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loll'. 
]llr. 
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Viner 
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Klotr.. 

1 
Ka7 16, 1939· 
9:30 4 . II. 

H . ~.Jr: ' I am sorry I could not see you peopl~ last night. 
Did you have something, Mao' 

UoReynolde: Before Mr. King comes over to see you, I want to 
talk to you. 

H. M.Jr: 411 right. 

McReynolda: And I have a couple of other things here, but I 
imagine you are too busy to take them up now. 

H.M.Jr: I have nothing until 10:30. 

WoReynolda: I have Just tbeea two th1nga that I wanted to take 
up particularly. 

(Insert telephone oonveraation with Ickea 9:4!­
Kay 16th between pagaa 1 and 2.) 
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Opera,or: Beoretar:r Ioltee. 

HY~r: Hello. 

o: Go ahead. 

HMJr: Hello . 
Harold 
Ickes: Yea. 

ffi~r: Hello, Harold. 

I: Yeah. 

ID!Jr: Bow are you? 

I: Fine. 

HMJr: You don 1 t sound rine. 

Ma:r 16, 1939 
9:48 •••• 

I: I know what you ' re going to talk about. 

HMJr: 

I: 

mlJr: 

I: 

I!MJr: 

I: 

ID'~r: 

I: 

HMJr: 

I: 

m~r: 

I: 

What? What? 

You ' re going to talk about a man on Public Works starr. 

No, no, I ' m oalling about helium. 

Oh, about helium. 

(Laughter) You done me wrong, mie,er. 

I have you wrong this time. .Ul rigM . 

No, I -- I thought 1! you oould give me an appointment. 
You see, the Kun1,ione Board want a blanket authorit:r 
on e~rt or helium, usi.ng Poland as an exouae. The 
White House has called us up to do it • • • • • • 

Yeah. 

• ••••. we ' re standing pat. 

I haven't an:r objection to that e~rt. 

Bo. 

'!'be:r IJ&Jlt do an;rthing v1 th that dx •..•.. 

2 
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HMJr: 

I : 

HllJr: 

I: 

HMJr: 

I : 

HMJr: 

I: 

!!l{Jr: 

I : 

HMJr: 

I: 

ID!Jr: 

I: 

ID!Jr: 

I : 

IDJJr: 

I : 

ID!Jr: 

I: 

!D!Jr: 

3 

- 2 -

No, but they vant a blanket authority. 

They want blanket authority up to tive hundred •••... 

Thousand. 

•••••• thousand cubic teet a year in any one country. 

Yeah. 

That isn't dangerous, Henry. 

Oh, you're will ing to go along on thatt 

Yeah, I'm willing to go along on t hat. 

Yeah, duri ng -- tive hu.ndred t housand cubic teet 1n any 
one year. 

Yeah, not over that in any one year, but they have to -­
t hey have t o have some saf eguards in there that it isd•t 
being accumulated. You have t o look out tor t hat too, 
t heir diplomatic agents , or oomething. ~ 

You're -- · you're satisfied with that? 

Yeah, I ' m ••... . 

Well , arter this magnitioent tight you made, I didn't 
want t o do anything out or line, you know. 

No, no. You see, t hey -- r or a mppel1n they t ake -
take a tremendous lot as compared wi t h that. 

Now •. ..• 

Five hundred thousand isn't - - isn't much . 

You evidently know something that I don't know. 

Wbnt? 

That I wanted some mant Or were you kidding? 

Vere you kidding me about wanting some man' 
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I: No. 

HJ.!Jr: No , thla 1& al l I wanted. 

I : All right , Henr7. 

m!Jr: This 1s all I wanted . 

I : All right, Henr1. 

HI!Jr: Thank you. 

I: Good b7e . 

0 
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Gibbons: 

H. !.d.Jr: 

McReynolds: 

H. L!.Jr: 

~oReynolds: 

H. J.! .Jr: 

l.!oReynolda: 

f!. M. Jr: 

!.!oReynolda: 

H . M.Jr~ 

l.loReynolda: 

H. IJ.Jrl 

Gravea: 

H.ll.Jr: 

5 
- 2 -

!he secretary of Congreeema.n Casey, of llaasaohueette, 
called yesterday and wanted to make an appoint-
IDent tor Colonel Speaks, P1•eeident of t he Fisk 
Rubber Corporation , of Chicopee Falla. I did not 
tell her anything definite , because I thought, 
perhaps, it was something you did not want to 
talk to him about, and I did not want to bother 
you until you knew what it was all about. 

This is something tor Bell, t he Director of t he 
Budget , and it is r ather embarrassing for me to 
be aski ng the Director of the Budget t o do some­
thing tor t he PreBident, when t he Director of the 
Budget is no longer under me. The Presi dent 
wants the Director of the Budget -- this is t he 
way it i s put up t o me -- to inforo him as to the 
proper f i gures on the Senate Agricultural Bi ll. 
I s Senator Russell right or is he not r i ght? A 
copy should be sent to the President, and I might 
add that I would l i ke a copy and send one to 
Wallace . The President said the people in the 
House do not know, and I do not know whether to 
tell the Director of t he Budget or • 

He can take it up direc t ly, on the Pres i dent's 
instructions, with the Chairman of the Commit tee. 
I will see Hal Smith and see i f he understands it. 

All r i ght. You will tell him that that i s the 
way I got the measage? 

Yee. He can check up on it. 

On the reorganization plan the Chi"?Sgo plan. 

Well, of cours e, t he sixty days are not up yet. 
It is still under you. 

I know. 

He was District Commissioner; he was Administrator. 

Oh, he was Administrator? 

He i s one of you fellows. 

Harold? 

You wanted a memorandum about t hes e motion picture 
oases for t he Attorney General. 

Oh, yea. 
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H.Jl.Jr: 

Grave a: 

H. M.Jr: 

Grave a: 

H. ti.Jr: 

Grave a: 

H. !l.Jr: 

Lochhead: 

H.~.Jr: 

Lochhead: 

H. l!.Jr: 

Lochhead: 

H.ll.Jr: 

L-ochhead: 

Gas ton: 

Lochhead: 

B. I!.Jr: 

Lochhead: 

6 
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I understood you to eay you wanted that ror tbe 
ooneideration or Ur. Hanee some t i me in advance 
or your giving it to the Attorner General. 

That 18 right. 

Mr. Irer has that memorandum, - -

Right . 

And I take it that be will be ready any time you 
are. 

Well, let it come up through Wr. Banes to me, 
and I will try to get it to the Attorney General 
b7 the 19th, if possible; eo t hat it Irey and 
you can get i t to Mr . Ranee and be can get it to 
me tomorrow -

Very well. 

Is that all? 

The forei gn exchanges are not as strong as t hey 
were, but they are gaining dollars, at least theJ 
are not losing. They are gaining gold now instead -
ot having to sell their shipments to t he Treasurr. 

Yesterday was the 15th. 

I was going to ask about t hat . 

So wae I. We bot h got trimmed. 

I think I got trimmed more t han you did. 

Oh, no, I refuse to take eeoond place. 

Well, I was kind of optimi s tic. 

Harry and I are still two of those long- haired 
fellows. 

I am building up t o the time when I will not need 
any at all. 

I do not know, but it is like they ear on the 
radio -- I am a euetaining program, a sponsored 
program, or just a recording. I think it is j uet 
a recording. That ien•t bad; ie it? 

It 1e hot ott the griddle. 
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ilh1 te: 
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Haaa: 
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- ~-
1 . 

You are non-cosaercial, anyway. 

But I thlnlt it ia Juat a recording. Harryt 

There wae an outflow of gold the week of the 5th 
tor the tirat time, and the capital intlow has 
dropped to forty million a week trom twice that 
amount. Wagner •aid that he waa going to eee you 
about thls investigation. I wanted to tell you 
now, because he aaid the President, he gathered, 
wants --

An investigation. 

A monetary study. He wante to 1118ke it a 1 study', 
because he said apparently there i e going to be 
increasing pressure tor it. 

I read some place, or somebody told me that he 
went down to see l(r. Eccles, and asked Mr. Eccles 
why, after six yeare, we had tc have a study tc 
find out what we were doing. 

I did not hear about that. 

I thlnk that would be ewell -- that study. 

Be is going to change it trom an 'investigation• 
to a •study'. 

All right . Rave a study. Bring it 1n about 
September, 194<>. 

Or any September t hereafter. 

Anything else? 

That is all. 

George, have you been ill? 

Yes, sir; I have had the grippe. 

George, Just answer this yes or no, it you can: 
Is business getting better, ia it standing still, 
or getting worse' 

Yea. (Laughter) 

O.X. That helps a lot. You do not want to be 
locked on that. 
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Foley: 
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Foley: 
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- 5 -

It 18 going sideways; but there 1a ao .. th1ng that 
oo1no1dee or oheoke; yea. 

llean1ng what? 

Favorable. 

Favorable? 

Jim Rowe called the White House yesterday, and 
aa1d Hull had asked t he President to get these 
regulations cha1ged 1n regard to the sale of 
bel1uc. On the ~th ot February, we approved the 
granting of a license to sell 500,000 cubio teet 
ot helium to Poland t~r etratoaphere fli ght, and 
at the same time the State Department asked for 

8 

a change in the r egulations; eo that today, without 
the approva.l of the l.lunl tiona Control Board, they 
oould grant lioensee tor the sale of bell um up to 
a certain amount. Now, we have held up those 
regulations , but 1t 1s not necessary to approve 
those regulations in order to sell this helium to 
Poland. It is Just Joe Green telling the White 
House t hat we are blocking the Bale of bellum. 
Mr. Hopkins does not believe all of this power 
should be concentrated in the State Department, 
but that the Board should pass on each sale of 
bellum, and I also think that should be done. 

It is not blanketed? 

It would amount to the regulationa saying that up 
to a certain amount bellum oould be Bold to any 
country without taking the matter up wlth the 
Jiunl tions Control Board, but I th1nlt the Board 
ebould pass on t hoae --

Can we get JuBt one cleared up? 

We have already cleared it, Mr . Secretary, but 
they have told the White HouBe that they have to 
have these regulations changed which is not eo. 

Why don ' t you point that out to Jim Rowet 

And uy I also tell him that you do not think the 
regulations should be changed, and that t beae 
requeata tor helium export abould be peaeed upon 
b)' the tull Boardt 

Yea. 
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I think that 11 the position or eo-roe also. 

All right; and also get word to llr. Ickes. 

Yea. 

Before you call baok the White House. 

Would you want to add that the amounts ot helium 
which they would want to clear without special 
permission would presumably be too small tor 
military use? That is wha t they claim, that i te 
sale be limited to so low a level that it has no 
mill tary use. 

I think t he Board should paea on that. I do not 
see why there should be any exception. What they 
are trying to do over there i s to do it by 
themselves and go around this Board. There are 
tive Cebinet members on this Board , and they all 
have representatives, and it i s very easy to get 
them together 1n a r ew minutes. They have not done 
so, and I do nQt think the regulations should be 
changed. 

They do not expect to get approval. Thet ia the 
trouble . 

That is right. They a r e afraid th~ people would 
block these things. Ickes i s not on the Board. 

tlo, I understand. 

But he has put up a ewell tight. 

He is not on the Board, but he baa control. 

He has control or t he helium. 
the licenses tor the expor t or 
or no military i mportance. 

O.K. 

The Board grants 
helium, i t i t 1• 

Do you know about this controversy up at the World's 
Fair in regard to the destruc tion ot that statue? 

I have had it tor breakfa st, lunch and supper. 
Do you know who t he attorney tor the artist ie? 

Yea. !dd1e Greenbaum. He has called a couple 
ot t1mee . 
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14 ea1d he bae a ewell oaee, but he doee not lalow 
mat to •u• tor. 

He bae an appl1oat1on returnable th11 110rn111g in 
the Supreae Court up there tor an exaalnation ot 
the etatue to deteralne what h1• oauee ot action 
ie going to be . 

But he doee not know what be ie going to aue tor. 

He ia going to aek tor a mandamus to coapel the 
Comaiaaion to put the etatue baok on exh1b1t1on, it 
1t baa not been deetroyed. 

(Ineert telephone oonvereat1on with Gordon 
Rentschler 9:58- Kay 16th between pages 7 and$. ) 
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May 16, 1939 
9:58 a.m. 

Operator: Go ahead. 

RMJr: Hello. 
Gordon 
Rmtsohler: Hello , Henry. Good morning. 

HHJr: 

R: 

HHJr: 

R: 

ffi.!Jr: 

R: 

HHJr: 

R: 

l!MJr: 

R: 

!Dl.Jr: 

R: 

!IMJr: 

R: 

RI-!Jr: 

R: 

ln!Jr: 

How are you? 

All right. Fine. Henry, Jim Perkins i s oom1ng down 
tor the Red Crose meeting on the 2Jrd. 

\fell , t hat ' e too far ott . 

Too f ar ofn 

Ye&h. I viahed -- I vas hopi ng to see h1m before that. 
That's next week. 

Well, let's see, that is next week. 

Yeah. 

You 'd like to -- you'd rather see h1m t h is week. 

I' d like t o see the two of you this week-- I really would. 
I mean, what he this -- all ot this stuff moves so 
fast. 

Yeah. Well, let me oheok baok and see if we can -- we oan 
arrange t hat then. 

Well now, it you tellowa want to come down and have 
lunch Y1 th me to11orrow I'd love 1 t . 

Yeah. Now let's see, tomorrow ••.•.• 

Is Wednesday. Have you got a bank meeting or eomething 
or other? 

No, \fednesday - - let me see. I 'd have to check on that, 
Henry. How are you t1xed on Thursday? 

I give you the choice of Wednesday or Thursday. 

liedne sday or Thursday? 

Yeah. 
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R: 

HMJr: 

R: 

HJ.!Jr: 

R: 

HJ.!Jr : 

R: 

ID!Jr: 

R: 

HMJr: 

R: 

HMJr: 

R: 

ID'.Jr: 

R: 

ID!Jr: 

R: 

ID!Jr: 

R: 

!ll!Jr: 

R: 

- 2 -

All right, t'ine, Henry. Nov I'll see it' ve can arrange 
that. 

Let Mrs, -- would you mind letting Mrs. ~otz know1 

Yes , indeed I'll -- I'll let her know, 

Yeah, and when you •••.•• 

There 's something else -- I wanted t o tell you that 
it's stuck-- it's been stuck t'or a couple ot' weeks 
nov. 

What' e t hat? 

And t hat is that the Jap banke came in. 

Yeah. 

And Paid all ot' their secur ed loans. 

Yea. 

First one, and then another, and t hen another. 

Yet· 

And I don ' t know whether that has any sign1t'1cance t o 
you or whether it hasn't. 

No, I don't-- I ' d have to t hi nk about it. 

Their acceptances are revolving Just t he same as usual. 

Yeah. 

That Which -- t hat stut't' Which r elates to shipments or 
goods. 

Yeah. 

But t hese were the borrowings against securities whloh 
were American Treasuries, and in soma instances British 
Treasuries. 

Well, that -- would you 1nt'er that they were selling 
t heir -- their governmentst 

They might -- they unquestionably sold sene ot' t heir 
governments, but on the other hand eone ot' t heir 
goveroaents are still here. They took -- t hey took.~• 

• 
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HMJr: 

~: 

!'!MJr: 

R: 

HMJr: 

R: 

HMJr: 

R: 

HV.Jr: 

R: 

ln!Jr: 

R: 

Hl4Jr: 

- 3 -

about two millions or governments out and the balanoe 
ot their governments are here, so they ' ve sold three 
millions or them beoause they li.lted t he prioe, but the 
others •• ••.• 

I see • 

••••.• - -the others they still have and nothing borrowed 
against them. 

Uh- hub. 

It 1 s Just one ot the t hings that you might put along vi th 
the other things you ' re thinking or . 

Right. And 1t you do come down, I'd like a thumbnail 
sketch vbat you think about the prospects tor business 
tor the rest or t his year --unless that ' s looking too 
tar ahead. 

Yes, t1ne. 

Well, g1ve it to me as tar as you oan see anyway. 

Yes , all right. All right. Now, I'm sure that I oan 
do either one, Henry, beoauso I can change any or my 
plans •• • ..• 

\fell, I ' d really like to t alk v1th you, and you know 
how this sturr 1s -- 1t gets cold awful tast • . 
Yeah. All right, t1ne. I'll see bow he ' s fixed and see 
how ve can work it> out. 

Tb.ank you. 

Right I 

Good bye. 
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H.!i.J'r: 

Foley: 

H. l(.J'r: 

Foley: 

Foley: 

Viner : 

'iih1 te : 

Foley: 

R. J.: . J'r: 

Foley: 

Gaston : 

H. J£ .J'r: 

- I! -

He aald that ie all right. I will Just keep 1t 
tor the r ecord. (Secretary banded Foley paper). 

Surely. 

He said that is all right. 

Surely. 

He said he is satisfied ; he knew all about the 
rive hundred thousand cubic tee t in one year, and 
he says it is all right . 

Wy point is t hat it was not necessary to change 
t he r egulations, because we have approved this 
specific sale. 

They do not want this to be a special favor to 
Poland; they want to say t hat t hey have a general 
rule tor all countries, and they are operating 
under general regul a tions. 

It they could get t he r egulations changed, then 
they could not get any special regulations in 
regard to Poland, and then they could get it 
through without any objections. 

Bruce had writ t en to t he At torney General and 
asked him for advice and help, and asked me it I 
would cal l the Attorney General, and I told him I 
dld not want to do anyt hing until I could talk to 
you. 

Surely. Give him all the advice you can, t hat is 
swell. The only thing 1a hi'l wife was taken out 
to see the sta t ue and it waa not t here . 

He told us last night t ha t Flynn was willing to 
have another statue made and have it put back. 

!4 

• 

He bad a new idea. He called me up last night, 
a nd said he had a reques t from the man in charge 
of pictures to supply fifty pictures for exhibition, 
and be wanted to write a lette r to Ed Flynn, 
telling him he would let hlm have the pictures, 
only if he would g ive bond that they could not be 
destroyed, and he wan ted you to give that out, 
together with a letter rroc Ed Flynn's man. 

Tnere is a smaller statue that they want to put down 
in the L1nc:>ln ltlemorlal. I think be bee always 
had a run tor hie money, personally. 
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Gaaton: 

H.II.Jr: 

Gn8ton: 

H.U.Jr: 

Foley: 

Gt\aton: 

H.U.Jr: 

Gaston: 

H.l.l.Jr: 

Poley: 

H. !.l.Jr: 

Wh1 te: 

' - 9 -

Do rou want to let hi• write 8uoh a letter and 
give 1t ouU 

No. 

I do not think eo. 

No. 

Do )'OU want me to do an)'th1ng on this Public Works 
Finance Act of 1939' 

You tell him what to do. I have here an artlcle, 
on the basis of which J.lr. Hanes has grounds tor 
suit tor detanation ot character. I do not know 
whether it is up to the Secretary or his General 
Counsel to sue for him or not, but I will read 
this, anyway. I think it i8 one of the worst 
things I have beard said about anybod)'. Have JOU 

read it? 

Yea. 

This is what it says -- I do not know bow t hese 
things are handled. 

The Secretary did pretty well. 

L1aten. It aa)'81 

(The Secretar)' read the article b)' Pearson and 
Allen dated ¥aJ 16, 1939 and attached hereto.) 

I think that 18 ground tor eui t. 

I have nothing further. 

can you boys be read)' at eleven? 

Yea. 

(Conference concluded - - 10. A. M. 
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:B-REI )-.4.'~ fA• CUe'-TUESDAY, WA'f' 11. JJSf 

' Washington Daily 

Merry-G~-Round 
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in tbe Secretary ' • Office at 10:30 a. •· 

llaT 16, 1939. 

Present: Secretary llorc-nthau 
Wr. ldward B. Beller and an aaaociate ot Wr. Beller'• 
Captain Ocllina, Procurement 
llr. Wcl!eynolde 

Wr. Boller ceao in to oee the Secretary, pun1>&Dt to an 

eneegement prnioual1 made, to dhC110a a 'bid that he and hlo 

aaaoeiatoe hAd ou'bmitted to tho Procurement Diviaion tor a very 

lar.:e qi>Nitl t:r ot eeaent to 'bo Wled 'b:r tho Becl.amation llureau 

on the Shaeta Dea. 

The Secretary 1ntormed Wr . Boller that there were two 

reuona w~ ho would not poroon.all7 review thlo cau tor hla. 

One r eaoon, which ..... onlT incidantal, wao that he ha4 110 tao 

available to devote to H. !he other reaoon, which wao the 

controllint: reaeon, no the tact that Wr. Relle r h a relative 

ot the Secretary ' • taa1l:r aDd he would not under tho .. circ:uaetancoe 

take action on the caoe pereoaaU:r. 

Be requeoted Wr. Beller to go w1 th Captain Colli no to tbe 

Procurement Divioion and inatructod Oaptain Collina to handle thlo 

caee tho - ae an:r other, and attor hle decioion be4 been reached 

and prcllllllc&tod, be wao to intom tho Secretary what action he ha4 

taken. 

• • • 

17 

• 
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TREASURY DEPARTMENT 
~IHT DIVISION 

WASHINGTON 

llq 151 l. 939 

ll!llllWIDU1I !'0 !II! s11 :mawr, 

On llq 1 bide were opeMd tor c-t to be ued l:lr the Reelaation 

Sorvice in construction of Sh&at& n .. , California. The Propoaal. on which 

,.uotatione ware recei't'ed proYided tor 

Schedul.e 1, 1,400,000 berrelJo to be deli'"'red durinc 
the caJender Tear 1940. 

Sched!IJ.e 2 prodded tor 5,800,000 berrel.a to be 
delivered througb. the calendar ;rears 1940 to 1944. (This 

1 tem includes ql»..lti 1;T covered b:r Schedul.e 1) • 

Schedul.e 3 pro't'ided tor the total. quenti1;T ot 5,800,000 
berrel.a with """)'in& dellver;r requireMnta. 

It aw-rs that the question ot 1m·diata IIIOIIIeDt CODCerllll oalT 
SclloouJ.es 1 and 21 decieiona reached with reference to them being equaJ.lT 

applicable to Schedul.a 3. 

Bida were sublli tted b:r the tol.lori!lil 

The Per.Dente Corporation, 
O•kl•nd 1 Calltorni& (Schedul.a 2 onlT) 

Calitorni& Portl.and Cement Compan;r 1 

Loa .lDIJI lee 1 Oalltorni& (Schedul.e 1 onl¥) 

Rivereida c ..... t c~, 
Los AD«al•• 1 Calltorni& (Schedul.a 1 oal.T) 

Beaver Portland C 8JII8Dt C otDPUIT, et al. 
Sen Francisco 1 Calitorni& (All Schedules) 

.ln en&lTaia of bida ant.itted 1e a ttached hereto . 

The Plll'lllll*lte Corporation did DDt bid OD Scbednh 1 1 cOYeriJIC 

1 14001000 berral.a but did quote 011 Schednle 2 cell1nc tor 51 8001 000 berrel.e. 
Their prie.1 pl.u cot~t or tftnaportation hoe 81ala, Calltornie1 to deatinaticm 

at Coraa1 Cal1tornie1 ...aanted to t l . 89e.'J,i per barrel. Thia ia the low bid 

under S chedul.a 2 . 

The oaJ;r other bid ant.itted 011 Schadul.a 2 wu that ..-ived 11-a. 

B .. ver Portland c...,t c~, at al, 'llll1eb conaieta ot S otllc' c..t 
c~ea u f ollont 
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Cal.anru c ..... t c~ 
llonolith Portl.aDd Ceaent COJqlallT 
Pac1tic Portland Ceaent C~ 
Santa Cruz Portland C&lllent COJDPB!11 
Yosemite Portland Ce...nt Corporation 

19 

The 6 compe.nies , listed abcrre as Beavar Portland Cement CoJDPB!11, at el., 
haTe eo worded their combined quotation ae to make it obllgato17 on tha 
Government, in the event ot its acceptanca, to prorate tha amount which each 
c011~ will auppl;r at dallnred price .. 'Rl'7in& troa $2 .06,( to $2 • .)s,l par 
barrel. It an award were made to tha 6 cooopaniea on Schedule 2 , such action 
would result in a coet to the Government in axceaa ot $1,500,000 OYer the 
Penoanente bid. TiM hal not penlitted a 1~ ot thie bid trw a legal point 
of Yin to detaraine ita valldit;r. 

It 1a underetood that the Pel'II&Detlts Corporation at present haa no 
caJ:I8nt a1ll but proposes to erect eucll a mill naar Simle, Cel.1torn1a and that 
llr. HeDI7 J. KaUer, Pr.!sident ot tha Panoenente Corporation, ela1u to haft 
ample tinancee tor the construction of such a alll. .l queiT recaiTed aeverel. 
~· ago troa R. P. C. indicated that it had receiYed througll its San Francieco 
ortice, an application tor a loan ot $3, 000,000. 

Inaawch aa current studies indicate that C8118nt compe.nies on the -
west coast are operating at approximate:Q- S~ of capeci v, the question ot 
policy ariaee as to whether the unutiliaed capeci t:r abould be further in-
creased by the construction of a plant to meet the requir&Jil8Dts of tha 
proposel.a herein discussed. This question is one which 1t appee.rs nece1e&17 
to settle prior to any award being made . 

The Per.nente Corporation hal incl.uded in ita proposal, the tollowinc 
pronaiona 

I .lllr d eJAT ot the contractor in mid ng dell ftriee 
dne to interterenee or delq in tha construction or 
operation ot contractor• a e..ut ll1ll b)' &IV' order of 
any court or ot &IV' public otticar, board, COI:IIIission, 
or other public authori t;r, ahall be deemed a deJAT due 
to nntorseeable causes as that tara is used in this 
.lrticle 5 despite &IV' threats or warnings of &IV' such 
ordar or action. 1 

It it i a decided as a matter ot policy to encourage the construction 
ot a lllill liT the Per-.nente Corporation, then it will be neees8&17 to 
negotiate w1 th that Corporation tor the eliaination or modificat ion of the 
proneion which it inserted in its bid which would rall..,e it trom the 
reeponaibllit;r of euppqi.Dg eeaent in tha ennt ot action liT a court or othar 
public ~ estopping 1t tra. partol"MDce. 
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Further, in tllo nat ot .., ettu-tha d8ci&icm OD ~ queaticm ot 

pollCT 1 t ia be lined t11a t the acoeptance ot the b1d u IIOditied ehoul4 be 

reterred to the CQIIPtraller General betOH CIT torMl. OODtract 1e 1111tered 

iDto 1D order to &T01d CIT OOIIPlie&UODS b-aa thet aoaroe . 

OODcerz>J.q the b1d& OD Schedule 1 1 iD addiUOZI to ~t rablaitted b7 
BeaTer Portland c__,t COIIp&IV', at &11 the R1Tera1da C-nt CC~~pa~V' and 

the C&litorni& Portl&lld c .... t CC~~pa~V' &lao quoted p-ic... It .., nard 1e 

to be ude OD Schedule 1 , (OD which p..._...nte d1d DOt eallod.t & bid) it 

would h&n to be made to Riftl'81da tor 61.01000 berrel&, ~ low b1dder OD • 

thia qiWlUi;:r, and to Be&Ter, et &1, tor tha r-u.der ot thie item, Tis. 

790,000 barrel&. Such .., aw.rd 1e subject to a faTOr&bla lepl deciaion 

•• to ~ T&l1d11;:r ot the B-Ter, at &1, b1d, &Dd & turther acre-nt with 

them to accept aD nard tor leae than the aaount b1d OD 1lllder Schednla 1. 
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Bidder 

J!Mnr Port. c-. Co . 1 
PerMMnte Corp. 
J!Mnr port, o-. Oo., ... eeMe c-.. 
- ...... Port. c •. Co. , 

