but I thought this bill I know something about it. It's 

neoeee&r7 ~o ~ne gentlemen i n t he dietillery company -- it'• 

true a caee ...,. be directed asa1nat a canadian cOIIp&ll.Y with 
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American atfillationa to a greater degree than the Treasury 

realizes, but affiliations are euoh that tbe interest their 

companies have 1n this country is considerably made through 

affiliates of one form or another, and an attack against 

Canadian companies atrects the value or our American assets 

or att.aoks the good will or lilY oompany 1n this country, so 

it is not an ieeue against the Canadian companies only. 

Judge lloore: But your company bas no assets eubJeot 

to taxation. You probably have s tockboldere ... .. 
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Hr· Phill;pe: I would eay thousands or stockholders. 

Yr. Frank: I can assure you we have not overlooked that 

point. 

Yr. Phillips : The point we wanted to make was tnia: 

that you have facilities or dealing with legislation whenever 

you desire. !he element or time is i.alportant. I know you 

gentlemen want to be fair to oounael. We have Boards or 

Direct ors t o report to. We approach it 1n an element ot 

good faith, in a cooperative epirit, but we can't be burd•ned 

'tl'itb time, when hours and days oount, and I w&ll hopeful tllllt. 

in tbe light ot tll.at observation and 1n the light of the 

general d1eouaeion that you might be wi l l ing to delete t hat 

aeot1on trom the Bill; go through w1t.h tbe Bill that il 1111-

port..nt t.o tne industry, md then 1t you find t.na't. •• are 

l 
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obatreperoua and an altogether unpleasant lot, the majelty 

or the American Sovereignty can alwaye be brought into play. 

There ie no immediate urgency, or a week or two or a month. 

Let ue approach the problem in the proper spirit and 1t we 

then can ' t arrive at an agreement it ie time to apeak ot 

embargoee and wAat we regard ae oppressive legialati0n. 

Ju4ge MOore: You mean negotiating a settlement? 

Jtr. Ph1ll1oe: No, I mean claritying the queeti on ot 

Jurildiction; what i l the que1tion ot •practical ae1urance• 
interim 

and, 1n the ~••..a••••• possibly the hard-hearted Jtr. Gravel 

mey soften and see the error or hi• ways . 

Mr. Taylor: I would like to revert to my original aug-

seetlon. Not being a lawyer, but it eeems to me that it 1s 

very difficult to say, Here 1s an individual-- we will pi ck 

out Kr. L&ab, tor example, whose company has not been informed 

ot any claim. It ie very dlttioult tor hl.a or ths Treasury 

to diseuse a olai.m not 1n sxiltence ae to amount. It really 

come1 down t o a dlacuaeion more or lese like this: if such a 

olalm were entered and I dld submit to the Juriediction of the 

American courts, what would I do under those oiroumetancea to 

discharge any claim which might be arrived at . 

because I am not a lawyer ..•• 

It 'a poasibll, 

Ju4ge Koore: The definite attitude of the Treaaury 11 
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1t would require a bond equal to the amount or ~e ola1a. 

Then you would have a raotor which you could cons14Mr in 

d1aouasion. 

Yr. Lash: I don ' t 8ee what 18 to be gained !rom going 

into rurther discussion when we don't know the amount or the 

claim. It would vary 1n eaoh individual case. 

Ju4ge Moore: He sa1d he ia 1n a !og because he doea 

not know the amount or the ola1m that 1s going to be plAced 

aga1nat hie compaey. 
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Yr. Ta,ylor: In the light. or that situation, I rnert. 

to lilY orig1nal thought: that either individual discussions 

with the 1nd1v1dual compani•a(representatives or the individ­

ual companies) or elaa,say, d1aouaaion with all the repre­

sentatives present, whichever the Bureau thinks would lead 

to the greatest speed or action,ia the next. tning 1n order 

until you do get down to rat..ner practical discu.uion; ror 

1nst.anoe, various companies are lnoorporated 1n various 

Provinces. They have various other s1tuat1ons. 

Ju4gs lloore: I tb.lnlt 1! you could have some Wormal 

sort or talk, a sort or private talk .... 

Ur· !rorg: Are you ready, Kr. Taylor, to go a good 

deal rarther than the Treasury haa gone in exposing the 

extant and nat.ures or t.he olA1mat 
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Kr, Tayl or: I can ' t t ell you that, Mr. wrong. l oan 

see limitations, but the Treasury might not yet be ready to 

decide what t he amount ot their olsi m m1ght be. It's too 

loose on either end to be able to talk about a specific 

amount, it such a t hing ie possible to achieve, 

Kr. For sythe: Just what was your suggest ion? 

Kr, Taylor: Uy suggestion i s that the repreeentati•es 

who are pr esent here discuss t he matter in some detail with 

the r epresentatives ot the Bureau and then either 1ndividu-

ally or collectively , whichever you preter, and then atter 

t hose d i s cussions have been concluded, we meet in t hle group. 

They can be arranged at your convenience. 

Mr. Ut.eh: What would be the nature ot tb.ose diecussione, 

or what would we discus•? 

Kr. T!Jlor: The present situation. 

Mr. Lash: The reason tor this meeting, which ie practical 

aeeurancee which would obviate the necessitY ot ~e legislation 

which is now contemplated, that might be 1ndi•1dual or it might 

be collectively. 

Mr· Taylor: Isn't that an immediate possibility? 

Mr. Lash: I don 't know, because it you can't tell •• 

what claUI there is aea1nst -.:t co~apany, how can I know there 
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18 a cla1s? Ae tar as we are concerned, there 11 no cla!m. 

I am aeeured by Mr. Frank t.bo.t he th.1nke there 1e a cla1.lll. 

Under thoee c1rcua1tances, 11n 1 t 1t ta1r tor me to Ia:/, nat 

1e your ola1.lllf Tell me the nature and tell •• how auch 1t 

11 and g1Te IDS eutt1c1ent t1guree to go baclt and have the 

company loolt I.IP and see 1t there 1s any basil! t or 1t? For 

a year there have been vague statements 1n t he newepapere 

and we oame down and tried to f1nd out, but were told noboey 

could talk to ue. 

Mr. Ta,ylor: Let. 1e aeeuae for a 1111nute that you are a 

c1t1zen of an 18land w.l!.1ch shall be unnamed at. the preeent. 

t1me and you eay, w1t.b. complete oonv1ot1on, that. as tar ae 

you know the particular company wh1c.b. you represent 1e abso-

lutely 1nnooent. The Treasury repreeentat1Tee haTen 1t. had 
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t.18e to get. around t o 1nveet1gat1ng that e1tuat1on. we 883, 

SUPpose when we do get around to you, we say that we have a 

cla1.lll which we w111 put thrOugh the Courts at. the proper t1•e . 

Then wbat would you do atter we had gotten around to complete 

the 1Jl&eet1gat1on? Would you 1ubla1t to the Jur1ed1ot1on of 

the Courte or would you do eOJDething sleeT 

Mr. L&•h: I think that 1e a 11tuat1on t hat you have to 

ltnow whether 1t looltl l1lte there 11 a bae1e tor th1• claa. 

Ae tar ae I ltnow, you have no baaU for any ola11l. It ' • 
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untalr tor ue to say we w1ll put up something 1n the WIIJ' ot 

eeo~1ty. Row 1s 1t poes1ble to be pract1oal unlese we ha~e 

some practical t1guree to work from and praot1oal statements 

ot what the cla1ms are? 

Kr. Taylor: I still suggest conversation w1th •.•• 

Kr. Ph1ll1pa: Aa tar ae I am concerned, I w1ll be glad 

to have the conversation. 

Mr. For!,Tt.he: Kr. Laah oon~1noed me. I have never 

been a defendant 1n large l1t1gat1on myeelt, but I can ~leu-
-alba paying somet.b1.ng to keep out or 1t when I see others 

1n 1t, but I can't see myself paying unless someone told me 

.bow muoh I was going to bs sued tor. At my age t..bsre are 

proceedings that could be brought against me w1t..b suooee1. 

But I !1nd everyone here very pleasant to converse w1t.b and 

I eay, eer1ouely, I will be very glad w1t.b Colonel Ral1ton 

to d1souaa w1th any meaber or the Bureau anything that 1a to 

be d1soueaed. I take the e1de or Kr. Lash - we will have 

to know somet1me the amount involved. 

Col, Ralston: I take 1t Yr. Taylor's suggestion 1s we 

may know eomet.lling mo• e than we know now. 

the subJect ot thoee oonversat1ona . 

That 1s really 

Kr. 'l'!l,llor: Do 7ou, Kr. Frank and Kr. Gravea, want to 

etart .-king the conterenoe• now? 
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Mr · fran!: !here wlll be two Bureaus involved, I think 

we wlll have r epreeentat.lvee ot Internal Revenue there ae well 

ae ot Ous tome. 

Judge Koore: Suppose we let these people reet on your 

euggeet1on; that we leave th~ee gentlemen t o you people and 

we withdraw. 

)lr , Hickerson: Ur . J'rank, ar e you prepared? 

Mr. Frank: Iee; we are prepared to start right. ln. 

lolr. Hlckereon : Are you prepared t.o t.alk to the repreaen­

t.atlves ot the oompan1ea 1nd1v1dually1 

Kr. Frank: No; I don 1 t tb1nk that wlll be neoeeaary. 

Jud5e Moore: It t nat 1a the answer, we wlll withdraw. 

The meeting adJourned tor the t1me being. 
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Meeting of Representative• ot canadian Diatillera and 
S~ate llepartment with heawry Departoent 

ott1ciala in Wr. Ta1lor 1a Office, 
March 31 , 1936. 

MR. UTUlRI .U I underatand it, thia h reconven1~~g yeaterd&J'• 

meeting to report pr ogreae , 1! any. Is that correct? 

/JR. :PHILLIPS I Yea. 
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NR. TA.rLCll!: Do you think I ehould call on the Treasury first or the 

Canadian represent&tivea or repreeentativea ot the 

distillers, whichever order you prefer? 

MR. PHILLIPS: 1 don't lcnow that 1 care particularly. I think Col. 

Ralston ia here to 111¥ eomething tor the distiller•, but 

the order ie more or l eas immaterial . 

MR. J£00BS: We aell the buaineaa whiakey. 

l!R. FORSYTHE: We have the 'buainna, but we can 1 t sell it. 

MR. T£'tLOR: 1 seem to be loold.ng over thie ~, so will you etartt 

OOL. RALSTON: Wr. T~~¥lor, at your ~etion, we carried on a pretty 

intensive diacuaa1on both yeaterda,r afternoon and tbia 

morning and right here, tor tear it llligbt be forgotten 

on bebalt ot ever yone who was here troa """ada, they 

want me to expreaa the moat hearty appreciati on ot the 

reception that we have received and the fairnesa and 

t oleration ot the diacuaaion and everything baa been moat 

agreeable. lbile we have not been able to agree on all 

the pointe. at the aame time we have no c0111pla1nt , I auure 

you, of the spirit in which we were met and we realhe now 
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a~ a nry buay Uae you ban done a good. deal to sn 

together the .. bua;r cenUemen !rora the Treasury to con­

sul~ on what we recard. aa a problem. 

On behalf o! the Treeeury, I would. like to recipro~te. 

Honest, we do a~reciate it very generally. l think perhape 

the two thit141 I have to u.y had better be laid from the 

poin~ ot view for :DieUlled lieohol - and let the o ther 

gentlemen ae.y. Parhapa you will &DUn pe1"111 t rae to set a 

rnnnlng atart beeauae I take it this me.y be one of the 

cloains conferences we will bave. You asked. ua yeaterd.a;r 

t o go and. consider with the o!ficiala of the 'frea eury the 

matter , particularly the matter mentioned, of practical 

aaauranceo, which wne the phrase which bad been ueed b,y 

some - poesibly setting togetner and in that connection 

we think 1t wae r a ther intimated. that it IIII.S)>.t be dilcloeed 

in tbat d.hcuuion the extent of the cla11111. le want into 

eeaeion and I t hinlc I can ea,y that there -reed the !ol­

lowins pcinU: J'iret, with r eprd to tba leg!.elation. 

You have here 101111 a&end.IDenta to the leg!.alation which 

bal'e bee mde and wb.l.ch ur. Wrong bad mentioned to ,.. , or 

a t least he baa three drafts and you had one of the three 

dratta, althouS)>. I am not quite sure that the draft ltr. 

l rong had, the draft wb.l.ch 11 here or wb.l.ch waa mentioned. 

tr011 tiM to tlJ:Ie, wa• in ten uactl;r any one or the three 

draft a. 
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Jlo, I think in order to clarify that point , all thoae were 

suggestions tor amendDents which have not been presented aa 

yet t o t he committees of Con~esa so that prohaDly e~l&ins 

the d1 sorepancy. 
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OOL. RALSTON : 1 don ' t think that we hAve seen, except on the t o.ble in our 

I!R. '1'4YLCR: 

d1ecuaaiona in Room 280, the exact suggested draft . 

They were all o.ttempte to reo.cl:l for a more aatie.factory form; 

nothing official about any one of them. 

COL. R.U.S!Oll: 1 don't think we han seen the latest dra.tt of t he reconcili-

ation of t he views of t hose concerned with the 10eaaure, but 1 

think the r esult can be .-d up in four points which 1 want 

to make. The effect of the leg1alation, Yr. Taylor, as we 

i nt erpre t it is thie. Firat, to compel the Canadian companies 

to furn ish securi ty tor t he ~ent of an undisclosed claim. 

Second, that the securHy which 1s to be furnished 1a in con.. 

nection w1 th a claim alleged to have arisen yearo ago when no 

such legislation was in oxistence; in other words, 1t 1a ex 

post f acto leg1slaUon. !n1rd, that the security wnich 1a re­

quired to be furnished by the companies 1a atlced of t hem even 

thQU&h the claim is not apinst the compalliea, but 1a apioe t 

some individual who hal now a eubatantial intereet in t he com­

pany , even thoU&h that ind1Yidual may have bad n.o connection 

whatever with the ool!lpal\7 at the time the alleged claim aroee 
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&D4 even thougb the present manageosnt and t he present directors 

&D4 the p r esent shareboldera are entirely innocent and ignorant 

of the t raneact ion on which the claim is alle&ed• J'ourth, the 

aeeuri t 7 proposed under t his l ec1alat1on was t o be in advance 

&D4 before t he c laim was eatabllabed. J'11'th, t bet tbet aecuri t7 

would r equir e the coq>aniea t o eaher brinf; in the pe raon , t hh 

ind1 v idual who was alleged to be the defa.ulter, and make him 

submit to the Jurisdiction of the court or else submi t to their 

cooda bei~~& emb&rcoed. 1'bat 1a to sa,r, 1i' the charge was against 

u 1ndirt4ual, the companies , no matter bow ll&1cb aecur1t7 th~ 

gan, would still be required t o brill& that individual in and 

make him auhmit to the court. Otherwise the emba.rco would be 

enforced - t wo conditions that would have to be complied wi t h 

b7 the coDpU~¥ a.cd the p.,..Ut7 tor not coDplyinc w1 th that ex 

post facto legislation &D4 for what we subm1 t so unprecedented 

d - nda Dade b7 that leeislaUon h emharco ot the goods ot the 

colllp&Jliea concerned. l ow t hat '• the nature of the lec1alat1on 

we diacu .. ed. 

7he Canadian Government mode representations to which I 

r eferred br iefly )'&sterda,y &D4 wllich I will not repeat toda,r. 

Tou all have them in mind altho~ we feel that thue repre­

sentations ought t o receive at 7our hands and particularl)',if 

I .:t ..., so, at the banda of t~e Government, further considera-­

tion, reaervin& all those obJect i ons . tne auggeation wae there 
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aic;h\ be aome •II¥ o£ givinc practical astJUrance and we wen~ 

into \he conference with th~ Treaaury officiala in connection 

with that t o explore the poaaib111ties of that. Ye found, 

llr. Ta¥lor, that practical auuraneea- we foan4 1-diateq 

Ula\ pr actical assurancea were 1q><>uible in the aenae of 

givin& aecurity when we found that llr. Gravea and the Treasury 

official• felt that the.y were not in a position to discloee 

the amount of the claim. There does not seem to bo IIII1Ch 

poaaibility of giv~ practical assurance for an unla>own and 

nnn•eed claim which bas not been asaellbled. le\ alone 11 ti­

pted. Then we l&unCAed on the exploration to eee if - well, 

prac\ical assurancea can't be given in the aenae of some 

definite eecurity in view of the fact that the claim or the 

amount of the claim baa not bean disclosed or can 1 t be dia­

cloaed - 11 there some substitution for thia legislation to 

obtaiA the objectius of this legislation aa laid down b;y the 

Treasury and in that con.nectlon we examined the legialation 

in t he light of the faaturea 1 went1oned when 1 bepn and I 

reall,y t hink tbat I can aubml.t with a fair degree of confidence 

that t he Canadian co~iea demonstrated to llr. Qravea and to 

the other centlemen who were there that thia lepslation as a 

collection measure would be futile; that 11 to any that the 

aucceation waa that - the poaition was thia - the Oanadian 
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coJII)&I11 .. value their liquor at ti!ty cents a pllon. lt cameo 

i n here and pa.ya a duty ot $2. 50 and pa.ya another $2 excise tax; 

that 11 ti ve dollars . llr. Gr&YU was sa,ying to u.a in connection 

with 11117 aeeurity that 11 pven we would ret;ard t he Tllue ot thAI 

liquor Ill six dollar1 10 in 10 far &I the YalUI of Ule liquor il 

to be the measure ot the oecurity, six dollars io tho outoide 

value. '!bat means that the Co.nadian companl.ea eend liquor down 

here and what 1a only !i!ty centa value on their bookl hal to 

grow to oix dollars when it coaes to a matter ot oecurity, which 

~• tbn when they !urnhh bond and furnish oeeuri ty to U>e 

ouret;r coapaey back ot t he bond they haYe t o die don in order 

to tind oecurity or propertieo worth six dollara tor each p llon, 

in addi t ion to the liquor itoelt. On the race ot it it would 

appear it ia Juat impoooible tor the Canadian companieo to !ur­

niah a1J.T aecurity or tbo.t kind and 1 ~ thAI lepolaUon 1a 

!utile. lhat h the alternatiYel lt h that the ()enadlan co,._ 

paniea oimply cannot aend in their liquor. the reouU 11 AIDerica 

10111 i t a cust oms dutiel and Wr. Graves quite properly does not 

admit they loae as well their excise tax becauae that excise will 

be paid on AIDerican liquor. •e are not ao aure and llr. Ph1111po 

-.de U>e point that it would increase the dei8Dd boU> tor "'-rican 

liquor ao well as Canadian, Bowenr, be that u 1t 1118¥· the 
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legille.tion in i ts reault 11 tbia. We will embar&Q your 

liquor it you don 1 t tult ill our condi t1on and the con41 tion 

which t hey 111Jl0ae h equally impoaaible and mana in ettect 

e.n embargo on the liquor . 0114er t ho c1rC'WU te.ncea, we wll1d t 

that t bJ. a would be tut1le &a e. collection measure . Tb.at 11 

a gatter tor you, Wr. Oravea, and the other; not tor ua. We 

have been g1 ven an opportun1 ty to present our vi ewe. We •U&­

geat that tho law ot 41m1nhhiD« returne can apply to t hia aa 

well u to anything oleo aJld the m re you preaa thh claim the 

leaa r evenue you get aJld i t you preea your alleged debtor so 

hard H aimpq e~~ana he baan 1 t anything t o ~ w1 th. Wo Ia)' , 

therefore, th&t the leg1alat1on ia tuti le as a collection 

meaaure. We have alread)' aubm1tted it is eont1aca tory trom 

our point ot view in attecting people who wore entir e!)' in­

nocent ot the transactions which pve ri so to the claim aJld 

e.a Wr. J.&ah pointed out very po1ntedq, the l egial.ation Haelt 

doea not r each objeet1Tes, we aucgest, wbJ.ch Wr. Ora••• aJld 

the Treaaury people have in mind in t wo respects. !hey •&T 

Jo. 1, we want to center juria41ction upon Americe.n courta 

e.n4 »o. 2 , we want to provide securi ty. We 8&)', » o. l, it 

doea not center jurisdiction on the American courts, &11 it 

do•• ia t o Ia)' t o an 1n41Yid'Q&l ouh ide, it JOU do11 1t aubmt, 

certain things will be done, and tho conditione are eo oneroua, 
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we can 1 t carry 1t throu&h. Secon41Jr, w1 th regard to pro-

vi ding the eecurit;y - the condi tiona w1 th ret;i!U'd to proY1aion 

ot aecurit;y, ia ao oneroua that th87 can't be carried out &n4 

that therefore we sublllit the le&ial&Uon does fail ot t he two 

obJectlYea which Kr. Gra.Yea bad in lllind. '!heretore, it aeemed 

iapoaai ble to deal concretel.Jr w1 th the I!Bt ter ot practical aa­

eurancea and aecond, impoeaible to deal with a substitute for 

the legialation when, we aubmit, the legislation from a colle~ 

tion point of view ia !lX)re or leu - more or lesa a atale.ate 

and ;you can 1 t aubstitute sero for tero. '!'hen t he ot her point 

was ia t here 1JJ17 other alternathe poaaible at all tor a wtq 

out of thia whole situation and Kr. Phillips made the auuea­

t ion, which we submit has ..,rit and which we think ;you m10>-t 

well conaidar. l'e auggeet to ;you, of courae entirel;y without 

preJudice epealdng tor Canadian diaUlled alcohol , that ab­

solutely there 1a no leg1U•te claim a&&in•t our co~, but 

we M,Y to ;you money is what ;you want, money ;you think ;you are 

entitled t o. It does not matter whether it is litigated or how 

it ia worked out or get a reaaonable settlement in caae the 

debtor ia not able to PB1 the tull amount. So to contiuu. in 

tha apiri t ot the conference w&ich baa alre&QT oeeu la.el4, ... 

sua-at llo. 1, as aoon as ;you are rea4¥, r epre-taUYea ot the 
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Canadiu industrial alcohol will come down here and ait 

around the t able and diaeuaa with Wr. Oraveo and. the other 

gentl ... n aa aoon aa t hey are able to tell the amount of 

226 

the claim, He nature, and dieeuaa arr~nte f or t lw 

claia, U we are r ea.sonabl,y convinced that there le a claill 

and ~ter all, that 1a the practical thine which Wr. Grana 

and hie trienda are .trying t o carry out in thie connection 

and I am eure that there is no atte111pt whatever to haraaa. 

It 1a an endeavor to ll&ke the beat ehowing for the Treaaury. 

llr. Phllllpe added this suggeaU on that the coapaniu would 

be prepared t o consider some auurances that they would not 

lnoreaee their exports t o the United States save ln the nor­

mal operation of the busineaa during the couree of theee 

negotiatione. It may have been in your llinds , aomethinc to 

the effect that we endeavor to beat the gun by getti ng etutf 

in here while the legislation 11 not on. !bat is not eo. 

In the nine 110ntha the legialatlon has been on the table ot 

the Houae that has not been done, you may be sure. 

Another auuesticn which we did not !llll.lr:e to Wr. Gravea 

and hie triende, but which Wr. J'oreythe and I b&ve di eouaeed 

troa tlw point of view ot cur eo..,aD¥ and that would be that 

durin& tlw negotlationa that so.,. auuraneea - we would co~ 

aider giYing eoae assurances that we would not adopt U!1 
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method of disposing of our auets which would affect \he 

present position of the 'l'reasur;y Department w1 \h reprd to 

ultim&te collection of an;y cl&ima. !hat certainl;y gives 

;you aaaurances that ;your present position ia presenocl. 

It gi'f81 oppor~t;y tor dhcuasion and 1n the meanUM 1t 

re1110Yes trom the 'l'reaaur;y - the On1tecl States Government 

'l'reasur;y- all neceasit;y of having to press this; l am aure 

what to ;you ia disagreeable legislation. It is not legis­

lation that an;ybocl;y 1a ver;y bapp;y about and at the aame timo 

1t gives s0:1e estiuate ot good tuth on our part. le aalcecl 

llr. Grav81 it he had an;y succ-sUous to IIBlce along this line 

and he aaid a a tar as t he Tr~sur;y waa concerned, the;y bad 

no other suggestions to make than those which were made in 

the legislation. 

That concludes rq ver;y brief and burried little dia­

connectecl report of what baa taken place 1n \here, br1ng1Dg 

;you up to date, and which we pr81ent to ;you in tho hope that 

opportunity may be found ot meeting these suggeations which 

we have aade in dealing w1 \h the whole matter, 

lor 1111 own purpose, on the tive points which ;rou men\1one4 at 

\he a tart, ettecta ot the legislation, 1 bad so• cl1fticult7 

1n reoopiziDg certain ones ot those . fhat h possible on 

account ot iii'Orance on 311 part. Do ;rou think it would be 

helpful to have llr. lrank or llr. Graves conment on each one 
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of thoee two eectionef I know it would be from ~ own 

standpoint. 