J!Mftr Port . ca... Co. , 
I!Mftr Port. c•. Co., 

a ..... ,. Port. cea. Co •• 
BMnr Port. c • • Co. , 

I 

AXA.LTSIS OF 8III8 
tar-I!U't CDI!IIT FOR SIIASU lloUI 

SPMJ.fioat10118 Bo, 1 nU-51'-5-1 

, , , Guaranteed 
oSohed-o ' 814 Del1.,.rlea Del1.,.rad Coet to the Go.,....-nt 

I ul• ' It•· QuaDt1 ty • ""'""~~:;..~.,_ 

~~~~~~rn-
COat par 1 total tor total lbr 

at al I 2 ' 2 ,sl&ool000,1ll000,290,000 s5!800!C100a 2.1713U ol2,5931Tt8.80o 12169S1Tte.80 

s ' S ,!,100,000: i , OOO, lOO,OOO 1S,1oo,ooo1 2.621616 6,26&,li9.60a) 

at a1 I :5 ' 12, 7oo1ooo, 1 ,ooo1190,ooo ,z, 700,000, 2.2:53213 1 8,0291875. 101) 121294,824.70 

I I I I I 

3 3 13,loo,ooo, 4,0001100,000 1s,1oo, ooo1 2,021016 I 6,265,149.801) 

at al I s 5 ' 575,000, 4,0001 95,000 I 575,0001 2. 10061851 1,207,855.641) 7,413,005.24 

I I I I I 

at a} I s 3 1s,too,ooo1 4,0001100,000 1:5,100,0001 2.189015 1 6,785,9te,501) 

at al I s .. 12,700, 0001 7,0001190,000 r2,700,0001 2. 2.:5:521:5 1 6,029, 875.101) 12,815,821.80 

I I I I I I I 

at al I s s 1s,too,ooo1 4,0001100,000 a:S, lOO, OOOt 2,189015 I 6,785,9t8,501) 

et al 1 ll 5 I 575,0001 •,ooo1 95,000 1 575,0001 2. 10051851 1,201,855. 641 7,99:5,802. 14 

Sohedlile1 It• I It• I Raquired Del iYerlee 

••• llo. ~~~~ ~ I llonthlz 
1 l ;;ooo, I 195,000 
2 z t 6,800, 000 , 11, 000 I 290, 000 
ll ll , s ,1oo,ooo1 4,000 I 100,000 
:5 4 I 2,100, 0001 7,000 I 190,000 
s 5 575,0001 41:(X)() 1 95,000 
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Specitioationa No. 17136-SP- S- l 
................................................................ 

SPECIFICATIONS AND PROPOSAL FOR CDIIIIT 

ISSUED 

APRIL 4 , 1939 

By the Trea.aury Department, Procurement Division 

Branch of Supply, Waahin&ton, D. c. 

Im-!W.'l' PORTWID CIIIUI!IT 

tor 

USE 8'! THE 

UIIITED STATES 

DEPA!ml&llT OF 'fHE IN'URIOR 

BDHEAU OF RECLAIIAT ION 

FOR THE SI!ASTA DAll 

Bid or ------ ----
A.ddreas --------~~~-~~~~~~~~~~------­(To be submitted in duplicate) 

To be optmed at 10 a .m. , May l , 1939, at the office of the 

Procurement Division, Branch of Supp ly, 7th e.ncl D Streets, s . W., 

lraahington, D. c. 
(lZ14-D) 

22 
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TJW.SilliY DEPAR'l'IIE~'T 
PROCUREIIENT DIVISIOII 

BlWICB OF SuPPLY 

Washington, D. O,, Apr i l 8, 1939, 

To all prospective bidder s unde r Speoifications No . 17136- SP-6· 1 
tor Low- Heat Por tland Cement for Use by tho United States 
Department of tho lnter ior, Bureau of Reclamation, for tho 
Shaata Dam, Central Valley Project, California, tor which 
bide will be opened at 10 a .o,, May 1, 1939, at tho office 
ot the Procurement Division, Branch of Supply, fth and D 
Streets, s. W., ht.shington, D. C, 

1, The word 0 decreaae• is hereby inaorted before the 

third word fro= tho end of line 13 of para&raph 19 of the above-

deecribed apt.o1t1caticns, 

2. Bids submitted must be in accordanoo with thia 

notice whioh shall accompany tho bid, 
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Fon or bid 
Schedule• 

SPECIFICATIONS 

Goner~1 conditionaL 

1o Acoept~ee of bids 
2. Bid ~ty 

CQITEIIU 

~. heoution of contract Md 
perfonoanoe bond 

4. Patents 
5. Ore.l st~tements 
6. Ad..ortiain« 

'· Propoula 
a. Representations ~d stipu-

lations pursuant to Public 
Act No . 846, 74th Co~ress 

9 , Delivery reports 
10. Domestic m&terials 
llo Federal te:x 
12. Rejection of bid 
1~ . Termination for breneh 
u . Shipooent 
15. htraa 
16. Failure of Congress to 

appropriate funds 
17. Pro teats 
18. Comparison of bids 
19. Inor~aae or decresao in 

quantity 
20. Contracting officer 

Special condi tiona: 

21 . T!.o requirement 
22. Dolivcrios 
2~. F~i1uro to meet do11vory 

roqu1 remonta 
2•. Division of award 
25. Shipment 

LOILII.BA T PORTLAJID CE!JEIIT 

General requirements: 

26 . Retoroncoa 
27. Type and definition 

Detail requirements: 

28. Poroign utor inls in 
c-t 

29. Cheal.cel compoaition 
~. Coapound composition 
Sl . Pineneaa 
32. Soundne10 
SS. Ti&e of aettin« 
$4, Promature stiffen!~ 
35, Compreaaive stre~th 

S~pling ~d inapoction: 

36. hmpling 
$7. Rejection 

Teate: 

&8. Chc:aioal analysis 

24 

$9. Uncombined lise cleteraina-
tion 

40. Compo\IDd computation 
41. Pineneaa 
42. So\IDdneas 
43. Timo of aetting 
44. Prcr.oature stUfoning 
45. Comprcaoion teats •6. Humbor of toats 
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STANDARD GOVERNMINT FORM or BID 
(t\!Pft.'f COND.lCI'l 

25 

O&IGDIAL ~~·-
DIIPUCATS "-

'aocua:&M:IIM'I om81o!l. 
ot Suppl y, 7t h 6 D Sta. , s.w., 

.... ...,.,., ... D. C. 

orp.niled and e:doU01 uodu lhe Ia"' ot ll•• 81alo ot 
ooDillti.q ol 

TilE UNDI!RSIONI!D R&PRESBNTS 'mAT THE PRICES IN THIS BID ARB 
NEITIIER DIRECTLY NOR INDIRECTLY THE RESULT OF ANY AOREEIIENT 
'lilT!! ANY OTHI!R BIDDER. 

~ ........... -................................ ......... 
--···············-·······--· .. ·•·········•·· .. ·······-····-··· .. --
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U. PIA' I'CIIrUII!I ~ 
... 1111 111' 1'111 

UIITID SUTII 
~ at 1'111 JIITDIOI 

IIUIII.ll at UCUJIUIOI 
POll 1'111 8IIASU DUI 

CIITRAL· VAU.If PIIOJ.aT, CALIPOIIU. 

8<>hedulea DOao 1 , 2, and ~ aN altematln achedulee , and 
award or oontract will not 'be -.de tor 1110re tl'lan one of the aehedulea. 
I t ...,. ' and 5 of ochedule no. ~ are alternatiTe 1tell8, and award or 
contract will not be -de for ..,re than one ot theae iteu. Bide 
on part or all or an:y of tl'le it- or the achodulea will be ocmo1d· 
ered 1tl ac<>erdance with paracrapb l6 or tl'le opociticaticma. 

SCBIDUt.l JO, 1 

It• 
no. A.rticha or aerrlcea Quanti tv 

111n1t 
Unit price Dollaro 

1 l.oto-li .. t portland c_.t 
in bulk, 1t1 accordance 
w1 th the attached opoci• 

, 
tioationoJ . r 

F. o. b• care or trucka at I 
point or production • I 

• 
lState location) • 

' I P. o .b. oar• or trucka at I 

point ot .tore&• ! 
I 

~tato looatiO?) 
t'bl . tull q.l&nti t:y) 1 ,600,000 

. bbl • 

or . 
(partial quanti~) 

LliOunt to 
'be atated 
b:y 'bidder 

Point ot produotiOD Rail oonneotio.n 

Point ot otoro&e Rail ..-&ection 

-- - - ----------------------------

26 
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DOo Art1olea or Mrrlaea 

The ~rantee4 dail7 and .onthly 4ol1ver1ee tor the quantity 
b14 on will be ae tollowe• 

IMUz 4elbory 

-----------bbl. ------------------~bbl. 
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SCHm!LE liO. 3 

Item 
QU&Dtity 

\Jiiit I Amount 

DO• Articloa or oorvicoa Unit Price ~llaro 

2 Low-hut portland c-t 
in bulk, in accordance 

I with the attached opee1- • 
fiutioner 

i F. o.b. e~r• or truote at I 

point or production i • 

\State location) ' 
F . o.b. ear a or truoka at 

point of ato"&e 

\:State 1ocat1on) • 
(full quantity) 5, 800 , 000 

bbl . 
bbl. .. 

or 
(partial quantity) 

LIOunt to 
be etatod 
by bidder 

Point of production Rail com1ection 

Point of otoraso Rail connection 

The guaranteed d~ily and monthly deliveries for the quantity 
bid on will be ~• follows• 

Do.il): doliVO!:;X llonthlx deliv•!:X 

bbl . bbl 
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Lt- IIDlt --t - .lrt1olwa or Mrrioea ~tin 0..1t prioe 15011an 

a it-h ... t portlu.cl -t 
in bulk, in aocor4u.oe 
with tM atto.chw4 apwo1· 
tioatl an8J' I • 

r .o.b. oar• or truoka at 
point ot produotian 

(it&t. iooottan) 

r. o . b. cara or trucka nt 
point or ator&&• 

(State looat1on) 

(Ml quantity) 5, 100, 000 bbl . 
bbl . 

or 

(partial quantity) 
LOuai to 
be atat.cl 
by b14cler 

Point ot procluotion Rail c«meot1011 

Point ot eton&e Rail ...,...,.ott an 

The E~J&ru.teecl clail;r IIDd _,thly 4el1nriea tor the q..,tity 
bicl on will be aa follow.• 

Dailz 4elin!:l lkmthlz d•li'"'!:l 

. 
bbl . bblo 

--- -------------------------------
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8CIIIIJUtB 10. I (C..tiD....t) 

It• 
. 11Dit r..., .... t 

no. Article• or .. rYioee Q\a&Dti\Y llait 111'1•• I Dollare 

• ~.ow-heat portlU14 a-t 
1n bulk, 1D t.ccordallae 
with the attached •1*•1· 
ticaticnaJ 

P'. o.b. oar• or truclca at 
poiDt or production 

(State loc&tlon) 

P. o.b. care or trucka at 
point ot otOMl&8 . 

t 

(State location) 

(tull quantity) z. 700,000 bbl. 
bbl . 

or 

(pa.rtial quantity) 
LOUDt to 
be eteted 
by bidder 

PoiDt ot prod.uction 11&11 ocnnect1on 

PoiDt ot otora&e 11&11 OGmleetiOD 

The &u&rMteec! dally and 110nthly del1.,.r1ee ror the qum t1 ty 

bid on will be aa toll.,.., 

o.J.ly d&li.,.rx lklllthlr delhery 

bbl. bbl • 

-- ~-------------- ~- --------------

Regraded Unclassified



31 .. 

SC!I!IIIII.I JO, ll ( CoDtiJIIM4) 

1= .... ._, or .... Unit ~=e I DOllar• 

6 ~lnlat portland o--.t 
IJI bl.lllt, IJI accordance 
with the attached ·~ : • 
flcatlonor 

F .. o. b. oara or tJ"Uck• at 
poi.Jit ot production 

. 
(State location) 

I 
. F. o. b. cara or truoka o.t 

poi.Jit of etor<~ge 

(Stato loco.tion) . 
(fl.lll qunntlty) 676,000 bbl. 

. bbl • • or • 

(pertlol qu1111tity) 
I\ 

tc 
be 
by~ ... 

Poi.Jit or production Rail con:1ection 

Poi.Jit or atcn>.&e Ro.U cannect.ion 

The &uarenteed do.lly ond 110nthly delheriea tor the quo.ntity 
b14 on nU be aa follows• 

Daily delinry Monthly del1Tery 

bbl&o bbh • . 

' . 
. . - - . . 

. 
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08XBJtLL COKDITIOHS 

1. Aooeptanoe or bids. Bids are oolioited on the baaia that 
aoooptanoo of the offer to furnish any or all of tho articles do­
scribed thoroin shall constitute a contract botwoon tho bidder and 
tho United States Government, which will bind tho bidder to furnish 
and deliver tho articles for which his offor ia aoooptod. Tho plac­
ing in tho aail or a list or awarda, properly addreoaed to tho bid­
der whoao pr oposal 1o aoooptod, shall bo considered a sufficient 
notioo or aooeptance. 

2. !!_UuaranttJ:n Ounrnnty will be requi red with enoh bid in 
an nmount~less t 10 yeroent of tho total prioo bid. 
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3. E:xocution of contract and nrfonoance bond. There shall bo 

a f ormal contract, sl~od by each b dor whoso proposal ia accepted, 
and by tho oontractin& officer on bohulf of tho Onitod States, which 
formal oontrnot is to bo consider ed aa additional and further ovi­
denoo or tho agroo~nt made by t ho ncooptnnoe or tho proposnl . Such 
formal oontrnct shnll bo oxoouted and roturnod by tho contractor with­
in 10 dnya o.rtor reooipt thoroof, end ahnll be aupported by o. per­
fon31DCO bond to the United Stntes of Amoricc, on o. S. Stnndard Fora 
llo. 25, in o.n CJoOunt not loa& thnn 50 poroont of tho cstbctod o.ure- ' 
go.to po.y100nts to bo zdo under tho oontrnot, ond aho.ll bo signed by 
the oontrnotor nnd n oorpornto surety, which hns boon npprovod by tho 
Seorotnry of tho Tronsury, or two or moro individual aurotios, nnd bo 
oonditionod for tho faithful performance of said contract and all of 
its conditions and pr oviaions. In liou of surotiea or porformanco 
bonda, thoro may bo dopoaitod (in accordance with Troaoury Deport-
e>ent Ciroulo.r 110'. 164, datod Feb. 6, 1935) bonds or notes of the 
United Sto.tea. ("Bonds or notes of tho united st&tes" moans "any 
public debt obligation of tho United Statoa and any bonds, notes , or 
other obligations which aro unconditionally guaranteed as to both in­
terest and principal br tho United States. '1) Certified chock$ drawn 
payable to the order of tho 'i'raasuror or tile United States will bo 
accepted whon tho bondo or oontraotora are si gned by two individual 
suretioa, in which event the individual sureties will not be required 
to furnish affidavits ot justificat ion as to their financial roopon­
aibil!ty. 

4. Patonta. The contractor shall hold nnd anvo tho Government, 
its officers, agents, oervants , and employees hnrmloss from liabil­
ity of any nature or kind, includin& coat nnd exponsoa, for or on 
accol·nt of any pnt entod or unpntentod in'nlntion, article, or appl!­
anoo ..o.nutaotured or uaocl in tho portorwu>oo of tho contract, in­
cluding their uso by tho Oo'IOrnnent . 

5 . Ornl stntomonta. He oral atatomont of any person sllall bo 
allowed in any mdnnor or dogroo to modify or othorwiao affoot tho 
torma ot thoao spooifiontiono or tho contract . 

6. .ldvortiain£!i Sucoosatul bidclora aho.ll not uao O.'OI:U'da "' " 
bnsis tor Advortia • 

Regraded Unclassified



.. 33 

7 . Protooals . Pr opou.ls, after ~in& prepared and signed in ..., _ 
oordanoe Wit conditions herein givan, ohall be plaoed in the speoial 
envolope provided, whioh ohall ~ pr operly sealed, marked on the upper 
lett-hand corner with the name and addreu of the bidder and the olasa 
n1.1111ber, and sent by mail, postage prepaid, or delivered por somlly to 
the Troaoury Departcent, Procuromeot Division, Branch of Supply, Sev­
enth and D Streets , S.\T. , l'laohlngton, D. c. Aa openings comconoo &t 
10 a.m. , proposals, to reoe1•e oonaideration, muat reach the Diviaion 
oot later than t hat hour on tho date of opening. An addrsssod en­
velope, which should be uaed for ma1liJl&, is enclosed. 

(a) The e>ontrao~r 1a tho :oanw"ae>turor of or a regular dealer in 
tho mtorials, suppUea , articles, or equipment to be u.nufactured 
or used in tho porfor.oanoe of the contract . 

{b) All pe r sons employed by the contrao~r in tho =facture or 
furnishing of the ,.terialo, oupplies , artioleo, or equipment used in 
the por for,;-ence of tho oontrae>t will be paid , without subsequent de­
duction or robato on any ace>ount , not less than the minimum wages as 
dot enoinod by t he Secretary of Labor to bo tho prevailing minimum 
wageo for persons ottployod on similar work or in tho particular or 
a!J;dlar industries or sroupo of industries currently operating in tho 
loct.lity in which tho w.toriala, supplies , articles , or oquipoent are 
to be z:tanufactured or furnished under tho oontraots Provided, h""­
evar, Tbat this stipul&t ion with respee>t to QlnJ..Q.., wages Sli&ll apply 
on ly 1;o purchaaea or contracts relat1ng to ouoh industries aa have ~on 
the subject oatter of a dotenoino.tion by tho Secretary of Labor. 

(c) No person ecployod by the contractor in the saanufacture or 
furnishing of the mat eria ls, supplies , articles , or equipment used in 
tho porfonoance of the contract shall be ponoitted to work in excess 
of · ois,ht hours in any one ds.y or in oxoosa of 40 hours in any one 
week, unless such poraon 1a paid such applicable overtime rate u 
haa boon set by the Secretary of Labor. 

{d) No calo poraon \alder 16 years of ago and oo fO<I&le pers on 
under 18 years or at;e and no convict labor will ~ C>ployed by tho 
e>ontractor in the manufae>turo or production or furniohing or any ot 
tho ~torials, suppliea, articles , or equip>:>ent inc l uded in t bo e>ontrac't. 

(e) No part of tho contract will be performed nor will any ot the 
tlatorials, supplies , artloloo, or equipment to be canufactured or rvr­
niahod under said e>ontract be Cl&l\ufaoturod cr fabricated in any plant a • 

.... 
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tnctorioo , build~•. or aurroun~o, or under worldnt conditione 

...,ich are illaeni tary or hAu >rdoua o r c!Clngeroua to the heel th nnd oo.to­

ty of omployeea enr;aeed ill the pertol'liiiJ.Dce ot the contrcct. Complinnco 

with t he ao.f'oty, annitnry, nnd f ncto ry inapaction l o.wa ot tho Sto.te 

ill which the 110rk or po.rt thereof 1a to be performed ahall bo pr ime.­

tacie OYidence or oonpl iance with thio subaoction. 

(r) Any breach or violat ion of eny of the foregoing repreaontationa 

and sti pulation• ahall render the party r esponaibl e therefor l iable to 

tho United Statal of America for liquidated damagea, in addition to 

damages tor any other breach ot tho contract , in the awa or t lO par day 

for each male peraon under 16 years or age or each female peraon under 

18 year a of age, or eo.ch convict laborer knowlin£l y employed i n t he per­

romance of the contract, Md o. sum equal to the amount of any deduc­

tions, rebates, rotunda, or underpaymonts or ~oa duo to any employee 

once£cd in tho performance of tho contract, ond, in addition, tho &&an­

oy of tho Unitod Sto.toa entering into tho eontro.ct aho.ll ho.vo tho r ight 

to cancol aamo and to make opon- mo.rkct purcho.aos or enter into other 

ocntrncto tor tho completion of the or iginnl contract , char ginr; nny 

o.dditiono.l coat to tho oricinal contractor . Any SUlU ot 100noy duo to 

tho United Stntoa of Amoricn by r onaon of any violation of cny of tho 

roprcsontctions ond atipulntions of tho contrnct ns oct forth heroin 

""'Y be withhold from nny 0o100unts duo on the contro.ct or mo.y bo rccovere< 

in o. aui t brought in the no.ne of tho Un1 ted States ot America by the 

Attorney Ceneral thereof. All sums withheld or recovered aa deductions, 

r ebe.tea , refunds , or undorpo.ymenta of wages ahall be hold ill a spacial 

deposit e.coount e.nd shell bo peid , on ordor of the Secretary of Labor, 

directly to tho employees ~o have been peid lese than minimum ratea 

or pe.y aa aet forth in such contracto and on whose account such sumo 

were withheld or recovered 1 ~od, Thnt no cl aim• by employees 

tor such ·po.ymento ahall bo ont ertninod unlooa mndo within ono year f r om 

tho dnto of actual notice to tho contractor of tho withhold~ or r e­

covery or auch ,...,.. by tho United States or Aaorica . 

(&) Tho cont r actor shall post o. copy or tho stipulation in a prom­

inent and rcndily accessible plnco at tho oito of tho contract work 

and shell keep such e~ploymont recorda as nre required in the Regula­

tions under tho act available f or inepection by o.uthorized representa­

tives ot tho Secretary of Labor . 

9 . Delivery reporte . Successful bidrlora will be required to 

tum!"!-. on the tenth day of oo.ch '""nth o. wri ttcn report ot tho number 

ot barrela of cement end tho ar.ount in dollar value of sales during 

t ho preceding month under o11eh itom upon ~ich a=rd 1a received na 

n result ot this proposal . Tho report should be dir uctod to tho 

Trc.aaury Dopcu-tmont , PrccuroJ:lmlt Dl:riaion, Drnnch ot Supply, wc ahlnig-' ..,.11 

ton, D. c., nnd a copy ot tho report ahnll bo turniahod to tho Do­

po.Ttmont ot the Interior, Buronu ot Reclamation, Don•cr, Coloro.do. 

10. Domestic mo.tcr ialo. Ualooa o;thorwioo specified by tho bid­

der, it 1o undorotood nnd agrood that only such unmanuto.ctured articl e,. 

IIAtor iala, nnd supplies o.o ho.vo been mined or produc•d 1n tho United 
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stat<la and only auoh lllll\ufaotl.red articles, caterials, and supplioo 

as have been manufactured in the Unit ed States subatantielly all frCII 
articlea, materials, or aupplies mined, produced , or manufactured, aa 

the caso may be, in tho IJnited States shall be dolivor od pursuant to 
n contract nwarded as a r esult of thi s bid . 

35 

ll, Federal to.x. Tho prices bid heroin shall include any Fed­

eral to.x heretofore !Jili>Oaod by the Co"'re81 which 1a appUcable t o the 
JCO.ter ials on this bid . It any sales to.x, process~ to.x, adjustc.mt 
charge, or ot her taxes or charges are impoeod or chaJlbed by tho Conue .. 

after tho date Get for the opening of thia bid, and made applicable di­
rectly upqn the product ion, manufacture, or sal e of tl.e suppllao covered 

by this bid, and are paid by tho contractor on the supplies herein con­
t r act ed for, then tho pr ice Jl&llk)d in thia bid will be incr eased or de­

creas•d aoco.r dingly, &nd any amount due the contractOr aa a result of 
such chan;e will be charge d to tho Goven.ent and onterod on vouchora 
( or invoices) as separate items. 

12. Ro3ootion of bid . The r i&ht is r eserved to tho e cot raoting 
officer to ro eet any and a ll b_ids , to wai ve technical defect s , and 

to accept or r eject any part of any bid if, in his judl'l"eot , the in­
ter ests or tho Gova rn:oont shall require it. 

13 . Termin..tioo tor br each. In the event any or the pr ovisiona 
of thie oontrnet no viol&ted by the c ontractor or any ll.lboontraetor, 
~he contractins officer may terminate tho controot by wri tten notice 

to tho contractor and purc haoe s imi lar al.lppli es in tho open mark&t or 
ot herwise , and t he contractor and his suret ies ehal l bo liable to tho 

GoverXJ:Jent tor any excoaa coat oecasionod tho Governmoot t hereby . 

14, Shipeent. ~t•rial turniahod and delivered f , o . b. cars 

at the ahipplns poim shall be shipped on Government bills of ladi"' 
furnished by the contractin~ officer . Tho contractor ehall prepare 
a ll materiah for shiplllbnt 1n such manner as to protect them from dam­
ase in transit and shall be r esponsible for aod make good any and a ll 

demage due t o icprope r preparati on or loading for ehipmont . 

15, Sxtras . Tho oontro.Gtor ehall , when ordered in writi"' by the 

contract in& ot fleer, perform extra work and furnish extra material not 
covered by the specifict.tione or included in the schedule but fonDin& 
on inseparable part or the work contracted for. .:Xtrt. work and mate­
r ial will ordinarily bo pnid for at a lu..,.,-sum or unit price asreed up­
on by the contractor and the contrc.ctinr; officer and etatod i n t he or­

der. Whenever, in the judpent of tho contr acting officer , it is im­

pract icable., because of tho nature of thw work or tor I.AY ot he r raaaon, 
t o fix th~ price in the work, the extr A work and cater iel ab&.ll be poid 
for at act ual necessary coat as determined by the contracting offioor, 
p lus 10 per cent f or superintendence , r,enert.l axpenae , o.nd profit . Tho 
~ctual neceasory cost will ioolude all expenditures for motorial, la­
bor (includ~ compensation insurance and social security taxes), and 
auppllea furnilhed by tho contr actor, and a reasonabll allowance for 
the use or hie plant and oquip:nent, where reqllired, t o be au••~ upon 

• 
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in writing before the work 1o begun but will in no caae include 

o:bll allowance for <>ffice experuses, r.ener al ouperinterulence, or 

ether f:Oneral expenses . 

16. Fa1luro of con~ess to ~pr~riato funds . If tho op­

erations oi' thla contre.c oitend yo tlle current tiaoo.l year, 

it 1o underotood that the oontr.at 1o ztade cont~ant upon Con­

u••• maldn& tho necessary oppropriationa for expenditur.oo t bor e ­

undor after ouch current year has oxpircd . In case such ap­

pr opri.,tiou ao may bo neooasary to carry out this contract is 

not u.dc , tho oontrCLctor her eby ro loas<>s tho OovorDli>Gnt from 

all liability dUG to tho failure of Congreoo to make suob ap­

pr opriationa . 

17. Protests . If t.ho contre.otor conaidora any work d~ ­

maruled or hiiii to be outaide tho roqu1r811lents of tho contract or 

oonaidors e.ny r ecord or ruling of the contractin& officer or of 

the inepectoro to be unfair, he ohall ill:cediately, upon such work 

boin& deu.rulod or such record or r uling being made, ask for writ­

ton instructions or dooioion, wher eupon he ohall proceed without 

dot.y to per form tho work or t o oo:U'orm to tho record or ruling, 

and, within lO days after the date of r eceipt of th& written in­

structions or decision, b.. shall fils a wri tten protest with the 

contracting officer , atatL~ clsarly and in dote.il the basis of 

his objootio1u. Except for such pr otests or objections as are 

made of r ecord in the r.1anner herein epocifiod and wi thin the time 

lt=it stated, tho rooorde, ru~, i nstructions, or dooiaiona 

of tho contre.otin& offioor shall be final and ooDClusift • lnatruc­

tions ~or dsoioions or the oontraeting officer contained in 

letters transmitting drawin&s t o tho contraotor shall bo oon­

aidorod as written inatruotions or decisions subject to pr otest 

or objection aa her oin prorlded. 

18. C2T,iarison of bids . l!henewr applicable , equall•ing 

elements or~otors not epeolfioally mentioned or provided tor 

horoin, such as the cost of tranaportation or or inapection (1n­

oludl.ng sale.riea, travel, and aubaistenoo expenses) , or o:b1J ot her 

eloloent or factor in a ddition to that of price which would affeot 

tho final coat to the Goverm:~ent , will be toJ:on into oonsideration 

in making award of oontro.ot . In doterminin& awards , considera­

tion will be given to trwnaportation coots indicated by rateo 

loplq aV11ilabls to the OoverJll:lent , based upon cCim!:lOro ial rates 

on file with tho Inter state Coccorce COOD!aaion and the various 

state oocmiasions . Spocial rates will bo considered prorlded they 

aro riled with the Procurement Oiviaion, Branch of Suppq, Treasury 

Department, '1/ashington, o. C., not later than the date of open• 

iDf, of bids . 
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19. Increase or d.ecreuo in quantity . Tho Government reurvoe 

t.h4 ri&)lt to increase or docreaao tho qusntitiea apocified and. the 

quantities stated by tho bidder 1n tl\o acheduloa by llOt to exceed 

26 percent at any time before award or contract: Provided, That, 

with tho conaent of tho contractor, auoh increaae or decrease may 

be •d• 1n the total quantity UDder any contract &t any tl.Jao be­

fore complete ahip:oontt Pro'l'idod further, Th&t 1n tho event tho 

quantity stated by tho bidder for any itom of tho aohoduloa 1a 1n 

oxcoaa of an amount which 1s tho samo proportion or tho tot&l 

quantity 1n that itom that tho ~:uarantoed monthly d.olinry at&tod 

by tho bidder 1a of tho •xiaUIII monthly requiretaent for that i tom, 

the Government reserves the right to docreaso tho quantity att.t.od 

by tho bidder to such an amount and a lao to tho adjuatod quantity 

by not to uooed 25 percent : Provided fUrther, That, with tho con­

aent of the bidder, tho Goverlll:lallt •Y 1ncrot.u or doorot.se tho 

quantities stated by tho bidder in tho schoduloa by &ey amount 

which rray bo necessary to secure tho maximUIIl 010nthly requirements 

apeoitiod in paragraph 22 and tho full quantity required, at tho 

minimum net delivered coat to tho Government. 
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20, ContractinG officer . Pursuant to articl e 14(b) of tho 

standard Govor"""'nt fol'IO or contract for aup;>lioa (U, S, St&nd&rd 

Form No . 32), the Chief Bn£inoer ot the Bureau of Rocl&m&t1on, or 

any person authori•ed to aot for hilo, is the &uthorited ropro-

sontt.t1ve of tho contracting officer in all tranaactiona with t 

respect to placiD£ purchase orders, 1napection, delivery, adjust­

menta, extras , chan.gea, and pt.yments . 

SPECIAL CO!IDITIOI:S 

21 , Tho requirement . It is r equi red that" thoro be turniahod 

and delivered r , o , b , oars or trucks &t the point of production 

or r , o. b . care or truoka &t the point of stor&£• approximately 

1, 400, 000 barrels or low-heat portland cement, in bulk, under 

schedule No. 1, approxim&tely 6,800, 000 barrels or low-heat port­

land c..,ont, in bulk, under schedule 1/o, 2, approximately 3,100, 000 

borrola of low-bot.t portland oecent, in bulk, UDder itao ~ or 

schedule No, :1 , approximately 2, 700, 000 barrola of low- heat pert­

land o001ont in bulk undor ite111 4 of schedule No , 3, or approx­

imately 575, 000 barrels of low- heat portland cement in bulk under 

it• 5 of schedule llo. ~ tor uao by tho United Statoa Dep&rtment 

of the Interior , Bureau of Roolanation, 1n the construction of 

the Shasta ll&m, Central Valley project, California. Schedule No. 

1 covers tho estimated quantity of c,..ont required for the con­

stNOtion of tho Sho.ata 0... du~ tho calendar year 1940 only, 

Schedule No , 2 covers the eatbated ontiro qu&ntity of ._ont 

requirod for the complotion of the d..,, with estimated delivery 

roquir..,ents &Xtond~ th.rough tho yeo.rs 1940 to 19H, inclusive. 

Under acbodule :to . :S , items 3 aod 4 OCilbined aloo conr tho u­

timated entire quantity of caont required tor tho. completion of 

the dq, !tom 3 covora the estimated maximum qu&ntity of cement 

whl.oh will bo required to be d.olivored at a unif~rm rate . Tho 

uniform deliYory pro'l'id.ed for h 100, 000 borrola per 110ntb, and., 

1t award of contract or contraou 1a ooado tor it• :1 , the c...,nt 
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requiroaent tor each LlOnth up to and inoludiJl& 1.00, 000 bi.M'ele 

will be ordered f r oc the contract or or controotora tor thia u .... 
• It..,a ~ and 5 are alternative itella and ooftr tho oatimt.ted fluc ~ 
tuat~ roquirel:18nta in oxo .. a of 100, 000 b&rreu por aonth . I t... 
4 covers tho eat:l.r:>t.tod fluctuating roquirel:l8Jlta for tho entire ccn­
atruoticn poriod, and it... 5 cover s tho ootimatod tluotuatinc ro­
quir...,.nto for the calendar year 19..0 on~. fhe Gonrno:o.nt re­

aervea tho ri~ to award a contract or contracts tor it... ll ot 
schedule no . ll without malc:l.ng award of i te:oa 4 or 5, Tho diap-uu 
on attached drawing no . 214· 0· 2201 ahow tho est imated distribu­
tion, by ®ntha and yoara, or tho o_.nt requirementa . The di­

aua:a ara iwluded in tho apeoifioatiollll for the &OMral in· 

foroation or bidders ' and the Go ... r ..... nt does nnt &U&rantee that 
dellverieo " rder od will c onform to the diatribution ahoom, 

22 . Deliveri oa . N~ bid will bo oonaidored unleaa baaed 
on a delivered price r . o . b . oo.rs or trucks at the bidder •a point 

of production or point of atorago . The ooment shnll be delivered 
in carload or truck lots 1>11d at timoa aa requirod and ordered by 
the o;mtracti.Qg officer . Tho eatimated aox'nm daily and monthly 
deliveries, in b&M'ela, under tbe varioua oohedulea are aa fol­
lows: 

5ohedule no. 1, itea 1 
Sohedule no. 2, it• 2 
Sohodule no. :5, item ll 
Schedule no. 3, item 4 
Schedule no . 3, item 5 

Maxtaum deliveries 

•.... ...• ..• ••• •. 
.. ... .......•.... 
..... .. •. ..... •.• 
..• ... .....•....• ... .............. 

De.ily llonth1y 

8, 000 
11, 000 
4,000 
7, 000 
4, 000 

196, 000 
290,000 
100,000 
190,000 
95, 000 

Failure of tho bidder to atato guaranteed daily an4/or aonthly 
dollver iea in tho apooea prodded therefor in the ochedulea will be 

auti'L>ient cauae tor rejection of the bid. It more than 0"" ship­
ping point 11 deaignated by the bidder, oaoplete info,...tion aa to 
quantitiee and guaranteed monthly and daily dolivoriea ahall be 

given with reapeot t o eaoh shipping point. 

2:5. Failure to ~:~eot delivery r equirements . It tho oontraotor 
tails to begin dellvory withlli thtl'tYl llo) oatelidar dqo after 

bein& notified that the tirot ahipmont 11 to be "*do and/or to 
meet tho guaranteed dail,y an4/or month~ requ1r...ento when re­
quested to do ao, the Government reaervea the r ight to oeoure 
tho dot1o1ell<ly elaewhere and to char&• to the contractor the dif· 
feronoe in delivered ooat to tho Gove...-nt. Whatever 01.1111.1 ~ 

be due u 4U'fer81lCe in delivered coat to the Govenaent ay be 
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deducted from payments due to tho contractor or may be oollocted 

from the contractor or the eontraotor 's s urety or sureties . Tho 

teno "delivery" shall bo construed aa applYinc to shipment of tooted 

and acceptod oament . 

24. Division of award. If the lowest bidder cannot furnish 

the full quantity statOd in the it• or moot tho llnXinum monthly 

roquir...,nt ot tho Govo.,..ont , aa atatod in paragraph 22, tho 

Government rooorws tho r"'bt to divide tho &nrd botweon or ""'O"i 

the bidders in ouch a manner aa to assure a guaranteed monthly 

dolivory not loss than that roquirod by tho Government And the 

proouro:oont of the tull que.ntity roqui rod &t tho minimum not do­

lhered cost to u.., GoYel'1llO&nt . Division of award between two or 

=oro bidders will be made in tho following manner, subject to tho 

provisions ot paragraph 19: To tho lowoat bidder uy be awarded 

thot quantity which ia tho same proportion of tho total quantity 

in the 1 tem that the gU&ranteod monthly delivery stated by the 

bidder is of the z:lll:ldm""' monthly requirement under that ita. 

Anrda for the rel:IAindor of the total roqui.--ent ""'Y bo ~e to 

the next lowoat bidder or bidders on a like boola . Inaofar aa 

practicable, orders will be prorated among tho various contractors 

on the same boaio aa that on which ay,urds aro ..,de, wnd, in tho 

ovont tha.t deliveries undor any oont,...ct are to be made from more 

than one mill, t.s stated in t ho aohedule, dt.ily roquirconts ahall 

be prorated ...,ong the vt.rious mille in tho aamo proportion as the 

total amounts to be furnished from eaid mills . 

25. Shi()l:!mt• In addition to the roquircenta of paragraph 

14, the contractor shall prep&ro all railroad care in which bulk 