Perfectly proper and intorm&ti~e to ua. 

228 

lla.T 1 before t hat add one 11\tle word? I think 1t baa been 

fUrly well e etabllehed that the r e are approxil:llltel)' 16,000,000 

gallons of whhkey in (!anadn 1rlll.ch would or dimily find Hs 

W&3 in the Oni ted States over a period. That 16,000 ,000 1a 

eubJect to an import tax of $2.50, making $40,000 ,000. The 

interest of t he l1nl. ted Statee Government in that whilkq in 

Canada, at the 011::umt &aeuming the poeaibilltJ of brincinc 1t 

in , 11 conliderably gre&ter tba.n the interest of the C&Dadi&n 

&QYernlllllnt and the diotillera , if this legislation or &QJ agee­

ment i e to the effect t hat there ehall be an embargo or if no t 

an emb&r£0, &n impossible &greament - I mean by impouible 

agre81118nt an agreement impoeeible of performance by the CaDadi&n 

distillers bee&use, t he United Stat .. baa eaid in effect thq 

ah&ll not tr&do - t hat has the ef fect of losing a potential 

~.000 ,000 of revellUil to the United State• Government &nd it 

doee not in any w&3 confer any Juriadiction on the United Stateo 

courh which they have not now, nor doee it Afford &QJ means of 

aaeurlty. There 1a only the whilkey to which the l1nl. ted States 

Govenuoent ea.n L"<llt for He cW111. 1 tldlllt that 11 a fUr 

1 tat-t. There &re lnmdreda of buildings, but that would 
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not do Dll.c.h good. If ;ne United St e.;ea wore ginn that 

16,000 , 000 gallons of whiakey t oda,y , what good would it 

oe t o them? How could thoy dhpose of 1t 1t they got 

J~ntf I f the Canadlan courts were willlac t o enter­

t ain this Jndpent theT could not s ell tha; whiskey 1n 

Canadn "because of go•ernment control in the • arious 

provinces and they would have nooody out the provinces 

to a ell to . They would have t o take that whiskey 1n 

thousands and t housands and thousands of barrels over 

into the Oni ted States and then what could they do w1 th 

i t1 'l'he only method I can think of t o n&'t'e that wh1sk8T 

marketed 1a through the ordinary channels of trade. 'l'bat 

would r eeul t in $40,000 , 000 i ncome to the United States 

irrespective of the o ther portion• of the r enuue which , 

as Kr. Grave a pointed out, r~~~q oe fairly r egarded aa dia­

p lac-nts of the l ocal product and we think those are two 

points whi ch should be v ery carefully considered i n coll-­

nection with tho si tuation a s to whether or not thia sec­

tion ie ndvieaole. 

I am afraid I can' t talk about athea&tics. 

llll . L.lSII: That 1S only two and a halt tices ai.xteen. 

lal. HlCUilSOll: I t hou&ht the total s tocka were about thi rt7 or 32 million. 
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I think atoclce are s omewhere in ;ba; neigiloorhood, 'but tb.t.t 

includes various other t ;ypea of whi alee.)' for use in OMa4& 

and tbe;y are er.ra. 

WB. l!ANX: Imperial callont 

WB. LASH: Imperial callon. 

ll!l. PHILLIPS: l ith ;your permisaion, llr. 'ra¥lor, (1) , I would like to 11111Jce -

rather to emphasize that I am hopeful that the effort a of the 

Cana.d.ian d11 t1llers throll&h their counsels have at leae t been 

succeuful to the poi nt of convincin& the r eprosentathea of 

t he '1'rea.eur7 that we are here i n good faith in an effort to 

aobe the problem. It is ;rue ;bat altbo>W> the confer ence 

has been r eetricted to Section 403, ;you can hardly blame ua if 

we avail ourselvea of the opportunity to imprees upon repre­

aentativee of the Treasury our good faith. There a re two ~· 

of determinin& that: (1) l ith reepect t o the cooperation in 

the past, that h, since the lecillation was first introduced 

and ( 2) Jadee ua whe~her our auurancu are worth aeythln« or 

not . I pointed out that althouab tbia legislation wna intro­

duced laet J une , as a natter of fact none of the Canadian 

distiller• have att~ted to reor&&nlze their companie1 or to 

move into J.a>erica in an indirect wa;y o ther than the no~ 

r eqUU"ementl havi114: reg~U"d to the nature of their 'bnaineu. 

The purpoee of the legislation il in ~ue courae to direct 

11 tiption a¢ net Canedl an co~ea and in t ho final anal;yeh 
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the poaaibility of cashing in on the J~nt ia on the 

whiakey. If the legislation were eliminated and if the 

CaD&dian corporations gave anurancea that they would a1 t 

&round the t able with :your o!!iciala in an atteq~t to ar­

r i ve at a aettlement, even thouch :you c ould not deal with 

this legialati on before the next aeaaion of Congreaa, a 

great portion of that whiakey would be moved and with re­

spect t o that, t herefor e , you would havo derived a revenue 

of at least $2.50 a ga.Uon beeauae the whialce:r would be 

moved into the tln1 ted States. 1 would like to nake one 

last oburvation and that 11 thia: That these Canadian 

counaeh were acting in good faith. You llllSt appreciate 

that. I t we bad relied on the cooperation of our Govern­

ment in presenting tho obJection• t o this logisla~ion, b7 

the same token we are tmder aeriou.a obligation to our 

Govenur.ent to show good faith. Quite apart fro• our per­

"onal 1 tatua aa counsel, we are under a seriou.a r esponai­

b1l1ty to our own Government and if we de not discharge our 

reapone i bilit:y, 1 am sure we will hear from them. 

231 

I think that h an excellent point . Ver7 glad you mentioned 

it. 

1m. PHILLIPS: In that apirit I have requested ltr. Graves 1n the llcht that 

we bave only marketed our whialce:y normall:y and cnl:y a aall 

amount of that , even if Ccngren adJourn• as long aa we con.-
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fine our bWiineea to our norllal courae of opera.tiona a.nd 

beca.Wie ot the tact that you will be at least get tine aome 

revenue on the very wniakey tha~ we have been moving a.nd, 

1 lldght ~, in the e.ll!ost cord.i&l wa,y you have rece1 ved 

232 

WI. Plea.ae have some confidence in the Cana.dia.n dhtillera 

throQ&h their repreaentativea that we want to be ta.ir. te 

realise that the leghlation ha.vin8 gone aa tar aa it haa -

but why not t eet us out and aee 1t it is worth while to ta.ke 

that gamble. ~ guess is we will deal i n that matter in the 

proper apirit a.nd will -inta.in a.n attitude with which you 

will be a&U atied in the final &Ml.Tah. .Ul 1 aalc 1a tha.t 

the Treaaury will appreciate our ata.tu.a aa counsel a nd c1ve 

us a Bill of Complaint ao we can exercise our dut7 a.nd tallc 

to our olienta. 

I'm glad you emphasized certa.in things. For example, the 

apiri t which ma.de this confer ence poaaible because 1t haa 

obvioWily been helpfUl in getti114 a. coliiCOn solution of a. 

difficult sitWltion which might avoid all tbll rout;b apota, 

tor want of a better word, that lldght arise out ot the 

aituation. And. 1 would Just like to repeat that the Treaaury 

does appreciate the spirit in which you ha•e approached thi •· 

1 would Ulce to bf.ye aoce other co-ta about thia particular 

aitua.tion to clear up :m;r miaunderata.ndi~~& which might exiat 

a.e to the Ya.rioua pointe which Colonel Il.aleton mentioned. 

Are you prepared to talco them one at a Ume bee&WII 1 bad 
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d1!ticult:r recoplidnc certain poillu o! ~e leg!.slaUon. 

1 won ' ; be aole to reCI8cber all of ;he poUlts; oa;rbe one or 

two. 

COL. RALSTOU: The first point waa, I laid the effect of the legialation 

was (1) to COJI\Pel Canadian companies to furnish security 

for undiacloaed cla1ma. 

liB • i'IU.liX I 

IIR. U YI.0B I 

That, of course , •111 not r equire an;y cbeJice in tho lecia­

la\ion. One o! the principal reasona we dio. not diacloae 

the amount o! the eWta wu because ;rou would not want 1t 

disclosed with :your compe\itora present. Also 1t would not 

baTe been poasible to diacloae the amounts of Clai .. e,¢nat 

those companies not represented here but since the obJect or 

the meeting was to decide bow senerall,)' the GoYerM>ent might 

be secured in the event that Jur1od1ction could be acquired 

~nst all o! these companiee and bow it could be aecured to 

moor that it could collect an;y J~nta which might be 

rendered against all o! ;he coJI\PIUlles , •~ did not deeta die­

closure o! the am:nmts or t he cla1ca as part of the i aaue. 

That 1a not quit e what I bad ill mind. llo securH:r 11 aan.l 

under an;y circwutanc .. until the claim is JJade and then 

claim rill be uade. You are not asking securi t;r !or en un.­

discloaed claim when it 11 diacloaed :you do aak for • •... . •• 
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WB. fORSTTIIB: lan' t thh truet You u,y 70u are not asJc1n& secur1t7 tor au 

undisclosed cl.aia. 'fe baYe been t%71nt; to devolYe a Rbetitute 

tor the leghlation aud tho onl;y substitute according to tho 

Tr easury is some eu.batitute which g1Yea them exactly what tbe7 

have there. You can deal individually or collectively but how 

can &QTbodJ' with eTerf day regard for ever, day buaineaa ait 

down and forllllllato &ll)'thing which will enable him to propoae 

a aecurity for an &IDOUDt he doea not lalowt 

'rhere are ob'fioua diffieultiea but the point I 11&l1t to clarif7 

11 - let '• asaume juat tor the moment that fOU are manufacturer• 

of whiskq a :rear from now. After investiption we find that 

there ia a claim &&&inat 70u. That claim is then filed in the 

usual I!Willer, e to. thro\14th the courts and let ' • ·~ that that 

claim 1a tor a million do llara . J.t the time the claim 11 filed 

that million dollara obvioualy will be the amount that 11 being 

argued about and you will aak fer seeurit7 for that parUeular 

aa>unt at that tioe. 

IIR. roRS1'lHI: Yea, that '• 'f&r7 obvioua. 

WB. TAYLOR: That 11 filii underatanding. 

wa. :i'ORSY'l'Hl!: Tee , that '• V&rf obvioua. 

IIR. TAYLOR: I den • t aee the fact that that particular 1>.1110unt 11 uncliacloaed 

at thia particular time baa &D7 bearing on the t7Pe of aeeurit7 

that will be aaked tor. 
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1 tl11nlc as far aa the C&Da41an e0l2p&lliea are eaneerned, t he 

amount of t he ela1• h nebuloua in e:1 t her for. or aatronoa1-

eal to •II¥ the least. l hope • • cet a UHle are elucidation 

on that subJect before wa adJourn. 

UR. TAYLOR: I'm asking a lot of ~~eationa --probably some of t hem atupid. 

IIR. WRONG: I uaed the word •aatronom1ea11 • The only indication 1 b&ve 

seen in An¥ official do~nt ill th1e eountrf appeared in 

t he report of the l&fs and llaans Colllllittee of the Ho~• ot 

RepreeentaUvee on t his bi ll and ill that bill $100,000,000 

was specified, baaed, 1 a .. ~. on 1nto%"11at1on ~niahed b)' 

t he Treas~ Department. 'lhat, I oubm1t , 11 an astronomical 

tiglll'e. 

loll! . TAYLOR: It 1a more than poeaible that illel~ed estiuated ela1ma tor 

other countriee . 

I!R. GRAVES: t oe. 

IIR. USB: It did 58¥ that it was moat}¥ !rom Canada. 

loll!. 'U.YLOR: '!'here is a fi&nctl el..aiD wnich might be in existence. !hat ' s 

obrloual)' incl~ed in that and the amount of the clet. eatab­

lUJhed at some tut~re date mi&bt a pp}¥ to other countries. 

IIR. JORSITSJ:: 11r. Lash s&)'a, and 1 r emember the words, that t he one hundred 

million mentioned w&t mentioned ae moat}¥ from Conad.a &114 

•moetl)' !rom Cnnada1 certainly means to the extent ot tift)' 

million dollara. I don 't know whether any of your people have 

ever taken the troullh to do H bnt if you do , yo~ can take 

the distiller• in C&n•d• eod 70~ can take their net aaaet 
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position, deduct their l1&b1Ut1ea in Canada and take t~ 

dhUlleriu and I doubt if you would get fi£t7 million 

dollars . llow then , that belli& ao , I ~ unless ao .. 

part icularity can be given to this thit~& , 1t 1s ao impoaal­

ble to sit down and ~ to ~. Graves: I propose thAt we 

will haYe t hia securi ty or that o ther one g1Ye fOU aome 

security on our property, or bot h , representing aecur1t7 

on our property because I could not coJDO!. t 11J!i COIIIpiUI,Y to 

g1Ye security for a clala that la double the net assets 

of ita position. 'lhat 1a •h¥ I se:r - It's all very well 

to aq whenever we tol"llllllate t his claim and put 1t throll&h 

court, you will lmow t hen what 1 t ia. Of course, yea. .And 

if I have committed 11J¥SOlf beforehand to give aome torlll of 

secur1ty I have ID&de a jac:laua of 11\Y&elf. You have to talk 

matheme.Ucs in a propoai t1on of that kind and the aatheaatloa 

are simply imposaible. It you tell me a claim when tor-. 

lated &;!IIIJ.nat tha Cuadian I ndustrial licohol will be the 

million or one million, then I can sit down with ~. ('raves 

and ~: Here are the tigurea of 11\Y company. You can 10 up 

ther e and look at the books and tBke an inventory of ita 

&aae.ta and perhaps you can tell me aome wq I can give 

ucurHy for that amount. 'l'ha t 1 s wh7 I sq to t<llk &bout 

a IIUDstltute tor legislation tor a.n &I!IOunt yt:IIJ. don 
1 
t lalow 
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lhile we are on ~be question ot security, tb~ra is one ques­

tion about aneral ot the at&tementa made hera. '!'here ap­

parently waa a cUrect relationlhip eat&bllshad between aooe 

particular wbialcey which h now in Canada, and the particular 

cle.1ma. In other worda, let ' a say that those aneta are in 

some particular concern which 11 to be a defendant . la there 

a relation there or does that mean only available aaaetst 

WR. JORS'f'li!B: Only available aaaeta. 

Ill!. !AnoR: l'"cyt 

IIR. FCRSYT!!E: Because I don 1 t lcnow about the other companies but I cu aa,y 

tor Industrial Alcohol that normal operations and salee 1t 

makes of other American t ype whiskey won't pay its overhead. 

We have on inventory approrlorately s ix million gallons. I 

know a statement wae mde in 1934 that we bad epprorlaately 

seven million gallons ot American type whiskeJ. I presume 

WR. 'l'AYLORI 

1t bas been r educed. 'l'ben tllat IIIBUS -- take the six llll.lllon 

gallons ot .A.merlcan t 1)l41 whiake7 at so;, that 1 a ,3,000,000. 

Tbat ceans that halt t he aeaet position of that coapali,Y 1a 

loclced up in that American whiskey. '!'here h no po .. ib11HT 

of i t s r eali%ation. 

I t ' • a figure ot speech rather than an actuality. 

IIR. JORSYTHI: It ~ be t heory but a aound one. 

liR. UYI.OR: It was such an unusual statement t.bat I tbo~t I would exploN 

a . 

wa. J'CIIlST'l'.!ll: 11r. i'a,ylor , the Treasury officials cUd agree that Allerican tTJ)e 
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whhb7 aftorda \he onJ..1 auet. 

a doea not mean thcru&b that tbe7 are the on17 aaaet . 

238 

IIR. :roRSl'I!I:&: Oh, no, but 1 SA¥ ;you t ake the pooHion ot rq COIIIP"'\T· 'l'hq 

repreaent over half the total aueta e.n.d part ot our aneta 

consist ot the item that 1 was ready to assign (laU&hter) 

I!R. 'l'AlLOB: 

two mill i on dol lara ot good will. I f 1 mB¥ make thia further 

ob1ervation, t he t hing that atruck me &I being moat a atound­

ing h that we were ;old very directl;r b;r 11r. Grave a and 

othera t~t the two priiiW")' obJecthea ot thia legldation 

were t o acquire Jur1ad1otion over the proposed defendants 

and to ge t some claq> on t he aueh eo they wo'lld be av&il,a.. 

ble to respond to Judgment 11' obtained. One of tho thiDGI 

that struck ~ &I aingular i a the provi1ion that action might 

be brcru&bt againat an individual. 

I ' m glad 7ou menti oned that . 

loll!. JOllSYT!I:&: ADd 1l he happened t o bo a aubatanUal owner ot m;r a t ock, no 

mattor what action 1a brought against him, rq liquor can be 

bpt out of the Uni ted Statu unUl that individual haa aub­

adtted t o the juriadictlon ot ;your courts. !low in heaven'• 

DAIIII' could I compel aomeone elle becauae he 1a a ot ocll:bolder 

ot m;r compall,Y to aubmit to t he Jur1ad1ction of 7our courts! 

I couldn't do H. And that lll18t be done becauae it 70U can 

get jurisdiction, 70U can't execute over his propert7. I 

might get all the 1eourit7 1n the world but if rq friend, 
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Colonel Balaton, had pu~ a claia ~·~ me aD4 he aoqu1n4 

shares of the Cana41an Indus~rial, ~hen 111¥ goods ha.,. to be 

embargoed until he eubllll. h ~o the Juriad.iction of your courh. 

ltr. Frank, would you lilce ~o coanen~ on th&tT 

The only comment 1 can mnlce, I know wh&t was intended and 

that was to pr event intercorporate changes , which we were 

te.llc1ng about this morninc. lben llr. Phillips mont loned 

that none of those th1J14a bnd talcen place, I co.n only aq 

it certainly 1s not conte~~ple.ted the.~ MJ¥ subsequent ac­

quisition of s t ock in canad.ian Industrial by e. can who ran 

e. rum boat in !rom St. Pierre ••..••.•...•• 

lal. IRONG: But you h&ve that power in t hia legislation. 

!JR. l'RA!IK1 Subete.n~ie.l interest must be taken in connection w1 th control. 

OOL.IULSTO!h 1 ' ll bet llr. Frank halt of t he good will of "'Y compaey "9-inet 

a good cigar that where .YOU sa,y •when.ever the Seoret&r.Y of the 

Treasur.Y finds there has been instituted proceedin&a; •••..•.. , 

after such notification of Collector of CUstoms, etc. ,• 

lal. WROIIG: 

You don ' t haYe t o go any fur~her. It ' s prepoa~eroual 

Let ' • take an extrea>e azaq)le which will not corretpond t o any 

of the cle.ima. ~poainc I ..,. enpged in the rum-runninc buai­

neae 1n Cuba during Pr ohibition in 1933. Having caehed in on 

111¥ i ll-go t ten goods, I moved to CM•d• and invested in a t oclca 

i n well r egulat ed diat illeriea in Canada. You have any evidenoa 
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you l1lte ~at .,. down here , bu~ 1 re.:ain outalde 70ur 

Jurisdiction. You conld declare a comple~e e=barco &&aiast 

\he import of Canadian llq~ora int o the Unit~ Stataa lf you 

chooae to uae thoae powera. Vow I laf nothing ia likel)' to 

happen, but 1t doea ahow the extraordinary power that 1a 

being aought in thia bill. 

lm. J.lCOBSI I othing to prevent ru~~>orunnera from bcying atoclc on the open 

~arket . 

IIR. IROliG: 'l'ha CCIIIIpiUI¥ wonld not have ~ control over a aan who purcllaead 

atoclts in the open market. 

lilt. '1'4Tl.OR: Ia that lio. 2 that n aldp t ol 

COL.R4LS'l'Oli : The fact that thia legialAtion 11 being passed in connection 

w1 th a claim which aroae ye~~.ra aco when no such legialation 

waa in force , it aeema t o me, ia an objection which ought to 

be t alcen fUll account of and givea grounds for the moat aerioua 

considerat ion of lUI act of thia ldnd. It is opportuneleaa 

legislation. It 1a beiJI& paasad to cover aomething \ hat hap­

pened a lo~~& tillll ago; paaaed for the present in connection 

wi th the paa\. le alread.Y nave aome ex post facto hgialation 

in Canada with regard t o our income tax act . But I aa glad to 

118¥ that the legialatlon which waa aade retroactin waa a pr o­

,.i a1on in the income t ax law whl ch a llowed a man 1<>:' on hie 

last year ' s i ncome tax, and we all aaid we were glad of that . 
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lf Uds leg1al&~ion for aetUa,t up a new c:laia or a new 

obliptio.n on ~he part of people who bad. taken part in 

transactions in ~he paa~ -- 1 think the transac:tion c:an 

be well taken -- bu~ i t ia not that kind of leg1ol&tion 

at all. The obl i gation, if i t ie an obligation, exiato. 

T:nis 1B simply fllrniahia,t to the 11n1 ted Sta tes Government 

o ther proceedi~~ga under which 1t c:an get Jurisdiction, or 

pt means of aat11f71nc an obligation wnich either exists 

or dnes not exist and has a QBD.t !Dan¥ precedents in our 

r8Ye1111e l&we. And the wev- we treat our own people all 

the time , as was pointed out yeaterda¥ , it has precedence. 

When salaries have previoualy not been at~ble, they 

become attachable. The i ndividual in this country then 

haa to respond to an obl igation which he has incurred 

which never could ~e collected. This is a means of col-

lec:ting an obliption. 
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I a that r ightl .LaaWilO that t.hh illporter, whoever he was 

duri~~g Prohibition , came up t o one of 'I~ 'lre&aur'f of!ic:ials 

and said: 1 have brouO>t in one case of wnislcey. Hen 11 

f36. 00. You would not have taken H - you could not han 

taken it under the law. Vow then, your sit~tion aeema t o 

.,. to be getting right back to the custom which ie entirely 
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d.U!erent h-om the or41oa.ry procedural ent'orce:aent. You 

are going 'back i n an endeavor t o collect aomethinc thAt 

you had no power to take at the time. You are creatine 

now thi •J t ·eme~ which deeb with that past situation. 

There is no doubt that there waa a legal obligation to 

pay this amount ot IIIJney , tor which we will sue , for i n­

troduction of such liquors int o the United Stateo. 

Bllt could you take itT S~q~pose a f ellow came 1n with 

one t housand caaea of whhkey and sailed 1i into 'faa}>.. 

t ncton, heaved it onr bo&rd, and ge:re 1 t to the ..enT 

'fe would certainly have said you could not 'bring it in. 

He has not i mported it - he has timply &1111l&:led it in. 

~tcr he has smucgled it in, he ia liable. 

OOL.R!LSTOll: What you are doinc h saying that that cocpan.y can't 

sell liquor. That has nothiJI6 to do w1 th the liability. 

1 am a new shareholder in Canadian Industrial and 1 read 

the United Sta tea ~reaty and 1 touad a r eduction in duty. 

I think it h a good time to bey Canadian Industrta.l. 

I find now retrOACtive leghlet1on applying t o transac­

tions in 1929, whero'by if you a re not going t o collect 

tnia claim, you can 1 ~ do bueineu w1 th the United Statee. 

1111. lORSTT!IE: And further, you 111,1 t hil 11 not s omething new in the 

1enee of creating a new obligation. Bllt take thia eaee. 
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Suppose ;be.; in 192? 10,.. pereon - a large aaareboldu of 

C&nadtan lndunrial 4lcobol - e&me to ;hec &Dd ada a pur­

chase; ilie u.le mde by bona tide alcohol com.;>~U>iea. The 

purchaser sa.re: l .,. goin& to ~ that into the United 

States. Auuml.ng an,y lmowle~e on ilie part of Oan&diane 

tha~ there would have been 8AY obligation on the part of 

the Canadian Induetria l to pay you an¥ duties, but under 

the legisla;ion y,uproceed &l&inst that man. He il a l&rlf 

shareholder and thul 10u ban to nand behind hiJD. Tb&t n.e 

certainl.Y an obliption I did not have in 1927, but 1t 1a 

8ll oblig~<tion created by thia etatute. 

lat. TAYLOJ!: Youc.re getting back to the other point. 

lat. l'ORSYTHE: But this ie the c.reation of 8ll oblig~<tion , a nn obl1£1lt10n, 

in this caae. Wo have to diepose of our goods legall.Y. 
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lat. PHILLIPS: The value of the embarao cannot be uea;er than the 1ntrinl1c 

Yalue of tbo whiskey t o t he Canadian cCm.;>~U>iea. In the paat 

we haTe moved whiskey norall.Y. Reatonable dela,y doea not 

de awa,y with the riGI>-t .YOU r:a:t aee fit to exercioe, but car­

ta1nl.Y 1n ;he lawa that have reason, &Dd havin& re£1lrd t o 

the international featurea, 1an1 t it worili whilel The bie&ar 

:you are , the finer rou are. You can afford to drop this 

legislation for ilie tilllll and give the prospect ive detendanh 
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an opportunity to a1t in on the conference alliS 11, in the 

filial ~ala, no aolution h arri'red at, the re,..c!T -­

after all, Can•da and the Uoited Statea are friendly 

countries - we hope that ;you will be better disposed 

towards us. We know that you are not now, at least to 

the extent we would like to aee. And 1 am fighting !or 

that chance and 1 don 1 t thilllc there 1a tUJ:J real loaa to 

the Treaaur;y - on tho contre.J7 revenue o! t his countr;y 

will be derived o.uring the del&¥ ;you g1 ve WI · Surei.J' that 

ia lo.gical, and tA&t 1a a logical and consistent poai\ion, 

and one that is not unfair an4 we !eel tllat the Canadian 

cith .. en - thia Ooverlllllent h bit; eno'Q4!;1l , broad enouch, 

and !air enough if we throw down tllat chip , to ple,y chip 

for chip w1 th ua and see what can be done . 