cament is to be shipped in such manner as to protect the ceoont 

from moisture and to prevent contamination of the oemont by tramp 

motel or other foreign material and to avoid loss of oamont in 

transit. fho contractor shall bo liable for loss of oemont in 

transit duo to improper preparation of railroad cars &Dd for any 

damage resulting from auoh cause. Cars eh&ll be loaded to max­

imum copacity. The coat of prepara.tion of railroad care for ship­

ment of eomont ohall be included in tho unit prices bid in the 

schedules . fbo unit of measur.....,nt will be the barrel, whioh 

1a ~76 pounds, net. The brand and D&rlO of the I!I&Dufaoturer shall 

bo abown on all ohippi~ adviooa &coo;npanying shipments. 

l.Oif-HW PORl'LAI>'D CI2!EN'I' 

General Roquir....,nta 

26 . Roforoncea . Those parte of Fodoral apocifioe>tion 

SS-C- 158 referred to heroin ahall ·form & part of theoo apecifi­

c&tiona . 
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27, !ype and definition . The 00100Dt tu.rniahed under these 
apooit'ioatioM lha.li be loor-be&t portland oll'\ont, cont'ol"'lliilg to 
tho detail roqu1nnonta apooitied heroin, a.nd ohall be tho prod­
uct obt&illod by t'illoly pulverh~ olinkor produced trcm o.n in­
timate and properly proportioned mixture ot •torialo aeleotod 
to give proportioa heroinai'tor apooitiod, with no additio.na aub­
aoquont to o&loination exoopt water, gypsum, &nd, at tho option 
of tho oontrnotor, an organic compound mo.nuf~otured undor the 
t~do namn " TOA" • Provided , That tho quantity of "TDA" to be 
uaod o.nd tho m&nner of its use aho.ll be aublftittod for tho approv&l 
ot tho oontro.oting officer. 

Detail Requ1 reaonto 

28. Fo~n mterl.als ill o ..... nt . Tho o ..... nt oh&ll be free 
tna tramp & or other torot&n mt>ri&lo which might osuse ill­
jury to or interfere with tho oporo.tion ot o•ent-bandlilJ& equip­
ment. Tho contro.ctor aho.ll be liable tor da:to.coa roaultillg to 
ouch equipment trCI:I contained toroi:;x> mtoril\la. 

29, Chemical comoosition. Tho t'ollowi.ng limito shall not 
bo oxooodo • 

Percent 

• 
Loee on ignition • . • • . . . . • • . • . . . . . . . • . . . • • . . . • 2. 25 
Inaoluble residue • ••••••••••••••••••• •• ••••• • 0. 75 
Sulphuric ~~ride (so3) ••••••••••••••••• ••• 2. 26 
Mapeaia (WgO) •••••••• ••• ••• • • • . , • • • • • • • • • • • • 5. 00 
Uncombined l~ (CaO) in clinker •••• ••• ••··• • 1.25 

Tho rw.tio of tho percento.co ot iron oxide to tho porcento.co 
ot aluaillua oxide ablll not exoood 1. 60 . 

30. C~ound ctsloaition. The theoretical ccmpound cam­
podtlon ola be 111 t: n tho following 11m1 ta • 

Trioaloium ailioato (3 CaO·SiO?) ••• • Not more thAn 30 percent. 
D1oo.ln1um aili~ate (2 C&O•SiOz) • •••• Not leas than 40 percent. 

and not more than 65 percent. 
Triot.loium alumi,.te (3 CaO•AlzO:~) •• llot atoro than 7 percent, 
Tetro.oo.lo1um aluminoforrite 

(4 CaO•Al203•Fo2o3) ••••••••••• •• ••• Not more tho.n 20 percent. 

31, Finonoaa. Tho ave~ge apeoifio aurfaoe of tho n""'eDt in 
a bin oampled all8:il be not leas than 1 , 800 aqu&ro oontimoters per 
r;ram , aDd the apooit'io surface of oomont ill any individut.l teat 
ouple oh&ll be not loos than 1 , 600 aqu&ro centimeter• per ,,...,.. 
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32· Soundneu . A apooimon of neat cement shall not exhibit 
a linoar expana1on in oxooos of 0 . 20 percent of ito initial gage 
length when tested in tho u.nnor horoina.tter proaoribed. 

ss. TU>o of aottiilf . The ......,nt shall not clnelop initial 
aot in lou tll&D 60 i:iiiiU eo when the Gill.coro ,.odlo 1s used. 
Final oet shall be attat..d within 10 hours . 

S4 . Prema.turo otiffening. Samples of oOJJent tt.laln fra:> the 
bin at tho tmo or t 1i'IOa o1· proposed ehipc~ent oht.ll ahow no evi­
donoo of prematur~ stiffening when tested by tho method herein­
attar prescribod. Compooito samples of cement will bo tooted 
for pr~aturo stiffening boforo oooplotion of tho 7-day strength 
testa and again, if door.od advisable , just b~foN I'll of tho oo­
:oont in a bin or the oOl:lent in any portion of a bin 1a to be re­
leased for shi~ent . Should any such tests on oocpoaite aanples 
indicate praraturo stiftonint; or an approach to preo:at11ro stiffen­
ing, additional testa will be cade on aaqJloa or ce:ont dro.wn from 
tho bin at tho ti.oo or tU>oa of proposed ahip~:~ent or at any other 
title beforo shiPt~ent o.a th3 Govor=ont cay eleot or as the con­
traotor t!IAY reques·t . In liou ot making aoveral toata on the same 
oot:~ont to insure t hat t horo 1a no ovidonoe of promo.ture stiffen­
ing up to the timo tho oomont leaves tha mll, a ainglo tost for 
oatabl1ohing whether o. oomont exhibits promo.turo stiffening or 
is susooptiblo to tho early dovolopcont of premature stiffening 
r.u>.y, with the oonaont oi· tho contractor, be substituted 1f and 
whon a antisfactory teat for tho purpose hos boon dovolopod . 

:ss. Co::pres s1ve atren~; 'l'be average oo=preaalve strength. 
in pounds per square inCh, o · three r:><>rtor ouboa ooropoaed of l 
part o-m and 2. 75 part a fine testing sand, by woil)llt, ahall 
be equal to or ueator than the following: 

7 
28 

Storn~~:o of aoooil:tons 

l day in DOiat air , 6 days in water 
l day in rr.oiat air, 27 days 1n -tor 

Ca:>proaiTve strongtn 
(pounds per 
a au are inch l 

750 
2,000 

Thu awrage oogproaaivo atNngth at 28 daya ahall bo "t least 
S6 poroer::t uoater t han tho strength at 7 daya . 
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Swop li.Jl& and Inspection 

36. S&epling. The provisions of Fuderal epeo1tioation 
SS..C• l5a for storage and 8&l:lpliJ15 Of COT.IOnt shall be applicable 
to tho cement to be fUrnished under those specifications except 
o.e hereinafter specified. At least 12 deya .from the time of 
samplil1& shall bo allowed for the ocaplotion of 7- day teats and 
at least 33 days for the 28-day t eats . Unloaa otherwise specified 
by tho contracting officer, one test sample of comont shall repre­
sent et.oh 400 barrel& of coMnt, and one toet eemplo of clinker 
ehall represent eaob 2, 000 barrels of cement . Ceoont clinker 
for toatillf, for unoombin3d lil:le shall be a&l:lplod by the cCD­
poaito method u it ia doll.wrod to 'the grinding 10111, unless 
otherwie., directed in writing by tho contractinr; officer. i:ach 
aamplo onterinr; into tho co::;>osi to a&J:JPl• ahall bo of such sue 
and eo talau> that each she of olinlnr ie fairly r oproaonted. 
Saob ocmpodto sample shall be oruahed, 1n aultable cruahlJl& 
equipmont provided by t .he contractor, to a maxhwm abe of ODe­

quart er of an inoh and reduced to a r epresentative 2-poUlld test 
•&J:JPlo. Sufficient tests for U!lDol:lbinod lilla will bo made on 
aamplea of both clinlcer and ce""'n:t representing early production 
to oatabl1ah tho relationa.hip bet-.. een teat results , and it 14 
oonteoplated that subsequent tests will ordinarily bu made on 
tho oecont instead of the o linker, in which oue appropriate al­
lowonoo will bo made for difference in results between testa made 
on tho clinker and those made on tho cement . Additional testa of 
tho oll.nl::" r will bo made, when neoeaaary, to insure that the ce­
c~nt ia within apocification r oquiromonta . 

$7 . Rojootion. Cement cay be rejected at the discretion 
ot tho oontraotLOg officer if it fails to coot any of tho re­
quiroaonta of tboso spoo1ticatio:u or it, on r.,toat, any sample 
fdb to coot tho aoundnoss roquiroconta . Cot>O.n:t rocainill& in 
atorago prior to shipeont for .. poriod voator than oix co.n:ths 
aftor t->at sboll bo rotostod. Cocont will be accepted b y the 
Govermont without a-.raitl.JI6 tho 28-day teat reaulta when the 
oh&raoteriatics or the cOT.l4n:t have boon eotabliahod and there 
io definite justification for anticipatinr;, from tho 7-day teat 
reaulta , thet t he 28-dey requirements will be aatiafieds Provided, 
That any cement forma lly aoceptod on the baaia of 7 -day or 28-day 
toot results will b<1 oubjeot to rojeotion if thor.> 1a evidance 
of promaturo otiffeni.ns at tho time or t1moa or propoaod ohipcen:t . 

To ate 

$8, Choz:Uoal anad:sis . The mothoda of •hcioal analysis, 
except for the diten:~ tion of unoaabinad liao, aball be in ao­
oordenoo with those described in Federal apeoitication SS-c- lli8. 
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~9 . Uncombined lil:>o doton:Unation. Tho WlOombined l ime 
content ahallbe dotondnod b;t the mothOd outlined below. Thia 
1a t ho method given b)' Loroh o.nd Bogue in Paper llo o 23. Portland 
COt>Ont Association Follonbip at tho Bure&u of Standards• on "Re­
Ylsod Procedure for t ho Deto,.illatlon of Umccbinod 1J.me in Port­
lend c-nt. • 1be doto,...ino.tion 1a baaed on t ho aolution or the 
unoombiped l iD> in a bot eolut1on of gl)'Oorol and alcohol and the 
subsequent t itrat ion of tho dissolved lice with an a lcoholic 
aolution of ammonium acetate in &Goor daDOo with the reaction 

CaO + 2C~ COONH4 • (C~coo)2 Ca + ~0 + 2 IIB3• 

(a) Cl)'Oerol-aloohol aolution.--A s olution shall be prepared 
oonaiating of one part. b:t voluco . of u .s.P. &l;tooro l and five 
puts, b)' volume, of absolute or anh)'drous otb;tl alcohol. To 
oaoh liter of this eolution, two ml of an indicator shall be 
added. The i.ndicator aball be prepo.red b)' .U.solving 1 p-o.!> 
ot phenolphthalein in 100 Dl of absolute alcohol . It 1o es­
sential that the &l )'Oorol-aloobol solution be neutral to the 
indicator. It tho sol~o'tiun 1a colorless , dilute ood1UD or po­
tauiUD hydroxide in absolute alcohol shall be addod until the 
pink color appears. Thh color shall be just rocovod h;t a drop 
of an alcoholi c solution of ammonium acetate . If t he initial 
color is pink, it shall bo just r~oved b)' tho alooholio solu­
tion of ammonium acetate . 

(b) Standard alcoholio a::IIJOniw:t..,.cetat o solution. - -A stand­
ard alcoholic solution of ou:>:JDniu::o acet ate, approxiclbt ol)' 0 . 211, 
1a required. This solution ohall be pr epared b)' diosolving 16 
UOIU of oeyetallino IU:I>OniiD acetate in 1 liter of absolute 
or o.nh)'drous etb;tl alcohol. This solut ion shall bo atanderdi<od 
b;t titrating apinat puro co.lciUD o:dde . Tha oaloiu: o:dde should 
bo freshl)' pr epared b)' calcining pure co.loito or oo.loiun oxalat e 
in a plat inum erucible at 900° to l , ooo• c . t o conat ant weight . 
Ordint.r:t c .p . CaO should not be used. A f<IW grar.ta of the caloito 
or oalci= oxalate shall bo ground to an impalpable P""der and 
hoatod ao before . About 0 .1 grem shall bo weighed and transferred 
to a 200-ol Erlolll:leyer flaalc containing 60 10l of tho neutrali .. d 
sl:fOerol..,.lcohol solut ion. fho solids in the ool ution shall be 

cliaper aed b)' shaldng. A water o r air r eflex can<lenoer ohall be 

inaortod in tha noolc of tho flask and the clxture boiled for 20 
JOinutos . The condenaer a hall then be reoovod and the aolution in­
DOdiatol:t titrated, while noar bot~. with aJZIOni\D-GCetato solu­
tion. The c<mdenaer ahall bo Nplacod and tho oolution boi led for 
20 ainu.tea . The titration shall be repeated at 20oCiinute inter­
val&. 1'be titration 1a oo..p lete when DO further color appears in 
the solution during continuous boiling for one hour . Tho value of 
tho solution shall then be calculated in terms of uam• or lime 
equivalent to eaoh milliliter of ...,.,nium-aoetato solution. 
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(c) Tnt procedure. -tbe clinker to be tested ehall be ,;roUD4 
to en illpalpable powder . A 1- gr.a SUiple sball be wd&hed &D4 
transferred to a 200-el ill' leD118yer fleelt containing 60 ml of 
the glyoerol-e.loobol solution. The solida ahall be diapersed 
in the aolution by shaking. The oondenaer shall be attached and 
the m.l.xture boiled on the bot plete. The aolution eball be ti­
trated, aa 1n the ata.nda.rdi&at ion, at 2041nute interT&la until 
no further color appear a al'tor boiling for one hour , In ~ 
final titrationa, it there 1a doubt or the exact ell4 point, a 
drop of indicator ohall be added to the quiescent liquid in the 
flask and careful observation made of tho point at wbiob tho in­

dicator atriltes the solution. If no color appears , tho end point 
has beun roached. Tho unoolllbinsd limo oontont of tho olinltor 
aball then bo calculated from the ltnown limo vnluo of the OJIIOOnillll­

aootnte solution uaod , 

40. Co1ound o~ut&tion. Tre cocpound coq>oa1t1on shall 
be calculate from t chemica! ana~sia by the method outlined 
below. The method is as given by Bogue 1n Paper No . 21, Portland 
Cement Aaeooiation Fellowship at the Bureau of Standards, on 
•caloulet1on of the Cocpounda in Port lend c ... ent," except that 
no account 1e taken of unoocbined ll.ce . Cocpound percentagea 
ahall be oo..,uted to tenth& and reported to the nearest whole 
percent. 

(a) lo!ethod of calouletion.--Eaoh percent of so3 enters into 
OOil>bination with 0. 70 peroent CaO to form 1. 70 percent CaS04s 

~ • 6!•07 ~ 0 . 10 poroant CaO • •••• • •••• • ••• ••• • (ol) 
-~ 60 · 065 

Each poroont of Fe20s enters into oolllbination with 0 ·64 parceut 
Al2o3, 

~ • 101.92 •0. 64 percent Alz% •• • • • • ...... • • • (al) 
Fe2~ 169. 68 

and, with 1. 40 percent Cc>O • 

4 CaO • Z~~ l ( ) 
~ ,. • • .0 percent CaO • • • •• • ••• • • • • • • • o2 
'"2us 

to foru :1.04 percent 4 Ca0•Al2o3 •F.,20s• The totol 11c0 ie record­
ad aa unoocbinod llcO• Tho total AlzOs minua (al) gi ... a tho 
A12o3 (az) availnble for oo:>binntion aa a CaO•Al2~. Bc.ob p<>r­
cont of (nz) will ant->r into combination with 1. 65 percent CoO to 
form 2. 65 percent 3 CnO•AlzOs• 

S Ce.O l68 . 2l ( ) 
7'T":'7L' • • 1. 66 po.roo:nt CnO • • • • • ••• • •. • • • • • o. 
~-z~ l Ol o\lZ " 
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The amount of CaO aw.ilable for combination with Si02 is ob­
tained b;y subtract ing, from the total Co.O, the aum or tlie CaO 
(o1) comb1nad as C&S04, the CaO (c2) combilllld aa 4 CaO·Alz~ •Fe2~, 
ancl the Ce.O (c3 ) combined u s caO•Al2~· 

Total CaO - (ol + o2 + &s) • CaO available to oo=bine with 
s1o2 ••••• ••• ••••••• •••• •• ••••• •··• ••• ••• •• •••• •• (o) 

The total SiOz (a) h calculated first to coe>bine with Co.O to 
form 2 CaO•SiOz• aach peroent of SiOz (a) will coctbiM with CaO 
to form 2. 87 percent 2 CaO•SiOz• 

2 Co.O•Si<lg a 
172 ' 20 • 2 . 87 percent 2 Co.O•Sio2• 

Sio2 60.06 

Thia first approximetion to the value or 2 CaO•Si()g ia aub­
tr&ctod from the Si02 (a) + CaO (c), which giTOa the CaO (c4) 
available to co=billll with 2 CaO•Si02 to form S CaO•Si02• Sach 
percent of CaO (c4) ccabinea with 2 C110•Si02 to form 4.07 per­
cent S Ca0•Sio2 : 

S CaO•SiOz • 228. 27 • 4 07 nt 3 C O•SiO 
Co.O 56 . 07 • porce 11 2• 

The 3 CnO•Si02 subtracted from the total Si02 (a) + CaO (c) 
gives the true amount of 2 CaO•Si02 present . 

(b) Graphical application of the method of caloulation.--De­
tenaint.tion of the theoretical compounds J:J&:Y be atoriall;y f&eili ­
tated b;y the use of the .-ovapha on plate 1. B;y careful read-
1"" those VSPhO will give reaulta CO!!lpt.rable with thoae ob­
tained b;y Dl.ll:lerloal computation and ca.;y be uaeda Prodded, Thet, 
where compound percent agu obt ..S.md with the vapha exceed the 
limits apooified , th~ results shell be oheckud numerically. 

41. Finenass . The specific aurtnce ohell be doterminad *"' 
aooor danoo with tho mothod doaoribed in Federal apoc i fioation 
ss-c-158. 

42. Soundness . Tho nooosaary apparntua ~ aooossorioe , 
mothod of preparation ancl atorage of specimena, aDII procedure 
for testing are doacribocl aa followaa 

(a} llolds . --Mo lda rt:a.¥ be tho single-, double-, or png-coold 
type th&t will proTide 1- b)' l-inch t est bare ot 10-inch effective 
gage length. The effective gap length shall be conoiclered aa 
that length between tho innermost points of tho motal inaerta 
used aa reference points . The parts of the mold ahall bo tisht­
tittiJll; and firmly hold t ogot hor when aasamblod. The molds shell 

' 
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be undo or hArd me<:al not ro .. dily attaokod by tho oomont paste . 
Thoro shall bo autrioiont me.t or ial in tho aides or t ho molds to 
provont spra adin& or ... rpine;. Each end pll>t o or tho JOO l d shAll 
bo equipped to hold rigidl y in plaoo, <!urine; t ho aottine; period, 
a ate.inloss -ateol or noncorrodine;<>Ote.l rofer~nco point hnviJ>& 
a dUu:>Btor of ono-qUArtor of "" inch. Tho rutoromo points sho.ll 
bo sot so tho.t tho1r principal e.xoe coinoida wi th tbo pr incipal 
we of the test apooU.n and shAll extend iuto the specimen 
fivo-oit;)ltha of an inoh. Those requirements fh: tho length of 
tl•a apooin»n a.t ll-l/4 1mhea. The diat anoe between opposite 
rt.oes shall be l . oo t o.o~ inches . The height of tho aolds , 
meaeurod separate l y for each bar c ompartment, shall bo 1. 00 t 
0 . 03 inches . The dietanoo between the inner ende or tho r ef­
• ronoo poiuts shall bo 10.00 ! 0 . 10 inohos . Prior to use, tho 
molds shall bo oovored thinly with potrolout~ jolly or atoaric ...,oid 
po.sto and ~ st&inloeo-atool or noncorrodin&...,..tal roforonco 
pointe sot, caro boinc; tt.kon to lroop them cloo.n. Stoaric-e.cid 
paste is aado by o.dd in& etoo.rie...,cid powdor to boated korosono 
uutil a J:~Usby c one iatoncy 1a obtoinod artor oool1nt,. 'llhen coolod, 
thie pasto is applied wi t !l a stiff brush. 

(b) Autooave.--Tho autocavo s~.all coneht or a high-pressure 
ste~ boiler equipped with an automatic pressure oontr ol and a 
safety valve . Tho ot.paoity of t ho heating unit shall bo such that 
tho pressure or tho oo.turo.tod steam in t ho autoolavo J:l&Y be 
raised in one to OM and one- quarter hou.re , with maximum load, 
froc atmospheric prossuro to a gnge pr essure or 295 pounds par 
squa.ro inch (absolute pra uuro about 310 pounds por square inch) . 
Tho autmatic preosure ooutr ol shall be capo.blo of Jr.&intoinine; a 
preeoure of 295 ! 5 pounds por aquu-o inoh for at lout three 
houra , which &&&• prosauro corresponds t o o. to::lpore.turo of 2ls0 
c. ! 1° c. (42oP F. ! 2° F. ) , There shell be uoed, in tho auto­
ca...,, euch & quo.nti ty of wator as wi ll maintt.in saturated sto&D 
vapor for the ontiro timo of t est . Tho autoo avo shall be de­
sipd to permit t he preasure to drop fror.> 296 to lees than 10 
pounde per equaro inoh in ono hour after the hoO>t eupply has been 
shut off . The autoo lave ehall ba equipped with a vent valw for 
allowiJI6 t he osoapo of air during t ho oarly part or the heating 
period and for roloui~~~; any stoam pressure r"Oill&ining at tho ond 
or the l -hour coo ling per iod . 

{c) LoDfith OOl!IJlo.rator .-.ChaDfios in lon&th oball bo ceaaurod 
by a dial t;IO&O or J:Uoroc.otor oocpare.tor h&Tin& a rllDfiO or at 
lout 0 . 25 inch . The inotr\Zlent shall be graduated t o o. oool 
imh and shall be aooure.te to this amount in eooh o . o l inch ot 
travel of the spindle . 
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(d) Preparation of teat apocilll8n.--A neo.t-c ... ent peste of 
normal conaietsncy shall be prepared in accordance with Pederal 

specificAtion ss-c-158, except that the mixing shall be continued 
for three minutes instead of one and one-half minutoa . Immediate­
ly following completion of mixing, o. teat bar shall be ClOlded, in 
t110 equal layers , each layer being compacted w1 th the forefinger 
by prouing the paste into the corner a, around the reference in­
serts, o.nd along the surfaces of the mold. A total of 100 strokea 

of the forefinger shall be ap~lied to each layer, moving fro~ one 
end of the bl>r to the other and book two times, applying 25 strolcea 

each trip over the length or the bar , After the top laye r has boon 

compacted , the specimen shall be sooothed off with a few strokes 
of the trowel, leaving the paste slightly ~>bove the oidea of tho 
o:old , During the operation of .UXing and placing, the hands shall 

be protected by rubber glovoa . 

(o) Stor~go of teat spooimens. --Aftor the mold ho.a boon filled, 
the pnsto shall be out orr flush w1 th tho top of tho mold nnd the 
surface 0111oothed w1 th a few strokes of tho trowel and immediately 
placed in t. moist olosot or moist room ~>t a t emperature of 21° C. 
! 1 . 70 C. (700 p, t ~o F. ) and a relative humidity of at leost 

90 percent. Spocimona ahell remain in tho =lda for at lout 20 
hours . If removed from tho lliOlds before 24 hours, tho:y shall be 
kept in tho moist closet or moist rool!l until tested. 

(f) Procedure for tosting.--At 24 hours t lft hour after be­
ing molded, the specimens shall be r..,oved from the moist closet, 

one at a time, measured for length, and placed in the autoclave 
in a raok oo that the four aides of each bar are expooed to sat­
urated ateam in the same manner. The temperature ot tho auto­
clave shall be rai sed at ouch a rate as will bring tho pressure 
of the atoam from atmospheric presaure to a pressure of 295 pounds 

per square inch in 1 hour ! 5 minutes• To pormit air to escape 
from tho autoclave at tho beginning of the test period, the vent 
vo.lvo shall be left open until steam begins to eacape and shall 
then be closed. Tho presoure of 295 i 6 pounds per oquare inch 
shall be m&intained for three hours . At the end of the 3-hour 
period at 295 pounds presaure , the heat supply shall bo ahut off 
end the autoclave allowed to cool at a rate such that the pres­
sure will graduall :y fall to leas than 10 pounds per square inch 
in one hour . At tho end of tho 1-hour cooling period, o.n:y small 

pressure remaining shall be released olowly (in about 2 to 5 
minute a} by opening the vant valve until atmoapho.rio pressure 
is attained. The autoclave shall then be opened end tho bare I.J>­

JtOdiatoly plaood in boiling water. The -tor surro undinr; the 
bars shall then be slowl:y tempered with cool water at a rate ouoh 

thot the tomperature of the water end b~r• will bo lowered to 21° 
C. (70° F. ) in 15 minutoo . Tho water surrounding the bars shall 
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be r.aint~1nod at 21° c. (70° F. ) for o.n cdditional 15 ldnutoe, 

whell tho apooitl<lDe eholl bo surfo.oo-driod and 1110o.aurod for l~h. 

(g) Calculation of autoclave expaneion . - -The difference 1n 
lon&th of the teat bara before and after autoolaving shall be ex­
proeeed u a pereentas• of the effeoti vo gage lonjlth and ahall 
be reported to the noareat 0 , 01 percent. Ir tho oxpaneion on any 

coq>oeite "'"'Plo of cemct representing each 2, 000 barrels or 
cement exceeds the allowable limit, teste for eoundneee ehall then 
be mado on every oo.mpl o ropresonting &Cloh 400 barrels of oemont in 

the biD , 

43. Tine of eott~·-··The !:lethod for tho detonDinotion of 
the tiii>O of setting ah b e as doaorlbed in Federal specifica-
tion ss-c-158, except that the poeto ahall be mixed three minutoa 
instead of one and one-half minutoa . 
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44 . Premature stiffening. Five hundred grama of tho ce­

ment to be tested ahall be kneaded into a paste with 26 . 0 per cent 
mixing water as deaoribod in p aragraph F- 4h of Federal apecifica­
tion SS·C-158, except thl>t the mixing time s hall be continued for 
throe minutes instead of one and one-half minutee . The paste ehall • 

be quickly fo,.,d into a ball with tho gloved hande , cocpleting 

tho opor C>tion by toeeing it six timoa from one hand to tho other .. 

with tho h..nda mnintllinod nbout aix inohoa apllrt. Tho bnll roat-
ing in tho palm of ono hand shall bo proeaod into tho lnrgor ond 
of tho conionl r 1np;, G (described in paragraph P-41 of Federal 
opooifioation ss-c-158), held 1n the other hand , complete ly filling 

the rlnr; with paste. Tho oxoeee at tho la rger end &hell then be 

recoved by a single movement of the palm of tho hand . Tho ring 
shall then be plaoed on ita larger end on a glase plate, and tho 
exoeao paeto at tho smaller end eliood off at tho top of the 
ring 'bJ a e1nglo oblique etroko of a sharp-edged trowel held at 
a alight anglo with tho top of tho ring, and tho top smoothed, 
if necoaeary, with a few light touchoa of the pointed end of tho 
t rowel . Durin& theee oporo.tione , care ehall be taken not to ooa-
preee tho peste. The puto oonf1ned 1n the r inr;, reatin& on tho 
plate, ehall be oontorod under tho rod, B, of the Vicat opparatua 
described 1n paragraph F- 41 of Federal apecification sS- c-168, 
the plunger end , c, of ..tlioh ehall be brought 1n contact with tho 
surfooe of t ho paste and the set aorew, E, tightened. Then tho 

movable indi cator , P , ahall be sot to the uppor •ero JU.ric of tho 
soalo or an initial reading tokeo, and the rod ahall bo reloaaed 
exactly two and one-half minute• aftor completion of t he initial 
Gdxin& period , The apparatus shall be t ree from all vibrotion 
dur1nr; tho tost . Tho o<nent ahall bo coneidorod u evid...,cing 
promClturo stiffening whon tho needlo fails to aottlo more thnn 

two millimotor s bolow tho originnl aur1'o.co 30 eoconde nfter bo-
1ng r oleaaed. For each toot oamplo showing evidence of premature 
at1tr0111nr;, a repeat teat ehall be ~~&de for verification. 
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45. Cotuproaaion toats . COt1proeaivo- atront;th t oato shall 
bo ca4o in aeooraanDo with tho method doaoribod in Fodoral apooi­
tio,.tion ss-<: - .168, oxoopt that no dotormino.t ion for oonaiatoncy 
ot ~:~ortar shall be mado e.n4 that 53 porount WO>tor, by weig)lt, of 
oacont shall bo uaod. 

40, ll=bor of t oata. Unloas othorwiao 4iuotod by tho can­
t r act in& officor, tho nliliibor of t ests ahl>l.l bo u followu 

(n) Tosts for t il>o of aottint; nnd finonoaa . - -Toata shall be 

=do on onoh tost so.mplo (normnlly onoh 400 barrels or comont) . 

(b) Tosto for ohomionl composi tion, a oundnoas, unoombinod 
lmo, OOllq>Ound oocpoa1t1on, pro~:~nturo atii'fonin,g, nnd c0t1prosaivo 
atr ont;th.--Toats shnll bo ~>ndo on sncplos of oODOnt (nnd olinkl>r 
when t ested for uncocbined lh;:e) rapresontint; each 2,000 barrels 
of cecent, but ampl.ea ahe.ll not bo conbl.Led t raa different bins. 
'!'he a&q~loa of cODOnt to be used shall bo obtainod by oocbinint; 
equal LDOunta, whenever practicable, or tho unuaod portions or oe­
nont from the re,.ular 5•pound test smplos, oxoept t hat, if the 
coaont i s ae.cplod just previous to lo"din& for ahipDint, fo.r tost­
int; for prematuro otitronint;, tho sue of such IOI:lplos and DUJ:Ibor 
of teats will bo aa dirootod by the contractiD& officor . 

' 
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DETERMINATION OF COMPOUNDS IN PORTLAND CEMENT 
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SCHEDULE No. I 

NOTE 
Aourtl lndieott mottt"IJ requlftll\t ntl 

In 1000 bblt. unlh 
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TREAsuRY DEPAR'TMDIT 

TELEGRAM 
Oftio1a1 
rn. •us piS 1 ,.__......,......_.,....,._..,....., 

!dward B. Beller 
Sobwabaoher & eo. 
llarlce' S're•' 
Pranc1aco, California. 

··---
1IAIT 10, lilt. 

IIOROE»TJI.AU DELI GRUD 1'0 SIB lCOU TUESDU IIOIIllllfO 

SI.XU!NtR U 1'111 '.tHIRTY 
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.· .:J-__.....,.._. ... ___ :..__ ... -... .... .. ..... ·-............... --

S BID IS APPROXIMATELY ONE AND ONE HALF MILLION DOLLARS LOWER THAN 

NE XT HIGHER BID SUBMITTED JOINtLY BY THE CEMENT COMPANIES OF 

"-·"~''" CAL I FORNI A. SOME LEGAL QUEST I ON$ HAVE ARISEN IN 'coNNECT I ON 

BID SUBMITTED BY THE PERMANENTE CORPORATION. IN 

EW Of' THE VERY SUBSTANTIAL SAVING TO THE GOVERNMENT I WOULD 

lATE AN OPPORTUN ITY TO DISCUSS THIS MATTER WITH YOU PERSONALLY 

ANY DECISION IS MADE BY THE PROCUREMENT DIVISION SO THAT YOU 

LL PERSONALLY BE ADVISED CONCERNING ALL THE FACTS AND CIRCUMSTANCES 

lNG OUR BID. WILL YOU BE GOOD ENOUGH TO ADVISE ME CARE SOHWABACHER 

CO 600 MARKET STREET SANFRANCI$001 IF YOU CAN SEE ME MONDAY 

~ 
' 
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• 

' 
' 
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AW LEAVING WEDNESDAY NIGHT 

EDWARD H HELLER 

S02A 

~,~ .. --..... -

I 
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TREASURY DEPARTMENT 

INTER 0 .. 1'1CE COMMUNICATION 

PIIOM Z, B. J'ole)', h, 

n. llollua Coa .. naUCIII An pro't'i4N ill part tbat ao 
bali,. gu eball ba al~J)Qr\~ hila tba 'C'I1.1 t~ 8tahe UD.Ul a 
lio~• authorii.I.D& tba eX})C)r\at1011 hu b- obta11l~ Clll tile 
joillt reo-tt1•UCIII of all tba -bare ot tba ••UCIII61 
lllmit10118 Control Boar4 and the Saoret&rT ot hhr1or. Tile 
Aot t'urtbar proT14N that, Ul>.der H&UlaUC1118 QPrOT&d b7 tile 
••UCIII61 Ma1UC1118 CCIIltrol Board ud tba Saont&rT of Iater1ar, 
aXJlC)r\ eii1J8111h ot q,_UUaa ot baliua thet are aot ot 
li11UU7 l.JipocMuoa u 4a1'u..4 ill tba HSQ1&UC1118, and wllloll 
4o not OIZIIaa4 a •n- to be epao1t1~ tbareill, MT ba -. 
'QIIder 11.,....• posnt~ b7 U. SacratUT of Stat& wUboGt noll 
epooltlo rae 4a,loa. 

•• han batora ue for approT&l HSQl&UC1118 aut llorlzl:o& 
tba e:rport of bal1ua, upcu lio~•• to ba ieeu~ b7 tba 
Saorat&rT ot State, ill q~~&nUtlN not to exo- darizl& &ll7 
oaa 7Mr to tba uUl.Mh OCIII81gn••• or parollu&H wUllill &ll7 
oae OOUDtJ'7 5()0,000 oubio teet. 

Jlr, - llN req-~ 'freuUJ7 aoU011 with .... poot to 
tba propoe~ HSQl&Uooaa, and nat~ tllet tba Preeidttt 11u 
IIMD edrte~ that a requeet of tba Poliah Allbuaedor tor 1111 

allo-t ot baliua to be ... ~ ill a etretoepbare tuallt wu 
beizl& hald 'Ill> -"1DC tile appl'Oftl of tba HSQl&Ucaa. 

Gil J'ebruur 4, 1939. ;rou adrta~ tba J)e~t ot 
State that ;rou had no ob jeotiCIII to flftlltiDC tba requeet ot 
tba Polieh .AIIbuea4or tor an ~t ot baliua ill tba .......,, 
••t torth ill 111• reca-t. SaontUT IcakM e.n4 Beoret&rT llo>P<1U 
&•n tlleir app1'0ftl to tllie reca-t 7•tar4q. 

u 1e """ rt .. that tloe ;zo;oud ~uoae ellool4 not 
be •ppzot~. I ,.. edna~ 7efterdq tllet t111• 1• .ao 8aontU7 

lkoplr::inal rt ... ~/ 

f-JJ'"fh 
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May 1.6 • 1939 

Pre tent: 

Mr. Jean llonnet 
Mr. Hanea 
Mrs. Klotz 

3 p, • • 

Hll Jr: I don't know whether you want to make 
notes. t have an anewer for you from the President 
and I am reading from here. On t hi1, of course, you 
will have to uee your judgment, but I am quoting from 
the Preeident. 

I told him about our talk a ; alec told him about 
your doubts about raising it at thil time. SeeT 

Mr. llonnet : Yea. 
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Hll Jr: So he says this: tho.t the formula which 
you and~ecuased -- in my note to him I called it t he 
llonnet formula -- wae the money we loaned you during the 
war, to forgive; the money we loaned you to buy our war 
euppliee, to trade on a barter ba1ie; and then the money 
we loaned you after the War, you were going to pay cash. 

llr. K9nnet: Tbat1 e right. 

KII ,Jr: But having covered that, 0 it1 e an inter­
eating bali& for future discussion, • and than, he said, 
•to be kept in our eafe ready to take out (thil plan) 
at a time that looks more propitiou•·" In other words, 
he agreee with you and me that thie is not a good time. 
And then he aa;ya he does not want to take money out of 
France at thia time. He thinks it'e a miatake. 

Now, I could enlarge on that for an hour, but 
that ie - - doesn't that boil it down, llr. MonnetT 

Kr· ~oonet: Yea. Surely. 
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HK,Jr: I don't know whether you aee the Gallup 
poll or anything eo mundane aa that. They aeked two 
queetiona in case ot war. 

llr. lolonne t: I eaw thBt one. 

HK .Jr: And 6~ were against lending money to 
England or France in case ot war. 

Ur. Yonnet: I saw that. I saw that. 

Hli,Jr: But I have written mi letter to him. I 
think we wrote it the next day. 

Kr. Hanes: The day atter you were here. 

HW.Jr: So, aa we say, •that 1 a that!•. You being 
a business man, I don't go through the uaual palaver ot 
talking about the weather and the late spring and how 
beautiful the French building i s at the World's Fair and 
how are your children, but I do want to say we don't 
bruah a thing l i ke this aside lightly. The President 
i8 very much interested and, in diplomatic language, we 
thank your Government tor bringing this thing up at this 
time, but really, 11ore tor your sake than ours, we think 
it is a poor time to do it and I personally teal - - I 
don't eee bow France could be regarded more highly than 
it is at this time in this country and I think raieing 
thie thing at this time can only do one thing and that 
i8 hur t you -- talking tor Hanes and ~eelt. · 

Yr. aanea: We were all unanimous, ot the same 
opinion , that it would be injurioua. In this country 
public sentiment, we think, would turn right against 
France at this time on this thing. 

Ur. lolonnet: At thia moment. 