It is unwiee legialeUon which requires a defendant to 

put up aecuri t;y before hi a cleim has been a4Jud1cated. 

!hat seems contrary to all the things 1 know reprdiJIC 

aeeuri ty. But 1 '118:/ aa,r thia - tllat the United Statea 

Treasur;r 1a in a very different poaition !rom an ordill&l'J' 

private creditor. lfo private creditor has such powers 

aa t h1a. we think you should aeparate the executive !rom 

the legislative. I mean , I th1nk Governmont billa oucht 

to be collected on the aame baah that tUJ:J other billa 
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are. It there is lecislation at the time the traDe­

actions are incurred, and it applies to them, then all 

right. But legislation paaaed, tiret, to restrict trade 

and, second, to re~uire the defendant to do what he gener­

al~ does not do in regard t~ putting up security betor e 

hia claill has been ad.fwUcated, 11 not the kind ot legh­

laUon which 1a amicable t o Canadiano at thh ti-. 

You can start out b;y attach1J14: it. .Ul that would be 

r~uired here 11 p11Hint; ~ security at t he time ot in­

stitution ot the suit. 
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COL. RALSTON: It ;you have provhion tnat he put up aecuri t;y , ;you d.on It 

IIR • .i'1W1 K: 

have .... . .. 

You can attach a saets in tho Juriadiction. The liquor 

that h being broU&)It into the countr;y 1a the aaaet &CllinU 

wilich we will nave t o go . And this 1a close~ analacoua 

to where we will have to get the aaaet . 

lal. l'II..U.LIPS: !he answer h, Lt ;you aq11are the circle, 1t the whiskey h 

the asset, then aside troa t he tact that in the movement ot 

that wniske;y ;you get ~.000,000, it would be advantageous 

t o ;you to allow ua to do ·bllSineaa. J.s I aaid ;yeaur d.a,y, it 

I were in your plaoe, I would aQ¥ to the Cen•dian diatillera: 

we will s11e you it you don 1 t move that whilkey, becauee it 

;you do, we will get $40,000,000. 
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WR. WRONG: The operation would be eo aucceaaful , the patient would 

promptly cUe. 

l.!R. UYU>R: 'l'alkl ng about aecurit;y d1!1'1cult1ea would be wort h while 

at tnh u .... 

COL. RALSl'Oii: The;y are •·11 the same. 

WR. '!'AYLOR: In other worda, ;you don 1 t thi.nlt an;y implication of the pro­

viaiona would be of particular intereat. 

It migbt be. 

WR. l"'RSY'l'HE: You 1N1,7 ;you have something that h wort h 50/ mid ;you 

hrbg it into the Un1 ted Sta tu and b7 pa.yinj: a $2. ~ 

ClUtomt tax and puttint; ~ another two dollara and a halt 

;you make i t $6.00, and that ia almoat impossible. That 

is the aeourit;y basis !or all that I have eeen. It would 

simpl,f mean that if I nduatrial .Ucohol brolJ&ht in 10,000,000 

gpllona into the Uni ted Statea, let 's assume exciae and 

other ta.xea out of the wa,y, they were goin(: to recei're 

$20,000. That 1a $2.00 a pllon ;your Government would 

have to receive, in respect to that $4.50, which ia 

f45,000 paid either b;y t he importer or ourselves. But at 

the ..... time, we have to put up another $45,000. AaaUIIing 

we have $20,000 and can hand that to a bonding co~. or 
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~ to your collector, we ~ve t o bAnd oYer anotner $45,000 

that just doea LOt eJiet. It 11 comcercially impoeeible. 

You take Canadian Induatrial. l! you cut out the $45 ,000 

and aa.id, give ua $20, 000 that you go t from the American 

purchaser, we have to pay the expellllea of lllOVing that whit­

key and to ~ the expenaea of selling it . If we gave you 

$20,000, we have a liquid poa1Uon of leu then one mi llion. 

H wouldn 1 t take any t1 .. to tie up f1 ve lmndred tboue&nd. 

!loving a million pllona of w.nl.akey, would mean that, and 

the COI!lpWl¥ would be 1neol vent. 

The r eason I asked the queation was, as I r emember it, there 

were two series of altornat1vea. 

They all amount t o the aame. 

I don' t think so. I t hink there arc any number of plana 

which 711B:¥ be followed under thole alternatives. Tb&t wae 

t he one, Mr. Jbrayche, you were most interested in, but 

there were all sorts of arr&D4-h that can be made UDder 

reasonable terms t o be acree4 upon by t he Secret&ry. 

I have been bothered Yery IIIUCh by two words. One ia 

' Substantial' and the o ther 1Reasonable1 and I have found 

that the other fellows leave 1 Subatant1&11 out. 1 can't 

conceive -- you talk about the Court being asked to order 

1ecurit y . I nave never neard of a Oourt being asked to 
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or der secur1 t 7 for &11 IU:IOilllt io UUgation, or t h&t the 

securit;r should be leSI than the amount of the claim. 

1'he Court 1a al~a bo1md t o take the view that the claim 

put forward ia a aerioue cl&im and t hat the per son puttiDC 

it forward expecte to get it all. And if aecurit;r ie 

or der ed, i t ia or dered for a ll of it . 

It was not our idea t o have the Court fix the aoount. •• 

understood that would be aore acceptable to you people , 

but we have al~s bad, in a maasure , th.e phrase 1 or ot her 

reasonable security t o be fixed by the Secretary of the 

'rreaaur:r•. Under that, ther e are azv munber of scheMe 

which are poeeible; warehouse r eceipts which we will be 

glad to go in to. 

But ;rou will come back to thie t hing . I f you don ' t want 

aqthing else from me but tho actual net proceeds from 1111 

sale, that 11, $2 . 00 , I "¥ t her e 11 not any cl&im which 

involves anything Uke a scall amount as that. The wan­

house r ecei pts givee you tho whi.U;r, - a trust receipt 

for the proceedl. I can ' t finance on that when 1t i s in 

the banda of t he United Statel Government. Or I give you 

calh or a bond - it 11 all t he - because t hey take 

everything. 
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Tbat ia certain}J' con~e.cplated where we don ' t aee ~bat 

~he assets are not available. 

IIR . FORSYl'IIE: Yell, 1 con 1 t co:rry on "'Y buaineae. 

IIR. i'lUliX: We are going to have everything back if we are euceeiStul 

and we are entitled to it it we are succeaaful. 

IIR. llllONGI 

IIR • :I'I!.UR: 

IIR. IRO!IG: 

IIR . FORSYTHE: 

IIR. J!WIIt: 

IIR. FORSnHE: 

After you ~~ave gotten your J~ent. 

By that time there would not be aeytbing tor ua t o ,;et. 

1 t binlc :you can accept the ~~~ement a of the Cenadian 

Go• ernoen t. 

If tomorrow morning, or thh afternoon, 1 say 1t the 

1'reasury Departc:ent 1a prepared to ~ how much 1 owe, 

they may reasonably expect to get Wr. Hill to ait down 

wi th them tomorrow. 

That 1 a exactl;y what we will do when we are ready to 'begin 

these procee~•· But we did n ot understand tbia waa the 

purpose of the tallca. ~eae tallca were to 'be &'8Jleral . 

'l'Jle generality ot it 1a J.at thia. You are saying, in 

effect , wnen 1 have go Hen tb&~ leghl.a~ion in such ab&pe 

that I can prohibit you from doing any 'busine .. at all, 

then 1 am prepared to talk to you aoou~ "'Y claim. That 

conveys t o me t he idea 'ber.auae i t would not be fair to 

you people to say, but it ia an inference that may fairl;y 

'be drawn troa that, and that h that . If we got into a 
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d.iseussiou ot wha~ h •reasoa.able• 70u mignt be inclined 

to support the reasonableness of his sicle by the tact that 

that legislation existed. It that is the attitude the 

Treasury wants to take about 1 t, I can't influence you on 

that at all, but I clo aa,y that it is hardly the spirit in 

which I hoped to approach t his proble:. I can't beiiove 

that it is essential to a pr oblem of this kind, that one 

person should have a weapon 1n his hands. lith due deter­

once he says we all&ll keep your whiskey out - quit busineu. 

It that' a the wa,y t o d.iscuu a matter of that ldnd, th&t '• 

the W4¥ to dlscuas it. But I do sa,y, enn it that were tbe 

attitude of the Treasury -- After all, they tell ua all they 

want 1a the money and the money they think they are properly 

entitled to. Duri~ the interim, while we discuu that 

thing, if they find me unreasonable, the bouse of Gross 6 

Son will still be nero and ~ asset position will be Just 

the same r elativel7 as it is todaY. 1 can't see that the 

Treasury suLfers any preJudice on t~~&t. It they find they 

need a. club to beat me into eubmiss1on, they can get it, 

but it does not seem the proper W8¥ to approach it. 

Have we commented on all the points which were madet 

• 
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COL. RALS'l'Oli: Yes. I still am • ory nr-onc on tho proposition made -

lo!R . 'l'AYLORI 

I ne.er heard that aecurity tor coats is given tor a 

debt before the debt ia liqu14ated -- tho nature of 

legislation which requirea that the defendant aball put 

up security imea1 at ely upon aeaart1on by the plaintiff 

ot a claim. It doea not coat tho 'l'reasury &n¥th1ng to 

launch proceod1nc•· Tlut 1a juat tho beginnine, and 

tMot, seems to ua, aeta a nh aet of aacn1.ner-y &Oinc 

altogetner with impl1eat1ona tlat are tre=endoua, aimpl.T 

because the Treasury deairea to aasert a c~ After 

J~nt bas been recovered and a man wants to appeal, 

then he secures a wr-i t to r espond to the judgment. But 

he never had to give security when the writ was 1 nued 

and her e is an additional objection. This does not give 

security, but thia ~. it you don't do something elae, 

and it you want to trade logUimtoly w1 th thia compan,y , 

you bave to put up aecurHy. lt see=s to me 1t puis in 

the Deparaent of the 'l'reaaury trade l!atters wnioh I aup­

poae are in tho Department of Commerce. It ia not a 

matter you daal with generally at all. 

I think that theae d1aouasiona wnieh we have llD.d have 

certainly been helpful, aa tar aa explaining to the 
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!reaSU17 certain tninca wn1cb they d.¥ aave been coneoioua 

of before and certain tllin&a in wn1ch there ~gbt have been 

minor confusion. I n other worda, 1 am glad the diacuaeione 

have taken place. I t hink the auueation I would have 1e 

that unless there 1a eome other particular au.bject which 

can come up at the preeen t time, wb,y we aa;y, tbank ,you. very 

llll.Ch ; we would like to think about the points which have 

been raised; ther e eertainl,y are a series of thalli which I 

think should be given every conaider&tion, not so much the 

pouibillt,y of changing the 'lreeaur,y1 a point of view ea 

a1mpJ.7 to be sure that we have explored all the eapecu of 

the legial&tion, ita effecta, e t c. , end &!tor that, it 

should not take t oo long; in other worda , the very quick 

check. Yo will get in touch with Wr. Wrong to find ou.t. 

I do not aa;y this will be in the next few d&,ya. I •"?uld 

not suggest that ,you. gentlemen ate¥ down 1n anticipation 

of that, but we will, let 'a 18¥. r eatate ou.r poaiUon or 

atate ou.r position not later than the end of the week end 

I would auggeat that we could colll!lllDicete that w you. , 

Wr. Hickerson or Wr. Yrong, direct. 

l4l. l!IC.I!l:RSOll: l e can arrange that between ua . The reason for that look 

1e that I have been trying to get &W&.Y to Ottawa for three 

11ee1ce. 
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l ell, llr. Biclceraon, )'OU C&D reach him up ;here as well 

as here. 