HU ,Jr: Public opinion towarda France could not 
be higher; could not be better. Here I aa, showing 
~ confidence in you, saying as Secretary ot the Treas­
ury that I don't want to be paid at thie time, beoauee 
I know I can' t get it through Congress with thie formula. 

Kr• lolonnet: Through Congreaa? 

sa 
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HW,Jf: I mpossible. Out of the question. And 
all you d have is you would ~e it -- you would get 
your publicity -- France would get turned down and leave 
a bad, sour taste in everybody' s mouth and everybody would 
eay, Ub-huh; that's all they are after. 

~. Hanee: Especially the preee in t he interior. 

HM.Jr: I did not wait for you to eXPress your 
sentiment on this point . You were very frank. You 
remember I said, "You are a hell of an Ambassador.• 

should 
tial. 

Mr, Mon~et: I do think this: that thia question 
be sett ed one day and I think that's very essen-

That dAy is a matter of ohooa1ng. 

HM,Jr: Choosing t he day? 

Ur. Kgnnet: Choosing the day. 

No,, whether or not time would be gained by elab­
orating a little more clearly what we mentioned the other 
day or not, is a matter for you to aay. 

HM,Jr: The President said, ' Put 1t in the safe 
and leave it there for the time being.• Mr. Bell, Ranee 
and I went over t he whole things afterwards. We are all 
in accord. When I wrote this latter, I thought it waa 
important. I wanted t o put it do~n on paper. The three 
of us went over it together and we sent it up. Aeide 
from everything else , if we applied the Monnet formula 
to England, England would only owe us 15,000,000, which 
is impossible. · 

Mr. Monnet: I know. 

HW,Jr: And even you, as a good Frenchman , don't 
want us to give you batter treatment t han England. You 
wouldn't sleep nighta1 

Mr. Monnet: I don't k.now about that. 

(Both the Secretary and Mr. Monnet got a good laugh 
out of their remarka. ) 

Kr• Monnet : I appreciate fully your poeition and 
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you also understand I appreciate that irrespective of 
any settlement, Kr. Paul Reynaud was willing to pay a 
few million dollars cash as a gesture to make Ameri<Jl n 
public opi nion feel that at least France waa doing what 
they could, irrespective of their remaining or not re­
maining in default . 

HK.Jr: He wants to do that? 

Kr. Konnet: He was suggesting that. 

lUi ,Jr: I did not get that. Did you, J,ohn? 

Kr. Hanes: 
the deal; that it 
.300,000 , 000 would 

No. I understood that was a part of 
t hese other things could b* done, the 
be forthcoming. 

lolr. llonnet: I thought I had made thia clear when 
I tried to recite. I think the President understood that, 
because he made a remark to me . He said, "I don't want 
let me say again, that irreepeotive of t he consequences, 
this tas a suggestion ot Reynaud that France might pay, 
give i300,000,000 or so as a gesture to recognize that 
while they haven't paid, it isn't that they don't intend 
or will not pay, and in view or oiroumetanoea they want to 
make that geature so as to convince and sat1a ty publ1o 
opinion or Ameri ca or t he int entione or France. To that 
the President said to me, "I don't want that because it 
would not solve anything and you would remain, France would 
remain Just as much in default as it you had paid nothing 
and I don't know that France, under present circumstances, 
would gain very much from it.• So he • •• • 

HK.Jr: I did not know it. 

Kr. Kgnnet: But I want you to know that. 

HK,Jr: It Kr. Paul Reynaud thinks that by doing that 
maybe it would be possible to come over and borrow some 
money • •••. 

lolr . Konnet: No. No. Again I make t he point clear 
that it waa irrespective or any oonsequenoes. 

HK,Jr: I think it waa a sort or Ulleleu gesture. 
It t hings continue to get better, which they have over the 

€0 
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week-end •• ... 

Mr. Hanes: Lees wor8e. 

HM.Jr: •• • and France should continue t o gain money; 
money returns to France, there is always a time and if I 
ever thought it was a good time, I would initiate it, but 
I haven ' t because I Just don't think it's thB right time . 

How long are you going to be in this country? 

Mr. Monnet : I think another ten days or two weeks . 

HM,Jr: Well, before you go back, drop in. I would 
like t o see you. 

~- 14onnet: I would like to very much. 

H14 ,Jr: Just before you go. 

Mr. Monnet: Yee. I will ring up Mr8. Klotz, it I 
may. 

I want to leave with you, in strict confidence , on 
aocount or what i8 said at the end ot the telegram about 
transportation in Fntnabindia. 

I wish you would keep it striotly between us, because 
naturally our friends, the Chinese, must not know. The 
Governor is being ohanged and they are going t o send a new 
man . 

HM.Jr: Between ue, we did something. 

Wr. Wonnet: I think it i8 moving. 

M",Jr: Now, can you 888 what I can do tor yout I 
can 8an 80me ships t here with merchand18e. We can direct 
ship• t here, because it ie t he rainy sea80n, and we can re­
direct ships t here, and you people gain the business. 

Mr. 14onnet: But this changing the Governor ie natur~ 
ally very oontidential because he doe8 not know anything 
about i t. He's now in Indo-China and he ' s returning the 
begiOning or June and then he will know that he ie going 
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to be changed, eo naturally nobody know• eo the Chineee 
should not know about that. 

~.Jr: But the first partT Except tor the Pres-
ident, is no sanae rfiY telling anybody. 

Things are a 11 ttle bit better financiallY in 
England. 

Kr. Konnet: In Englandt They are T 

HM.Jr: Juet over the weekend. 

Kr. Konnet: I don ' t know how you reel, but this 
speech ot llUuoHnl doee not atteot H. 

HU.Jr: But this is vary interesting and you might 
ask among your triende -- the Bourse which has gone up 
more than anything -- Italian stooke tor 30 daye have 
gone up ardup and up, in Rome. Stooke have been climb-
ing in Rome steadily tor a month. What doea that mean? 
For a month, on the Rome stock exchange. In Germany 
stocks are about the same or a little ott, but 1n Rome 
tor over a month they have been going up very sharply. 
When I say etooka I mean issues. 

Kr. Konnet: I don't understand the Italian situ­
ation at all. 

HM.Jr: Aok some ot your tr1enda t or an explanation. 

Wr. K9nnet: I will, but I as sure I will get a bad 
explanation. 

IUI .Jr: I am aelling why should etocke on the stooll 
exchange 1n Rome be going up ao tast. 

62 

Kr. Won~et: You h6ar the moat etrange rumors about 
Italy . WY w1 e was born 1n Italy. She waa Italian original17• 

IUI,Jr: Wasn ' t her maiden name Giannini? 

Wr, ~nnet: Not 
voroed. Be urried a 
t o do with thie family. 

ot the eame tamily. She ie d1-
man 1n Italy, but he had nothing 
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H» Jr: Not ~ G1ann1n1T 
G1ann1n~ 

Her malden name was 

~. Wonnet: No. 
to a can in Milan who was 
relation to your man than 

Bi ond1n1 and she 
called G1ann1n1, 
I am. 

was married 
but no more 

HU .Jr: Just see how you have been slandered! 

Mr. Moonst : She has, na turally , relatives and 
friends . You hear the most extraordinary t hings. For 
instance , frlend sor hera told her several instances 
which show thAt the pollee , German pol l ee, Gustaro, is 
actually established with the Italians. She cited 
this example tor a lady, very well known in Italy, f r iend 
other mother , who was an ~iral's wife. She had three 
maida . One was a Jewess - - no , went to a Jewish doctor 
who is a very good doctor, and after she had been to him 
three or tour times two Germans appenred at this lady's 
house -- 1t 1 s not gossip 00 and said, Well, now , this 
maid must not go any more to this J ewish doctor. And 
they were Germans ! 

Now another lady who recently came to this country, 
a fri end ot ey r~1re, said to h!fr t he other day t hat she 
nad three rra1ds , one of whom was Jewish. You have to 
declare t he number of maids you have . She went to --
t his lady went to t he Pollee Commissioner of the district, 
Fascist of course. She gees 1n and she 1s badly treated 
by the Italian officers , the pollee. Finally she sald 
she resents lt, naturally, and goes away 1n a bad temper. 
This officer runs after her , catcheG her at the door and 
ln a whi spering vo~e sa1d, "Don't mind that . Come back 
this afternoon, because thle morning the German superin­
tendent 10 here . • 

They are small things, but a friend of mine t he 
ot ner day in ~ilan had to have h i s passport visa- ed. 
When he went into t he Milan office, there was an Italia n 
Fascist and there was a Geroan. 

Those are small stories . I am not drawing any 
conclusion troa t hem, but they are true. 

~ .Jr: That's amazi ng. There is all this 

C3 
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that keepa oom1ng up about German troopa in Italy. 

Mr• Wqnnet1 I can't understand 
You put those things together-- at the 
is great antagonism on the part of the 
Germane. I can't make i t out. 

the eituat1on. 
aame time there 
Italiane agJinst 

IUl Jr: Did you read &.!atthewa' 
in t he ~ork Times eXPlaini~g five 
pens attar Musaolin1 oomes to Turin! 
Beautifully written. 

Anything you want to aslt, JohnT 

Mr. liMes: No. 

etory yesterday 
houra , what hap­
Amazing pl oture ! 

Hli . Jr: This is very encouraging and I will hand 
it to the President, but nobody else. 

Mr. Monnet: I am sure Bullitt will communicate 
with you , too, because I know they are keeping posted 
wi th all t hese things because Loren had a t a lk with h im 
the other day. 

~: Tell me something about Mannheimer in 
Holland. What sort of a fellow. 

Mr• Monnet: What do you want me to say7 

HK.Jr: The truth . I keep hearing about him. 
I hear about Mendels sohn's firm and I Juet wondered what 
kind of people t hey were . That' a all. I have no ul­
t eri or motive other than I eee their name menti oned all 
the tilll8 . I have never been to Holland. It you aelt 
me what kind ot a firm ia XYZ in New York, I will tell 
you. 

M£ . Moonet: I will tell you about h im. I have 
known him tor many years. 

HM,Jr: The question ia up -- there 1e some talk 
about hie making a loan to Franco. 

(Mr. llonnet requeated t hat hie remarka be ott the 
recor d.) 

Mr, !!2on1t: He's a ver1 extraordinal')' tallow, I 
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ohould say about 50. Some peopl e hate him; others 
swear by him. Very curious. Certainly extremely 
competent. Certain genius tor bueineee. Ruthless. 
No doub t .he baa achieved one thing and that ie t his: 
t hat he has achieved the leadership or financing any 
loan in Switzerland or Holl and wh1oh i 8 r eally financed 
in greatest part by the very deposita •. .. 

HK,Jr: ••• that have sought refuge. 

Ur . llonnet : • •• . sought retuge in Holland and 
Swi tzerland, reservoi r or money whi ch has sought retuge 
there and which lends on ehort terms, sometimes on long, 
mos tly to the French Government. Mannhei£er has es­
tablished an authori ty, unquestioned authority, over 
t he Swiss Bank, with the Dut ch Bank, and in Pari s he 
works with the Bank or Paris and Lazard, so he is really 
head or t hat syndicate . Certainly more capable than 
anybody else in Europe t o mobilize whateve r tree money 
there i8 to be mobilized outside or England. 

oOo-oOo 
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ro I Secretary Kbrgentho.u 
Fllllh 11r, O&eton 

stJBJECr• Prea14ent•a Pre .. Conterenoe , !ueade)l, lle,y 111, 4 •00 P, ll, 

€6 

BEBF - The Preoident •• told that tbo,.. ,._d to be -
t'oeling""iliCUt tbo 00\llltry that in hit otet.act on Pride7 about Arpn­
Une canned beet boo bad 1apucnecl the Tirtue ot the AMrico.n <>011'· !bo 
p,..oident oo.id boo bo.dn't intended to oaot o.ey aoperoiona on the obo.raoter 
ot' the A»rico.n COli' or the n.lor ot the A»rico.n bull. Be ao.id he 'M>Uld 

be .,.ong the tirat to riae to the detonae ot .&llerioo.n oo.ttle , but then 
he went on to explain - IIUGh aa Arthur lrock did - that tM South AMri­
co.na C&nllllcl the whole cOli' but that J.Mricc cattle .. ,.. uaecl -•tly 
tor trelh beet and that the AMrioo.n -ri•• clidn't Mb ......-4 OOI'Aecl 
beet o.ey aora '""'pt em Gon......,t ordero . !be Prea1clont o.clclecl thet 
tbio wao not a oo.nnecl cornecl beet co=try and ukocl it o.eybocl1 in the 
1'0<10 hac! ... ten oo.nnad beet in tboo lut )'tt.r• !be,.. waa a genen.l chorua .. 
ot "Yeo• and the Preeiclent joined in the laugh. 

UDS - !ha Preaiclent ao.14 t hat he expeotecl tlw cont'e renoea with 
the repre .. ntati.,.a ot the Coaoo.itteoa to GOntinue, !lw elate ot the ,.xt 
GOntere.noe 1a ~moerto.in but wUl probably be belcl o.a aoon a o the two 
gentl-n trca tM Boll" haft talkacl it ewer with Mtll>era ot the Coaoo.ittee 
on Wqa o.ncl Ileana, ..,.,... all tax legialo.ticm ..at origino.te. !he ooct'or­

enoeo are •alc1ns pr ogreu he u14. Aakecl .m.ther tlw ,next oont'erenoo 
would be liaitod to the Wqo and Ileana repruenteti.,., he ao.icl he ouppoaecl 
Pat Barr1a011 would oOODe , Be wao aebcl about the litut.tion ot the un­

d1.otr1butecl prot'ito to.x. Be oaicl tho lituo.tion •• atill about the at.M. 
An)' aubatituto woulcl ban to han ao.toguo.rda aso.inat t u o.Toiclo.noe end 
prOTiaion tor ..Jdng up loot rennue . Aakecl it Section 102 wac•t a 
aut'tioient ao.teguo.rd, he a o.14 w didn't know ;r-t beoa»ae it ho.cl onl7 bHn 
in ett'ect tor one year. there wre two opinion• a bout it, one waa that 
it waa "M>rkins all r ij;ht o.ncl tha other •• that it "M>uldn't ...,n: at all. 
Be o.cldecl "We are talldng it OTtr in a partootl7 trieD4ly ""&7• Il • -
find ao• aatesuarcl, that will be partoctly tiDe ." Aakecl it bot thouj;ht 
tbt next tax contorence would procluoo o.eything concrete, he ao.14• "We 
havo been tellc1n& ewer tit'teen or t w nt7 ditterent thins• o.ncl I auppoea 
w will oontinue to cliacu .. thalo, • Ba o.cldecl that the three •n ti-Oa 
tbt Bill 'ttl o were pre .. nt y.ate~ wra SOinS to talk thinga OTer and 
lot h1a know the reault. Aekecl b)' Pete Bn.Dclt "Ia tb1a a tiUbuatert• 

tbt Preaiclent replied• -.o, DOt a bit. • 
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(Ceo11 Dicbon ... tlil»d the tax l1t,..t1.., to ae alter the 
oonterenoe . Be .. 14 - -..- right baot wbtre - were ..... rel - eb 
&f;O. Be added that talk .,.ong tho "New Dealero0 on the Bill 1o that 
tho progl'U1 1o to otall ott o.ny tax aotion at thio .. uion and gi ... 
tho Preoidont &n opportunity to pruent a tax retona prol>J'Ul ot hio 
own next year, tor whioh ho oan pt the oredit and on whioh he o&n go 
to t bt oountl')', Be added tho t hot Jlarrhon 10o•d to han tho bit 
in hio teeth, but that Bob Doll&hton •• being pulled and hauled in 
to ... ral direotiono and beoideo that wao old and tired, Be oaid that 
Jorcy Cooper 1o a thouoand per oent Rooonolt oupporter and ao t~ 
to prnont Dougbton rroa doiog anythlng 'lllbllo John lloCormaok: wao be­
laboring h1a on tho other hand to tob o-..4 and pau a real tax bill. 
Be a.ddo4 that ot oourae it put Seorotary llorgenthau and John !lanoa in 
an unoa:>forteble pooition ond wmtted to lalow it Bamo .... uldn•t nlip:. ) 

F~ PlilTY - ~aked it oonaidora.tion wa. being gi-..n to aQ7 
taxu tor liUildiij up tho ta.na parity detioion"T, tho Pree14ent taid "No.• 

PB.t.CB - !he Preddoct threw down tho llew Yoric !1.-o otol')' about 
hit ha~ano tor a. DOW puoe oontoronoo, llo o&id ho had road i t 
in tho preu but thot 'ftO the t1rat lntl.m&tlon that he had had ot 1 t, 

DIRIGIBLE - !he Pretldont hat oonaulted with tho Seorota.ey ot 
tho llo.yY and tho Chief ot Operation• a.nd doo1dad not to build orq 
dirl15lble with the Ulree million dollar appropr1a.t1on voted by Congrou. 
Their orie:J.ne.l idea 'ftt to build a tull d1r1t;iblo , to ooat about a. 
ailliOD dollaro , for OO&at patrol 'IO!)rk:, but onO Of the OOIIIpllniOO Wbioh 
aulalttod bida aulaittod an a.ltornt.tin bid tor a bir; ohlp with the 
oto.to•nt tho.t the)< didn't oonoider tho eaall thip u oato, Siooo doubt 
l'&d thuo been out on the praotioo.bility ot tho -llor lhip, the de­
obion no not to build &QT• 

lilliE S!RIICB - The Preoidont odd tho goe ot tho liational Guard 
1o lentueli;Y lo o. •ttor that 1a 11holly up to tho OoYornor and c»oliDod 
any other o-t. lie add he hadn't rooelftd any tologroa r.- John 
Lowia . 

VlltOIIIU - llarl')' llp'4 ieouod • otat.lont thio 11orninr; tho.t ho 
and S.oator Glau had both been oonoulte4 a.bout tho noaination ot Dean 
Dobie ot tho Univoroi ty ot Virginia. Law Sohool to the hdoral biiDoh 
and tnat both had giTen their a.pproval. Tho PretidiiDt ..... aokod it the 
Senatoro hed bHn notified betoro tho appointiUUt ""' lllado and ho oaida 
0 Yoo , Sto'fO notif'iod both ottioeo tb1o QOrniD,& about lla:50, 0 

--oOo-• 

• 
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TO 

Subject! 

Pre~ared by ·.ves1ey Lin~~ 

OAU l.:ay 161 1939 . 

lleore~ty rrenthau 

Jlr. llaa 

Reoen beha'f'ior ot banlte with reepect to 
Oo'f'ernMn t bond a 

1. In the three 110nth8 ended April 26, •ew York OU:y 
balllte han been haa"T purohaeere ot direct and guaranteed 
Government eecurit1ee, 1ncreae1ng their hol41nge by 110re 
than 1500 a1lli one. On the other hand, weekly reporting 
~ember banlte outeide ot Mew York Oity ha'f'e decreaeed their 
holdlnge in the laet two 110nth.a by about 1250 a1llione . 

2. The 1noreaee 1n the holding• ot Mew York City 
banlta repreeenta a partial replaoeaent ot the large reduc­
tions in their hol41nga .. de by these banlte aubeequent to 
the all-t1M peak in hold1Jl81 eetabl1ehed 1n June 1936. 
Between that date and September 1937, the a110unt ot Oo'f'­
ernment and Oovernment-~~nteed aeourit1ee held by New 
York bank• decreaeed by 11.~ billion•. !'hie 11qu14at1on 
aoco~~panied an 1noreaee 111 loan• ot 1100 a1lllone, a 48-
oreaee in exoeea reaer.ea ot 1700 a1111ona, and a reduc­
tion in outetanding Treasury not81 and billa ot 1750 a11-
lione , rroa the low point in hold1Jl8B reached in llepteaber 
1937, there were irregular increases until the end ot 
January 1939, by which tlae leu than llloo a1111one ot the 
reduction trom t he June 1936 high had been aade up . al­
though exoeee reeervee had meanwhile 1noreaeed by 61.8 
b1lllone and l oane had deoreaeed by acre than 11 billion. 
4t t h e preaent tiae, New York C1ty banltl at111 hold about 
1500 a1111one le81 ot Oonrnunt and Oonrnment-guaranteed 
eeouritiea than at the peak ot June 1936. 

3 . The beha'f'1or ot weekly reporting aeaber bank a out­
aide ot »ew York City ha• been oonaiderably d1tterent, In 
February ot thia year, theee banlta held direct and guaran­
teed Oo'f'ernaent obligations in a larger aiiOUDt than enr 
before, al1ghtly eurpaee1ng the previoue peak eatabliahed 
1n January 1937. llubeequent to the January 1937 peak, 
there had been a liquidation ot 1400 a1llion• running to 
Karch 1938, a auoh eaaller abeolute and proportional de­
oreaee than the oorreepond1ng one uperienoed bT the •ew 

• 

• 
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York our '-ko, ftlek ~ ~ up1&1.ao4 Q- tlle tM11 11llat 
oxoo .. r ... " .. of. 88IIM1' '-ko o•11ol&e ot •n Yon 01111 
4oollao4 )f oalr fliOO ld.l11oao aa4 loaao laOJ'O&IM liT oal.T 
t200 llllUoao. lloNO't'Or, 1:hl 4oorouo la ld.llo u4 aotoo 
ou1:111u41q 414 ao11 attoo11 11hooo baako •• -.Ia u 1:ho •n 
York baako, laa111110h u 1:ho protoroaoo tor oho1"1:-11ol'll ooo~t­
rl1:1 .. 11 loll proaoaoo4 oa 11ho par11 ot \lanko o•111Uo ot 
••• Yoll'k . 

~. Ill 11ho roar e4o4 Doooallor Jl, 1938, ••• York baakl 
pvohuo4 t1 b1llloa ot !'l'OU111'7 lloa4• u4 s-raaho4 obU­
gaUou, aa4 ro4uoo4 tholl' holA.llll• ot !'l'oa•lll'f ld.llo ... 
aott1 liT alloat t7oo llllUou. ~ aoqlll•1Uoa ot !'1'ou111'7 
lloa41 u4 frl1&1'11Atoo4 obUcaUou ~ lie a11tr1wto4 lal'Kolr 
to 1:ho taot that tho o•htaD41JIC ••Plr ot !'l'oulll'f ll1llo 
aa4 aott1 wa• ro4aoo4 4li1'1Jis tM roar )f t1.7 bl1Uoa1 . 

5. Ill tho •••• ot _.llor llaalto o•h14o ot •n Yon 
our, a ro4110Uoa ot t500 lll1Uoao 1a 11ho hol.l.lJiso ot !'l'ou­
vr ld.lll aa4 ao tt1, llotwooa Doooa'bor 31, 19:57 aa4 Doooallor J1, 
1938, ••• 110ro 1:haa ott1o11 )f aa laoroa .. ot t6oo 1111Uou 
1n tho liG141Qgl ot !'l'oa1111'7 lloD41 u4 r-rantoo4 obllgaUou. 

6. ltvtu.l ••.,.las• baakl han llooo 1ha4ll r laoroa•liiS 
t hell' ho141.nal ot IJoYOl'ltllellt IOOll1'1tltl, hrlng 1:ho 1&011 
halt ot 1938, tho .. baakl llo111ht alaolt t200 ld.lllou ot 
411'oot ao4 ~n~U"&D11oo4 GoYornaoat I001l1'1t1tl, ralllJIC thell' 
ho141Jas• to t2.9 llllUou. 

10 
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SubJect: 

,• 

TREASURY DEPARTMENT 

INTER Ofl'lCE COMMUNICATION 

Seoret&rT~~~nthau 

llr. Haa~ 

DAT& !.lay 16 t 1939 

Wheat export selee and other wheat aarltet 
intormat1on, ae reported by Federal Surplus 
ColiDIOditiea Corporation. 

World de-and tor oaab wheat slow; no tigures on 
export ealee. 

Do .. etic crop conditione not eatietaotory. Con­
tinued dryness reported trom Southwest and Pacitio 
Northwest, and more OOIIIPlainte trom Daltotae and 
Kinneeota. 

Wheat orope in Ruse1a, Germany and France expected 
ooneiderably under laet year. 

llay 10: Demand tor oaeh wheat abroad 1a the slowest in a 
long time. It appears that, et least tor the time 
being, all oountriee have purobaeed enough oash 
wheat to take oare or them tor some time. 

lla.y 11: Demand tor oaab wheat abroad has tallen to almoet 
nothing, due to 110re eettled political B1 tuation 
and to the taot that all countries are now well 
eupplied with wheat and tlour. 

To date Auetralia baa eold about 50 per cent ot bar 
eetilaated 90,000,000 buebel eurplue. Ot the 
Argentine eurplue or about 230,000,000 buabele, 
approximately 90,000,000 buahele han been ebipped 
and an additional 30, 000,000 buehele sold but not 
yet ehipped. 

71 

llo.y 12: Export salee: Australia to England 500,000 buebele 
Australia to China 250,000 buehale 

Liverpool prioee lower beoauee ot lower otters by 
Canada and Argentina, and proepeot or large purobaeee 
ot Buaentan wheat. 

Kay 13: No export ealee reported. 

• 
.. 
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TREASURY DEPARTMENT 

I NTER O I'I"'CE COMMU NICATION 

DATa ...,. 16, 19)9 

TO Secretary llorgenthau 

Jlr. O'Co11118ll 
l'or ;your w..._tioD. 

'l'lle Securities a!¥1 Exchange O..U..aion todq c...,..need tlle presentation 

a public bearing before the Temporar;r !Ia t ional !conomic 001111111 ttee on the 

iuvolved in tbe savings aDd iuvestoaent t1.el.da . Toda;r 1a presentation 

:oru11.sc.c1 ot teatiaoey b;r Dr • .Urtn B. Hansen, ot Barv&rcl Un1Yers1t;r , aDd 

L&uchlin Currie, .t.aaiBtont Director, Division ot llesaarch aDd Stotiatica ot 

Federal lle::ern Board, aDd inTolYed in t.he min an a.nal;raia ot the problAa 

a A;f calculated to tore a bacl<grou.nr:l tor the tutura aore detoUed teatieoey. 

llo also took occasion to rec..,..!¥1 arl.enain ntorme in our tax structure , 

Federal a.nd Sto to, aDd in so doing recomended rev1a1on of our Social S.curi v 

along the linea beretoforo suggested to Congress by you. Be also suggeated 

&4'flJ!..01.UL14r of reducing the proportion of what he calla •conauaption toxea• 1 

"'""'"ul& out that the percentage ot auch taxea ha.t increased troa about 33 l/3~ 
about ~ in 19)8. In th1e connection, he sugseatecl Min••'n'nc t.he 

118<:<tnuy revenues b;r an increase in income taxes in the ao-c•lled lliddl.e bracket&. 

Be turther int:IA&ted a DOed for refora 1n th.e corporate tax struct ure, 
.. rely sugseated the need tor a ot~ ot th1e prob1811 ao one of the tllinS• 

consider in sol•ing the general probl811 be wu discussing, n&Ml;r 1 the 

nccturac•-lt ot tlle inYestMnt ot a&Yings tor capital outl.aT. 

Be adverted generally to tlle qllltstioD of business contidence, aDd pointed 

that our eCODOIIIY now operntea under whet he cal4 •a high riak factor• and 

business should recognise that tact, aa well ae the fact that alitstontiall;r 

ot tho retora .. aaures sucb aa Social Secur11;y legislation, labor 1eg1elat1on 

th.e like are bare to stq; thoua:h they can and ehould be improved . 

Sa ll!'ged the ... c.asiv ot plitllc axpel¥iiturea tor projects which are 
liquidating in character aa nll as plitlic expeiXii turea tor projects oot 

1reoc tlLY self llqw.dating but be.,.ficial to our ecQDOJIIY through the conaerfttion 

b=an and natural reaourc••· In this latter connection be adverted spec1ticall7 

bosp1tali,...t1on, plitlic low coat housing and expenditures tor the con&erYUtion 

nat,ur•.l resources. Be also urged a change in what he teraec1 °cl>aolste accountinc 

no<'l<l.•o•••• b7 taking &cmorllil8nt expe!¥11tures for capital outlll,)'a of the 1;ypea above 

Regraded Unclassified



referred t.o out of tile recal4r budpt. 

Dr. ifaDMo and Dr. Carrie wrt1 both ft1")" &oDd rlt.e ... , al.thou&h 
the slbJact under diac\laaioo waa cbrtoual,r quite cootronral.al. aDd br oqcht. 
forth a oUibar o! MBI"chin& q,.at.iooa, pe.rt.ioularl,y h-011 Chau-n 0 1llahoDII)' . 

It h expected that t.bia hearillg will cootin .. tor at leaat two 
weel<a, with reproseotativea o! imreat.aeot bankers, ineurance COIIpt!Diea a!ld 
othor large reoarvo1ra ot imroataent capital., aa well aa representatives o! 
io>iuat.Iy beillg given an opportunit,y to be heard. It is expected that 
llr. Stett1n1ua, Preo1dent, tr. S. Steel Corporation, will teati.t.Y tomorrow 
a!tarooco. 

:!'or 70ur in!onoation I attach a cow ot a letter sent 1>1 the 
Prea1dont to Chainan 0 1111ahoney toclll;7 rolotiva to the 111portance ot the 
present inqllirf . 

13 
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llq 16, U S9 

In ny aeac•c• to t.be Congreaa ini Ua unc the W"Ort ot the TNporery 

·.,,iQGii.l tcoMRlc eo-J.tt.ee, 1 had I)C.Caaioa t.o p:y th.e.t. • t dlt factories and 

1'*'~ ttorkars protlt no un.• H. fill:¥ ~u.all7 be u.td that idle d.ol.lara protlt 

~ n~o.n. The pruen-. ph,. •• of the hea.rl nil bef ore the co-1ttoe bear d.ir ect17 

, JOn tbla pr'llblM. 

Jt 1a • utt.er of cotu10n kno•leds t tbot the dolbrt tlhlch t.he Aatri­

e..n pec"ple .,,.,. -.ch ,..ar are not. yet tl.nd..lnc tbe.lr wq bact into ,.-octucthe 

cnt.er?riee i n aurrtctent •olUM to keep our .eonoaJ.c ae.obint tw-D.l.ft4 o•e:r et 

tht rate req.uirtd to brine cbout tull emplO)"**Int. We hue unered the tech­

a111• or crt:lt.Jn,c UC.tiUJ7 credJt J q tu.ve ftoCW to deal trlth the PI"'bl• of 

Afllur lng Hs f\a.ll wse. 

ln the aerlta ot hearlop llt\lch the S.curltlea and CcchaA&t CoeaJ.a. 

~ion La to bolo before your Cooctttee. 1 tuke it ~t • ~Jor prabl .. of ,our 

~lt.tt:O .S.ll be to ~tscart.oin why a largo pnrt. of our vut rtaervolr ot aoney 

•no N'rin¥• btove rec:a&ined idle 1A at.a.pant pools. 

1a it b~c•uae OW' econo~ ia le3Vin.,. nn lrtl. of repid expanl.'lion lftd enter­

Inc an ora or e t.e:10.hr crowth, e&ll.l.oc tor Nlat.hel,.J le•• Untetaeat in 

c•p1 w. so..So? 

1s lt beCAUM of lu.c, l ... k and t'rl<:tJ.Oft in t.h• Opel"'lt.lon or i.DYUt.­

unt t.~rkate f'hlch pervert tho normll tlow or oa•l"i:"B 1nt.o non·p~cU•e 

eterpri.Ht 

'Theae uo quoet1ono t or )'0\lr \:oii'IJrlltt.ee to enPt r. 

l kno. of' no 110re urgent. ontl 1n t.he COUDt.l7 t.oda,J. 

lbe hoartac• before your CoM1 tt.el, 1 hope, wJU •uw;:e the t.oak 

of ont•lyr.lnc the tlnt.neb.l aacblnl in 1 t& rel:..Uoo to the Cro6t100 ot .ON 

"'etded Wt"&lt.h . l'l'e know th••t t he mecban1am c'm be l 11provod . I • provtMnt em 

onl7 bo; at.dc> oa c. b'-.cle ot c.lea.r anu.l.71la. H4o•1nc ude t.ho.t. t...ncUyaS., 1 hope 

t.h'\ \ your C()onlt.t.ee will theft be tble to indleat.e wnJS by wbteh t.hl •cblne 

G.'\)' be o:de to runcuon •ore efflctentl.)' o 

'Ae hl\ve en l::wenac o,;;o\lnt or c-ea1 t.h -.bleb aeed1 to be e:roo\ed 1n 

thh country . Uuc!1 of it. ca.n bo cret. t~o through priw·ot t ent.trprial . Solie 

or lt. -:.--r. oroptllrl7 be CNI\ted t.hrou,gb qw.&i-publ!c R£a:t.Cles.. 1bl prrobl • it 

t.o ur.u: our t.a:ctoo &nv1nats ana tncrnaed t r.JCJ t. to rot. tb h ....I \ll .aYlft.C, 

that lr., t.o c;et. H. no'f, in proWct.h 6 •lterprho; ond, •" tho .efta t.t• , \o 

~~ sr.stn .:l: aorcllrble ror use in all e~- t.ecortea or prlvat.e lnt.trprlae, •• 

•t:ll 's ror U1o gree t. &nd re:cogn.hed mterprioes 11bJcb c:a.o cocaaDI1 

but. bl • • be~ , ct.u.J. need of eopit.u. than lllin,y a:Aller but. equa.lly due.rvtnc 

e:tU"?rlrce. Thtre h "\laO the ,-roW-1• or d1t.e:nr.lAina ho• cNCU t c.tu:a 'beet. be 

:1 foil LV• tl.nblo ror lnetrument.Allt.Sea or loce.l COYtmant. Md ror tboM quaa1-

;ubl1e .n.tJr-prh• s •bleb euat. do t.be .,r k 'l"hich c..mnot. bl doni by pr1nt.t 

=!l"-t"P.rlae. 

l.o ,.,. ot•eloped hV~N.l oet.hoda or conneetJnc itoney w1 th • en 

1\nG o ter1U 1 80 a t t.o .-;et UKtul -.ort do:ae . 1ie lball nMCI to UH &11 ot 

the11 opportun1t.1ee-, or, it you cboooe t.o put. it dlttereUy, "-t ... t. 
c.ll Of' tbe a.aande .ud1 on our qat., it we ure to buVt .11\at.!l'll proaperlt)'. 

It 11 OW' taU t.o nnG and el14ll"pUC.ll7 adopt. tbOit s:pee1tlo ee:...ure& wh 1cb 

• ill brlna tocn-ther ldlo .-1, ~~~achinoa and. eoney. 4 propOrtJ.on • • .. suc­

ceed , • 1 tbill •t.re•t.h~ tbo etNcturoe ot d•ocr •Ue tOODOIIY· 

Very aioeenl7 you.-.r., 

(SIFod) l'••• >k.Ho D, RooiOYtlt 

Bonof'&blo J oaei;lh c. u• • • .,. 

Cbalrun, T~portU')' "" U onel. teonollic Corud t.t.H, 

llo11ood s ...... _ .. 
~tb.lnc"t.on ' D. C'. 
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TM Ball• a...nau .. "" pon d .. a ,.n ~~~'"' 110 
a..a .. c- Ut.ll 11a •Xli61'M4 boa tie 'CialW Statee •tU a 
u- ... ~ t ie ~~XpNtaU• 11u ..._ Mkta .... u. 
Je1At rn- 1nuoe ot all u. --"" or tho kU-.1 
lllalUou Coet~ 11out all4 u.. a..n.r,. ot IDtanor. fte 
.toe\ tlarthol' 'Fl""iiiM tiat 0 ..... repla\Uu &JillliOf .. ~ \Ia 
.. u euJ. -.uuou Coetl'Ol ~ 11M u.. ~ ot IDtft'lor, 
a:,..-t a111..-~ or ,_uu .. ot ..U• tMt an DOt ot 
11111 kJ17 1.1tpor\uloe u tot !AM 1a tloe 'l'epl.aUou, oa4 1111ln 
to a.ot - a · "- to be opo•ltt .. ,....,.ta, 11117 11a -
.,._ u .... anaut ~oy t la ~ of •••• lfi\lloort .o 
•peettlo r1 1 1''1~ 

We ieft botoro WI tor ap~l ~\lcmo &'11tllor1&1Aa 
Ue ~ ot a..u-. u~ 11-• t o be 1_ .. br t ie 
S...\a')' ot 1\0te, 1A , .... uu .. .. , \o a-.1 4vta&.., 
•• ,. .... t o tie lal\ 1aote -·••- OJ' ~ wttJUJo &117 •• _,27 :;oo,ooo OUbio tNt • 

.... .... ... ......... 'bauolz7 ..uoc ltitll ......... \o 
tla amtpOM& ....,.auou, u:4 otote4 tlat tie Prul dlllt 11u 
-... .. n ... u.t • ~ ot t ho ,_llu *=IMu·•o .. tOl' a 
.U..U.t of MU• to llot - 1A a ouatoepMl'e tUcllt -
Wile bal4 '9 $ "AI .__.. a~ or \M I" 1 '''' "'• 

.. ~ 4 o 19)9, JOII &4Y1 ... \be De~\ ar 
lteta tllat J'OII 11M ao uJMtt .. to puU.aa tbe ,..._ ot 
tie ~u tahw.tor ,..,. .., allo-t ot llall• la tloe _, 
M\ t owQ ta Ilia .... - . looN~ l ekoo &114.........,. Jio)ldao 
pft \bell' ap~ t o tblo ,..._, ,. .. ,.....,.. 

u 1•., new u..~ tie amtpooo4 ftplaU ... 0ou1•-
be a pPftlftt, l •• ..tn"' ,....,....., \llat tblo lo al .. lo&ro\&l'J' 
IIDJ&lu' n-. 

llait1al .. ) 1. 1, ~ •• 1, , 

., 
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May 16, 1939 
10:~ a.ID. 

76 

HMJr: Hello. 

Opera tor: Y.r. Sproul. 

HHJr: Hello . 
Allan 
Sproul: Hello , l·!r. Secretary. 

HJ.!Jr: Row are you? 

8: Fine. 

HY.Jr: Say, Sproul, Bell is riding me awtul hard on t hese 
R. O. L.C. bonds, eeet 

s: Yeah. 

HMJr: 

5: 

HI.!Jr: 

8: 

HJ.!Jr: 

8 : 

ID!Jr: 

B: 

ID!Jr: 

8: 

HMJr: 

• 

To do eomething. I don't know whether yo~•re riding 
hi m or what. 

No, we haven't been recently. ~1e did tor a while. 

Well, now, Bell is going to be back tomorrow, I t h1nk, 
and he was talking or the possibility or calling these 
t hings as or Monday. I mean, calling them right away, 
see, and doing the tinancing l·!onday, on the 22nd. 
Rellot 

Yeah. 

Bell said to date t he new bonds ae or the 15th, but my 
i nclination, it we were goi ng t o do it, I'd rather date 
thea June 1. 

Yeah. 

Now, What would you thl,nk it we aMcunced on Thursday 
I mean, wait until the laat minute that we were goi ng to 
do some financing next Mondayt 

And date them June l? 

~/ell, either June l or May 15th -- either way • 

Yeah. 

I hate to sort or date them back. I don't know wby 
Bell wants to do that • 
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B: 

HM.Jr: 

S: 

JD.!Jr: 

B: 

Hl!Jr: 

S: 

II¥.Jr: 

S: 

I!MJr: 

S: 

Hl~Jr: 

S: 

!D!Jr: 

S: 

!D!Jr: 

S: 

HMJr: 

S: 

HMJr: 

8: 

liMJr: 

- 2 -

Neither do I . M7 11i1Azaw would be t o dat e t hea 
June 1 . 

That •e the ~1ret call date, ien1 t i tt 

Yea , it ia. 

Yeah. 

Announce on ThuradaJ' and do 1 t on Monda:r' 

Yeah. Well , I don• t expect an answer. I viab J'OU 14 
talk it oTer with George Harrison and call me back tbia 