I will sta.Y here. 

I should Just l1lce to Sll¥ , to urge on 7ou, the point 

of vi ew of~ Government on tne deairabilit)' of seeing if 

possible if )'OU can diapoae of the leg1s~tion, either at 

part of the present bill , at worst the present b i ll, wi th 

the possibility of brinciDC it in later in the s ession, 

or jll'&fer abl)', at azr:t rate, until the next ae11ion of Co Do 

ge .. meet. These gentlemen haYe explained eo far as the 

companies are conoorned and their assets are not l i lcel)' 

to be several)' depleted in the course of the next ei ght 

or nina months and that furthermore, the r evenue will 

benefit your country. They will not undertake to in.crease 

their shipments t o this oountry beyond norma.!; t hey will 

llllinta.in their ehipmenh a ; norma.l volume. 

IIi. fORS'f'lBll: fo be fair , I unden;and Industrial .&.lcohol within so• 

Ill!. LASH: 

\IlL lliOliGI 

1110n;ha have ""gotiated cer tain contract•, but the contracts 

exist. It will be i n the norma.! conrse of their buai ne11. 

I can 1 t undertalce to g1•• def1n1 te word on that. 

117 concern is to avoid difficult)' and I thinlc 1 can use 

the words •grave situation• which will develop if thit 

leghlation goet throu&}l in the next two weeks at thit 

uuion. 

253 

Regraded Unclassified 



14t, TAYUlR : 

14\. 1ROliG: 

- 3? -

Thera are certain aspect• ot that aituation which we 

can dhcuae at another time. 

I (lu1te Wld.erstand that, but I wanted to sa.:r th:it before 

thia .,.etinc broke up . 

All ricM. 'lhA.alt you n r y 111.10h, cenUemen, tor the nry 

nice reception we have had. 

• 

oooOOooo 
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TO 

TREASURY DEPARTMENT 

' 255 
I N TR"llt o ,-,-ICC CONMUNICA TIOH 

" 
OATO llarCb l\1, 19!15 

Secretary llorgenthau p ~ 
:~ ~:~~::._.t_t_be_co_n_.rer_en_c-~-t-bi-:o ~-<~' 

•ben tbe State Departaent official handed bia tbe Treasury X~ J 
statement at the time the Canadian Trade Agreen>ent was -. • _: · j 1' -:t:r-: 
signed, be said, io substance, •Read this . I want no coa-~ }' 

Dents. 1 Mr. Wrong went on to se.y that be glanced at i t and 

asSUlJed tbat it ns a atstellent. b7 the Tre&lltlry and not bJ 

t be United States Govern~~ent. 

In t bis connection, I at tach a revised copy of ~ state­

lllent of what bappened at the time wbicb sets out in detail 

and specificall.y just what bappened and refers to tbe 

personal wi tnesaea and r ecords wbicb are an.il.able to eata~ 

liab tbese details . Particular attention 1a called to tbe 

last paragraph on page 2 and tbe following paragraph. 
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IIARRATIOII OF THE STEPS TAD:~ BY THE 
TllEASuRr DEPARTKEIIT TO INSURE TIIA'l' 
THE C.tliliDIJ.B T!Wlll AGREWHT WOULD 
IIOT INTI!lRFERE WITH THE PROSECUTIOII OF 
ANI LIQUOR CASES AND THil LEGISLATIVE 
PROOIWI INCIDENTAL THERETO. 

&turcitcy, NovMber 9 , at 6:p.m., Mr. Hiekereon of the State 

Depertllent ea.e ill to see the Secretary of tbe Treesury. Mr. 

George C. Haas and Mr. ller•n Oliphant were &lao present. 

Mr. Hickerson had with b1a a draft of the proposed Trlide 

Agreement with Cnnada and sought to induce the Secretary to 

advise tbe President tbet the Treasury Department would not ~~ ; ~•• 

to tbe reductions in duty on those cOCIIIOdities :in which the 

Treasury Departaent was pr:1118r:ily interested. llr. Hickerson stated 

tbet both the President and the Secr etary bed already approved tbe 

reduction in the tnril'f on whiskey. The Secretary disclaimed any 

such approval by him prior to that t:ime and rellioded Mr. Hickoraon 
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that the Troosury Department bod a potential f:ifty llil.llon dollars ill clai .. 

against Canadian liquor distillers tor uncollected taxes and duties 

and that his Departaent .. st reqnire assurance that the 

proposed concession would beve no effect on these cla:ims. Mr. 

Hickerson said tbet the State Department bed bnd these claims of 

the Treasury in llind &nd that his DeP8rtment could not see thnt the 

Trade Agreement would affect in any WV.7 the Treasury's efforts to 

collect the texas. At this point, llr. llorgeothau talked to the 

President on tbe talapbooe &od expressed hie fear thet the collec­

tion of the Government's claims m:igbt be &tfected by the Agrseaent 

and the President SAid, •Initial with the undorsteoding t het it 1e 
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subjec t to contircation in forty-eight hours . • 

Ur . llorgentbsu ended the JJeeting by prOJIIJ.eing to let the State 

Department bsve his opinion on t he 1114tter not later than llonday noon. 

Sunday, Noveaber 10, the errect of tbo Trade Agreement on the 

litiga t ion was ginn t'urtber consideration in t.he 'l'reaBUr)' O.pnrt.ent. 

As a result of t he conference, a statet~E~~t was prepen;d to exprese tbe 

under standing or the Onit ed States tbst alter the conSUIIllllltion of the 

Trade Agrefll:lent t ho Cnnnd1an Governmen t would cooperate with our 

Government ' s prosecut ion of the propoced l i tigation to the extent of 

uldng r ecorda and other Woraation av&Uable to t he Onited States as 

provided by exis ting treaty and that t.he objective of rend<ng lcpsla­

tion aff ecting the right to !aport producte of canadian disti.llers in-

volved in such l itigation r.ould not be consi dered inconsi s tent wit h 

the Agreement. 

On Monday morning, November ll , llr. Oliphant , llr. Opper and llr. 

Frank gave turtber consid.era tion to this stateaent , and at 9: 25 a . • · 

llr. Oliphant cleared 1t by t elepbone wit h lir. Hickerson of the State 

Department, recei ving assurances fr011 Mr. Hickerson that the Depart­

ment of State would act upon the atetutlnt in such lllllllll&r that nothing 

further would need to be done by the Treasury Department to nssure 

itself that its position was being safeguarded . lolr . Oliphant t han had 

endor sed on one of tbe copies of the stateaent a notation of tbe 

conversation wi t.h lir . Hickerson. 

At 9:55 a . • · tbe Secretary of t be TreaBUr)' considered tbe etat-nt 

witb. Yr . Oliphant , llr. Haas , and ot hers . lie then transait t ed this 

statement wit h a covering l et ter ref erring to t he previous converaatioo 
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ot .llr. Oliphant With ltr. Hickerson to the Secretary or State. Tnia 

letter waa sent specially 8Jld recehod by the Secretary or State 

prior to 11 a."'· 

On Thw-sday, November 14, at 5•45 p.m. Under Secretary Coolidge, 

Ur . Opper, Mr . Turney and llr . '11 . R. J ohnson were discussing with 

Mr . Oliphant the final Tressut) approval or the C&Jladian Trade 

Agreement, quite apart from the Mtter of the liquor ceses. DuriJlg 

this discussion, at 5145 p. a ., Mr . Oliphant again telephoned to Mr. 

Hickerson and request ed infoi'IIIJtion ae to what s t eps bad been taken 

to cOIUiunicate to the appropriate representatives of the Canadi&Jl 

Governaent or the Wlders tanding of the United Sts tes set forth ln 

the statement a bove mentioned . Mr. Hickerson replied that the 

stutement had been shown to the proper repreoentatives of the 

Canadian Government, who accepted lt without question, and that 

nothing fw-tber was required to a.s~ure the United States that the 

consummation or the Trade Agreellt'nt would not interfere i n aD¥ 

manner with the course of action on the part of the United States 

indicated in the state~~ent. 

258 

Regraded Unclassified 



COPY 

~ From Mr . Wrong, via State Dep&rt~ent and Ur . Taylor 

loi:EMORAl'fDUM SUWAARY OF DISCUSSIONS BS£1'/EEN REPRESENTAT IVES 
OF DISTILLERS - SEAGRArAS, HIRA14 WALKER & SONS, LIIJITED - ­
GOODERHAM & WORTS, LIMITED, CANADI~l INDUSTRIAL ALCOHOL -
A!lD REPRESENTATIVES OF THE UNITED STATES TREASURY . 
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At the origlnal di scussions which t ook place on Monday, 

March 30th, at which not only t he Treasury O)epartment , but 

the Department of the Secretary or State was represented , 

it was suggested t hat discussions with represent atives of 

t he Treasury only might br ing us nearer the solution of the 

problem, with the consequence that , after general discussions 

( of the l egislati on, the representatives of the Secretary of 

State retired and more particular discussions ensued . At 

the subsequent conference, which was ad Journed t o and con­

tinued on Tuesday , ~arch Jlst, the Treasury officials stated 

their positi on to be as follows : 

They seek by the legislation a two-fold ob jective: 

First , to acqul re jurisdict ion over all persons, including 

the Canadian companies , against whom they may assert clAims 

for duties or other taxes arising out of alleged illegal 

importations of liquors into the Onited States prior to the 

repeal of t he 18th Amendment ; second , they seek to compel 

some form of security whi ch will enable them, in the event 

of a f avourable judgment upon their claims , to be assured 

or 
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of payment of such judgment . Examination 

itself shows that they propose to acquire 

of t he legislation 

Jurisdict i on not 

only over the companies whose products may have been imported 

into the United States , but also over individuals who may have 

imported these or any other products into the United States , 

and to compel the coopany , even though the clai~ be against 

an individual, to furnish security ror the claim against such 

individual , if it can be shown that the latter has any sub­

stantial int erest in the company . 

Generally speaking, the method proposed is that, if 

proceedings are instituted for the recovery of such claims 

as have been menti oned, the Secretary of the Treasury may 

impose an embargo upon the importation of the goods of the 

company concerned unless the defendant , whether company or 

individual , submits t o the jurisdiction and security is 

furnished equivalent to the f a ir oarket value in the United 

States of any liquors sought to be imported into the United 

States aft er the institution of the proceedings, the total 

quantum of security to be limited to the total amount or the 

claim. It is true that certain alternative proposals as 

to security appear in the legislation, but after discussion 

it became only too clear that the financial burden upon the 

company giving the security would be 1n no way lessened by 

the adoption of any of the alternatives . 

The representatives of the distilleries came to Vlash­

ington prepared to discuss with the Treasury Department the 

nature 
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nature and extent of the claims and the possibility of actual 

settlement in case any claim appeared to be reasonably estab­

lished, which would , if achieved , render needless the request 

of the Treasury Department for legislation. The Treasury 

Department at the earlier stages of the conference indicated 

that they were not prepared t o discuss the nature and extent 

of the claims, and consistently throughout all the discussions 

declined to indicate t he amount of t he claim asserted against 

any company or the total amount of claims asserted against 

all companies in this connection, and further stated t hat they 

were not prepared at this stage to discuss settlement , but 

would only discuss possible alternatives to the legislation, 

which alternatives they insisted must preserve for them a posi­

tion i dentical to that which the passage of the legislation 

would gi ve them . 

In order to appreciate the significance of the attitude 

of the Treasury , it is necessary to consider what the effect 

of the legislation would be. The Canadian distilleries have 

American-type whiskies to a total of approximately 16 ,000, 000 

gall ons, which a re carried on the books of the companies at 

approximatelY 50 cents per gallon . These whiskies , if im­

ported into t he United States, become immediately subJect to 

a customs duty of ~2 . 50 per gallon and an excise tax of $2. 00 
to the 

per gallon, so that , apart from anY question of profit 

Canadian company or any addit i onal expense for selling or 
moving 
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( moving t he liquors , the bald cost of a gallon of whiskey when 

( 

import ed into the United States i 6 5 00 s 9 • • It was indicated 

by the Treasury Depar tment that they considered a fair market 

value in the United States, including taxes, to be approxi­

mately SO . OO per gallon, and that, in the event of security 

being furnished in accordance with the ter~s of the legisla­

tion, t hat would be the figure at which each gallon of whiskey 

would be valued . Obviousl y , the r esult is t hat a Canadian 

company, required, under penalty of embargo, to give security 

in pursuance of the legislation , would be obliged to add to 

the 50 cents, r epresenting the distillery cost of its product, 

another $5 . 50, either in cash or by way of collateral given 

to a security company , thus reducing its fixed asset position 

by the book value of the whiskey (50 cents) and its wcrking 

capital posit ion by $5 . 50 per gallon, t o say nothing of the 

outlay necessary to sell and ship the whiskey . This situa­

tion would , as was demonstr ated in t he discussions with the 

Treasury, be impossible for any Canadian company . So that i t 

seems quite apparent t hat , whether the l egislation pass or 

not , if i ts being dropped involves the substitution of an 

agreement J iving t he Treasury equivalent security , the agree­

ment itself is impossible of perforoance, and in Pither event 

the result must inevitably be t hat Canadian whiskies could 

not be imported into the Uni ted St aLes . 