atternoon. 

Vell , be'e not here todaJ'. 

Vell , then, J'OU think it over . 

Yeah. 

I'm going to ask you not to talk about i t outside ot 
Fed. though • . 

All right. 

~~lob means outsi de ot your own o~tice. 

Yeah. 

Beet 

I won ' t . 

Nov • ••.•. 

But J'Our i dea -- hie idea - - Dan' a idea would be to 
announce on Thursda:r that :rou were going t o lll&ke the 
t erms ot the ot~ering known on Monda:r' 

~!onda,., a.nd -- and ot~er the exchange en Monda:r . 

Yeah. 

And get it behind ue. 

Yeah. 

I llean, thlnge eeem moder atelJ' quit e now, aDd Dan ea:re 
vhJ' not do it and get i t over Yitb • 

• Regraded Unclassified



S: 

!!I·!Jr: 

S: 

m!Jr: 

S: 

HMJr: 

S: 

!!!!Jr: 

S: 

m!Jr: 

S: 

Hl!Jr: 

S: 

HMJr: 

S: 

Hl!Jr: 

s: 

76 
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Well , there ' • eomethlng to that , The-- t he market ie 
quiet and t1rm. 

And then have 1t out ot the way and that g1vee us 
another two weeke bef ore our own etutt coaee up. 

Yeah. 

He liked the idea the way we did laet t1111e - - we val ted 
until the las t minut e and then did it. 

Yeah. Well , I'll think it over and call you baok this 
afternoon. 

But I don ' t eee t his May 15 etutt. 

No , I'd r a t her do 1t tor June lat. 

Have you any idea vbat we'd otter t hese peoplet 

Well, I think something around eeven nine or eeven 
ten-year bond would go all right . 

Well, with what ooupont 

Well , i t i t ' s a seven ten-year , something around one 
and t hree-quarter. 

I see. I eee. lieU, v111 you oall me back this 
afternoon? 

Yes, I v111. 

And turn it over. 

AJ.l right. 

I ' d appreciate 1t. 

All right. 
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\ ,., llr, fola7 carried tble to the S.creterJ 

at tbe S.creterJ'• bouae &roUD4 oooou .. oo 

weo~ ... acta.y, 11&7 17. 
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..... tu)'leti U.• 

a. a. lelel, lr. 

Joa ,._u, aond • ne\ber 1\ w1lltll lie pnper tor :rev obilAtrw 

w pa • 1 ww ftawo :o.s.p ...... lor :r-• Woii'M\ioa, I • 

dtaebiae a "''lT ot a _....._ pnpa.n4 "' l r. ou..-.\ tw IIIP. JaociU , 

•"- llo wao IIIMhr lleon>tal')', oe \lilt 'I••U oa wbdber II'. lapU1o wl.to 

oo..U l.a•tallJ JI"Nhll• • S...U,o loaU. fila ~..toe ,...,_, .. \lilt\ 

\llere ... ao l•pl .... trhUoa wbielll woald ,_, U. witw of \llo 

W.r IMtetal')' ot tile frMnJ7 t ... pvo!au.l .. ~ ....... 

fila ,...oat., •ploJ11d 1a \llo _.....,. wov.lAI, 1a pMtel, appq 

'- \lilt ,,.,\1.,. ,.... haft rabool -•raiq ,_,... .~. Ia 117 oplaioa, 

\lion w1lltll lie DO J.acal .,.._ W'doll wo..U ,..._, \llo MUUa V ol ­

r... pvollul., eo-n., ........ 
Ot oo..,.., 70a oo..U DO\ pvolloeo •'flap ..,... tor JOV - _,., 

MF ollo..u,... pvo ....... U.O for \llo •-•' ot 70181' ollf..Uiw. 

JJ'r F) It .. hl41J, h, 

81 
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During the paet five year• I have appeared aeven 

times before tbe committee on Waya and We ana t o d1eouaa 

taxation. On none or theae oocaaiona have I made 

apeciric tax reoommendet1ona to Oongreaa. Aa Secretar)' 

of the Treasury I have tried to f ollow a polloy 

cona1etent 'lf1th the Budget and Aocounti~ Aot of 1921 

which saYS that •no r eoomcendati on aa to he. the revenue 

needs of the Government should be met ahall be subm1tted 

to Congress or any Oomm1ttee thereof by any offi cer or 

employee or anY Department or establiahment unless at 

the requeat or either House of Congreae. 1 TodaY, as on 

previous occasions when I appeared here , I abould like 

to d1sousa with you certain broad fiscal problema and 

certain apeoi f i o tax queations wi thout presenting t.r 

balls! recommendati on& for their solution. 

Tax propoaala oan not be d1aoussed comprehensively 

except 1n relationehip to our broad nat ional and fiscal 

position. We are now in tbe midst or a world situati on 

whlob imposes on tbla Government a special responsibility. 

We muat demonatrate that a democratic government has the 

power and the flexibility to survive a prolonged oriai a 

and chaotic world conditi one and ye t emerge with the 

strength or ita tree 1nat1tuti ona unimpaired. 

Preaervation of our democratic fora of government over 
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a long period or yeara requirea , 1n •1 opinion , a tiacal 

progralll Cl.oh hu a taurrold obJective: (l) pro110t10n or 

t r ee enterpriee and private 1nYeatllent; (2) attalnaent or 

tul l buainess reoover1: (3) maintenance or our public 

f inances in a eound and unaaaallable poaition, and (~) 

a Just distributi on of tax burden• and a acre equitable 

distribution or national income . 

Suooesaful operation ot deaocrao1 deaand.e that all 

tour objectives be solidly l inked together. When we 

consider an:v epe o1f1o change 1n our fiaoal prograa we auat 

satiety ouraelvea that the change makea tor a better and 

not a worse d1etr1bution of tax burdena and of national 

i ncome , that the change pro110tea and does not retard bue1-

nees r ecovery, and that the change aakea easi er and not 

more dittioult eatabliehment of a balanced relat i onship 

be tween revenue& and expend1turea. 

Ful l a t talnaent of tbeee obJeotiveo ia difficult at 

beot , It 18 made more dif ficult by a new and om1noue 

development in world atf alre - the al'llalll8nt race now 

gripping the important nat1ona or the world, Great Bri tain 

in t he present tlecal 1ear ia apend1ng 13 bill ion on 

armaaenta, or almoat 50 percent of ita national budget ; 

France ia devoting over ~ percent of ita national govern­

mental expend1 turea to the aue purpoae: Italy, 50 peroent; 

Germany, probably 6o peroent ; Japan over 70 percent • 

• 

• 
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These huge expend1tllfte are belna tinanoed larsel;r b;r 

borrowing. The raoe ie beoomlljl 110re intenee and there ie 

no end ln eigbt. 

For ue the danger 1.a that then deYelopunt 1 aa;r •an 

a necesearll:r inoreaee~ oost tor nati onal detenee hare, 

together with aonetar:r inetabilit;r abroad, d1eruption ot 

our forei gn coamerce , and perhape other uneettleaente, the 

conaequenoee or wh1oh we can not tull:r pre41ot. In thh 

connecti on , it ie i ntoreeting to note that in our budget 

t or th1e tiecal year erpen41 turee tor paet ware and 

national defense are alaoet one-fourth ot total expend1turee. 

No maJor problea racing th1e goYernBent toda:r can be 

solved properly Without tull ooneideratlon ot the position 

ot t h1e country ln relation to the preeent international 

oriels. The unmletakable iapllcatlon ot the international 

81 tuatlon ie that we ehould look ahead to our tuture tiecal 

position and redouble our ettorte to attain tull reooYery. 

High national income and a eound t l eoal position are 

essential to adequate national defense. It ie against 

thll background that we reexaaJ.ne our tisoal prograa. 

A t und&JMntal objectln ot eound t1nance clearl:r 111 

a balanced budget. There ie , ot oouree , no good reason 

why taxes must exactl:r balance expend1 turee each 7ear an:r 

111ore than each month , each week or each da;r. There are 

periods during 'ltlioh eound tiecal pollc:r calla tor an 
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excess of outgo over i ncome , and others when i t calla for 

an exces s of income ove r outgo. I n a depression it is in­

~vitable that there wi ll be defic its. Revenuee decl ine at 

the samo time that t he Federal Government 1e called upon to 

undertake inescapable social and economic burdene . If, 

however , defio1te are too long continued, the depressive 

effects or uncertainty t end to make recovery more difficult. 

The sequel to defi c i ts 1n emergenci es should be surpluses 

during years of prosperity . That ~as and is one of the 

broad pur poses of seeking t o raise the national income to 

a high level , thus assuring revenue great enough not only 

to end the dertc1ts which began in 1931, but also t o reduce • 

the public debt . 

In carrying out our fi scal policy it would be helpful 

to have mach1.nery v.hich would more fully coordinate our 

e fforts. It i s not the prerogative of anY admi nistrative 

Department to make suggestions to the legislative branch 

of the Gove rnment tor the conduct o f its work, bu t I am 

sure t hat you 110uld wish me to t:e frank in suggesti ng ways 

or aur :nount1ng d1ft1culties v.hioh I believe now attend the 

Joint efforts or t he Ways ar~ Ueana and Finance Committees 

and the Treasury Department . 

If, fo r instance, the Ways and Means and Appropriation& 

Committees or thi s House and the Finance and Appropriati ons 

Cocmitteee of the Senate could mee t each eeeeion as one 

I' 
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Joint oo-1ttee on Fiacal PolloJ, to con11der the onr-all 

aspect• or the expenditure and rennue prosr aae, e1~lit1-

oat1on end greater errectivene•• would result, !he Budset 

Aot or 1921 ee t up a procedure ror the orderlJ for11ulat1on 

86 

by t he Exeoutlve or fleoal propoeall and ror thei r eubm1e­

s1on to the Oongreea as a unified budget . No comparable 

procedure hae been eet up i n Congre•e for consi dering 

revenues and expenditur es together al two interrelated 

eepeota or a a1ngle problem. I hope tbll Committee will 

agree with ID8 that some such innovation woul d improve the 

ertlcienoy or the Government. BJ providing ror a prel1111narY 

l eg1alat1ve cone1derat1on or the over-all ploture or 

appropriation and r evenue meaeure e i t would give Congreee 

a broad psrspectlve or the management or the Government's 

finances en d parmi t a better or dered coordination between 

the exeoutlve and the legislative br anches 1n thls field, 

Thla Joint Coamittee would i n etrect be a l ens through 

which all. a,ppropriat ion and revenue meaeuree could ·be 

viewed in relationebip to both what the nation needs and 

the nat ion can afford. 

In my opini on the fundamental fis cal question raleed 

by the pending Department of Agri culture appropriation bil l 

is precieely the type of question with wn1ob th1• Joint 

Commi ttee should concern ttaelr. Thla bill proposes to 

1noreaeo budge ted expend! turee for r arm parl ty paJmenta 
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by $372,000,000 with no oo.panlating 1norea1e in reyenue 

indicated although we alreadf tace a detioit ot 

tJ,426,ooo,ooo in Ule coa1ng t11cal year. The bill il 

typi cal ot acorea ot other• Which •••• to ae to preaent 

questions appropriate tor oon1ideration by a Joint Ooaaittee 

which look• at eadl propo1ed expenditure and each propoeed 

revenue meaaure as a part ot an integrated budget policy. 

This Committee could have oontinuou• lite tor the 

purpoee ot actively atud.)'1ng tiacal problea1 between as 

well aa during aeasiona ot Oongre1a. The Treasury Department 

would, ot oourae, cooperate tully in this work to the extent 

that the Committee desired. 

Thus tar I have dealt with the t i nanoial probleaa ot 

the Federal OoYernsent alone. We mus t remember, however, 

that even it we had in operation the beat oonoeiYable 

Federal fiscal plan, ws at1ll wculd hen touched lell than 

halt ot Ula tax problea which oontronta the nation. Almolt 

6o percent ot the total tax revenues ot the country are 

collected by etate .nd local governaenta. 

In the la1t tiYe :yeara we haYe giYan 1eriou1 atud:y 

t o the preble., created by Federal-State tax oontlictl. 

The same problem• had been recogni&ed b:y cur predece110r1. 

It 1a my bel1et that we ought not delay taltlng 1tep1 to 

• ate Ulese atudi11 ettective. I 1ugge1t that Ccngre .. 

c reate a 1mall teapcrar:y national coamialion to report to 

Congreae aa aoon a a teaaible on the Yar1oul a1pecta ot 
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i ntergovernmental tieoal polioy. Such a commission should 

be made up or men or ability 'lbo enJoy the highest poesible 

public oontidenoe, who are familiar with the fiscal problema 

or Federal, state and local governments , but who will 

r epre sent the public at large rather than particular govern-

mental unl ts. 

Over lapping taxes have grown i n number and air.e as both 

Feder al and state governcents have eought new revenue. 

Grants-in-aid are being demanded or the Federal Government 

in inoreaaing amounts. The reaulta or our t1eoal 81 tuation 

are increasingly unsatisfactory to both tbe state govern­

menta and the Federal Government , and more and more burden­

some to many taxpayers. The t1nd1nga or such a commission 

shoul d assist us in achieving a more orderly relationship 

between tbe Federal, state and local fiscal systems. 

Thus tar I have talked about two broad tiecal matters 

or great 1mportance to the Treasury. Let me tum now to 

queati ona or taxation. 

I desire tiret to reiterate a number or reoomaendationa 

t'or t ax changes which have previously been presented to you. 

1. In his Budget Weasage or JanuarY 3 , 1939 , the 

President recommended that Congress extend the misoellaneoue 

internal revenue taxes which under existing law will expire 

next June and July, and to maintain tbe current rates or 

those taxes wbich otherwiae would be reduced 1n June • 

• 

• 
... 
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2. In b11 •••as• ot Juaal'7 19, 1939, tl» Pree14a11 

reco-ended leg11lat10D ••"'•& all SOYeii'IIMnt 1alarlt1 here­

after earned and all 1Dtere1t on COYtrnMnt lt0111'1t1ee l»re­

arter it1•1ed eubJeot to J'edtral aDd etate in- tax la••· 

Thllt part ot thie reoo•,.ndat1on dell1ng w1 th goYemMnt 

aalar1ea, I aa p leaeed to note, hal alrtad1 been incorporated 

into law. 

3· I.n rq etate .. nt ot lllaroh 24, 1939, I preeented tor 

your oone1deration tour alternat1Ye rate plane tor old-age 

insurance oontr1butioae during 1he next three :reare. 

~. The Treuur;r Depart•nt hal pointed out troa UM 

to t1M that the preeent law allowe e.xoeii1Ya deduot1one tor 

deple tion ot o11 and gae well• aDd oerta1n alne e, RsoYlng 

th1a inequitable epeo1al pr1rtlege would produce a eubetant1al 

amount ot reYenue. 

It eee .. ph111oa1l:r 1apoea1ble at th11 1e111on ot Oongreee 

to rewrite the tax lawe before tbe epeo1al et udr committee 

baa conferred w1 th etatea and aun1o1pal1t1ee aDd brought 1n 

a report, '!.'hat taot, howeYer, ehould not, 1D a:r op1n1on, 

r eatraln your Ooaaittee troa g1Y1QC eerioul attention at 

th1a t1• to reJDOY1Dg troa the tax lawe an::r aan1tut 1n­

equ1t1el or deteotl lllhloh aa:r be hallper1ng bul1nue. On 

anothe r oooae1on I aade the etate•nt that, •we wa~~t to 

adJust 1.nequal1t1ee and reMd;r dtteote 1n the tax lawe.• 
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U ae_. h ae that .. llllwl.4 haYO tJilU pu'J)MO la 

alad at all tla... ftoroforo, I oll01114 lUte to 'arlDC to 

r our attention oerta1n feat.roa of tho tax orot .. whieb 

aer 1t r ou.r oona14erat1on. Befor e 1n41oatlq til .. , ho .. Yer, 

I neh t o oaphaa1ae tho 111portanoe of aa1Dta1a1ac ~e 

pr .. ent re•enue in an7 tax roY1a1ona e1oh a&J be aade. 

We aaet not forget that one of the iaportant obJeot1Yea of 

our t1eoal prograa 1e t o approaoh a bal.uoe between ro•eaaea 

and expen41tvea. ror th1a r eaaon anr tax re4llotiona aaat 

ot neooaa1t7 be offaot b7 tax 1noreaaea ol eewbero. IA •1 

OP1D1on we ohollld IIDder Ao o1roaaatanoeo weaken the r eYen•e­

pr odlloiiiC oapao1t7 or our tax atnotu.re. I r egard th1a 

aa the kerahne of &DJ procru of tax reY1a1on that aar be 

undertaken at thia aoaa1on. If tax rn1a1on were ooDf1Dod 

to b x r edaot1one the r8811lt1DC 1111oerta1Dt7 oYer ou.r fhoal 

progru wollld 1DJu.re and not help blla1a.... We nat take 

no ehp wh1oh t he pablio U7 interpret aa aOYiiiC awr froa 

the obJeot1Ye of a balanced blltcet. 

no el•enh or f eatu.rea of the t ax er atea whioh 7011 

.. , whh to ro-exaa1De fal l 1'011Chl7 into three aroupe. 

!he f 1rat cro.ap ooapr 1aaa f eatvea whioll haYe boa 

charaoter i nd u ellbatut1al deterrent • to blla1nue ia that 
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they impose tax burden• at pointe where thsJ are eapeoially 

likely to hinder bueinee8 expansion and inYeetaent. 

91 

One example ot an eleMnt eo dlaraoter1r.ed ie the 

absence ot proYie1on in our income tax lawe tor oarrJing OYer 

ne t business loaoee to be deducted trom business protite ot 

future ye ars. Tbe prot1t8 or loese 8 ot each :rear are con­

s i dered ""- tbout reference to those or any other year with the 

r esult 12lat bu8ineaaee with al t e rnat1ng income and loa a now 

pay h i gher taxe s oYer a period ot seve ral :rear8 than do thoee 

nth stable incomes. Hew enterprieee and the oapital goode 

industries a re e8peoially subject to wide tluctuatione in 

earnings. 

The seoond example is the schedule or surtax rates in 

the top brackets ot the individual inoome tax. Under the 

present law a taxpayer with $500,000 ot atrtaxable net 1noo• 

would have lett onl:r 26J trom an addi t1ona1 dollar ot inooae, 

7411 being taken in Federal inooiM taxea. His ehare may be 

turther reduoed by State taxes. The rate may be so high ae 

to have paseed the point ot maximum revenue return. 

Furthermore, 1 t aay encourage the ab1tt1ng ot tunde trom 

r i8lty to sate inveetaenta and troa taxable to tax-exempt 

ee ouri ties. 

It i8 i mportant that we tull:r appreciate the etteot ot 

a large and growing YOluae ot tax-exeapt aeourit1e8 a8 

a maJor deterrent to t\uineas and tor thie reason I introduce 
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the eubJeot aga1JI nen thouab I haYe alrea41 reite rated the 

reooamendat1onl preY1oully aade. Tax exeapt1on ot eeour1t1el 

1e a magnet wh1Clb pulll pertCDI •ubJeot to h1rh 1nooae tax81 

away troll 1nve1t11Bnt1 1n pr1Yate bu11ne11 and not to tax­

exe~~pt secur1t 1el. LDWerlng IR&rtax rate• 1n the h1Sb bracket• 

w111 have a relatively alnor etrect in encouraging 1nveet .. nt 

1n venture1oae enterprile unleel at the 1ase t1ae you take 

away the attraction ot tax-exeapt lntereet. It, however, 

we eliminate tax exemption troll ruture 11eue1 ot governaent 

aeour1t1ee we oan then r e duce the 1urtax rate e wl th the 

teeling t hat 1nveet11ent 1n new and ventureaom~ enterprise 

w111 be encouraged. 

There are a nwaber or t eaturee i n our tax qete11 m1oh 

have been described ae 11aJor tax irr1tante although they are 

probably no t i .llportent deterrents. In th1e olaee undoubtedlJ 

belongs the oonfi1ot1ng t ax a1tuation mioh I have prevl oudy 

111entiooed and w1 th regard to 1dl1oh I h ave auggute d the 

eatabl1ahaent ot a oollll118ion to a elte reoouendat10nl to 

Congreee, 

AI another example ot a tax wb1oh hal b een ooneldered 

an 1rr1tant I would aent1on the undhtr1buted prot1 t1 tax. 

In i ta present tb:r~~ , 1t 11 quite uniaportant and cSQee not 

aocoaplhh the obJeot1vee 11h1oh the or1g1nal propoeal wae 

intended to aooomplleh. The tax produce• lUtle reveoue 

and has little etteot on blulnell. It hal acquired proalnenoe 
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ae a psychological irritant , large ly becauae cr the wide­

spread and emoti onal ori t ioiaa Which baa been directed aga1n1t 

1 t . The end Which tile law 10ught to attain wu to preYent 

the aYo1danoe or the p er sonal incoae tax through the reten­

tion and accu11ulat1on or earnlnge by corporati ons. Th11 ie 

still an 111portant, and to IIY lllnd, a eound objective. The 

law 1n its present torm does not at ta1n lt. Since the inoo11e 

t ax on corporations, or Which the und11tributed prorite tax 

1s a minor s egment, expire s by ita own t e ras at the end or 

this year, the solution or this problem 1e a necessary part 

ot the task or your Committee. The Treasury stands ready 

to 1'10 rlt w1 th you on 1 t . 

A thl rd ex11J11Ple is round 1n the cap1 tal stock tax and 

the related excess prot1ts tax, enacted 1n 1932. Under the 

present law t he Caj)1tal stoclt tax 11 baeed upon a declared 

capi tal stoclt •alue which the taxpayer 11.&1 revise enrr 

three years. The declared value aai be any r1gure that the 

taxpayer d es1ree to subm1t r egardleea or the actua l value of 

the stock. The e xcess profits tax applies to prorite i .n 

excess ot 10 percen t or suoh a declared value. The taxe• are 

thus not r eally taxes en the Yall.ll! of oap i tal stock or on 

excessiYe protite. Their aajor detect ie that they operate 

Yery erratically. The tax liability they 1apoae dependa on 

the taxpayer 's ability to roreoast pr o rite tor the next 

three years a 1 well as upon tile a~~ount ot prot1 te actuallY 
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realized during eaoh of the three yeara. roreoaata of 

earnl.nga are partioularly dl.ttioult to !lake 1n the oue of 

new buaineaaea IPd tbo •• 111 th una table iDOoMa auoh aa the 

capital goode induetr1ea w1 th the r .. ult that taxee iapoaed 

on such bua1neaeea are at t iaea inordl.nately b1gh. 

A tb1rd class of prortaiona are feature• of the law 

wb1 oh should be studied from the atandpoint or equity, 

possi bly 111 th a vie w to aotion at a later session. An 

exa~~~ple is the cbuble taxation of corporate d1 T1dend8 pa1d 

94 

to i nd1rtduals. Under the p resent law corporations pay the 

normal corporate tax on their aarn1nga. When these earni ngs 

are distributed to the individual atockholder they are eub­

Jeot to both the individual nonaal tax tnd to the surtax. 

Eliminating the noraal tax on dividendi received by individual 

stockholders would not nearly equalize taxe a paid on incoa. 

earned through corporate bueineas and i noaae earned through 

individual buaineiB but it would be a etep in that direction. 

Another example 1n the eaae clue il the 11s1tat1cn 

now place d on the deduction of corporation capi tal loase a. 

Under tbe preeent law ao axoesa or corporate capi tal loa•• • 

ove r capit al ga1na can bs deducted fro• ordinarY inco1118 only 

to the extent of $ 2,000. As a reault a corporation aaJ be 

obl i ged to pay tn 1nooae tax 1n a year 'tlben ite inooae fro• 

other sourcea wae wiped out or acre than wiped out by capital 

l osses . Allowing the deduction of corporate net capital 

l oaeea from other inooae aigbt enOCNrac& inveatlllent in capital 

assets b y oorporationa. 
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Another tax prortalon whl.oh I think Mr1 ta your 

oona1derat1on beoauae or dlrrereno .. or op1n1on over 1ta 

95 

equity 1s tbll preaent treat•nt or oonaol1dated returna and 

intercorporate dividenda. At tbe preaent t1ae oonaolldated 

r eturns are peraltted only 1n the oaae ot railroad corporationa. 

Thla results 1n hardah1p to oorporatlona wbioh are obliged 

by the provisi on• ot etate lawa to operate aa holding com­

panies with subaidiaries. There are, or course, II&DY other 

types or holdl ~ oomp1111y systems wbioh we ahould be oarerul 

no t to encourage. 

The taxation or interoorporate d1videnda likewise 

burdens aoo1ally beneficial holding company arrangement• 

a s well as the eooially harmful. Oongreaa may desire to 

examine the poeai b1li t1 ot impoei ng the tax more preGiaely 

on the types ot corporations whl.oh it wiahea to burden. 

There are , or oourse , nwaeroua aJ.nor proVisions or the 

t ax laws which are found through experience to work 1n an 

i nequitable manner or to be unneoesaarily oompl1oated. 

The Treasury at practically every eesa1on ot Oongreae baa 

brought to the attention or Oongreaa 1telll8 ot th1a lr.1nd 

which have beoo .. ot maJor importance during the recent 

past. I shall not endeavor to dlaouu detailed •ea aurea or 

t h1a llnd but ausgeatlona will be made later by the Treasury 

Legislative Oouneel. 

llany ot the tax .. aauree prev1cuely dlaouaeed would , 

i t adopted, reault in a reduction 1n the revenue- produGing 
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oapao1t1 ot the tax qetea. I ban alre..S, eapbae1&e4 the 

tmportanO$ ot not pera1tt1ng the reYenue-produo1ng power 

9G 

or the tax qet• to be reduced. Aooor41nglJ, the adopt10D 

or an:y ot Ule aboYe aeaeuree 1nYOlY1~ loee ot reYenue muet 

be coupled w1 th rennue- prcduoing l'8Yiei01le elae where. 

Tll1a ie a Ye r:y 41ttiou.lt problem tor Oongreee to taoe. 

The tax .. reeorted to tor replacing an7 loet rennue llhould 

han the leaet haratlll etteote on bue1neee and ehoul4 

contribute t o greater equ1 t7. I auaeet the tollonng 

thr~e poaeibilitiea: 

l . The corporati on 1nooae tax rate ooul4 be 

1nor eaaed. Suoh inoreaee would not deetl'Q1 the benetioial 

errecte or removing tax deterrent teaturee a1noe the taxee 

would be removed at pointe where they are particularly 

harmful and would be 1noreaeed to a leeeer extent oYer the 

whole corporate etructure. 

2. Individual inooae taxee could be inoreaeed. 

There 11 merit to the euggeet1on that the rates on taxable 

1nooae braokete between 15,000 end 175,000 are relat1YelJ 

low compared •1 t21 the ratee on otbe r i ncoMe. Furt21ermore , 

to promote wholeac.. tax ooneoioueneee and good o1t1r.en­

oh1p the personal end talllily exempt101ll ehould be 4eore,..ed. 

The exe mption tor en 1n41Yidual could be deorea .. d trom 

$1,000 to l&oO or eYen below, while the exeapt1on tor 

married oouplee oould be 4eoreaee4 trom 12,500 to 12,000 

• 
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or b.elow. The tlllt imposed on emall incomes could be at 

e. low rate and still oon st1 tute a valuabl e instrument tor 

maklng e. larger group o f our ci tir.ene d1reotly aware or our 

Federal tax problem. 

; . Estate and gift taxes could be increased . 

Although high rates e.re applied to extremely large e states 

the great majority or the estates pay little or no tax. 

The exemption could be reduced, the insurance allowance 

could be eliminated and rates in the lower and middle 

brackets could be increased. Furthermore, consideration 

e ight well be given to the possibility or oombin1ng the 

e state and gift taxes into one consolidated tax. At the 

pr e se nt time a per son w1 th e. large volume of proper ty who 

97 

is in position to give much or it away during lite con reduce 

his total tax tar below that which must be paid on the 

~state or a person .no is not in position to give awaY hU 

property during lite. 

In connection with all or the matters I have ment ioned 

the Treasury is prepared to furnish further i nformation 

and will be happy to work with you to the extent that you 

desire. 

In con elusion, pcran t me to eay that the most 

important task we have before ue ie to do everything we 

can to p romote lasting business r ecovery. Ae I said in 

November 1937, "The basic ne ad todaY l8 to foster the full 

• 
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appl1oat1on or the dr1Y1Dg roroe or pr1Yate capital • 
• 

lfe want to ••• capital go into the produot1n ohannele or 

private industry. lfe want to ••• pr1Yate bua1ne ea expand.• 

our oonaidarat1on or tax change• IIUit ha•e that ne oe81i ty 

1n mind ae well ae revenue needa. 

58 
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Uaat • .,., lt w lla4 la eperaUn U.. lle1t -..t•a~ 
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6o pero•t ot U.e ••a1 taa ,..,._,or u.. _,.,,.. 

oolleote4 'IIJ atate •• leeel .,.,._,, •• 
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lo. 1. llubstltuto for t~ corporation inco11e tu ~plicnble to 

corporation• wt th not 1nco .. o of oTer $25,000. a flat rate of lBJ', 

I.aa•o corporations with net incoeeo of under $25,000. oubject to 

tbo rateo provided for in o:dotint; law. 

Uo. 2. .Ulow oorpora tiono a three 7•&r CIIM")'-ovor of not looaoo , 

exclu41~~& capital looaeo. 

l!o . J• a-peal tbe $2,000. l1ait3Uon on tbo deduction b7 eorpor,... 

tiono of capital not lo• ••• from otbor income, tnoofar so ouch looeoo 

raoul t fro:a aouto bold OYer 18 lOOn tho. 

lio. 1&, .Ulo• a corporation to increase ito declAred Yalue fo1• 

capit al s tock tu P'.l.l'polll for tho !heal )'ON'I on41~~& Juno JO, 1939, 

and June JO, 191Kl, but do not par•lt them to docreaoe ouch value for 

ouch )'8&rl o 

Jotlaatoo of roYenuo tor the calendar :roar 1939 under ou<>h a plan. 

Oaiu fro• (1) $59.000.000. 

Lonoo fro• (2) and (J) 53,000,000. 

Loo .. o fro• (I&) ],5QQ, OOO. 

!let pin 2,5QO,OOO. 

1. Onder tho flrat oU&gooticn t~ little corporations will be loft 

aloao and tbo larger corporation• will be oubJaet t o tho nat rete of 1., ruo will reault lll a llie:bt increau for banlro end lntUl'l'liCI 

cozp&nloa whl<>h no• p&)' a nat rate ot 1~. 

2. The aocond ouuootion wil\ allow corporation• to earrr over 

oper~tinc not l ooooo to be applied O&&lnot t heir not income for tho 

oucc10d11lC :roar, And it in excooo of tho not inco:u of tho aucceodiat; 

Year to be "Jlpl1ed apinot tho net incoao tor tho oecond 'fo..:r. .bd i t 

l n excooo ot the net 1nco11o t or tho ucond 7oar t o 'be appllod O&&inot 

the net income tor the third 7ear. 

3· ~s euggeetloa por.l ts corporation• Which haTe capital not 

1ooooo from aoseto bold over 18 montho to appl'f ouch looooo cca!ntt 

their other lnco•o tor tho .... you. In thlo reepect those oorpor ... 

tlono will 'be treated Hl<o 1n41Yidu&lo wilD are por.ltto<l to of!aot 

t~ir capt tal not looooo to a cer tain uhnt o&alnat thoir other tnooM. 

1!6 

• 
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!ht $2,000. 11aUaUon will otiU IIPPlT u to 011p1tlll not louoe 

troa Use ouo or o~o ot 011pitlll uooh held 18 11011tho or lou. 

!his will pronnt corporatlono !roa UtiDC thooo 8pteulatho looooo 

to reduce their or dinaey illcoao. lflllooo tblt oa!tl'l&rd IIMuld be pv.t 

in, tbo 11aitatlon on obort-teno 011pital louoo IIPP11td to lndhidulllo 

air;bt 'bo oYa4t4 b)' tbo toraaUo11 ot po.raoulll boldiDC co:op&niot and the 

ol1~1natlon of iiiYtttaollt i iiCoDe b)' tpecul.atiTo lotooa. 

4. I! we allowed a co:porat1o11 t o declare a value tor capital 

otoclc tax pv.rpooeo e<sllh 7ear, it aiclst 'bo that lou in r ovozmo 00\lld 

ruult, etpeciall7 witb tbooo corporation• hartn11 !ileal 7oaro tndiftll 

ohortly attar the clots of tbo capital otock t&E year, which ollda 

June JO or each year. Therefore , t o aTo14 u:r lo•• ot re-.enu.e troa 

thie oource, it h ~ootod that tor tho !ileal T&&ro endiDC Jwse JO, 

1939, and June 30, 19~. tho corporation• be pera1tto4 to 1ncr oAOo 

their capi till otoclc valuo but not t o decreue ouch value. Tbh will 

olll7 rooult i n a dicht looo ot ronllllo troa the oxcou pronto t&E, 

iLDd 'bocauoo ot the a4d1 Uonal capital stock tax t o bo pa14, it il not 

bolievod t h<lt it wi U exceed two and a halt aillio11 dollo.ro. 

\ 
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.. aOERAL. Rrs&RYE BANK 

01' NEW YO RIC 

.:..1.8 

DA.~~~~~~~~ 

SUB.JEC'n , ...... COIYIIUUOI 111ft 

.,. or •OLMD. 

1 eallld ar. I•*• .a UaiO tllll •lllllll• 'nd.al• wen • ..,. 

Cl'li et now. !be Aact.-llllldllb ,... • 4 *•ID11D1' 1 .... .,. of laR 

saturclq hl4 ••41 people 111 .,U.4 a UUle loll PIIIU1R11, \be 

Colltioet waa 110re ooaftde\ aad tile ••oral U.Oapbere t h ere wa1 

better. Bow tar it. wu ~lt.itled be Mald •• .., IMI\ t.bl •tf"* _. 

btlll to CIUII t:bl dollar \O bl ~- I lbadl 801'1 Otfered 1111t.Md Of 

bliDI bld aa lteret.otere. Oft~r~, bow"or, wre •• 111 lUll •o•••• 
! hq had ooa e fro• Pula .,e1Dat. rrelb t'naea e d, .,alan ptldan, 

t~ the bol4ora of (be ~h\ l ll114era 10 llllll•) r..ab raUN .. 

credi\1 • •t.IU'llll alaolt. U.ocllat.elT 11h1ab bad at.t.aebod \o t.bM a dollar 

chute 11Y1D1 tbe bol4or \be opUaa \o 1nl11\ CID ,.,.., 111 clollan er 

1o JU1l4en. ID n .. of \be preae\ 1 .. p1ld~ rae, bold_. bad, ef 

0011ue, opt.ld tor p.,._. 1n clollara wlt.b whiab t.b• were the llu:Fbl 

1u1ldera ill t he •ll'kw at preae\ lew n\ee. !h111 t.reMI\1001 be 

tho111ht nn 1A put. at. 1 .... Hll*tlll'llle for t.be neet. audile n1-.1\h 

ot su1ldera. Be ale Wlderat.ood, Ba*er IDII\1•14, that r..ab 1'111• 

roa4a had ai'I'IDied wl\b lltDdal...._ a nn 1111ldor ereclU (be 0 lh\ 

cuildva 110 ll11ll•) t.o be ulllla -•Uda\101 UlrM rellroad vedi\a 

e&tllrl ftl 111 1111111 .Til1J' IDd Oftolloro fbll DIW 1oM ... 1A \bl .... If 

tbr" - t.b• llllla wl\b the nUro ... baYtJ11 \be opUoa •f II reenla. 

In o\har warda \be \I'IQMI\1• _. a 11a T~ lo•• 1\ 11• ba4 \be 

.... dollar eliDM 11 ~ .. .._. w .., Cartl•ll did _. - t1 

know _,.blnl abollt \bla lea, \be nUro ... aot llwt .. .,,. .... 

the Bale of h'a ... 

I 
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l'lEDEAAL lti:RRVa BANK f 

Of' NEW YORK 

: 19 

I 
IFF'tCE CORRESPONDENCE 

L. •· lll:.:o:=k_,._o ____ _ 
I 