I t was urged on behalf of t he distil l ery companies that 

the 
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~ the legislation sought by the Treasury would not achieve 

either of the objects which are urged as the reasons for 

its adoption , because (a) the legislation of itself confers 

no jurisdicti on upon the United States Courts which they 

do not now possess, and (b) the provisions with respect to 

security a re so rigorous and so unreasonable as to be pro­

hibitive, as shown above . 

It was suggested that t he legislation, or any agreement 

in substitution for it, be not proceeded with, and that the 

individual companies sit down with Treasury officials and 

discuss the nature and quantum of the claims all eged to 

exist , with a view to reaching some solution, and that , if 

( this were agreeable, the companies would consider undertaking 

in the meantime (1) not to increase t heir importations into 

the United States save in the normal operation of their busi­

ness, nor (2) to adopt any measures which would have the 

effect of disposing of their assets 1n such a way as to preju­

dicially affect the present position of the Treasury Depart­

ment with regard to ultimate collection of any alleged claims . 

It was pointed out that dur ing the nine months subsequent to 

the introduction of t his legislation in July last, the records 

of the Treasury Department will show that importations of 

Canadian whi skies from the companies represented were those 

which would follow the normal course of their operations , 

0 
and disclosed no attempt t o dispose of assets so as to put 

them 
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them beyond r each of an execution creditor. 

Here again t he Tr easury offictals showed themselves 

either 

claims 

unable or unwilling to disclose t he amounts of the 

which they alleged to exist , and under those circum-

stances it became obvious t ha t it was impossi ble to discuss 

any question of alternative security , because no company 
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could , having rega rd to the most elementary business princi­

ples , commit itself t o a general formula to provide security 

in an amount not only unadjudlcated , but undisclosed , and, 

so far as the companies are concerned, indef~te and in­

capable of ascertai.ru:lent by them . The Treasury Department 

a rgued that at the time of the institution of the proceedings 

the amount would be disclosed, and thnt t he passage of the 

legislation or the making of the agreement i mposed no i n­

superable barrier to discussions l ooking toward settlement , 

and further intimated that they considered that t he business 

of exporting the Canadian whiskies t o the United States was 

of such value to the companies concerned that if legislation 

existed which would enable the Treasury Department to prevent 

importat i on, settlement coul d be more readily achieved. Such 

an attitude, of course, completely disregards the international 

aspect of t he situation and t akes no a llowance or concession 

t o the r epresent at ions made by t he Canadian Government as to 

the objectionable nature of the l egislat ion. 

During these di scussions it was point ed out t o the 
officials 
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officials of the Treasury Department that the only asset of 

the Canadian companies from which they might expect t o make 

collection of any claims such as are alleged to exist con­

sisted of American-type whiskies now stored in Canada , and 

that unless these whiskies could be moved into the United 

States the United States Treasury would lose not only any 

possible chance of collecting the claims now under dis­

cussion, but would also suffer a very substantial loss of 

revenue . The 16 , 000, 000 gallons now in Canada, if moved into 

the United States, would pay t o the Treasury, first , as duty , 

$2 . 50 per gallon, or $40, 000, 000 and would in addit ion pay 

to the Treasury $2 . 00 per gallon excise, or $32, 000, 000, 

making a total of $72, 000, 000 . The imposition of the embargo, 

which must inevitably be the r esult of the legislation or of 

any agreement conferring similar advantages t o the Treasury , 

would certa inly result in a diminution of United States 

revenues to the extent of the duties , namely $40, 000, 000 and 

to the further amount of the excise, unless American whiskey 

were manufactured and sold to the absolute equivalent. 

Notwithstanding the fact that the Canadian distilleries 

have continually asserted that they are not aware of the 

existence of any valid claims against them, and have taken 

and s till take strong exception to the for~ and character 

of the proposed legislati on as being essentiallY discrimina-

t or y , tbP.Y have indicated as these discussions a sincere 

desire 
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~ desi re t o reduce the alleged claims to some practical basis 

from which they might proceed to explore t he possibility of 

solution by settlement or otherwise, and this they consider 

to be an evidence of good faith on lheir part . If thi s atti­

tude is not acceptable, it would not seem to be an unfair 

conclusion that the Treasury officials are seekine , even 

though it be at the expense of their own revenues, to keep 

the Canadian whiskies out of the United States , contrary to 

the spirit of the Agreement recently arrived at between the 

United States and Canadian Governments , or are endeavoring 

to force s ettlement of claims , particulars of which they are 

unwil ling to disclose, by methods which are, to say the 

least , confiscatory . 

WASHINGTON, D. C. Uarch Jlst, 1936 . 
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HMjr : 

I : 
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IIMJr : 
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IJ!!jr: 

!J: 

HMjr : 

t.l : 

Konday 
aa~ch JO, 1936. 

you went to explain this thing to me so th• t I 
can understand it _ Q 

All right , we ' ll let Bill l.lyers do it . 

All right 

Good moraing, Henry . 

Hello , Bill , would you mind nolding class for u fe• 
minute!:? " 

I'd love to , if you' re feeling all right . 

Oh, I ' m felling al l right 
feel too well. 

(Laurhter) 

I still Know ho* to say no • 

All ripht 

You moy think I 

Bill, t his hundred and eighty million that you are 
proposing to call, how is that divided? 

Amonr t he bonks? 
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No, no as t o different issues I s 1t all 
one i~sue? 

Yes , I bel ieve it is . 

You've got a hundred &nd eighty oillion of one t hi ng? 

A hundred and eighty- five million . 

Of one thing? 

I believe that ' s r.ight . 

Well, you ought to kno~. I thought it was different 
ones. 

No, this J.s a hundred and etr.hty-five million of four 
anu halves t hat hove been collrble since thirty-two . 

A hundr t:d and eighty -five million of four &nd a halves? 

Yes, we passed them over lost !.lay because we took the 
four and three quarters 
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r.:.l j r : Yes 

Yle passed them over in :lovember 
of the Europten situation . as Y u know because 

Klljr : Yes 

a: 

' : 

i' ,lr : 

U: 

And ·ne can -
t hough there 
vers i on . 

the market i very good . It looks as 
would be a v r) high percenta~e of con-

Well , now, Bill, there ' s e hundred and ei"hty-five 
four and a halves _ h 

That ' s right . 

These are they only celled once a year? 

Twice 

~jr : Twice a yc· r- ~ay first? 

J: 

HMjr : 

M: 

WAJr : 

... 
~· 

!Wjr : 

M: 

H IJr: 

I ! 

mljr : 

.J : 

H 'jr : 

And t:ove-nber firs t 

And November fir st? 

Yes 

\'Jell, just a minute, I ' m making 
r~ovember f irs t - - Now, this 
of und(:rv:r1tcrs haven ' t you? 

Yes 

• 

notes . May first 
you •ve got a group 

Now, they again don ' t guarant ee to take the full amount , 

do they? 

No 

They only take what they can sell? 

Well , we 

Yes 

we ca 11 t he whole i ssue 

Then Toe call an offering for cash to take c t re of those 
that aren't converted . The cash subscription 1~ of 
cours e - nlways has been ver!' henvily over subscribed -

How much do you offer for cash? 
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Hl.tjr : 
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U: 

u. jr : 
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Well , we haven 't gone into all t he details because we 
wanted to check with you bP~ore having the b&nkers t o­
gether. 

Yes 
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We expected to cell a meeting of them in NPw York about 
Wcdnesda~, 

Yes 

And to call the bond~ about Friday 

Yes 

- hnd ~Bke our offering on the sixth, a week from today . 

Yes 

And presuoably there would - the~ expect around ei,hty­
five or ninet'J per cer.t cnnversion, If hich would me~n a 
cash offering of - for allotment of ar ound t~enty-five 
or thirty million 

I see . 

- would be all that. we would make. 

Now you r re - you ' re tt lking about a t hree per cent.? 

That ' s right . 

J.nd a ten tt en t.y? 

'· Yes 

'jr : Yes 

I jr : 

:.t: 

ll Jr : 

U: 

You see, it gives us freedo~ 

I know . 

And, t he i ssues we put. out l ast January ar e now selling 
at par and on eighth bids and it looks , with the bond 
market loo~ine good , 1t l ooks as though we might get 
about ninety-nine and a half 

You mean that ' s what you ' d get? 

VI 11 that ' s what they ' d !:ell for and the underwriting 
r!e is a oalf a point. So w9'd net ninety-nine . 
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Ob 

is bett~r than wet ve done at any time . 

Yes . 
about -
cash -

VI ell now, t his other tlrtng that you wrote me 
wanting t en or twent y million - that t s in 

that ' s entirely a separate 

That' s a wholly separate thing . 

And that isn ' t up now? 

Well, here ' s the situation . It doesn't have to be up 
now. We have forty million cash 

I you' ve got forty million? 

And tne market will look so good that i f it ' s 0 . K. 
with you ~e thought we would sell a million or two a 
day until 'e got fifteen or twenty ~illion more 

Wel~ , Bill, I just raise this point - I don 't see why 
you should be paying two and three quarters per cent 
interest on fifty million dollars when that really is 
five mont hs supply of mone~. 

No, we 

Uy thought is if you always had three months supply on 
hand is plenty . 

Wall, we were thinking of the June oper ations in purt. 
If we could sell fifteen mill ion -

Yes 

It would 1;ake us through July first with - with about 
t wenty mlllion on band July first . 

Yes 

Now, if you want t o go below twent y million 

well , let ' s leave it this way, you wouldn 't want to do 
it t bi s week? 

No no 

What? 
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No 

Well, why don't y u 1 t. that o e rest ur.til I come bac.c 
next WonC.ay? 

Fine 

I mean, so that we 

Sure 

Is that all right? 

Yes, absolutely • 
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I mean , I just would like to concentrate on this other 
thing of yours . 

Correct 

Now, let me throw this idea at you . The way I feel 
these days , I ' d much rather give the market a l ittle 
bit l ess than they expect and a little bit sweeter, 
that ' s the way I feel. 

Yes 

I ' d like you to think this thing over for twenty-four 
hours and t hen you could t11lk to me again . 

Yes 
The idea of the possibilit~ of calling, say a hundred 
millioo of t his, see? 

Yes 

Not t he wbole - call half of i t. 

Yes 
And t hen do the other half in November. 
Now the that I get the time that 
the' other Farm Cr edit thing did.n 1 t go well - they 
didn • t tell us at the time - but there have been four 
s eparate i ssues of private concerns which i s what 
they call nsticky" - have not gone well. 

Yes 
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Just ahead of that , see? 

Yes 

They didn't tell oe that unti l afterwards . 

Yes 

Then they said yours would h~ve been fifth . 

Vlell, there ' s - there ' s another t hi 
t lley didn' t lik 

ng in t h1..t too, 
e the bidding -

I know 

And it was 

I ..mow 

It was a mortgage corpor tion issue . 

I' ve got - I 1 ve got two nroposit1ons tllat I'd l ike 
you to tnink about . One is sey to offer about half 
of say a hundred ~1ll1on 

Yes 

?72 

The other thing - you have 
know whet her I want to do t his . 

and I don ' t even 
Is Bell present? 

Yes 
All right. Yo<l have something like fifty to seventy­
five million wortll of Governments - 1n your F6rm 
Mortgage Cor poration, heven 't you? U. s. Govern-
ments? 
In - not in the Mortr.are Corporation . But we have 
some in ~dT· ous of t he corpor&tions . 

Yes - well , supposing you offered the whole hundred 
and eighty-five and it didn 't go well would you oeople 
be vrilling t o say that you ' d sell your Governments to 
buy up the difference of these? I mean I don ' t expect 
you to answer me over the phone -

Yes 
- to a certain a>:~ount , 1n other words , I - would you 
be willing to underwrite t o the Treasury -
a!l:reement between your agency and the Treasury that"lf 
tl1is thing !ell short , well, we 'll sell fifty million 
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worth of Govern~ent: and buy threes" ? ~1fty ~illion of these new 

Yes 

In other words, 1ere ' s the thine, at this ti~e -

Yes 

- I can ' t afford, as the present Secretary of the 
?~a1sury, to have even the slightest possibility of 

ure anywhere along the line . 