SUDJC(;'n 

o .. ,. .., 11 UN. 

!JILIPIIO .. aliYIUA!IOI lrl'fB 
'OJ 

IAI!C ~ IIOLAID. 

!be Prtoch fruo -\1aae4 tina •d tl:la J'raCib twld we 

thOIIIh not sa1D1Di • • madl •• 1a JI'BGtnt •Mka, awmbelaaa waa at111 

!he BeJ.s1ana were dolllc fa1r17 ...U haYinl • •ICed bT •-a 

ot ., •barso oa the 1apon of sold to aquHze t he ltlort~~athar badl7. 

u a r .. lllt tl:le bella rate had soc• wq abo'fa pU'it)- aodJielshna "ra 

Ea1n1nc eterl1DI at a rata at *idl tbq could afford to baT sold 1a 

London and lb1p it to In York. lilt aatvral17 b7 allow1Jll t he rate \o 

so thla h1ah th_, bad racluaed the wl-• ot tbadr cold satu. low t he • 
<!l seount on tonaJ'd beJ.s .. had aUTOwe4 eo 001la1darab1T tbat the ahona I 

rat her than OO'far their belca libon poa1t1oa a\ tl:le pra11nt h1Sh balsa 

!icura were tempted to bu)' apot aDCl s11111ltm-al)' aell forward balr .. 

at ooapar at11'a17 •all oon. B•*•r did not alt~athar •- to appi'OYt 

ot what t he Bell1ca had doGe aad tbOIJibt that the whole atoi'T waa ltOt 

finh hed ret. 

I referred to the naber of o-'tlaa rNad'fad lan ••• hoa 

the Bank of ll'ftcland allc1nr va to traoater oarta1n epaa1t1ad tiara ti'Oa 

thelr cold IIDdar -aJtr \o t he lelc1ma. 1 apla1ae4 tl:lat we bad llee 

able to coapl7 901 t1:1 theaa raquana liHauae the tiara ••r• all part otoco 

abl pa111\ .ad wo bad b- able, oc aft'i'fal ot \ha\ libtpae\1 1-odhtalT 

aatdo. • • atcht, bowwar, ha•• NriOIIa d1 tt1 .. 1Uoa 1a tho 

future, 1 u;plainad, bocaaao .. a rallllyf the reo•t --a 1Dt101f 

ot cold 1Jlto wr •wUa, 1a oJ'd• to ...... U•• •• p&I'U.tu17 apaea, 

•• han be111 ooapelle4 \o 4h-t1avo naetr1ar -.ned rol4 oc lbel,. .. 
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Oft NI!W YORK 
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E CORRESPONDENCE 

I 

but i nrtM4 rtaellt it OD tho tloor ot our TIDl\a 1D p11 .. With tho 

ra11.11t t hat it u;r apaohl bar ._.. n ... od •• mtcht hua to IIOT& tone 

ot cold tt that pantal.ar bar 414 Dot bappan \o bo 1'1cht OD top. 

Undar tha otr.aateeaa wuld tt be a*iDC too •ch that thOJ' conatdor 

in tllturo i natruottnc ua ~o del1Yor a eonatn ._, ot ounoaa ctTlDI 

Ul the 11az1- _, DOt \o be --- an4 1...,1DC it to 111 to ptelt 

out !1'011 their boldtnca tboao bara eoa\ oon•lrlitn\17 litaatod tor ua. 

Bawor ropltod that be eould approotdo our 41tt1aal.t1oa and that th111 

a po1Dt to aand aa 1Datruo\1ona u auc«eatod. 

I thanked ht a . 

A.a "Carda t.llo dollar •uttat B•*•r atatod that raoanU)' 

the)' bad bean 111 the rorw&N • arkat OD a rather au'llatmt1al buta aa 

they had wanted tllturo rtorltnc to be a bU atroncor and et.noo t h oro 

waa no raa10n 'lilT tho 'rata t or tho dollar tor f orward del1YO:IJ' lhould 

ataT up •• htch •• 1t bad. In add1Uon thOJ' WOI'O r athor anlll«*a to 

build up a dollar balanoo 1D low toltt *1Gb would too!ln1bl17 plaao 

th• 111 a ati'Oq poatUon to oopo 'lll.th aud4an apa•• ot ........ or 

, 
tbe pounclrtarl1q. AoooNlftl17 th'lll.r •aiD oporaUona r•-'17 •-

to ha'f'O batn the purobaao or ape\ aDd tba ~ooua ..,.. fll torw&N 

A a a ra&lll.\ tb.,. bacl buil \ ap a lboft poatU• tor .fin I N 

d al.l'f'01'7 or IOUib17 eeo,ooo,ooo. A,ataa\ \btl \b.,. ... boldUC la 

I n t oa ta cold or dollar balanooa an __ , auood1.JaeiMt10oi ...... 

,. • •t 

• 

.. 

Regraded Unclassified



JR 

Stcrt t ary of Stat E, 

Vlashinston. 

GRAY 

Parle 

Dattd May 16, 1939 

Rto 1d 12 :30 p . m. 

949, llay 16., 5 p . m. (SECTION OIIE) . 

l'OR TRE TREASURY. 

! t was officially announced last Evrning t:utt the 

l imi t of cash subscri pti ons of six billion francs to t ht 

new l<•c.n issue had btf!n rEached Early in thE afternoon 

and t hat as provided undtr the dtortt of May 3 subscriptions 

to t ht convErsion portion or tht issue wi ll bE rtctivtd 

up to Ma y 25 . ThE closing of cash subscripti ons to this 

iaaut was announctd in the Journal Official of today, 

It 1a l tarnEd from banki ng c i rcles that whilt substanti al 

subscriptions wErt rEcEiVEd frOQ the public thE bonks 

e s usual absorbEd a l argE par t of thE issuE to bE passed 

on to thE public. 

BULLITT 

RPD 
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CJ 

Secretary or State, 

Washington. 

GRAY 

PARIS 

Oa t ed !<lrly 16 , 1939 

RECEi VEd 1 :15 p ,m, 

949 , ~~ay· l6 , 5 p. m. (S~CTION 'l" :O ) , 

A joint eonmun1quc iasucd last 1vening bY the 

V1n~atr1zs or Foreign Affairs and Finance rea~' cs 

tollo'fts: 

:22 

"Contrary to certo.~n reports il. is entirtly in-

o.ocuro.te tho.t there ls o.ny question at thE present 

timE or o. Spo.nish loan to b£ issued on thE French 

mo.rkct and trot French end foreign banl-rr• ho.v£ con­

ferred on tlu: subject at tnt Quni d 10raay. • 

Trliding on both thE excronge and security tllll'ktta 

today was very restricted and without import ant 

crongts except thct tlu: florin shO\Itd some wcakntaa . 

(END OF MESS~GE , ) 

BULLI'l'T 

0 

' 
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REB 

Seet·ctary o1' St~tt , 

Washinc;ton. 

6S~ , 1:.11y 16, 9 P• m. 

GRAY 

London 

D<lttd 

ike •d 

~23 

Uay 16! 1939 

3:50 p. m. 

CCii.>ID~' 'i'!AL FOR TREASURY FilO~ illl'l'TER'170R'l'H. 

1 . .n t a:.•1tish Treasury ~ave mt t hE following 

su:moat•iZtc\ account rq;arding t:lt prtso rt;>ort that Van 

Zttlnrod ·.1111 act on behalf of Dutch, French, and Swiss 

bankin3 1ntertata in thE n:attEr or a t wenty 1111111on pounds 

loan to t111: Spntliah Government about which an official 

CO:t.lllllniqut nerc iaautd in Paris last evtn1ng. ThE 

1nstieator of tht idta is said to bt i'rit~ l!tndellhtim. 

Bonnet \faa favorably disposEd to tht project regarding 

it desiral:>lt to kEEp auc:t a prospect btfort Franco's 

eyes \1 i t !tuut nECEssari ly doin~; much about, it. To this 

tnd hE at!: Et~pttd to cornlllit thE Br1t1ah in tht 1!18tttr with, 

they fee l , tht intent ion or leaving tl- tm to hold thE bag. 

Accordingly they instructEd the British ~~assador 1n 

Spain to ~e cltar to Franco that tht7 wert not party 

t o this p;oj ect at all . 

l~y c•r:n vien is that (A) thE British have not yet madt 

up 
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REB 

2- #694, Pr~ London, May 16 , 9 p. n . 

up their mi nd 17l1Ethcr or to what exttnt the present 

Franco rccime r1ill be hoo tilt to Grut llritain and 

(B) IYhtthcr or hO\v long the prcs ~:nt Spanish personalit ies 

and set up will endure and therefore (C ) v1hethcr the tim£ 

is r ipe tor real action on their part. Furthermore, 

they would prefer to make an individual and more subtle 

approach. Z1c loan nczotiations referred to in paragraph 

ttro r:q 253, ~c!>runry 20, G p . m. , hnvt nc,re:r bEtn con-

SI.Ill!!>IPt<d . Altl:ou:;b the 3r1t1sh Trca~ur:r ~·oints t o this 1 

as in<l1cntive of the !net tha t Sr1 t13h b0.11ks VJould be un­

w1llin:J to loan 1noney to Frnnco the Dri tioh Treasury 

admits that ~ronco has obtained from his n:~ tionals con­

siderablE ~uantitics of Bri t ish securities including 

Brit1s:1 GovcrttJcnt bonds. If and IYhtn t he word "go• is 

officially Given the Bri tish banks nill no doubt be quite 

prepar~d to consider tb£s£ and perhaps other assets as cood 

collateral. 

2 . Zte 3rithh '1'1•tnsury states that thrEE G£ l:'llllln 

officials , one from t he Rci ohsbo.nk, onc from the Ministry 

or Finance , and one from the Fort1cn Office arc coming to 

London to begin discussions on T.turaday regarding the 

financial pr o:,lems o r isinc out ot th: otizurc of 

Czcchoslovaki:>o 
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3- #694, From London, May 161 9p 0 m0 

CzEchoslovakia . Tht British TrEasury txptcts a critical 

prEss nbt n this bEcomEs known and is awart of its 

ano~alous position in nEgotiating with tht Otrman 

authoritiEs on thE quEstion of CzEch asstts and 

liabilitiEs whtn it has not yE t lEGally rEcognizEd thE 

incorporat ion. I gathErtd that thE CZEch liabilitiEs to 

Great Britain arE grEatEr than thE 1mpo~Ed CzEch 

assEts which art furthErmorE dwindling as rEfUgEES arE 

pErmittEd to draw on thEir balancEs htrE. 

(E~~ SECTION ONE) 

KE!!NEDY 

HPD 

,, 

' .. 
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PS 

Secretary ot State , 

Wnah1natcn . 

PLAIN 

London 

Dated Way 16 1 1939 

Reo 1 d 4 :05 p ,m, 

694 , May 16 1 9 p , m, (SECTION TWO), 

:1. Tbt Bank or England baa asla:d tbE so-eallEd 

outsidE housEs which circulate aricr l ists ot dollar 

bonds to discontinue this pra cticE i n viEw or the 

Chancellor ot tht Exchequer 's "request prohibition" 

relating to purchases ot tort ign SEcur1 t:l..:s , No 

.!.26 

~ptcitll request has yt:t been addressed to tht American 

brola:ragc houses , One ot their number called on the 

bank ot Encsland and was told that this action bad bem 

taken becausE such price lists tended to incite bufina• 

ThE AmErican brola:r expruscd tbt view to thE Bank ot 

England that tbt American brola:ragt bousu wert prEpared 

to cooperate but saw no objEction to tacilitatina sw1tcbea 

or the purchasina of AmErican accurit1ts by British in­

vutors having dollar balances alrudy in New York, ThE 

Sonic ot Enaland official did not takt exception to thi s 

view but was rather noncommi~tnl o Accordingly the Ameri­

can broker hoa called a privet£ mttt:1n:; for Pridoy of 

thE 
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PS 2-No. 694 , Kay 16, 9 p .m. trom London 

thE American brokerage houaes operating here which 

number about thirty in an attempt to formulate pro­

posals for submission to the Bank of England with a 

viEW to clarifying th£ position, 

The fact that Stock Exchange jobbing firms have 

discontinued circulating dollar security pr ice lists 

has no doubt played a part in thE Bank of England • s 

action with respect to the outside 11ouscs . 

4 . Supplementary estimates for the building up 

~27 

or -..a.r r£strvcs of mt:rchant shipping and agr1cul tural 

mac~tn~:ry were ctrcula.ted today i n the House of Commons 

thE Prim£ Minis ter stotin{ that the necessary legisla­

tion would be introduced in due course but that meanwhile 

h£ would ask Parlicm£nt for the required authority be­

fore commitments ore mtcrcd into end hoped this would 

be obta1nt:d before the end of th1e week . No figures of 

the ruDounts involved hove yet bern made public . 

s . Sterling wos slightly weaker today but the Bri­

tish fund a pparently found no nEEd to operate in Either 

spot or forward dealings , and tht market closed around 

4 , 68 3/16. Gold was fixEd at a half penny premium and 

of t h e 156 bars dealt in 6 were narricd and about 50 

supplied by the British fund , 

only buyer. (ENl> !.ESSAOE) , 

HPD 

1 

Scuma l Montagu. 
ll 

' KENNEDY 

was 
I 

thE 

.. 
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ftlOII: ~1ou lilllbaa8Y, Berlla, Ger .. y 

DATE: bT 18, 19SIIt I p.a. 

JO.a S77 

Jl/+!28 

Itefucoe 1a -.Ae to telosru Jo. 2?8 of April M, 

11 a..a., fr• '&he lllba&8Y. 

8uallkia4, who h 1a oha:rge of Br1 Uoh rel&U011a ia 

the Reioh Miniatry of Koonoa1oa, ia '&he hea4 of a Geraaa 

delepUoa whioh len for Loo4on -&o4ay for '&he purpo .. 

of nago'&ia'&i&e the queation of pa,acta be-& .. -. Grea'& 

Bri '&&in e.n4 MeMl. The, will aleo '&r, w l&y the foUJI4a.­

Uon for a '&ra4a aa4 pa,ac'&a agr•••nt be'&wem Grea'& 

BrUaill aa4 Boh•1a,..ora-r1a, aa4 to ha-re '&he Oseoh fua4a ... 

now blockecl in Knglud. releaaecl. 

The Br1Uoh :laba.,.y here ia Berlin llaa ea14 '&llat 

ainoe '&he aoqu1a1'&1oa of M ... l baa been reoogntse4 by 

Grea'& Bri'&aia, '&here will be no diffiouUy em '&llat quea-

tioa. AD exhnoioa of the erlotiac pa,acto agreeact 

botwoOD Geraany e.a4 Great Bri taill will go-rern the tra4e 

and pa,a.nto bonae M•al aa4 or oat Bri taia. 

Great Britain !lao, however, noil reoophe4 ilhe pro­

teoioraile of Boll•ia-llorana, aD4 therefore ~ filfo~t 

oaya 110 foraal. agr-•' wil l b e coaolu4e4 ail ilhia Moiling 

with rapr4 to Boheaia~orarta; u h proballle ilbat the, 

will reaoh a prelilliaary 11114antan41q. n h uadaratoo4 

that there he.a baa a reu-uoa of the ble~ of 

Osaall 
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Osooll :tlm4o b)' Uo 81'1UIIIl u4 :r .. t:rloUoao • pa)'lloab 

to Oseo!Miele'rak1a h tho o:d•t tlllat ll:rU1111l tt:ru a:ro 

pe:ra1Ue4 1oo .Uo ,.,_h to OsMil OliPO:rton, u4 

Osooll tt:ru oaa uo ~ot:r J.oa4oa balaao .. te lla7 tiUap 

1A Kaglaad ud otlt.e:r ooaat:r1oo. CMrM&7, oa tho oUe:r 

hud has b- p:rn1f.1q exoJaaaao te:r p&)'lloat ot ooae:r­

otal dobb wh1oll Oseolt. t1:rao ••• to nppl1e:ro 1a IJ:rMt 

B:rltata. 00:r8a&)' 1t.aa p:reY14 .. oroho•1• tor debto tor 

oaoctt&l :ra. -••tala oa tho 4ato tho)' a:ro du, wt 
oto:rltal 

thoro baa boc dola)' oa/oxobu«o tor pu:robaoo ot •-

o .. cUal po4o. .t.ooo:r41ac to &)' tnto:r_.t, bot oro 

TCJ loq tho B:rUhll would poratt u.o :rnlll'll of 'ho 

gold ud wou.14 t:roo tho Osooll Oct:ral Banl:'o 1apoaad.o4 

ono of tho aoabco ot 'ho Oonaa dolopUoa, p:rtor 

to his dopa:rtuo, aald 'ut ho boUOTM '\lt.at ao att_,t 

would bo aado to ban t.ll.o p:r .. ct .t.qlo-0- t:ra4o 

and pa)'llcto apo-t ooYo:r ~· t:ra4o botwoc lllglaad 

aad tllo p:roteoto:rato ot Boh•1a-IIO:raY1a. !lt.o ao'\llal 

u .. UaU• wou14 bo tu• oa:ro ot b)' ott1o1alo ot tho 

Ro1oll o1aoo u lt.ao ao.--o4 oha:rl• ot tho ocauol ot 

faro1p :rolaUoao ot tllo p:rotooto:rato, wt a oopa:rato 

ag:roact woal4 bo cto:re4 1Dto ao :rop:r4o ':ra4o ud 

:2s 

• 

papcto 
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DEPARTMENT 01" STATE 
WA8HINGTON 

.. ,. 11, 1ese. 

•1 dear ltr . eeero~UJ; 

I onoloao far JOIIr ooant•Ual uf-Uaa ODo 

oopJ of pal apJuouo of Ulosraa •o. Ul of .. , 15 

troa ~bo Aaerioaa --. • .,, Pule, reporUac a •­

nroauaa whiolt. Alllluaator hl11U ILa4 wUil ar. Yu 

loolucl. 

81aoerOlJ JOUO, 

J:aolonro1 

••• 141 froa 
Par to, · .. , 15. 

tu BODora'blo 

Bor'bor' roio, 
&clYioer oa Ia~ornaUoaal 

&ooaoaio Ufairo. 

BOUJ •or••n~, Jr . , 

8ooro~UJ of ~· troaoVJ• 
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JR 

Storttary of StatE, 

Washington, 

958, llay 17, 5 p ,m, 

FOR THE TREASURY, 

GRAY 

Paris 

DatEd May 171 1939 

REo 1 d 1 :10 p ,m, 

Tht CovtrnmEnt pu?lished today a "baloncE shEEt of 

the first fiv e n>onths of the tl>rEt ytar plan" , tilE 

contmts of vrhioh i n thE main have alrEac4y beEn rEportEd 

to thE DEpartmEnt , 

The statemEnt rEvEa ls notably that tl>E ExchangE 

fund at thE .nd of OctobEr hEld 2 , 067 milli on gold 

(not including 1700 millions with the r tntEs fUnd) , 

and at the tnd of January, 14, 321 mill i ons , I t cEdEd 

207 1 000 to thE Bank of FrancE i n NovEmber ; purchasEd 

1700 :a1111ons from tbt r tntes fund in November ; and 

CEdEd 3851 000 to th E bank in Deotlnbtr and January . 

BetweEn Novemb Er 30 and !larch 31 s ovi ngs <;ltp6sits 

had gro~;n b:f about 4 , 250 , ooo 1 000 fra ncs , The Treasury 

w~s in o. satisfactory pos i t ion, thtmlts to tbr return of 

expatriatrd capital and i ts i nvestment in ~reosury bonds , 

Interut r:1t~s 11cr c nou mort favorablE to the Treasury 

than 
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-2- #958, !lay 171 5 p . m., from Paris . 

than at any t i m£ sincE 1936 . In the first wEEk of 

April 1939 there were 3 1 300 fewer unemployed during tht 

corresponding period of 1937 . Index of retail prices 

had risen 1. 76% between NovEmber and Karch. Cost of 

living bad risen 1 .5~ during the srunc period. ThE 

general index of production had moved up from 81 in 

Cctobtr to 92 in March. Receipts from indirect taxation 

during thE flrot quarter of 1939 wtrE 21.1% highEr thon 

for samE period of l~st year . During the samE period 

statr. had collect Ed 65% more i n direct taxation. 

8ULLITT 

KLP: DDM 

•• 

Regraded Unclassified



,. 

PAJUP&UU f8 m-·· unna 
noll I AIIH1- -.-.ay, Pad a 0 l'raaee 

D.lTI:1 JlaT 1f, 19., ·-

IOol lSI 

J'OJl TD ftli:UUaT. 

lD UDOff101&l i:n41ae 'Dft- 'balaka n.h aora1ag0 

aterlillg and dollar• ..re aora off•e4 aad a f&lr aaowai: 

of bo~ ourraot .. _. ~&1& .. ~J the flmd. 'fhia 

aneruoca,b-ue of .... o-.1oa laJ ~oUdaJ -.ar~, 

the exoh&Dge aulr.ei: will. be oleee4J llo~ " .. uohaqe aDl 

aeourUJ aulr.eh will be oloaed •••row. 

Aooordiag i:o aa off1o1al of i:he 11a1e1:27 of Fluanoe, 

iha nagoUaUoua lleilr- ihe J'reM ao.na..n all4 a 

banking aJD41oate 111 Allahrdaa for a an guilder oredU 

for ihe rapa,.ai of o1Rai:aa41ag guilder llille wv• 

prosr•••tac aaUdactodlJ. loweYer, he dai:ed ~• 

conirar, i:o reporh 111 i:he pr••• 'hiT aa4 DC'i Jft def-

1111 ielJ fi:ud ~e ~~ ieraa aa4 Ue _, of ~e 

oredi '· 

IULLI!!. 

:U.: Ln 

0 

, 
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p.AJU.Pa.t,U or ,., ... AM R.,U'RD 

J'llOih Aaar10&D L ... Uoa , Ben., 8wUaerlan4 

DATK1 .. ,. 1'7 1 19S8 1 • p . a, 

10. , .. 

Retireno• 1a ada to talasru Jo, 7 of January ae , 1938 

froa the Legation. 

rroa the eua eouroe I haYe learned in etr1ot oon­

f 1cl.enoe that eneral. cl.aJe ace the Japaneae Lagat1011 1JL 

Bern again approaohe4 the 8·dee JaUOD&l Balik conoern11:Ls 

the po .. 1b111t)' of getting a larse loan 1.n Swiherlucl. 

for allasa4 nOD-illtary purpoeae, the UOWlt not baiq 

etatect. Varioue 81rbe export intereeh are b&olting tile 

pr opoeal. I -• tolcl. that the reaoUon of the en .. 

allthori Uee 1e nan leea faYorable than 1t wa• laet 

year , parUy clue to the faut that reoent w11ihcl.rawab 

of refllpa rrenoh oapital. have bee felt b)' the aoneJ 

.arltet here, 

IWUtiiOJ. 
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p.AJW>JIUII or fiLIOIWt RIOIIVID 

nt0K1 .a-riou llllbaaar, Parh, rruoe 

DAfl: Jla)' 17, 1938, 8 p.a. 

to. , 981 

8fJUOTLT OOJriDDTUL, 

fbia aorniDC the Poliab £ab&aea4or 

\be e:r:pmae of keeping the Pol1ab &raJ' aobiUsecl wae 

ao great that f1D.&no1al aaahhnoe waa needed b)' Poland, 

fberefore, be bad aue4 •be :rrenoh to grut tb• an 

iue41ate lou of appron•tel)' two billion truce. 

One billion of t hh aao1111t would be aped for war 

aaterial in rranoe. 

fbe Poliah £abaaea4or in London bad at tha aaae 

tiM aake4 for a loan of a1rlr a ill1on pound& free the 

Br1t1ah OoTernaent. 

fhaae loua, the Poliab U'beaea4or aUeaae4, would 

b e f or protection of the atab111tr of the Poliah slot)', 

and for prnmUon of inflation in POlllll4 , an4 eaaenUal 

1nat ruaenta of war and raw aater1ala would be prOTidad 

at the- UM. 

Aa for tbe raw •ter1al queaUcm, the PoUab £ab&a­

aador aa1d that 1netruoiiona bad b&en g1TIIIl t o Roean, 

\he Poliab lliniater of o-erce, wbo waa now on hi a war 

\o the In York l:r:poe1Uon to open tbe Poliab p&T1l1oa, 

to aalt tbe OoTeraaea• of tbe United Statea t o ezt-.4 

aa lone tera ore4Ue aa poaei"le ao tha' tbe Pollab 

Oo'Urn-.t oould .. tuuab 1a Pvluill ctepo•e of AMriou 

00 .... 

, 

• 
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cotton ~ ooppe%. U -• U.e Polhb Go~nuaent•a td• 

that 1n Uae of war the .. %aw •tniala would be ~ftJ 

difficult to obtain, and that a eupply auffioient to 

cOYer the peaoeUae needa of Polau4 fo% one Jear ahould 

be tept on band in Polau4. 

It h pliUilled that in tbe oue of oottOil, future 

auppli .. would ba uaed to %eplace any balea taken fica 

the eupplJ depcta, eo that the .... aacuat would reaain 

in thea at all tiaee. 

The Poliab A.-baaeado% t ol4 ae that U .,... the pro­

found bope of bh ~ernaent that thil propo .. l would be 

looted on wUb appr~al by tbe Aanican O~ernaent. 

Tbe Polieb Aabaallllllor oonclu4ed by ea:riDg tbd 

hh OOYernaent cUd. not npeot an t•ediate (OIIt .. ion) 

bJ GeraanJ at tbe aoaent. 

BULLI!!. 

, 
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- 17, 1931) 

The attached clratt. ol the et.&"-t i110orporat.ee the nggee­

tione ot Dr. Viner made :v-•tel'dll;r .nd th11 IIOl"'WWC• 

The most eigniticant change, wtdch he diecueM<I with TOO. this 

110minl!, is the .MI. tiClll ot the paracnph at tbe bot.toa ot pege 1.6 

and the top ot page 17 re1 at' nc to the pneral 11.nea uonc 11111ch 

tax rev1sioo should proceed. 

Regraded Unclassified



llq 17' 1939· 

1 appreciate thlo opport1111i \7 h eppear before JOur 

Col:lllittoo to diocnuo with 7ou corh.111 broad fiocal pro'b1oM 

and eerto.ill opeclflc tax qo.otioao. 

'!'ax propooalo ca~~~~ot 'be diocuaoo4 COIOPrehoAo1Yol1 

except in re1&tl onohlp to our whole national and !local 

pooltion. Yo are nov ln the aidot of a world oitu.aUOD 

which lllpoooo on thio Oon...,..nt a opecial reoponelb11HJ. 

lie .... t domonotrato that a d..ocraUc co ... riiiDOnt hu tho 

power and the nexiblllty to OUI'Yl YO a prolOJ148d er1o1o 

and chaotic world condHiODo with the otrent;th of ito free 

illotltuUono uniJipaired. Preeenation of our duocratic 

form of 8QYernJDOnt oyor a long period of yearo requireo, 

in JtSY opinion , a !heal prograa which b&o a fourfold 

o'bJectlYe: ( 1) proootion of free e11torprioe and prlY&to 

iueot•nt; (2) attalaaent of full buelneto reeoftry; 

(3) 110lntenance of our public flnancet ln & oOUlld and 

unaeoalla'b1o pooltlon. and (4) a ju.at diotributloll of tax 

burdeno and a aore equHa'ble dletrlbut10J1 of national 

tnco•. 

Succeetful operation of domocraQT dea&Ddo that all 

tour o'bjecUno be oolldl1 11lllo:ed t opther. When vo 

conolder ...._,. opecific c11a.np ill our fiocal pros;r. vo .,.t 

oathty ouroe1no that tho chango akoo for a 'bettor and 

not a woroo dlotrlbutlon of tax burde~~a and of ~~atlonal 

• 
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income, that t he ohange pr omote a and 

naee recovery, and that the change makea eaeier and not 

more ditt'1cult progreaa toward the eetablUhment of a 

balanced relationeh1p be tween revenues and expenditures. 

Full attainment o f these objeot1vee is di1'1'1cult at 

beet. It is made more difficult by a new and ominous 

development in world s1'fa1ra -- the armament race now 

gripping the important nations of the world. Grea t Britain 

1n the present 1'1scal year is spending $3 billion on 

mll1tary expendi ture&, or almost 50 percent of ita nati onal 

budget; Franoa is devoting over ~ percent of its national 

governmental expenditures t o the same pur pose; Italy, 

50 percent; Garmany, probably 60 percent; J apan over 

70 percent. These huge expendi tures are being financed 

l argely by borrowing. The race 1a becoming more intense 

and there 1a no end i n eight. 

Per ua these developments present the danger that 

they may involve us i n increased coat t or national defense 

here an~~at they may result in monetary i nstsbility 

abroadA disruption ot our tor•llf' commerce, an! peshapi 

other ttH&tttlsuante, the ooneequenoea or which we oannot 

tully predict. In tbie connecti cn , 1t 1s interesting to 

note that in our budget tor this necal year expenditures 

for cast wars and national defenee are almoet one-f ourth 

or total exoendituree. 
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No proper eolut1on ot any maJor problem tao1ng th1a 

government today oan be achieved without tull consideration 

o r t he impact on our country or the present international 

oriaia. The unmistakable implication ot the international 

si t uation is that we should give aertous attention t o our tuture 

tisoal position and redouble our efforts to attain tull 

recovery . High national inooce and a sound fiscal position 

are eeeential to adequate national defense. It is against 

t his background that we reexallll. ne our naoal program. 

A fundamental obJective or aound finance clearly is 

a balanced budget. There 18, or oouree, no good reason 

why tax' e Mus t exactly balance expenditures in each 

epeoifio year any more than each month, each week or each 

dllY· Thera are 9Briods during which sound ruoal pol1oy 

calla tor an excess or outgo over income, and others when 

it oalle t or an excess or income over outgo. In a 

deoreeeion it ls inevitable that there will be deticita. 

Revenues decline at the same time the t the f'ederal 

Government is celled upon to aeeume inescapable social 

and eoonocio burdene.~It, however, detioita are too l ong 

continued, the depressive ettecta ot uncertainty tend to 

make recovery more ditt1oult. The sequel to deticits 

i n eme rgenole s should be surpluee a during years or 

pr oeoerity. That was ~~d is one ot the broad purposes 

or eeeking to raise the national inoome to a high level, 
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thlll aa~uriJ>& rennue ueat eDOQ&b not oD17 to llDd the 

deficitt which becan 111 1931, but alto to r~e tho 

public debt. 

In carrying out our !heal pol107 1t would be helpful 

lo have 01achiury which would 110ro full¥ coordinate cur 

efforlt. It 1o not the pre.rogathe of llll7 adainlatrat1ft 

Departcent to mke a._eauou to the lecialaUn brMch 

of t be Oonrnl8ent for the conduct of ito vorl<. but I aa 

oure that you would vhh ae to be tranl< in • uue•t1D& vqe 

of ounoounting ciittieultiee which I bel1en DOW attend tho 

Joint otfor te of the llqa II.Dd Meano and J'inanco Cocl.t t oee 

end the Treasury Department • 

I t, tor i netanco, t he lfqe and MaMa IUid Appropriation• 

Co01111tteoa of thh House and the J'inance and J.ppropr1at1ou 

Co;:o1tteee or the Senate could aeet each teeaion as one 

Jo111t eo-Htee on ?heal Pol1CJ, to conoider t ho onr-all 

upecto of t!1e expenditure and reTanue prouaao, ai:I!Plitic.,.. 

t1on and uoator ertectiYeneoo would roonlt. !he l!udget 

Act or 1921 sot up a procedure tor t he orduly !onrulation 

b7 the Ezecuthe of fiocal propcoalo and tor thair aublds ­

tion to tho Congress ao a unified bud&et· No comparable 

procoduro has beon eet up in Oongreao tor cono1dor1ng 

revonuoa and expenditure• toge ther as two interrelated 

upocta of a aingl e problaa. I bopa th1o eo-1ttee will 

auoo v1th .. that ooM IWlb 1nnontion v..Ud iapron the 

• Regraded Unclassified



~ 1: 7 
- I 

- 5 -

effictency of the GoYernment. By providing t or a p reliminary 

legisl a tive consideration or the over-all picture or 

ap, roprintion and revenue measures it would glve Congress 

a broad perspect i ve or the state or t he Government 's 

r tnances end permit a be t t er ordered coor dination between 

t he executive and the l egislative branches in this tield. 

Thi s Joint commi ttee would ln errect be a lens through 

wh l oh all eoor opriation and revenue measures could be 

viewed \n re lationship w bot~what the nation needs end ;[t.AATIJ-
{1 

the na tlon can arrord. 

In my opinion the fUndamen t al riaoal question raised 

b~ the oending Department or Agriculture aporoprietion bill 

18 oreci ss l y the type or question wi th whi ch this Joint 

commit tee should conce rn itself. Thi o b i ll propooeo to 

increase budgeted e xpenditure& tor term parity payments 

by $372,000 ,000 but no pr ovisi on hao been mode tor 

c~mpensatlng 1ncrease 1n re!enue 1A4 'our•1 a1thpugb we 

already race a dericit or 33,426,000,000 in the coming 

fiscal year. The bill , upon the merits or which I am not 

co~~enting , i s t ypical or score s or o the r s which seem to 

"e t o present questions appropriate t or considerstim by 

a Joi nt committee which l ooks at each proposed expenditure 

end each proposed r evenue meaouro as a cart or an int egrated 

budget coli cy . 

, 

.. 
.. 
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ThU oollllllttee ee>ll411 have oontinuoua lite tor the 

pupoae of aot1vely atudy1ng fieoal problema between aa 

well as during aeeaiona of Congreee. The Treasury Departaent 

would, or course, cooperate 1n this work to the tull extent 

that the Committee desired. 

Thus far I have dealt with the financial problema or 

the Federal Governoent alone. We muat remember, however, 

that even if we had in oper ation the beat conceivable 

Federal t1aoal plan, we still would have t ouched leas than 

half of the tax problem which oonrronta the nation. Almost 

60 percent or the total tax revenues or the country are 

collected by state and local governments. 

In the last five years we have given aerioua atudy 

to the problema created by Federal-State tax oonrlicta. 

The eame problema had been r ecognized by our predeceasora. 

It 1e my beli e r that we should take etepa without delay 

to make these atud1ea effective. I auggeat that Congress 

create a aaall teapcrary national ooamiaeion to report to 

bongreaa ae aoon ae r eaaible on the varioua aapecta of 

1ntergovern11Bntal riecal pol1c)'. Suoh a oouieoion should 

be made up or men or ability who command the b1gheat pcaeible 

public oontidenoe, who are ramiliar with fiscal problema, 

but who will represent the public at large rather than 

part1oular governmental un1ta. 
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Dnrlapp1.JI& 1:uu baTe p-owa 1a naber aD4 e1&e ae 

both re4eral and eta1:e IOTeraaen1:e baTt eoQib1: aew reTe .. e. 

Grante-1n-a14 are 'bela& 4ellaa4e4 ot 1:ho Pederal GoTtl'1lllen1: 

in 1noreae1n& aaounte. fhe reeulta ot tbie tieoal e1t.at1oa 

are 1noreae1n&l7 ueat1etaotorJ to 'both tbe etate &OTera­

aante and the r.a.ral Gowernaent, and aore and aore burden­

eo• to ...,. taxpaJera. fhe t1n41~~&e ot eaoh a o~ulon 

abould aee1.et ae 1n ao~T1n& a a ore or4erlJ relat1onah1p 

between the Federal, etate and looal t1eoal eJeteu, 

'!'hue tar I hawe talked about two tleoal aattere ot 

sred 111portanoe. Let ae t1U'D IIOW to aore epeo1t1o 

queet1one ot taxation. 

I dee1re t1ret to re11:erate 1:wo 1:u reoo .. en4at1one 

which the Pr .. 14ent bae alrea47 aade and two aqauUona 

wb1oh the '1'reaeur7 preT1oaelJ preeente41 

1. In h1e llu4&et Keuage ot Jana&rJ ), 19)9, the 

Preeident reooaaJa4ed that Con&reee extend 1:he aleoellaneo .. 

internal rnenue 1:uu whloh 111l4er e&leUn& law will e&plre 

next Jlane and JalJ, and 1:o aaatain 1:he oarren1: ratee ot 

t hoee tuee m1oh otherwlee woald 'be reuoe4 la .rue. 

2. In hle aeeeace ot Janu.rJ 19, 19)9, the Pree14en1: 

reooaaende4 le&1elat1oa aakln& all &oTOraaea1: oal&rlee here­

after earned and all 1ahru1: on &oYeraunt eeoarU1" 

, 

• 
... 
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ureattor 1aaao4 RbJeet to r .... ral u4 ltah 1ao•e tax 

1•••· !hat put ot tb1a rH-eD4aUoa 4eal1q with 

goYernaoat lalarllo, I • ploaao4 to aote, bao alroaa, 

booa 1noorporato4 1ato law. 

). Ia ., otat ... at ot Karol!. 2~, 1')9, I preaeate4 

t or JOUI' oone14erat1oa tour altoraat1Yt rate plaae tor 

old--ago 1allll"UUOI ooatrlbaUoao 4ar1a& tho a~ tbr11 

71&1'1 . 

~. 'l'bo froaaarr J)opartaoat bao po1nh4 out troa Uao 

to uao tbat tho pre11at law allowa oz:oeii1Yo aeaouou 

tor 4opla U on ot oll an4 po well a u4 oortala a1noo. 

RoaoY1n& tbla 1noqu1 table apoo1al pr1Y1lago wolllcl proc1aoo 

a aabataatlal aaount ot I'IYIDIII . 

A oo~reheu1Yo roY1o1oa ot tbo fax otraotara ao a 

whole at th1a oooa1on at Ooagrooo ooaro117 ••••~ toao1'blo, 

eapec1a117 1n the a'b11noo ot u a4oq•h atua, at onr­

lapp1Jl& tu:.. . !bat taot, bownor, aboalcl aot, 1n ar 

op1a1on, roatra1a fORI' Coaa!ttoo troa g1Y1ftl aor1oao 

atteaUoa at th1o Uaa to roaOY1nlf troa tbl tas lawo 

&11,7 111J1lt11t 1aoqu1UII or other 411'Mto. Ia aOYaa'blr 

19)7, I oa14 tbat, •we waat to a4Jut 1aoqua11UII 

and reao4J 4otooh 1n tho tax lawo. • 

, 

150 
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n n••• 'o •• tha' •• aholll.4 ha'fo 'h1a JIIU'PO•• 1a 

a1.D4 d all ua... !harofore, I aholll4 llko 'o 'br1ac '• 

your a'toa,10D oarta1a tea~•• of 'he taz •1•, .. Wbieh a&7 

warr&D' rooxew'DA'1oa. I w111 rotraia tr .. pro•••'laC 

opoo1t1o '-7 roo ... oa4a,1oaa 'booauoo, ao oa •7 four pro'fl ... 

appoaranooo 'boforo 7011r Oo•n,oo, I wlo+o oootora w1'h 

tho 1n''"' of Consr••• ao oxproooo4 1D 'hat ooot1on of 'h• 
Bu4Cot an4 Aoooant1DC Aot Whloh oa7o, 11o roo.-oD4a,1oa ao 

'o how tho r••••• aoo4a of 'h• Go••n.••' ohoul4 'bo ••' 

ohall 'bo ••ba1Uo4 k Ooacro .. or an7 o ... nt .. 'btroot 'b7 

aar ott1oor or oaplo7oo of &n7 :Doparaon' or ••'a'bUU.oa' 

uDlooo at 'h• roq•••' of o1,hor Bo.ao of Ooacrooo. 1 

Before opoo1f71DC ~• 'ax pro•1o1oao wh1oh I 'bol1o'fo 

duor•o 7our opoo1al ane~a,1oa a' ~1a 'lao, I w1oh 'o 

oapbao1so 'ho lapor,aaoo of aa1n,&1a1DC 'h• proooat ro'fo .. o 

1D &a7 tax ro•1o1oao 111:11oh &&7 'bo aa4a. •• •••t ao' torcot 

'ba' oao of 'be 111por'aa' o'bJooU••• ot ov t1ooal proez'&ll 

1o 'o approaoh a 'balaaoo 'bo,waa ro'foall.. aa4 oxpoa4U1U'oo. 

ror 'hh roaooa &D7 'ax ro411oUoaa au' 'bo ott .. , 'b7 'ax 

1aoroaooo oloowl:loro. ,{la aj a,laloa wo o~e.tl .. tez ao • 

otr-..ta!lll: : 21:: 'Clio :•••••...,~§'·,• waJioUI : J 
~:::;:: a~ 'h!a t'••~ I ronr~h ao aa m t 

~~ .. ---- '-*'........_, PFCIII** c4 •az tetlitoa tMt ""be 

Uftd•-trek•• at tb'• eeeetae me• W fo= If tU reT1•108 
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ae to our tuture tiaoal poait1on would i nJure and not help 

buatne as. we~ no step wh1oh the publ1o •ar 1.nterpret 

88 aov1ng aw&J fro• the obJeot1ve or a balanoed budget. 

In d1aouea1ng the e l eaente or f eatures ot the tax 

8 yatea wb1oh you aay w1eh to reexaa1ne, I ahould like to 

claulfy them roughly into th~~ 

The tirat group eea~r• e•e f eatures wh1oh have been 
A 

oharaoter1r.edJa• aJs tl• 4•'••••Atr to bu•'n• ee ln that 

th.e¥-J.,a poM-t&X lt\1•1 '01 at; pntpt• .. I FO tlD5) iN 6ip8biJ11l >f 

l ikely to hinder buaineaa expansion and investment. 

One auoh f eature ia the abaenoe ot pr oviaion in our 

incoae tax laws tor oarrying over net buaineae loeaea t o 

be deduoted t roa buaineae pr otita ot future year s. The 

proti ta or los ses ot eaoh year are oona1dered wi t.hout 

reterenoe to thoae ot any other year. I n oonaequenoe 

a buaineea with alternating prof it and lose now pays h1gbar 

taxes over a period ot years than does a buaineea with 

stable pr otita although the average 1nooae ot the t wo 

t1raa •&J be equal, New enterprUea and tba oapltal goode 

i ndustries are eapeoially aubJeot to wide tluotuatione in 

earninge, 

AI a aeoond example, I ahoul d alao l ike t o .. nt1on the 

questions ot tax-exe~t eeouritiea and aurtax r atea 1n the 

highe r hraoketa. Tbeae t wo que at1ona should be ooneiderad 

together. Tax exeaption ot aeourit1ea ia h i ghly inequitable 

• 
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and tendl to nullify our progreaaiYI aurtax ratea. Moat 

peraona aubJeot to the high aurtaxea haYa a1&able holdinga 

ot go•ernaental aeouritiea which yield thea an inooae 

tree r·ro• Federal 1nooM taxat10I\y wlll le ott:te• peraeaa 

entirely eaoape the h igh aurtaxee in thia aaMer. Tax 

exemption alto operatea •• a aagnet which pulla peraona 

eubJeot to high inooae taxea away rroa inYeetmenta in 

printe bullneu. We ahould by all aeana pa" legielation 

to aake it iapoaaible in the future to ieaue any aore 

tax-exeapt aeour1t1ea. 

Thie baYing been aoooapliahed f iret, it would then 

be fair and logical to reexaaine the queat1on ot whether 

the present eurtax ratea on Yery large 1noo .. a •ar not 

be eo high that t hey diaoouraga the l1aited nuaber ot 

i ndiYiduala aubJeot to thea rroa taking noraal buaineaa 

rialu. 

There are a nuaber ot reaturea 1n our tax ayatea 

ehioh haYe been deaoribed aa aaJor tax irritant• although 

they are probably not iaportant deterrent• to buaineaa 

aotiYity. 

A• an exaaple or a tax Which haa been oonaidered an 

i rritant I would aention tbe und1etr1buted prot1ta tax. 

Regraded Unclassified
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In ita present fol'll, it 1e ; rt " un11Dportant and does not 

aocompl1eh the objective of the original propoeal. !he ta.x 

producee l ittle revenue and hae little affect on bue1neae. 

It baa acquired proainanoa ae a parohologioal 1rri tant, 

: argely because of the w1deepread and emotional orit1oin 

which haa been d1reoted against it. !be end which the law 

sought to attain vae to prevent the retention and accumula­

tion of earnings by oorporationa from being used t o avoi d 

t he personal i ncome tax. !bJ.a 18 etill an iaportant, and 

to my mind, a sound objective. !he law i .n 1te present fora 

doea not attain 1t. Sinoa t he 1noome ta.x on oorperationa, 

ot which the und1atributed profits tu ia a minor aegaent, 

expires by 1t~J~~ / 'Jrms at the end of t hil year, your 

Oommittee~e~th t h1e problem. The Treaaury, ot 
A 

oouraa, atande ready t o work with you on it. 

Another eX&IIJ)le a' 0 hr •u u-t ie toWid 1n the 

capital atook tax and the related exoeaa protita tax, enacted 

ln 19~2. Under the preeent law the capital atock tax ia 

baaed upon a declared oap1tal atook value whioh the taxpayer 

may revise every three years. !he declared Yalue _,. be an:r 

figure that the taxpa:rer d811rea to auba1t regar<Ue88 ot the 

actual Yalue ot t he atook . !be exce11 prot1ta tax appliea 

to protite 1n exceaa ot 10 peroent ot auch a declared Y&lua. 

'l'be taxee are thue not reall;r taxea on the Yalue ot capital 

at ook or on exoeaa1Ye prot1te. Their major detect ia that 

they operata nry erratioall;r. The tax li&bUit;r t haJ illpoae 

• 
• 

·.-4 -" 

• .. 
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depend• on the taxpa7er1 • ab1lU7 to toreoaat profit a tor 

, the next three 7eare •• well •• upon the uount of protite 

aotuall)' realized during eaoh of the three )'eare. rore­
oaata of earning• are part1oularl)' difficult to tllalte 1n the 

oaae of new bus1neseee and t hose with unatable 1noomee euoh 

aa t he oapital g oode 1nduetriea with t he reeult that taxee 

imposed on euoh buainesees are at tiaee 1nord1natel)' b1gb. 

'!'here 11 a tb.i.rd oategory ot tax problem• now being 

w14elr dieouued vhloh raise• queet1ona of tax equ1t7. 

'!'he Treaeur,. hae alread)' worked on theee probleas and, 

if your Committee desiree, our etatt oould oontinue these 

atu4iee i n collaboration with the Ooamittee, possibl7 with 

a Yiew to a otion at a later session. 

An exaaple ie the double taxation of corporate 

4h14en4s paid to indiYiduale . Under t he preeent law 

oor poratione pa)' t he nor.al. corporate tax on t heir earninga. 

When t heee earnings are distributed t o t he 1.Dd.1Y1dual atoolt­

holder the7 are aubJeot t o both t he 1Ddh1dual noraal tax 

and to the eurtax. { Ci!:atttaUBS the ubru:I tax uu tiYU'NI"a 

reoeind b:y indiYi.,neJ a:tookhol;4coa 110uld be a .,.rtial etep 
- __;. 

toward equal1&i118 t.axea -pa~<r.9.n diYi4end inooae •• ooapare4 --
to ~_pat(!" on intere.a and on inoo•e earned througb un­_.. 
incorporated b~J 

Another exupl e .u. Sin h u u t he l1a1tat1on 

now plaoed on t h e deduction ot corporation oapital loeeee • 

• 

~55 
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Under the present law an exoe1e of corporate capital loee11 

over capital ga1D1 can be deducted troa ordlnar)' inooM onl7 

to t he extent of t2,000. ~..._...__n:l+-...-1JIJ.,.iiri'iaif!:oii"""jjiJI be 

obl iged to ~ an 1naoae ~118.17 

or corporate net o@.Pi 1 ~~~ other income might 

Qjllll'aP in~'" oep1tal.-&as.et:a'b)"-a~~a. 
en-

An.or..er t r ovili on vbioh h1Dk aeri,four 1 

oona1derat1o e 1 or op1a1on over ite 

il.1date4 re urne and 

ho i th eubt1d1ariee. 

Ther e are, or oour1e, nu.eroue a1nor provieione or t he 

tax l ave which have been found through eXperience t o produce 

1nequ1t1ee or to be unneceeeari l7 ooapl1oate4. 8uoh prov1-

e1ona are 41eoovere4 and brought t o the attention of Congre11 

tram t ime t o t11le ae t he)' beao11e or 1aportanoe. llh1le no 

one or t hea ma7 be or great e1gn1r1canoe •• a bue1ne11 

irritant or deterrent, 1n ooab1nat1on t heir erreot1 aar be 

aubatant1al . I 1hall not endeavor t o 4110UII detailed 

• •••urea of th11 k1D4 but 1ugge1t1on1 v1ll be aade later b7 

the freae11r7 1tarr if 10u neb. 
An 1aportant fact or in the oone14erat1on or aaD1 of t he 

POII1ble tax chaoge1 previouelJ 41soulled il that in the call 

• 
• 

• .. 
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ot-t ot th• a4opt1oa woal4 Ho-.lt 1a a ro .... Uoa 1a the 

renn .. -pro«DoliiC oapaoU:r of tho taz o:rot•. I ban &1ro&t7 

eephatistd tho 111portaaoo of aot pora1tt1ag tho rona•o­

prodDO~ po"r of tho tu optoa t o 'be r o«aoo4 at; thh Uao • 

.f.ooor41DC17, w1 th the a4opUoa of aa:r of tho a bon -•.roo 

1nTolT1ng l ose ot r eTenuo there oho'Rld bo aoooo1oto4 roToa'Ro­

produoinC r oT1o1ono. .f.l thoa&b th1o pr obl oa 1o 41tt1olllt: , 

Congre .. auot t aoo u. !'ho tuoo rooortod to tor ropl&olnC 

an:r loot r n onllo ohould h&To tho loaot; barat'Rl ottooto on 

buoineee and ohould oontrlblltt t o groator oqll1t:r. I ollggoot 

the t ollow 1ag throe pou1bU1Uoo: 

1. !ho oorporation 1no011o tu rato oo'Rld 'be 1Doroaoocl, 

with ooao &llOftiiOO t or oorporat1ono wUh oaal l 1ao011oo. 

2. A oooond pooo1blo oo11roo ot add1t1on&l roYoDilO 1o 

the 1nd1Y14u&l 1aooao tu. !'her o 1o aoru to tho o-aooUoa 

that tho ratoo on 1ao .. oo botnon tho t 7500 aa4 t 75,000 

l enlo oould bo 1noreaood wUhollt 1noqu1t7 or aator1&1 

deter rent ottooto. Purthoraoro, to proaoto wboloooao tu 

OOIIIC10'RODt .. &Dd good Olt1&0DOh1p, tile porooa&l &ad t-llJ' 

exoapUono •tcht nll 'be dooroaoo4. At tho prooent U.ao 

onl:r about ),000,000 poroono pa:r 1aooao tuoo . It tho 

exoapU.on tor 1ad1T14D&lo wore docroaoo4 tro• tl,OOO to taco 

and t he oxoapUOG tor II&J'J'1ocl oo11J1loo .. _oo4 tro.a t2,500 

to 12,000, u 11 ootlaatod that a total ot ~,500,000 porooao 

wout4 be tllbJoot to tho 1no- tu. !'ho ratoo lapoo_. on 

U&ll 1Dooaoo ooal4 bo low nth porbapo a ...U ala,_. tu. 
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£ven though the tax i apoaed on small 1nooaea were or little 

1nportance rrom the revenue point or view, the tax would 

conatitute a valuable instrument ror making a larger group 

ot our cit i zen& direotly aware or the Federal tax problem. 

3· Estate and girt taxes oould be inoreased. Although 

h1gh rates are applied to extremely large estates the great 

maJority or the estates pay little or no tax. Tho exemption 

could be reduced, the i neurance &llowanoe could be eli minated 

end rates in the lower and middle braokete could be increased . 

Furthermore, consideration might well be given to the poaai­

b111ty or combining the estate and girt taxe s 1nto one con­

solidated tax. At the present t ime a person with a l arge 

volume or property who is in position to give much or i t away 

during lite oan reduce hie total tax rar below that which must 

be pa1d on the eetate or a person who il not in poai tion to 

g1ve away hie property during lite. 

In connection with all or the matters I heve mentioned 

the Treasury il prepared to turn1eh rurther information and 

~111 be happy to work with you to the e xtent that you desire . 

The matters I have dlscueaed ere ror the moat part ~­

t ined t o a limited segment or the tax eyetem. I do not con­

Si der them as oonatituting an adequate program or tax revision. 

Such a program oan be developed only through long continued 

study and it cannot be statio but muet be adapted to changing 

cond1tiona. But the general 11nee along whioh Federal taxation 

• 
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should deYelop in the future appear to be quite clear. We 

ought to increase the part played by direct taxes that oan 

be m&de to take account or di tterenoea in the abilities or 

1nd1viduals to support GovernMent. Tbia Meana that we 

should endeavor eventually to minimi~e the use or manu­

facturers' exoiaea and other commodity taxes whlcb tend to 

be ahit'ted directly to consumers and alao should reduce the 

importance or taxec on oorporatlona , ahitting the burden aa 

rar aa praotlcal t o tbe i ndividual income tax and the estate 

and gift taxes. Such revi sions would facilitate coo~nation 

o r Fed~ral w1 th State and local taxation. The Treasury ia 

continuously studying the tax structure to develop a progr~ 

plong these lines and I hope will have the opportunity or 

presenting i t a findings to your Committee as the atudlea 

proceed and as your conveni ence pe r1111ta . 

I n ooncluaion, permit me to say lhat one ot the maJor 

taeke wa have before us is to do everything we can to promote 

luting busine ss recovery. I muet repeat now w1 th the a&J~~S 

deep convict i on with which I said in November, 1937, that 

"The basi c need today is to roster the full application ot 

the driving roroe or private oapital. We want t o see capi tal 

go into the productive channels or private industr y . We want to 

see private bueiness expand. " Our oonaidaratlon or t ax change• 

must have that necessity in mind as well as revenue needs • 

• 

• 
... 
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sUTl!l!ll!ITS ON TAXIIS BY IIEJIBEI!S 01' Till ADIIIHISTRATIOII II 19a9 

Jo:w&ry 5 - 'the PNiident • o Bllllpt lleooap a 

•••"" I heliofl 1 - oxpreooillg tho th011&)>t ot tho 1100t tlll"-o1S)IW4 
otudonto ot our ooonooal.o •111t.a 1n ·~in& that it WO\Ild be \lllwioo oithor 
t o curtoJ.l uponditureo ah&rply or to iapooo dr&otio ,.. taxeo a t thio 

1 togo or rocOTory. But in Tiow ot tho a ddlticm to our p1bl1o oxpenditureo 
l n•ohod in tho propoaod onlarpd national dotonoo prograa ond the proe;r .. 
tor a&rioultural parity po.ymento, tar Which no rtfln\10 proTioion hao yot 
boon ado , I think wo air;llt oatoly omoidor moderato tax inoroaooa whioh 
..,uld approxl.J:atoly moot the inoroa .. d axpondi turoa on tbeoo aooounta. 
It ahould bo added, hc,.,..,·or, that 1 t 1o ~ tira oonTiotion that ouch now 
taxoo u a"i)' bo ilopo .. d ohOIIld bo moot oarotully .. looted troa tha otcd­
polnt or aToidiJI& roprooohw ott ooto upca purohaodng powr. 

Sound progreoo t""ard a budget tbo.t io tol'll&lly balanood io not to 
bo ,..do by hoaTily olaohing oxponditureo or dn.otioal l)- inoroaainr; taxoo. 
On tho contrary, it io t o bo ooug):It by omploylnr; noey otrootiw doTioo 
.., =-:! h&vo at our o_,d tor pr010otillg a otoac~¥ rooo,.ry, ·•biob •an• 
otoady prosreoo t oward tho soal or tull utUiaation ot our rooourooo . Wo 
can oontributo Vtlf"'/ materially toward that ond by a wioo tax progi'UI. 

I om roo"""""ndiniS tho roonaotmont ot tho oxoioo taxoa which will oxpiro 
1.n Juno and J uly or thio )'tar, not booauoo I regard tboa ao idnl ooaponuto 
or wr tax atruoturo , but booauee their oollootion hao been portootod , OW' 

ooon01:1y 1o adjuotod to thea, and wo OOJmOt attord at tbia' time to saoritioo 
tho rOTcuo thoy roprooout . It tho Congre11 ohould at tbio oeoaion adopt 
.. ,. taxoo aoro ooiont1t1odly p4nned to -ro tor the dotenoo .,d ar;rioul­
tural pro,......., it 1o quite poooiblo tbet t be oxiatoMo ot tbeoo ,.. taxoo 
will onablo uo in a later year to P "' oonaidnatiOil .to abol1ohlng .... or 
the present exoiae leYiea. ••• • 

!larry L. Hopltin.t tod~ told Sonatoro oonoidoriniS hio noaination u 
Soorct ary ot c_,.roo that bo bat otartod a otudy ot tax q\aotiono with 
loadinr; buaia.oo .. n. 

llr. Hopltino aado tho otat o..,t wdor quooticmlnr; by tho SoD&to C­
Mroo Cooai ttoo, 'llh iob 1o OOiloide rinr; tbo titn .. o ot the tor78r Worlto 
Prou-oo Adminl.otn.tor tor hlo now PNoidoDtial appoint..Dt o.o C""""roo 
Se orotary. 

llr. Bopldno ooJ.d ho had hold throe or tour •otl.ngo with IIOIGiboro o t 
the Buaino~a AdTiooey C011no1l to obtain buoinooo opiniono on tax polioioo 
and plano ao,.ral aore ooodono on the ••• ,..bjoot . 1111 c!ool1,.4, hoWOTor, 

to oxprooo any opinion on tax polioiu. •••• 

• 

.. 
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11r. Bopld.IUI a&iel be bell.e'N<l tuea oboul4 be at.adiecl ill relatlOD 

to aatioual in•-· Co~~&rell, be M~&,..•te4, aboulel clet.l'll1,.. 11bnber 

t.pooitioA or - tuea at tbla tl.M woulel halt tile pr•-t upooarcl 

--~tor aatiOIUil 1D-· 

Jan~~&rx 16 - Seoret&rz Jlorpntbau at hla prua oOIIt.reDO&a 

Q. Jlr, Seoretary, ba.,. you be.,. uloocl tor TOW opiniOD oD pro-

oeuiD& tuaaf 
.l. Jot nry reoctly. 
Q, DO )'OU tuor prOO&IIiAg tueof 
.l. Do If ••• 
Q.. Woulel you ot;y 1lby, airf 

:€2 

.l. Oh, ..,y r;et 1Dto tbe ..,ole buaiAeu, but I thillk tile ~roct.r 

or taxoo 011 oODau.ra 1a auttioielltly hip. 
Q. Jlr. Seoretary, tbe Sooial S.ouri ty Colllloil reo-clecl that 

-~• other tball pqroll tuea be prortclecl tor oarryiDg torwarcl Ill; leut 

part ot tile Sooial Seourity ol~a,.. pr"'raa. 
.l. I &a going to ha"" to bag ott on that 10bole th1Dgo I h&T .. 't 

hac! a ohaDoe to reacl tbe report or tbe ~aident• a ., .. ,.. , ao I'• DOt up 

to elate 011 it, 
Q, Coulel - go haole to thla prooeu il!G tu buaineaa, llr. Seorwtaryf 

It' a olrrioua troa what you aay u ohiet tlaoal ott1oer ot tbe , ..... ...-t 

that you ara not goiDg to reo-el that prooeuill& tuee be eD&ote4 to 

t~o• theaa tara benefit payment. • 
.l, I thillk 1'"" gone tar ... oup. 
Q. It• • a prwtty aate allwoptiOD, illl't itt 
.l. Well, I • .,., , ... bocly aake4 ae 10batber I ._. tor '• - I'a ag1n .... 
Q. You won't roo-ncl ._, 
L iipt, 
Q, Jlr, S.oretary, on thia Sooial S.ourity -tt.r, I hac! in a1.ncl 

partly 'flhat be hac! - aho, you ba"' Booial S.ourity, you ha...., tara rellot 

IUI4 you have natioD&l eleten .. tuea W>clor tbeoe 'ftrioue reo-nclatiolll &Del 

I wao juat ,.,Dcl•riDg ..,etber TOll bael any tboupt 011 tbe t iWig • 

.l. Teo, but the !reuury will withhold ita t boupte u til w &ppM!' 

batorw the pro~r o.-tttaea, 
Q. Tour atat.aant 11Dill4 incl.ioat., Jlr. S.oretarr, that you ..,.. oppoaecl 

to any further iuorea11 in 10bat ai&l>t be beraa4 nu.iauoe taxa• or aartDgo 

tuea upon 0011-ro • 
.l. I think you ..,.. &<>ill& a little bit too tar. I ._. &eDel a aiJiple 

quaation about prooeuing tueo .,cl w bere in tbe !reUUJ')' t.el that that 

partioular rona ot taxu 1a tbe leut cluirabl• ~el it lllel wileD c...,. .. 
ulu uo to reo-...!. 10bat ld.Dcl ot taxee w elo -t to reo_...t, it tbey 

want aclcl1t1onal tuu to oarry out tile ~.id ... t'• ~ot10IUI in tbe 

Buclpt ••aa,.., tbe 'fr&UDry will be rea41 to appear before tile proper -

aittoo and aab ito ro._nclatiOIUI u to ld.nclo ot taxa• it Cqreaa uta 

111 • We will oarry out our uoual polioy bare ot n1 tiJlg a~~t11 Cqrwaa 

Mnda tor ua. 
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Q. llr. Seoretary, 1o that ..-t &lOll& tlw u,.. ot tbat opeooh 
ot 10~~~"' 1D 1-ber, lllaT, ill whloh ,..,,. t&_.e4 ollttilll ... t .ur.ot ta.zee 
.., tJ.- oooo-r• - broeoleDiJI& ta. tax buet 

.t.. I th1llk I'ft ,.,... a little bit farther thaD I uuo.lt¥ 4o u4 I 

will ht it riM. 
q. !be PreaiMnt aa14 the ota.r 4ay be -.. apillot lllli...,oa to.x.a, 
.t.. Wall , I 4cm' t lalow 'lbat be •ana or '/Oil .. ..,. boat I th1llk I,.,. 

COlli tar allOilgh. 
Q. Sal•• tazaot 
.t.. I think I' ... CODe tar OJIOIIsho 
Q. Jlr. Sooret&ry, y011r ep .. ob ot 19$1 bao t.lread;y boon -tio1li4J 

wbat do you think o.bout the 8114set • • ... set WOil1.4 you r .. tt.te yov 
podtion on th&t at thie ti.Mt fbe Preai4ont abeDclo,.4 t.ll hope ot a 
balanoed 'bll4pt - Mftr • .,.,. •11t10Jied it in hie laot ••at.ce - and w 
juot ,.,odored bow yov. tMl, 

A, I eicpl¥ NIT tbe 'bufcet •11o.p 1a all risht• I•a ..,t colD~ 
to I&'J u;ything aore thaD tbt.t, 

Q. !be 'bllfcet ... "" 1o t.ll riptt 
.t.. It' 1 all ris)lt. 

J..,uary 17 - 1'be Prea14ent • • Pre .. Co.nterenou 

Tho PreoiMnt ...... uloid wtwtlllr be -• in fayor ot prooaoalnc tax ... 
Be oo.id it ...... not a pondillg qu11tion1 th&t they ware ODe ol -Y torao or 
tuoo that IDisht be oonddored by Congreao. Be t.dM4 thodo th-r do tall in 
the CIIWral oatogory Of tazaa 011 tbe OODOil&ill& publico .f.okod if Ill 10)Ul4 
not oouidor t-. therefore , u h&~ a 4opreo...nt otteot "" conawoption, 
be oo.id undoubtedly tbey 1110111.4 be conaidored u a 4opro .. ut. J.olood it 

he bad not oai4 in hi e 'budset .... ase tbet tbat 11:1114 or -· oboW.d be 
a•oldod, be an..-reda • t ea .. that' a right.• 

J!JIU!.ry 17 - fba Wall Street Journal• 

"•••• While Sooretory Wallt.co could Dot be roao1114 tor •-t, & 

hi~ Auioultural .t.djuot..nt .t.dainiotratian ottioit.l lt.et nipt Moor1be4 
the dopart.ont•a attitude tbuu 

• Our pod tion on proo .. aiJI& taxea bao bee11 JUdo ftl'Y olear in 
opeocbao ...So by depo.rt..Dt ottioiall Dftr the po.at IOftral ..,nthl. It 
bono tit pi.)'II011to are to oontiniM, ,,.. oouroe ot tuDda tor - ... t be 
proT14od. We think the prooeoaiD& tax 1a o. ,_ 1011roo. (Seoretar'/ 
lollo.co reoontlf ot.14• 'I.t o. better -roe ...,. be toiiJIIl, I wo.nt you to 
ohow i t to •·' ) ot oourae tba freuury will heft ito _, re-Ddt.tioao 
to Ml<o 011 hew to set tho - 1• bllt- will ooat~ to edTooato pro­
otllinfl tueo ao ®r idea ot how ta. .oDe)' aloou1.4 be rt.ieed . .. ••" 

Jt.nU&ry 20 - UDder Seoret&ry lllu>ea before tba Winatoa..U• (J,C, ) Cboabor 
of c ... r ... 

"•••• I do not be Uno it 11 pollible, u & pro.otioal ... ttor, •ddftly 
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to ro4uce expcdit\lreo to the ab billion dolla.r l..,el, lor do I belle'" 
th&t it i o poulbla. to 1noreaae tax retea or to la.'t')' nn taxea that will 
ralU Federal r ... on..- by t1tty per oent, or that it 11 expeditlllt to under­
tan to do ao. I bali aTe tbat 1t w Wldertook to do th1a, and it .. 
1Doreuo4 our aobadula.a o.J>Il ratu by t1tty per oent , w waulcl t1nc1 tbat 
t hlo .. ry aotion 110ulcl tend toward dill1n.hh1ng returna. I .. an tbat a 
til'ty por oent inoroue in aohodulea ..,uld mt produoe t1tty per oent 
iJioreue in .. ...,..... Furthei'IIOre, the TOry a ot ot Noh an 1ncreue in the 
nte otruoture J>OW 110uld tend to dutroy the pr<alae ot cooperation ba­
twoon budneoa and government wh1ob I om connnoed 11 a lone capable of 
br1n&ill~ about in the reaoonable tuture a a1tuat1on under wbioh inc.-
and outgo D&'l be brought into tpproxilnato balance. 

Lo.rge inoroaoea in retea and achedula.o new 110uld p roduce pro~;reuiwly 
lou and la.oo. Inorouing national 1noCICl8 now >quld produce progreuhely 
more and core in dollar reYenue.••••• 

Fob::nz 17 - The Proal<Mnt ' • Prou Conf'eronce enroute to ley Iut, 
Flor 1 (Felix BeWr, lin Yoilt fliae) 

• pr.,.ident Roooenlt aeoured buo1neu end induotry todo.y tbat they 
would mt be called up<lll to obouldor n- or hipr taxeo tor t1neno1n' 
Mow Deal progro.o>a and that they oould look forward without any m1at;ivi"6• 
u to the J.dm1n1otn.t1on•a objee>t1.,..• in the aonth& ahead.•••• •s... .. 
buolllou men have ougge oted inoraaaed taxation u the anner to currently 
hoavier oxpanditureo tor rel1et mel tor financing New Deal reto,.o , • the 
Prooidont was reminded . 

Ria ana:nr ft.& 'that bu.aioeaa •n oeed not worry about new or heavier 
taxeo. There -• no pr oapeot of any ouoh lepalatlon, he added, unleu 
pruent teq>ont.ry taxea were uot reDewed at their expiraticm date, or 
cooueu authorhed axpend1t\IJ'Oo outoide the budset. 1111 1ndicato4 tbat he 
••• no pro&ppct of either. ••••• 

Fobruory 2$ - Soorot&ry Jlor,....thau at hio preoo 0<11terenoe 1 

"lie oro etudyint; taxu oont1nuoualy. Ie have a larse otatt at work. 
I am nry gle.c! t hat the Proddent -d• that otat...nt . Speakinr; only tor 
lllyoolt the th1nt; that bothero M 1o that buoi.,.ll MD I Ill ha,.l what I 

wwld call a 'what• a tho uoe' attitude about r;oinr; ahead. I t .. l that 
th&t attitude 11 holding back nor.al buainooo, thet it 11 pronnt1nr; buoi• 
nou .., trez~ expendin' their bua1Deaoeo on4 taltinr; noraal 'boai.,.u rlokl. 
I o1ncerely hope tbat con,reoo will toke a carotul look at the tax l aw on4 
••• w!lothor there a re llV doterranta that a re bolc11J>r; back b uo1Deoo and 
1-.olclin' hack 'boa1neoa - troa -.Jdn' tuture oo.aitaento. Buo1neu .., 
'"'sht to feel that the adain1otrati010 wanta - to r;o ahead ond t elte 
r1oko and that th& ada1n.latrat1on ....,t 1 thea to a&lte IIODIY• Tax lepol o.tion 
ohould ba ot a nature that 11 aot a deterrent to buoi.,. 11 ..,, Ie WDt ta-. 
to aake prot1to. J.tter all the Proaident' a ••oar;e and hi a recent otato­
mont opoelt tor t heaool ... o. I aa •rely uy1J>S b.., I tool personally. Ot 
oouru wo a~~at hATe addi tional r~T~Due, but 1n Wt:f opinion the 'W./1 to Ml<o 
it 1o tor buaineftl .,.n to aal<e 110re ..,.y, • 

• 
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.t.alotcl whether be '-4 eA¥ cl.efiAite 1cl.e&a tl>r ohulpa ill tilt tu lawa, 
tba Seoratary eaid be dlclll' t -t to be .,,.. axpl1o1t at th11 t S... a. 
ac!ci..S, "It CCII1&rall claoicSu 1 t will talta & look .. ehall be clad to put 

our atudi•• at tbelr cliopoaal . I bope t-,. wUl." 

Fabro&rl z• - leoratary Jlop!d.J!• before the loo...-io Club ot Ilea JIDi,..a, 

t ..... 

"Wblla I te.l that tbara abOIIld be no c•naral r ill iD Pacleral tuaa 

tbh yoar, I balin• any tecler&l tu11 'llhioh tlllcl to tree .. the naoeeaary 

tl"" ot oapital ahollld ba •lllclecl. It •oeaaary, auoh tueo oen be re-

plaO..S by iaoreaain& otlltr tu .. 'llhioh clo Mt Ia.,. tbe •- deterrln& atr.ot.• 

Fobl'll&rl Z'T - leorotar1 llorpsotbell at bh pre a a 0011 t.raaoa 1 

~. llr. leoratary, clicl you •• tbe a tat-.ellt •cia by Raprnalltati.,. 

Do><"'tOD i!Trltinr; the 'lroaaury to oooperate with tbeat 
.t.. Bh-huh. 
Q. ll&n lOll prep&recl to co 11pt 
J.. Tea. 
~. .t.re l'"' reacl7 to co upt 
.t.. It they ulc "" to co up tc.:lrJ'OW I clOD' t t hilllc tbe people 1D tbe 

rroawry will be roacly, bllt it tbey r;i'fW '<I a r eo ooaabla notioe w wUl be 

Nady. 
Q. Do you thilllc y011 will be aaltecl to co up before the llarob 16 inoOM 

tax clatat 
.t.. I ba't'l ..... both llr. ~ &llcl llr. JkrrioOD Ulcl tbe lllllleratell4-

1DI ""'On& our .. l 'fWo 1o w ._,t clo ~' UDtil attar the 16th ot llaroh. 

Q, lboD clicl you - tbeaf 
.t... 'leren•t you .. toh1Dc the bateT 
Q. Wot t hio -•k· 
.t.. I aaw one Priclay &ncl the other l&turcl-.y. 
Q. DOII&)>t011, P'rlclayT 
.t.. Barr loon, Friday, DollptoD, l&turcl-.y. 
Q. 'lb;y clicl you acraa 110t to clo cythi1>5 lllltil attar the 16th Oil llaroht 

.t.. ... lllca to ... - -ob tbe raturDI aro coiDc to be - cat an icl.ea. 

~. ll&'t'l any eatiat e &a yatT 
.t. .• 'lell, tbey u.y haft bllt it bam't - to •• 
~. But a ttar tbe l&tb it' 1 pretty oat• to uewoa that you aro colllC 

to go ahea4 c4 atart ren••'n'q the entire --• 
.t.. 'lall , aa 1011 - l lcDow, I -- a ate~t that I bopecl C<>Due•• 

....,14 do thi a e el w aro raec1y to oooperata . '""' tbe aext ....,. 1o up to 

Con&ro••· 
~. ll&'t'a tlwl i n't'i tecl 1011 upT 
.t.. 'lell, I .. .,, our clil011aaiona ba'l'8 bean orery trienci}T ... c1 tbera 

bee blc a oC~~plate ••tillC ot a1Dcla aa to prooeclure . 'Ia o0111c1D't co iDto 

clotr.Ua beo&llaa w w,....' t re&cly. 
~. llr. leoretary, ooW4 ,.... aay e.piD, tor tbe reoorcl, &D4 t« bl&e1-

nau, or r;ift a at&~t ot ,...........,. .. , iroai...U,. tbo)' aMa to be, wll, 
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•• bal1nitl& u tbay ....t to be abovt tbh appeu-t to buiaaa. ao 
1 wonder 1t )'0\1 would 8&'T anytbi~ 110re Ulao you oaid laet wet, 

J.. lo, I'Ta &ot notbiD& to add. I aa1d it tor - I'Mla tor DOxt 
Thuradoy. 

Q. UDder Seoretary B&DOa hu be• quoted ae aayin& that be taTon a 
tr.x progroa or bill dra.., up tor at leut the yaare to .....,.,. ~ unoar­
ta1nt1•• abO\It the future. 'lb&t 1a your attitude! 

J.. Well, all I oan I&)' 1e that llr. Banal and I are WOrking in tbe 
oloaeet ot haraoey, and I • aure w will uDderwrite eaob otber'a indindu&l 
atot ... nte and joint etat-Jlta, 

lfarob • • Secretary llorgentbau 1D letter• to Cbai.- Barr111010 aDd Douptoou 

"I buten to · repl7 that w aball be ... ry &lad to prepare the into~ 
t1on you deaire, aDd to pre .. nt it to your reapaotin -tteea at: 70\lr 

COil~·~·· 
Karob 8 • !be Preaident at b1a preae oaoter«noe1 

The Preddent • • uled wbttber be taTortd obangee in the und1atr11Nted 
prot1 to and oapi tal pine ta:na. U. aaid that be tore anawrin& that be 
WO\Ild han to tind out boor auoh money they broul!)lt in. 

llaroh 8 - Secretary Hop!d.na at hu preu oonterenoeo 

Hoptina aaid that be and Under S.oretary B&DOa ot the !rearury -re in 
acre•ent on Wb&t ought to be daa. on tu renaion. 

Karoh V - Secretary llorlj!!!thau before entering a Wbite u ..... oonterenoa em 
!§!• (IP) 

!ba S.oretary iDdioated to ,....papa...,. tl>at proveaa _. beiJI& alllle in 
•-•roationa ot !re,...ry ort1o1&la with Preaident Roo. ... alt CD tu re·na~01o, 

&1ae4 at inoreaai.JI& bud,... oontideaoe. 

llaroh U • Preaident Jl.oo-lt at hia preaa oaoterenoeo 

Preaident Rooaenlt today &aid that total oorporat1010 1noOM tu yield 
ahould be kept at ita preaent lenl repr4leaa or any obanpo t)W;I; aipt be 
ma.do in the Tarioua toraa ot tuaa 011 oorporatione. 

&o oa14 that S.nator Harrieon and a.pruentat1 ... cooper .,ul4 oall at 
the Wbitl Bouee t...,rroor to diaouea the tu eituation and tbat be WCI:I l4 h&'fl 
tor the Senate finanoe c-sttee Cbairaan a report w!.tb tu tigurea Barrleon 
bad auggeeted, but that he did not tn01r Wlat dieouuiono aipt re .. lt trca 
tho ti&uree, 

J.ated ab<N t otateaaento b:r a-ate Leader Bartl&)' and apeater aentbaad 
that they ftp&oted DO ,_ral tu rnidOD at the ... rrant IUiiCD Ot C<lllp'&ll, 
the Preeldent &&14, •x dOD't tb1Dt •x•n tM:.,. tb&t up at au.• 

!be Preeident aid be tboucbt raoet d1e ... aa10DI ot pouible tu: •ballct• 
ba4 o..erloob4 t1» -ts-t 1n taTOl' ot ....-~n••c "- pre.-t '"'1- ot 
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corporation to.x"'. "Nobody 1J1 the -jority party, • he 1&14, ·-t• the 
total r1duood. The quut1on 11 how to 41otr1buto the bur4.n thrOU&)> the 
n.rlous tonu ot to.xoo. • U. po111w4 out that .,... ot the tint otat.Mnt1 

Dad• by Chal,_, lle.rrioon thio year 011 the te.x probl• waa to the ot toot 
that the total .-mt trca oorporatiou u & wbolo ohollld not be ro4uoo4, 

A.tkod opeoitioally about Speaker I!Ukhea4• a UHrtlon thet oocooli­
datio~ ot all t b8 te.xoo on oorporatiou llipt be 111juriouo to -11 buoi­
nos"'"'"• the Proo14tat oa14 b8 would lllu1trat.a If you repeal throe or 
tour to.xtl which today yield 15 por oont or tb8 oorporate to.x reTenue, 
you muat add 15 per oont to t he ....,.111111g 85 per oant to - up the whole. 
"It you don't 111oreaoe the burden on tb8 little corporation,• b8 expla1necl, 

"you haYo tO add it 011 the big ODe • If you - it pro rata iutea4 or 
r;raduatocl, you autcaatioally u.ko the burdon U"Oater on the little ten-.• 

J.olcod dlreotly it b8 taYorod oanoolidation ot the t axu an oorporat lou, 

bo said t ho oubjoot was otill in the •atucly otar;o. • 
In roaponso t o a quoation u to 11hotber be would reoo-Dd to.x loglo­

lation at thh ooooion, tho Preeiclent .aiel be had in hh bud got M uar;o 
rocoa:~ondod continuation of all expiring to.xeo . "l!&To you ch&npcl yov 
111nc1 on tha llDcliotributocl profit. te.xt• be was ulcocl. "Jfo,• the Prolidont 

repliocl, " that would be & ret.djuataent within the oorporate 1truoturo Ul4 
that 1s 1till 111 tho otuciy ot age.• 
AJlcod lt thoro ,.,.. any doubt that tho oo-oalled nuioanoe te.xe1 would be 

oxt.nded , the Proaiclent laid, "I hope not. Wo' To r;ot to haft the reTe~~Uo . • 
As to revenue tor parity prioe pa)'lMnto, tho Prooldont point.d out 

that Concrou already had praai1ed that ler;lolatlon would be prorldocl at 
thl1 oouicn to piclt up 111 to.xoo Wb&t.Ter lo oxpondod tor parity oxpolldi­
turet . 

1/arch 17 - Prooidont RooiOTolt at hio prUI ccctoronoe t 

The Preoidont 1&1d •we• are atill worti~~& on tho probl-. So tar t bo 

dlocuaalon hal boon oontinod to tho corporation tax 1ohocluloo. Soaator 
i!arrloon aolcod for IOM i ntol'll&tion. The Proddent hal lhown it to h1a 

but hal not actually 1ont it up to h1a 111 written fol'll. ! hio lnto,...tian 
'ft.l preparocl by the troaouzy Depart..eot. It 1o proclioatocl on Harrioan• o 
statement that tb8 tota l corporation to.x yield lhould not be clecrouocl. 
So!l4tor ll&rrhon, tho Prooident oaid , ado that n ry clear. !b8ro aro IIIUQ' 

- Y• in 'whl.oh i t ooulcl be done, -..t the Treasury baa doDO h not bliJI& 
sul:mltted in tho tona ot a rooo-ndation ei ther ot IZl'J particular Mthod 
or or polloy . It 11 limply a otat.aent ot what would beppon in oort&in 
cout1n&enoiu . • so tar• the Prolident 1a14, ._ haTO r;ot 01117 to the po1Jlt 

or anoworing roqueot1 tor raotual lnto,....tion . • !hero wUl probably be oo• 

intol"lll&tiOD aTailablo within tho next tour or tin 4ayo, but t he Proo14ent 

dldn• t think anythinr; would be dono until about two WM1<1 attar ll&roh 15, 

llaroh 21 - President RoooOTelt at hil prou oontorenooo 

Pro11clont RooooTelt aa14 today that ourt&ilMnt or oon.,...ot 1ponding 

would be "•ll WO>rth ooooldoriJl&• 1t thoro were IOM r;uarantoo that 1t woul4 

• 

• 
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outoa.t1co.lly U.pro.,. bua!Mn coDditlona. He doubted that auah a pror;1'U 

would "eot popular appronl 1t it w re tried and tlw reaulta aougllt ,..,.. 

not obtained. 

Rt had been aolotd to r;1n hJ.a opblion ot a propoaed lonr;-ranr;o prouua 

or tax rrri aion 1JI wbid:l tota l ,......,.,., would dtclint tor tw.) or tbrot yoara 

and then purportedly would increase to <>CIIpODaate tor tho eo.rlier lou 

through aooolerattd buoineoa aoti'rity. "I'd auu;eet you road "''I last annual 

.,.•••&• to the Conr;reos, • the Preoidont told hJ.a queotionar . "In that I 

pointed wt that we are ta<>ed with a dilo..,. When .,. .onoidor oxpenditll!'ta . 

11o tl thor have to oCiltblue our proatllt prouua or, it ft wiah to cut dcom 

expenditures mo.tarially, the auto auat oo• troa oert&in obdoua iteaa that 

con be readily reduced, ouch u relief, public worka, alua olear&Dce and 