Yes , yes 

Because we all get blaced for it , you underst6nd? 

Yes 

!low, the fact is , thtt this Consolidated Gas did not 
go well. -- The Shell Union thing did not go well . 

Yes 

Now I think, on the third issue , I forget what it is , 
but I know the Consolidated Gas did not go well 
the Shell Onion di dn ' t go well Vle ' ve got a very 
very seri ous thing abrond 

Yes 

And the t~e - it isn't as propitious as it was 
t hirty days ago . On the other band I realize it ' s good 
business -- it ' s important to you to make your con­
version and I want to see you do it 

Yes 

But I want it a th ous£nd per cent successful . 

Yes .• so do I . 

So - but I'd like you to think over and then bo back 
1n t his office twenty-four hours from now -

Yes 
Talk it over with Taylor - two pr opositions : One the 
idea of offering say a hundred million and the other 
the possibility of your organi2ation saying to the 
Tree sury , n .. ,ell, if this thing falls short up to fifty 
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mi lli on dollars we'll take those threes . 

Of course, I think we could do t hat through the 
cage Corporation . llort-

Well, I mean, in other words , you ' d b yourself e underwriting 

Yes 

- towards the Treasury . 

Yes, we can't afford to pay the syndicate t o under­
writ e it . 

No, no, no , no - llo , I 

But we can handle it 

?74 

pay the.-n D.ny-
thing . 

But I think the best way to underwrite it is to sweeten 
it a l i ttle as you su&gest so there won 't be any doubt . 

No, but you - if you' d say to me, •Now if t his thing 
if we did the whole amount or even half the amount and 
whatever didn ' t go up t o so much we ' 11 take and sell our 
Oovernmen ts" 

Yes 

llow, I don't thinit thct ' s an unfair proposition . 

No!- I don 't either . 

Now, you could also coQe back a t me - I ' m perfectl) 
willing . Let "le kno" ho<' much the Treasury 1n its 
var i ous investment account s owns of these four and 
a half . 

They own practically none of them. 

Well, I' m sorry . I was going to say,"I ' ll play ball 
wi th you , "-

Yes 
nAnd I'll be willing to hold ba~k and play second fiidle 
and hol d ours until it ' ~ cleared up" 
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Yes There ,ig1,t be 
funds t here mirht be ~ 
tt-.is issue -? 

f 
if you're invest ing so .e 

~~ th&t you could put 'nto 

Viell, woulan• t this ne- 1·-sue be t " - no guarhllteed? 

That' s right , not guaranteed • 

Then Postal Savir~s can ' t buy i t . 

All right . 

;0~~~ , if it ' s a JTU&ranteed issue Postal Sevinrs 

Yes, yes 

But if you ' d thinY tt ~t over and talk it over with 
Bell and lritn .• ayne ~&~·lor end then let me talK to 
you again in t wenty-four lours - ? 

I will do it . I 1 l l be he~e then tomo~row oorntny . 

And I wish , if ;ou a i dn 1 t mind , that you ' d sort 
of carry Burgess along on t his t hing and keep him 
posted -

I will. 

And then if Taylor would ask him after Burgess 
has thought it over lllld talked to the aarket I wish 
that Burgess would send me a memo tonight. He could 
send ~e - they could s end me a code message on t he 
wireless and I could read it before I speak t o you in 
the corning . 

All right. 

I ' d lil(e to have to know what he t hinks ~bout it . 

All right . 

Now what 

Yes I 

See? 

does what I say sound perfectly fair? 

I don •t want to be a nincompoop in your lap. I think 
that t here ha~n •t been one of the Land Bank i ssues 
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that has even ~lmost gone flr t. 

Yes 

And some of the1n have been 1n tough situations when 
we broke the ice , you ~now, in the Spr ing of thir ty­
four? 

Yes 

And ! think we con handle it so that it won• t cAuse 
t he sliehtest embarrf•sment to the Treasury and if 
we can ' t I don ' t want to do i t ! 

Yes , well , then neither of us 
absolut ely tne ~ame • 

~e • re both t hinking 

You bet . 

#ell, Bill , if - if you could do that , let ~e telk to 
you in twenty- four 11ell, let me t aH: to you , you'd 
better Qake it ten o ' clock tonorrow. 

All right . 

See? 

Yes 

About 

I' ll come over here ttnd t'llk 

Yes, :l t ten o 1 clock toa~orrow . 

/,11 right, Henry . 

.Ul ri,.l"lt . 

I hope you 1 re having n little chance to relax . 

Yes , I 
talked 

_ t his is real ly the -
no business since r •ve been 

I have practically 
dol'ln here . 

Fine 
bi I mean after all, a hundred 

But , thfiis ismti~~iong~till lo~ks like real money t o eighty- ve 

Ob, well, that ' s just cigarette ":Ioney to you . 

No, it isn ' t . 

nnd 
me . 
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0 . i{ , Do you want to te lk to 'layne again? 

If you don •~ ~ind . 

0. 1( , 

l'le ' 11 check on that t111.h HurgE:ss t he last thing this 
everning and then 

what he- t h n;cs end then let them put it 
on a code mezsag~ so I ' ll ·ct it tonight . 

All rigl\t . 

I wouldn ' t get t he mail in time to read i t . 

All right , wo •ll tell J ack and send it dovm . 

Yes, but I ' d liKe to nave hi carried a l ong on 
this t hing 

Yes -

Let hi~ chec~ in New Yor ~ 
what I said is perfectl y fair? 

Absolutely ! 

What? 

Absolutely ! 

All right . 

Do you tnin!t 

I think that- I thiYtie of the two, just off hand, 'llhy 
to do tne fUll amount and have a - and have a cushion 
there is probably the best t hing t o do . 

V/ell -

As long as it' s cushi oned . 

\Ve:!.l , I .i i dn 't understand it before and I' m ~eking 
the suggestion now 

Oh, y es 

And you ~allows can think t his over. I may 
necessarily concerned , but I 
can' t _ we cstn ' t afford to have anything 
thousand per cent successes . 

be un­
we 

but a 
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.Now, that - we 1 ve got three ~istinguished Canodions 
who are <. rriVing in to .... n to<111y _ 

Yes 

And t here ' 11 be 
at feu r o • cloci< . 

Yes 

we ' l l hove a -ee ting over here 

They got on the train iMmediately . 

Oh - and Nhose office do the,v ~eet in? 

Well , I ~~ought I 1d have them leet in mine . 

I s ee. ~o i s goi ng to be there? 

Why, I haven 't been able to get a hold of or t al~ to 
Oliphant yet this morning . There a r e going to be 
t hese three Canadians plus t hei r Chargil plus probably 
Judge ldoore . 

I see . 

278 

On account of t heir Cherge being present why apparently 
the St ate Department has to be repre~ented too. 

I'd liKe '{rs . Klotz to be there if you don 't mind. 

Al l riyht, that would be fine . 

Right - and -
and it gives rne 
else? 

because she sot 1n on all of these 
a continued story. And - l nyt lting 

We ' ve got a couple of reports on the - you know these 
bills we're setting up a commission for debt 
l ooking over the · •• ar Debt situ'ltion again? 

INJr : Yes 

T: I'm not so crazy about these the reports that 
we ' r e putting in on those bills . 

HMJr : Yes 
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I h~oven•t t&lkeu to nhoever 
about it but I tni~ it's a 
it the way that it is being 

it is I want to t alk to 
little dyn~ite to word 
worded . 

I see. \'I ell - th , thing about it ere s nothing - not knowing any-
! can ' t give you advice . 

~tt~~~ I think we ought to IY&tcb our step on that a 

All r ight . Is Dan there? 

Yes , Dan ' s here . 

Please 

Herbert wants to talk to you a minute . 

Who? 

Herbert Ga .. ton 

Right 

279 

Henry , I was - wanted to go to that hearing this 
morning - Guy Helver ing is going to deliver his speech 

Good 

- at ten o •clock • 

Good 

And so I wanted to ~et away . Anything 1n particular 
you wanted to say? 

No , was there anything more? 

Why, the VIall Street Journal reports that despite the 
fact that strictest injunctions were given that this should be 
confident ial it leaked out f r om Congressional So~rces . 

They're the only other paper that ran it? 

That ' s the only one I've seen, yes . 

Yes 

Yes 

Yes, well that ' s 
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B: 
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Yes 

All right , Herbert. 

All right , I ' l l put Dan on -

Please 

Good morning 

Hello , Dan 

I've nothing in particular - ev~rything ' s sor t of 
quiet . 

You agree with me on what I told Uyer s? 

Yes 

What? 

2;;0 

That ' s al l right, that ' s fine . And I think it will 
work out . I f he has t o sell his Governments or cour se 
we can buy a substantial amount or the~ for Postal 
Savings in Federal Deposit. 

Has !Ayers gone? 

No, he ' s still here . I ' ve talked to Burgess a couple 
of tir.~es about it and he has tt definitely in mind . 
He t hinks the market , 1f there is no change , will t nke 
it nicely on the basis of three and along the f ipures 
that Bill talked to you about , ninety- nine and ninety-
nine and a half , 3lld 

.. ell , Burgess has a wa1 of finding out how many of these 
r ecent issues ~re still on the dealers ' shelves , you 
know? 

Yes , yes 
I mean, bow much Shell Union they 've got left 

Oh, sure sure 

How much Consolidated Gas they 've got left 

Of course, these t hings here ore refunding and not cash -

I know - I knOW -

Regraded Unclassified 



B: 

lUA jr : 

B: 

Hl! jr : 

B: 

Hioljr : 

B: 

H ljr : 

B: 

li. jr : 

B: 

t jr : 

B: 

HUJr : 

B: 

I!Mjr : 

B: 

HUJr : 

B: 

J 

-15-

Except part or it . But Burgess is studying it . 

I Know Burge~s and r• ve , t 
when everything looks be!~t~fu~ese t hings go sour 
I worry the most . at t1le ti e th~t 

Well, I don ' t blame you . 

And I 1 ve 3~~n - b lovel every ody Sbys everything is 

th b
y , t.1ef! SoCiethinr co:ues along over night > and 

e otto~ lolls out . 

'.'iell , I 1m sure you can 1 t plan for that . 

I it ' r happened to me now ~wo or three ti~es 
two ye(Jrs 1n 

Yes 

And I don 1 t a.nt it to hA ppen now for everybody • s 
sake . 

There ' s a little bit of criticism in the Hill 

Yes 

on t his particular issue hecause we didn't call 
it l~st ye r and save thrt extrn interest . 

I see . 

I had some Congressmen in t e other dey and t hey were 
all arguing for this Land Bank product ion and interest 
rate 

I see . 

And also trying to forestall the Fr azier-Lemke Bill -

I see . 

And ti1ey were a l i ttle critical of the Administrution 
1n not tnkin& advantage of the low ir-terest rates last 
year in refunding this perticulsr issue. 

Well , if that's - if that ' s true t hen ~hy doe!n
1
t 

Bill get out something a little bit shorter and go 1n 
for two and three quarters? 

Well , of course he ' s got to flt this in, as far as he 
can, to his Mortgage program. 
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See , he ' s got a l!orte•· 'C 

per cent . it lo~~s a lot bct~er than three 

Yes 

I don 1 t know just when his issues fall due - v.t1ether 
he ' s got anything coming due in eight or nine ye£•rs . 

\'/ell , of course these t hey ' re all set out 
a graduate law, coming due every two years 

Yes 

He ' s got quite a re~ issues out . He ' s still got quite 
a few fours and four and a quarters outstanding we 'll 
have to meet sooner or later . 

Yes 

- along t he line . 

Well, t hink it over and I can talk to him again nt ten 
o ' clock tomorrow. 

All right . 

Tell him hello? 

Yes 

Tell hi:n a ,.uarter or ten . 

A quarter of ten? 

Yes 

All right . 

A quarter of ten . 

Feeling all right? 

I ' m feel1na a little bet ter, thank you . Yes , .... 

Good weather down there now? 

It has been gnod . It ' s a little overcast today . 

Yes 
today -

we had a grand day yesterday ond anot her one 
just like spring . 
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U:.:jr : 

B: 

H!ljr : 

B: 

H!.!Jr : 

Fine 

All right 

Goodbye 
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Do you want to speak to !4rs . Klotz aey more? 

Please 
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