old-ar;t uoiotanoe. That 110uld all be predicated on the 1>11"" of aaey 

W8ll-:ooanint; people that thereby buain .. a 110uld autoMtically telto up the 

entire alack, plua the l.e.rp n11111ber of other people wbo art out of worlr: 

but oro not 1JI any way bt1!11 helped bY the GovenD~nt. It thoro ,.,.. aou 

suarontoo that th1a rooult would follaw, it would be wtll worth •ona1derilll• 

but I doubt that it would moot With popular approval if it were tried and 

t ho rooult not obtai nod. • Tbo Preaidtat then volunteered that it tho oor­

reapoDdents ...,ted to quote that atataact, be would ban Xannee <>OPY it 

orr and have it .U.eosrophed. "It waa purely exte.poranaoua, 1n anlftr to 

tho queation,• he explained, "but I tbl.nk I aaid a •outhtul. • A* ed it bit • 

own apprailal of tho atatt~~ent •oul d be quot ed, too, the Preoidont aaid it 

could.. 

The President aaid he wao oendinr; tbia atternoOD to Seaator Barri aon 

tho tax tir;uroa he bod e.alotd tor. He added th&t be thougllt Barnacm and 

Jere Cooper ...,uld be bo.ok next ftok for fUrther dioouuiona on taxea. 

Clarence Lin• aaked if tho decline ot 30';( 1JI llarah collootiona wnuld halt 

the dlaauoaiona of poaalblo roYioiona and tho Proaidont pointed out that 

the colloctiona wro aubatantlally above oatiatu. Fol!.J< Cotte> wanted 

to know why and tho President oaid be didn't yet know. .Uked later in t ho 

eonferenoo If thoro W>uld bt any ohanr;o in policy with colloctiona runn1111 

ahead or eatiltatoe, tho President aaid, "No , it will el.mply reduce the 

det1o1t. • 

To a quoetion aa to wbothor anyCN had yet abown hoW .orporation taxoa 

could be revieod without cutting tho total dollar volwoe ot ronnue, tho 

Proaldont repeated prortoua proea oonferonce atataJD.Onta that one auu;e atlon 

wo.a to ol1mine.te tw.) or ttoroo or tho typao or taxoa em corpore.tlono and bl­

creaae t b. atraigllt percontece lo?y. If •• 1naroaao thlo tax on tho aaall 

corporations , ht aaid, ,.. wUl have protoata troD 16S,OOO ot the 200, 000 

corporationa which earn aoro than $10, 000 a. year . ADd i! w ta.vor t-, 

he pointed out, ... muot put the wbole burden of a.ddi tiono.l revenue , on ao• 

count or ropot.l ot 80.,. or tho ainor typaa, on tho big corporationa , prin­

cipally tho .. oarnblg ...,,.. than $1 , 000,000 a. year. • jnd, they are tho onoa 

tho.t are u.Jdng tho prooont roque eta tor rortalona , • tho Prooidont a aid with 

• s.dle. "I doubt if t hat would be e xtroaely popular with tho advocate a.• 
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Tho Preaidont uid be wanted to repeat that SeD&tor Harrhon bad 

agreed nth him that tho corporations ahould atUl pay the aue total 

Ill te>:et to tbo Ocrt'lr.,.,.,nt and added that the pllpera ot tbo United State o 

had not printed that f act. ~ or tho boya, holoner , chirped up nth 

tt.o Womation that th.ey bad uaed ouch l.nt'o..-t1on and tbo Preaid...t 

-ndod to oay, "Well, it haen' t been nplw.d ud, tbm. • 

Pete Brandt brought up the undiatributed profita tu and the Preoidont 

O>Jllalnod whY it had boon oripD&lly eD&cted . Pete uked it tbo objectino 

had nC'W boon reaohed and the Preoident - • 'ldll ing to l et it &•· • t don•t 

think tbo pro't'iliona that prnented tu uoidanoe ohould be elUUnated trcm 

the tax lowe or the United St&teo , • tho Preaident an .... red, •any more thaD 

• • should at;llin a llow the inoorporlltion of yachta, 0 

Ftllx cotttn alked if tho Preeldont taYored • new corporation tax law 

ot tt.l l .e .. ion o r Congeae and the Preoident aud, "''m not taYorin& t:llif• 

thino; . It 's all still in the otudy stage.• 

l!al'<lh 23 • Sooretllry lolorgontha.u at hh PNII Contorenoet 

~ · llell , SoD&tor !!arrioon, laot ni&Jlt , toll....U.. the PN aident• a preas 

conforonoo tho ni!1>t before, detailed inoident alter incident and ... pre .. ated 

the Bill u aocopti"'l tho id"' of the Treasury to take the buaineu deterreilte 

out of tho tu bill -- out or tho tu: ler;ielation. 

A. All I can say 1a thitJ u betwOD Senator Harrison, CongreuJUD 

Dou&hton or ConsreallUI1 Cooper and tbo TNaeury, we atand juat Wbore w 
stood wllen we oxohanced lottera and tho Treasury 11 ready and anxiollt to 

hove an opportllnl ty to lay our tu: atudiu before the proper 001111&1 tteu • 

'!'he Con ference• Which Ur. Ranoa and I attended at the White Houoo with 

Senator ll&rrllcn and CongroullWI cooper , t telt wire construct1Yo and that 

we =Me PJ'O&I'III . 

April 10 • Seorotery llorgontha.u at hio preu oonference: 

q. Are yoll still wor~QC. Jlr , Secretary, on a proposal to consolidate 

a ll corporate taxut 
J.. That•s .,ndertul . Gentl-n, to lllko it oaay tor me and you, 1 

don•t think t:ll//bod.Y 'Ifill be llaklng a 1tat_,t , on or ott the reoord, lD 

tho Treasury as to llhat t will lilY when 1 ro oolYO my inYltation trcm tho 

Hill, and 1 think yoll gontl-n will ha<re to wlli t until t IItke 16/1 appearance 

on tho Hill juat aa you dld in the oaoe ot Sooi&l Security. 

April 18 - President RooeeYelt a t hit preoa oontoranoes 

The President waa aoked llhothor he was to haYo t:lli/ more oonrerenooo on 

tueo 'lfith SeD&tor Harriacm and Rep.reoentatin Dous)lton. Re raplio4 that 

no date had boon aot, but he l.a&g1ned that he would t&lk to thea next woek • 
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April 24 - s ..... tary llore;entb&u at bb FeU oonterenoe, 

The seo,..tary oaid be would r;1n oe.retul ·~ to tM ouepati..,. 

tor tax aooditioation.o IJl the Br ooldnr;a Inat1tut1oa report. Prnaed to 

•t.t lll»ther an.y 'lntUIIry prot~na .,uld deal pr1Mrll7 'Ill. th -u or larp 

buoL:>eu, the S.o,..t&J7 aald bio queati..,.ra would ban to ~t unt11 boo 

, .. , up to the Hill to toatity. 

en routo to Wuhl.n 

The Proddent indicated that the adainiatration WOilld ~ otrioially 

noutral on proponlo or oonc ... aeionel and Treuury opolce-n tor lia.l.tatiOil 

or l evi .. oalled "bue i.Jlou detorrenta• . 

!!ay f - Sec,..tary llorrnthau at hie pre" ooa.tareDCe l 

The Seo,..tary repeated that bll will be reo.dy to tootitJ 11hen the lt'aye 

aDII Ileana COIII:dttee b re~. 

!lay 8 - Seoretarr llorpntbau at hla pre" ooarerenoe• 

Tho Secretary oaid that tbll propooed tano bill would o-.plioato tbol 

tax ai tuation. 

l!&y 9 - Preaidtnt Roooevel t at hla preu oontere...,., 

Told tll&t Seo,..tary llorr;entbau - • " r;natl7 dbturbecl0 by tbol 8e,.to• I 

aot!Oil IJl TOti.Jlr; tana pe.rlty payMnta be,._.t boodpt reo D4At1oaa, 

Pr11ldent Rooeenlt today oa14, "So .., I . • Aoked to o-..t turtber, tbo1 

President e&lcl that COO>gre" la>.oww hlo pooition wll. In tho tirot plaoe, 

~ .. aaid , tlle bill boen•t r;011a throup. ~t lllld tbolretore w clon•t -t to 

talk about it too muobJ 111 tbll aeooncl plaoe, be acldecl, "all I need to do 

h to reiterate tbat 225 llill101>a 1n revenue -• p..-loecl laot ~v attar 

parity paymonto wn Yotod and that ....,t bu nnt - dellnred. 0 AU:ecl 

Who lllacle tbll promiM, tbe PMaidnt oaid, "Tbe leaden. It -... 111 a joi.Jlt 

rtlolut1on. • 

.laked 1t acld1t1onal r .... ftlllnditurla .....wt not be a taotor IJl -

oideration Of &l1y r;ao>ar&l tax MYlalOD pi'OEf'Oil• the l'reold•' ....... red, 

"'t oouroe it would. • Alll:ecl 1t be would n to tbe agrloultural approprl­

&tiOD, tbll l'reoldent aa14, .... are talld"' pri.Jloipleo aGW. Wt are nnt 

talkiD& about 11bat I llir;bt do. • 

Then bll -... aU:ed bow tbll aoMJ tor the parity ~to a1cJd: be raioecl. 

Tba l'Noiclent oa14, "l'n told JOU wt.t tbll oituation 11. I 414n't P! tbe 

225 milllono . llcnr ttwy•ve aacle tbll oituation wor•• · Go and aolt ~. 

,, 

• 
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!19' 11 • Sooret&ry llo!]ieotluw at bio prou oontuODoot 

Tbo Soorot&ry r141ouled reporto tb&t bo hod been f orbidden to preoont 
& tu ro\'io!.on proi:"U to Congrou. Be p.Ye out oopieo ot t ho l etter ho 
1w1 roooived oarly in lol&roh troa Cb&i.-n Darrhon OJ¥1 DoUS)lton. 

ll&y 12 - proaident Rooonolt at bio proal oontoronoot 

Prtlid"'t Rooonolt todq oaid that tho Troaoury io going to prooont 
to Con&roll Yariolll • thodo ot roout~.n& tho oorporata tax otruoturo to 
ol~to ao-oalled doterrmt taxoo and ropl aol.n& tholl with othor tonu 
or roYOnUO troa buol.n .. o orpnhationo. Be oaid tho 110ot -nly aooopted 
aubatituto appo&red to bo l.norouoo 1n tho otrait;bt poroctar;e tax. · 

.Ubd Wbothor bo raYored any roY1oion ot tho oorporatioo 1- tax 
thio aooo1on, tho Proo1dont o&id thoro baa bee a lot ot l oooo talk about 
deterrent taxoo. Ho a olao4 whether bio quootionor •oked oiprotteo and, 
&n,...rod in tho att i.--tho, oaid taxoo on oiprotteo aiprt be oOD.Oidored 
a dotorrout . "EYYr;y tax h a deterrent,• ho dool&rod. " I t tho ta.-r pqo 
lou tuoo On bio ftu11lo be wlll baYO 100ro money with ... lob to buy a drooo 
tor hil wlto.• 

Tbo Prolidont oooaplal.ned that IIIUOb ot the tax dhollldon in tho ....,.. 
papora bad roYOlYod around halt or a oent onoo in wbioh ho hod talked about 
tu roTidono and hod om1 ttod tho bal anco in wblob ho pointed to the need 
tor roplaoeaonto . 

"It w ropoal oort&in part• or the preaont corporation taxoo,• be oaid, 
"OYoryono on tho Bi ll h agreed-I'• agroed-tbet w •n got to- up tho 
NY'""' in oorporatlon taxes u a Whole . That rahoo tho qwootion wbathor 
, ..,. pooplo oro not dollberately oaittl.n& that port ot the aontODoo with tho 
hopo that • ._ tu:oo will be repealed and no oubot1tutoo proY1ded to roplooo 
the ... 

!bo Proai dont o&id be would • juot u oooo• han tile UD41otributod 
protita tax ropoalod, proY1ded otbor •an• oould be tound t o proYODt ..... t 
he called "logol tax nasion.• 

Uan;y ot thoao Who aro adYooatin& ropool or oo- o&lled deterrent• want 
repeal ot oort&in reotrlotiona in tho tax lowa, be o&id . .l aiaplo UU~Plo , 
t he Proddont tlq)lainod , io " tbio quootion ot oliminoting ontirol;y tho un• 
diotributed prohto tax, • Ho said thoro hod been a YOry dotinlte reuon 
behind that tax, that it was to prOYont tho \110 of oloooly• beld oorporationa 
OW!Iod by ooaporatiYOl;y rlob - to aoO\IIIUlt.te ino.- inoto&d ot paying taxoa 
on it t.nnuoll;y. The Proaidont took a oraol< at publiobora by oa;ying, "It 
tboy loan tboi r walth 1n tile papor•• I .. an in tho oorporation-until tbo;y 
d!o , t ho GOYOr,..nt wi ll pt oo• inberltanoo t ax but not near .,...t 11011ld 

• 

.. 
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bo duo it trCIII tax .. on upper braoltet ino.,.., • It there 11 no undio­
tributed protlto tax, be oa14, there ous!Jt to bo a.- other Ya<f to pre­
nnt this fora ot legal te% nuion, 

Tho Preo14ct o&id tbet the oo-oalle4 cleterrct texeo pi'O'ric1e4 Z5 

to :50 percent of the total oorporaticm te% fielc1. For tbe .Ue ot 
or&UO""t• he oaici, 8Uppooe woo repeal th• and try to Mite up that 260 
o1111ona ot ciollaro of revenue, 

•u ,.. adopt tho theory ot adcii..Dg tliat uount to tho peroonta&e tex 
011 a otrdS)It rate baoio, • be oa14 , "there wl.ll be a aoot awtul oquawlt­
t hore' U bo a rnolution-by the eall oorporationo. • 

The Frooicient oa14 that ot 200 ,000 oorporationo, lSO,OOO wore ~ 
loll than u o.ooo a year. .. a -tter or praotioal polttioo, he ulted, 
"do you think Congreaa 1o goinc to put an ino reaao on ttwmt• He aekecl 1t 
the corroopondento thought Congreaa woul4 clare to put a nry large inoreue 

on the mecliW>-oi&ecl oorporationo that ha4 from $10 ,000 to $60,000 tno.-. 

And then ho aokecl -.bat the net reoult ""ul4 bo . .,_ring hio own queatioo, 
ha Oaid tho reault WC>.Ild bo that tho 260 ailllono .... ulcl ha1'0 tO o.-. out Of 

thll peckoto ot the - 11 n\lllber ot very large oorporo.tiono and rr- tbooe, 
too, bo oaici, tboro 11)Uld bo an awtul oquo.wlt. loll thio, bo oaid, -•t bo 

oono1doroc1 by ~ oOIIIIIIi tteoo and by tho Con19"'oo. 

The poui ble Mthode ot ald.ng chango a, tho Pr.,.iclent oa.lci, will oiaply 

bo plaoecl botore the ooooaltteeo, not neoeooo.rily u roo-ndati..,.. rbat 

&oana, bo oxpla1Mc1, tbo.t tho Treaoury 11111 ha1'1 to aa;t, "It J10U go ahead, 
pntlooan, ODd repeal - ot tho oorporation texoo, you will bo.1'1 to add 

tozoo on all ot tho .,..11 oorporationa or oo all or the big one a. • 

Aokoci earlier about hio meeting with ChairMn DouS)Iton and Reprooante­

tlvo Cooper, tbo Preo14ont oa14 it •• priao.rily explorat11'1, tbo.t tbe 

CongreoiMft pl&Jm.d to talk over tlot oituo.tion in tbelr O<llllll.ttoe and 111th 
tbo Senate. Be oo.ld be did not tnmr - t 11111 happen. 

!IS' 16 - Prooident Rooonalt at hio prooo ooa.terono01 

Tho Preoidont oa14 that he oxpeotod the oonterenoeo with the roprooent­

athea or tbe Cooaitteoo to continue . The date of the next ooa.terenoe 1o 

unoertaln but 11111 probably bo held u ooon ao tbe - g.tl- troa tbe 

Houoo have tallood lt over 111 th .-bora of tbe Coooalttee em Waye and Ileana, 
wbore all tax lopolation .uet ori&in&to• The ooa.terenooo are Ml<:ing pro­
gran bo oaid. J.okecl wllethor the nsrl o<llllerenoe ....uld bo liaitecl to tbe 

lfaya and lloano repreoantativea h• oa14 be ouppooecl Pat llarrieon would ..- • 

He was e.akec1 about tbe o1 tuo.tion ot tbe undiotributecl protito tex. lie ea14 

the aituo.tion wo.1 otill about the ...... ~ aubotitute would bo.ve to have 
oateguo.rdo againot ..._ tez avoicio.noe and provioion tor Ml<ing up loot .......,.. •• 

.laked it Soot i on 102 ....., • t a autt1o1ct aateguo.rd, be oo.ld woo eli em' t ll:now yet 
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~ .. ,. .. 1~ M4 ~liMa !.A on..t tor- JMJ'• ,._.. wre M op!.JI!. ... 
about it, ..,. •• ~ba~ !.~ wu worldJtc all ri.P' 11114 "'- otl•r ao 111a it 
.... UD•t """' •~ all. a. ~ ... o.ro •lkiltc it ""r la • pertMtq 
tr1o1141)' 'ft:/• It • - t1ll4 - aahpu«, tMt will lie pomotl;r ttae.• 
.utt<l 1t hi ta>""cb' tM DOXt tu -ro ....... woul4 pro411oo ~ _.,...., 
110 u14• ... baft liMa ••M•c ""r t!.tto• or •atr 41fflr.t t1a1np 

0114 I tuppooo • will-~ tiel 41•-• ~.· S. a44o4 that tM t:llrM 
.... t,_ tba Bill 'lfbo •ro JI"HIIII JONI'd&J •ro &Oinc tiel talk tll1np ""r 
md lot h1• blow tbo ro., lt. A*-4 by '-to Bru4t 0 Io Wo o. t111boaNrt" 
t;M Proo14ct ropl!.o4• "Jo, DOt o. bit.• 
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TREASURY DEPARTMENT 

INTER OFIFICE COMMUNICATION 

OAT& ~ 17, 1939 

ro Secretary !.!orgenthau 

·- Jlr. s-W 
subJect: Recent Decline in British Bond Karket 

Tbe attached table (taken trom the London Economist ot 
Aoril 22, 1939, except that the last column has been added 
in t his Division) is interesting in two respects: 

(1) It indicates that the rise in interest 
rates in Great Britain baa transformed the aecen~ 
ing curve of rates aa maturity lengthens, which 
oharacterhee higb~grade interest rates in the 
United States at thie ti~e and which did ao in 
Great Britain until recently, into virtually a 
stra~ght horizontal line. Thus, tor exa~le, 
the ~'a ot 194o-44 and the 3'a ot 1959~69 were 
selling on April 19 on an identical yield basis ~-
3.61 percent. Leas than aix weeks earlier how­
ever, the tormer were selling to yield 1 . 94 per~ 
cent, and the latter 3.30 percent, a yield 
differential in favor ot the shorter maturi ty of 
1. 36 percent. 

(2) In the sharp tall in the Bri tiah bond 
market ·between Karoh 10 and April 19, 1939, the 
ahor~er maturities t ell farther than did the 
longer maturities, thereby duplicating the 
experience in our own Government market during 
the i mportant declines ot the l ast three year• 
(as reported 1n our memorandum ot November 26, 
1938) . 

Attachment 

• 
.. 
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nelda ot Br1t1eh Gonrn~~ent 8eour1t1ea 
Karoh 10 - April 19, 19)9 

I a sue 
: R1aa 1n 

J18ld 

(Peroent) 

1 St1or t a1 

' a otl~ 1. 94 ) . 61 1. 67 : 11 

ot 1~64 2.~ 3-7~ 1. 08 : 28 
aotl~ 2. 9 '·l 1.oi ~l a ot 1944-49 2.95 3. 9 . 7 

1Ked1ua1 

1 8 ot 194-S-5) 3.09 3.68 ·~9 23 
3/418 ot 1952-57 ) .25 3. 68 . ) 20 • 

•a ot 1954-58 3·2~ 3. 63 .)8 18 
1s trom 1957 3·5 ) . 89 . 35 15 

'Longe ' 
ot 1960-90 ).43 3. 79 . 36 : 

22 
s trom 1961 3.~ ).so .21 18 

' a ot 19~6-61 ) . ' ·l6 .)6 18 
ot 19 9-69 ).30 3· 1 .31 19 

8 Conaola ) . 53 3.84 .31 19 
a troa 1952 3· 57 3-75 .15 18 

: 

Data on market Jlelda troa London Eoonoa1at, 
April 22, 1939 • 
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Itt zpv tatewMe 

1.\ ,...... ft41••-• I looiiM 1•"- \be Duo 1H14•\. 

a -U.\ tyler ud Onea We* Duo "- laiu "'.tat 1a U. PoeUaa 

thll &t\a- tor • na, "- two- .. ra drhi .. U..., \be., .. , . ,. IUid 

DaM nr ...-laC looM oa U. .. blllltoa o-..el r1do of la1u "'lot abon 

oppool w u. 1u CoUoce •'- 1» op1od • -u toa \ol'l'ier onod liT Kr, ud 

..... Yl rp.l '· ··M·- ot l2JO - SUa """· •• .. .... 1111\ohl .... .. 

u \lie Oon.-t hia\ial om... • ........ a.w~. •• ..... , .._ 
r .. u., ..u la\el)', ba4 tuM t heir ....U toa \ol'l'ier to \ I» putt for u alr-

t-c. fboo doc -. oa • l.eull ... In, ... _,__ •• ouu., oa .,... ot \be 

put 'bnoi!N, DIM I'UI ,. \o \!Ia ...... lftiiW 1\ liT \ 1» bult of \be ,... 

_. 1\or\ad \o r'-b 1\, In, lne~ .._ llrotol'l-.1, •r ~~wo-.., 
IIMoal .. aa1W0 at\oolipW \o ..,. .... Duo ud Ute .. ..,.__ .... Duo "l\ 

b1a oa tbe i Ma t1.,.r ot bl.o 1'1111' ....,., n. n..ll oa \be ...,. at \ba t oa 

torrhr 'r ltHII -. \ora ill~. lr, lk\o~ .Pod tyler ud GI'HII to 

al\ ftila I» rd a ..tonrre1e ,.n poll- wbo .. oa dat;r 1a U. 

'liriaU~. ,...1'41111 \o •· la\old_, !ylor -.14 \1»\ U .. t.poooi~ fer 

b1a \o •it rod ratlmMd to \be ,_,. au. Duo, II'. 111\obiuoa • rl 

•torqelr ,..t ,.u- .,.._I'I'J, old.eld ....-.,. 401, wbo aoetiraod U. aboft 

r .. -.. I.,.·-.., u ..,.n.u_ to \&111 w 'l)ol u or---. 

I., e' 1 II', lllt"hna _. teW 111.o lllle lf0"7 ,... wra ·-' U. 

a\\rr, I .,...._, Uta\ t. l»ft Uta abn81oa oa llio IIMd dro .... llr • doe\or 

ud \lie t• torl'lor \roa\d 11r a ftWI'UuJ ... tt. "lllo _, to •• No 

....,. \o •tlatJ Ida. ..,.,_u, • .. 41o\al'llrl .ata17 liT lllo wit•'• 
llratorla ad \1» taft Uta\ fJln ..,.... \o •U ..,., • _, ter U. ont•r• 

I baft \ollro4 wl\ll \1» ottioor uri I» - proalrod to \oapboM .. 

\Goo"" it lr, llltah•• 1o 110t •Ural7 •Uotlrl. ll.o .,....uoa lr t br\ 

\boa lt.lltf._ llo -.tloarl, .... UaiS)' tue Duo \o U. p&Jtr tor a ,..., to r\op 

\boa oar ud ,., on ISO \1»\ "-7 eUl ._,. •ra -trol -r ._, Ottl­

llaepborl')' ra14 U.\ ,._ ol»..rt""' .u. 1\ a praeU• \o ..-1a 1o U.. au arl 

follow Duo uo.d \1» ., .. ....,. fllio tbq 80U1dar \o be....,.,.,.. t.a•• of 

\boa ••bar at JIOOp1o ... \lla prua r of oU.r dop ia \bat aaipt.,...., 

I WM U.ra io ao\ldac \o W0"7 •••· I 11111 fellow U. •\tor .. 

... 1t \bora ara ~ dWftloJIIIa" 11111 adlllro ,..w. ~ 
... '# .. , ..... 

EI!Ptr '7Ped ~/17 /39 
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.. TR£ASURY DEPARTMENT 

INTER Ol'f'IC£ COMMUNICAT10N 

....... ,.., 17, 1939· 

Mr. Haneo 

Mr. Jllo~ ~ 
TO 

'""~ 
!111bject: .A.ccura4f of eotiaateo pr"Pare4 b7 Mr. Stu ln a •aor8114,. 

tor Se~tor Barrloon. 

n>e procraa oil vhich Mr. St• pr"PaJ'ed hl.o eotiaateo lllcl'll4ed the 

rollowlDC fovr lt -· 

Bo. 1. Sllbotltnte tor the corporatloll lnco• tax 
eppllcal>lo to corporatlo110 with ut lnco.,.e of owr 
$25 ,000, a flat r a te of 18~. 

Lean corporation• with net lnca.o of wuler $25,000 
oubject to tho ratoo proTide! tor ln exlot~ law. 

llo . 2 . Allow corporatlollO a three year oarrr-owr 
of net looaeo, excludlug "-Pital loeoeo. 

llo. J . llepeal the $2,000 l1altatloll on the de4w>tlon 
by corporlltlono of capital net looou frOID other lDCOIDI, 
l!>lofar ao ouch loose• reeult froa aaoeto held owr 18 
1011tho. 

llo. 4. Allow a co.J:!!O!atlCD to lnoreaa• lh declare! 
Yalue for CIIPltal stock" ~·•• tor the tlecal Jlar• 
•D41llc J11111 JO , 19}9, ~ JWUI JO, 1!)110, but 4o DOt 
peralt th .. to 4ecreaoe ouch YalUI for .,..,b JIUI• 

!be eotlMteo of reTIIllll pr"PaJ''d b)' Mr. Staa •tor the calendar 

year 19}9 Ulld.er euch a plan• were ao follOVII 

Oallll fi'OII (1) 

Loooeo froa (2) and (3) 

Loooeo from (4) 

let pill 

$59.000,000. 

5} ,000,000· 

2,500,000. 

:n 
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In accorcl.ulce vith 700Z requeot, pro11llll.nar7 IUI4 tontaUn utiaatoo 
un been turniohed b;r the Di't'iaion of Reoearoh 11114 StaUoUco. !i• hu 
.. , been outticient to ll&ka e ots.-tee of a fi.J1al or official character . 
Futtho,.,ore, reliable eotiMteo of tbe rennue effeoto of propoealo (2) 
..,.,_ (3) 61'0 difficult due to lack of adequate baeic data. 

SUbject to theoe quali fication•, tho eo till& he vhioh rofiect the 
tull ett oct of all propoealo at cale ndar 7ear 1939 leftle of buobou 
as COIIIJ>IU'Od vi th t ho l1al>111 tie a under the praunt lav are ao follon: 

• 

Oaino froo propeeal (1) •..•... + $ 65,000,000 
Lo•••• frO!I proposal• ( 2) 

and (3) •.... . ..•••••...••.• - 85,000,000 
GaiDa froa propeoal 4 ....• . ••• + 6 ,000,000 (}' 

lfet lou • • - 14,ooo,Ooo 
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SubJect : 

COPT 

llq 17. 1939· 

Mr. Hanu 

Mr. lllouDt 

ACCilr&CY of eot illlatea prepared by l!r. StM in a me10or&ndum 
tor Senator Harr iaon. 

~· prosrs:o on wich Kr. st..., prepared hh eatbatoe included the 

toUowins tour ite:a: 

llo. 1. Subotitllte for the corporation lncoCIII tax 
appli~blo to corporations with not incoooo of over 
$25 ,000. a flat rate of 18~. 

LonYe corporations with net incooeo of under $25,000 
subJect to tho ratea provided tor in oxiotins law . 

No . 2. Allow corporations a ·threo yoar carry-over 
or not loooea , excluding capital loeooo. 

llo. 3· Repeal the $2,000 limitation on tho deduction 
by corporation• of capital not loaeoa from other income. 
inaofsr 81 web lone• rooult from aneta hold ovar 18 
llontha. 

llo . 4. Allow a corporatiGD to inorea .. iU doclared 
val•.>.e for capital otoek tax purpoeea tor the !ileal yearo 
on41DC J\lllo }0. 1939, and June }0. 1940, but do not 
per::>l t thea to decNaoe such TalllO tor onch yearo. 

\'he eotbatll of renl1118 prepered by Mr. Stu •tor the calendar 

year 1939 ll!lder ouch a plan• woro at tollowll 

Oe.ins !rom ( 1) 

LOIIOI from (2) and (J) 

Loneo from (4) 

Net pin 

• 

$59.000.000· 

53,000,000. 

}, soc.ooo. 

2 .500.000· 

• 
.. 
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1a aoo•a- with.,_ re-t. prellalau7 •4 \ea\&Un eett.&Me 
han bOlD htDilbe4 b7 the D1Yilillll ot leMaroh .-4 ihaUIUH. !be bu 
oot btiD wttioieD~ \o - ee\U.tee ot a tla.al or ottioial obarao\ar, 
Jllrthereore. reliellle ••U-he of - r .n- effeo\e of propolale ( 2) 
.-4 (J) are cUfticv.lt b to l.aoll: of a4eqaate bulo 4&\a, 

Slll>JICt to t.heee quallt1oetlODI, t.he 11\laaMI ... loll reflect the 
fUll ettect ot all propoeal• at caleD&ar 71ar 1939 lenle ot nalDaee 
•• 001pare4 vit.h tbe lialllllti .. Wl4er the preMDt ~are •• !ollon1 

Claiu tr.- propolal (1) ....... + • 65,000,000 
Lou•• fro• propolale ( 2) 

u4 (J) .................... - 15.000,000 
Oa1u tr.- propoeal 11 ........ . + i'i,OOO.OOQ 

•• lo... • - 111,000,000 
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""'!O!WiDU!I pREPARED BY I(R, STAl-l OF JOINT COI!'U'l"i'EE FOR SENATOR 
=· 1'-ARRI SON 

rto . 1. Subst1tute tor the corporation inoor:~e tax a n">lioeble 
to corporations with net incomes or over $25, 000. a tlat' rate ot 18%. 

Leave oorporati ons with net inoomes or under $25,000 . subject 
to the rat es provided tor ln existing law. 

Ho. 2 . Allow corporati ons a t hree year carry- over or net 
losses, exoludlng capital losses. 

No. ) . Rs~al t he ~2,000. limitation on the deduction by 
corporations or capital net losses rrom other income, insofar as 
such losses result trom assets held over 18 months. 

Ko. 4. Al low a corporation to increase ~ts declared value 
ror oapital s t oolt tax purposes tor t he fi scal. years ending June 30, 
1939, and June 30, 1940, but do not percit theo to decreeee such 
value t or such years. 

Eaticatea or revenue tor t h e calendar year 1939 under such a 
pl an. 

Cai ns t'roo ( 1) 

Losses from (2) and (3 ) 

Losses from (4) 

Net gain 

$59, 000,000. 

53,000,000. 

3, 500, 000. 

2, 500, 000. 

1. Under t he 1'1rst suggestion the l ittle corporations willbe 
lef t al one a nd the larger corpora t i ons will be subject to the tla t 
r~te or 18%. Thi s will result in a slight increase tor banks and 
insurance companies which now pay a tlat rate ot 1~· 

2. The second suggestion will allow corporations to carrr 
over o~rating net losses to be annlied against their net 1ncone 
ror the IJuooeedlng year. And it in excess or t he net incooe cr: 
the succeeding year to be aonlied against the net income tor t he 
second year. And it in exces s or t he ne t income t or the second 
year to be apnl1ed against the net i ncome tor t he third year . 

3. Thi s suggestion ~rmlts corpora t ions which have capi t al 
ne t looses tree aaaeta hel d over lS mont hs to appl y such losses 
ag~nst their other income tor the same year. In t his respect 
thrsr cor por a t ions w1ll be treated l i ke individuals who are 
'errn1tted to ottaet their capital net losses to a certain extent 
agains t their other income. 

... 
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The $2,000. 11m1tation will. at1ll appl :r u to capital 
net loa see rrom the eale or exohange or oapi tal a .. eta held 
16 aonthe or leee. fh1e vill prevent oorporatione troa 
using theee epeoulative losaee to reduce their ord1nar:r i n­
come. Unleae th18 eateguard should be put in, the limi tation 
on short-term capital losses applied to indirtduale aight be 
evaded b7 the formation or personal holding oompaniee and the 
el1m1nat1on or investment income b:r apeoulative losses, 

4. It ve allowed a corporation to declare a value tor 
oap1tal stook tax purposes eaob :rear, it aight be that loea 
1n revenue would result, especially vith those oorporstiona 
baTing t1aoal :rears ending ahortl:r atter the close or the 
cap1 tal stoolr. tax :rear, vhioh enda June 30 ot eaoh :rear. 
Therefore, to avoid an:r lose or revenue troa thia eouroe, it 
11 auggeated that tor the fiscal :rears ending JUDe 30, 1939, 
and June 30, l94o, the corporations be permitted to incr ease 
their capital etoolr. value but not to decrease euoh value. 
Thi s v1ll onl:r reault in a slight loea or revenue from the 
exoeea profits tax, and because of tho additional capital 
stock tax to be paid, it 1s not believed that it will exoeed 
two and a half million dollars • 
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TREASURY DEPARTMENT 

WAIHINCI'TOH 

Ue:ooranci\111 for 
llr. l!anet: 

... ,.-

In reopoue to 70Uf requeot for t ho DMII of corporaUou 
rro:s 'lh• a441 Uoll&l \&xeo wore colleote4 la conooq_.,o of tho 
&!'PHcaUon of lleoUoa 102 (lur\&x Oil CorporaUona lJoproperlT 
AccW'IUl&U..,; Surplua), I llat bolo• oiz caoeo in Whlc:b oubo\an­
Ual a::oun\a • •r·e reco..,.ered for the O.•aruea\1 

l'iahor A Coapaa7. 
De troit. Wi~~ic-n· 

Almoura Securities, Inc., 
JI\CksonTille. 11.or14A. 

»All ! rothera Oomptn1. 
Uuncie, I nciinAa. 

Laonar4 l'ine.nco O.rperaUoa, 
Chicaco , Illiaoia. 

l~tional ~rocorr Coapaa7, 
Jerae7 Ci\7. 1 .. Jer•er· 

Lor4 A ~. lac. , 
CMcaca. l lliao1t. 

• 2,060,739.29 

2 . 736,682.06 

1 , 896 .200. 66 

730,000.00 

6&8,?05.48 

It 11. of courae. tru.e \bat \hill rocnorltt wore ..-4o 
unAor tho pro-rltioaa of lleYelllll Acto prior to tho 1938 BeYoano 
Act , Whlll tho locialation • •• loll faYorablo to tho ~oronoat ' o 
Ol>"ortun1t7 to rocO'I'er. iD&~ a• tho burdoa of proof acier 
the prior Acta ••• "~'"" the ~ .. , ..... .,,. Thoro aholll4 be non 
•oro eat iataotory realllta in conooqueaco of tho proYitiOill of 
the 1938 Act whic:b abifto tho burcion to tho ~or. 

eo-lttlonor • 

• 
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Kq 17, 19}9 

To 1 Tho Secretary 

Fl'oe : Mr. Hanoo 

AI I r eported to you yeoter~. Concrooaaan DoUgbton asked ae 
to boat hl o office at 9:00 thlt ..,min;::. Vben I cot there I f ound 
t bat ho v011ted to dlocuu vlth •e the propoulo of Pat Rerrlton tor 
chee8•• In th e corpor a t e taxoo , copy or vbich I cave to you yeoterday. 

I told Mr. Do1J4;11ton that I could not vouch for the tl&'U'eo con­
talaed In the propooelo boceJao they he4 been prepared by the stet! 
of tho Joi nt eo-.! ttee, heeded by Kr. Stu, end I did not knov the 
ooW'ce or the !lgureo. l!ove1'er , in priDci ple, vhile vo heve not he4 
tho opportual\y to otud.y tha eue!ully. the propooulo would oe• to 
ao to han a orit , end 11ight poulblJ' be a baeio for a coaproalle 
OQU::ent bohteen all concerned. I told Mr. Doucbton that tho propooalo 
did aot co ao far aa ve vould like becauoo they did not take up the 
vor7 iaportaat queotion of deuliog vith the hlgbor ourtax rateo, nor 
vlt.h """' other prortaiono concernin;:: the Individual tax ol tuet1on. 

llr . Do~ton ooomod very much worried over t he tact that Jere Cooper 
tad r omal.nod behind attor t he mooti1J6 at the White Houoe and bed a dlo­
euoolon vl t b tho Preoldont, the detail s of Vblch Jere did not tell. 
Rovner, J ero did toll 1-tr. Doughten thet he vas otroncly l.n favor or 
paoolnc a rooolut1on r enevin;:: tho exclee taxeo I.Dedlatoly and aondin;:: 
that on to t ho So1111te 1'1=• Com>lttee, to bo !ollovod b:v a tax bill 
coatalnln;:: oll t he other co11p0nent pa:tto . Mr. Douabton oeo::ed to bo 
feart'Ul thet th lt would involve soce dolq. lie vaa qul te concerned over 
t!:e at tl tucl.• or the other • .,.bero or hit co:r.alttee, and he4 •l.lU••ted to 
Jore ttat be call a geet log or tho llolloora tlc aogbaro of the aub-co=lttu 
l:codiahly 111 onler that t he 'llhole propool Uon lll!;bt b e laid before tl:.,.. 
aad a dec1o l on reached ao to procedure. · 

Kr. Do114:htoa a.olced me !or ay op inion and I told hill nry !rtu>kl:r 
that I vao In !ovor or Incorporating t ho excite taxea , and t ho corporate 
and lndl vidual tax change& In one bill Vblch ve could ecroo upon in 
advance, hold hearinp of Yery ohort duration, N1d tend to tho Senate 
flr~ce Committee a tax bill vhlcb bad or1g1noted 1n Itt proper place. 
tho Vqt ond HtaDt Commi ttoe of the Houte. He aald that ho vas going to 
lno! t t on J ere Cooper calling a meetln~ or the aub-co=oittoe a..odlatoly 
and In the ovont of hh failure to do 10 be vould call together the full 
llayo and l<taDo Committee tor a dltcuoolon of th lo probl•· 

'1. w.--\t", 
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.... 11. 19, 

,. 1 repeneA \e,.. ,..t.,.., a..., .. _~- &UtM .. 
to •• a\ bla ottt .. at 9 100 \1\h •ft!IIC• IIIla I •' ~ 1 ,.... 
tbl\ ho wan\eA to 41o ... a wt• .. \1\o pN~Ml• of Pat lurt- tor 
... ..,.. la \bo oorpora\o ._, MJ1r ot ••• I .. .,. to ,.. ,..,....,., 

1 tolt Mr. DMcll'- that I -.11 .. , ....- tor •• n,.... -
\alD .. la tbo JH~Ml• .._., \1\t~r lla4 '- pnporo& 'llr tile atatt 
of \1\o lob\ c-tt••· loaelel 'llr *· ,._, aa4 I 414 aot __, \1\o 
- of \ bo ncar-. low-. la ~ple, 011\Uo ,. 11-. .. t 11M 
Uo oppon•I\T \o , ...., .._ ~. U.o propoealo .-14- \e 
.. to II&Yt aorlt, aa4 at-"t ~oolU, ... a lulo for a ...,..... .. acr-• ... ,._ all oeaoo....... I \e14 -.. llftcl>\ea that tile JIN~alo 
414 ao\ ao u ,.., u ,. WM14 lla --.o tht~r 4l4 aot \eb "P tlaa 
.. .,. 1.8ponaat ('MU.• ot a..liiiC "'"' u.o ~ ......_ ratoo . aor 
wi U...., o\hor prowtolau -..uac t ho la4blto.al \u al ... u ... 

llr. Dftcll'- • ...- .,.,. _. wrrleA • .,.. tho tao\ that .z..,. Co~ 
hall roaalaeA ~ an... \bo .... , .. at tloo nno a .... aa4 11M a 41 .. 
ouolon "'"' U.o PNOU•t, Ulo 4ot&111 or ••• J - 41& aot tall. 
llo,..or, Joro 414 tall •· ~- that 1M - ati'NC17 la f ... r of puolac a rooolsUoa ......,. .. \bo -too ..._ a...&la~ aa4 a..U.. 
that .. h tllo !•at• n- o-tt .... \e " Ml .... 'llr a toa •w 
ooa\alatoc all t1oo otloor ; ud ,.no. *• llfttlll'- o...- \e " 
ttuM tblt \bh wwl4 , ... 1 .... ·- Mlar· .. - \'&1\o .... 11M­
tho oUl..,.. or U.o •"'- ••- of loh _. ..... aa4 lla4 .,....._ \e 
Joro tha\ ho tall a .... , .. of tloo ' •1-tlo •-'oro of \1\o M 11 lUoo 
l • .. ldo~ la oHor \hat t ho * oll p~oltt• alp \ •• lal& Mtoro "'• 
u4 a 4oololoa r-eA aa to pro..-e. 

llr . Douchtoa aolre« .. tor ., opW• aa4 I \ol4 lola Y..,. tr nk'1 
t hat I wao la f ... r of 1-rporaUoc \ho -h• \uoo, aa4 tho oorpora\o 
u 4 la41Yitbl taa -.. ... ta oao ..au ...,,_. wo -.1& ..,.. ..,.. Ia a&-. bll4 heart ... or ""' alilen .,....tt•, aaa o..a \e U.o •-'­"""" .. c-su .. a taa ..au.,.,_. 11M •rtclM'-' Ia Ito,....,.. plaN, 
tloo v.,o aa4 "- c-t "" of Ulo ...... .. tal& that IMI - .. , .. \e 
laoltt oa J uo Ceopor oolliiiC a ....... of Ulo .. ......_ ..... a...& Ia~ 
aa& Ia U.o woa\ of bh taU- " a. oo bo wwl& tall ~- tho Ml 
. _,, u4 "- C..l"oo tor a 41o ... tl• of Wo pro .. l-. II 11 

,~ ~~t\Al~d) J, • • 

I 

Sent t o Secretary by opeclal 
aeoooocor - 5-17-39 - 1100 P.M. 

... 
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SubJect : 

llq 17. 19J9 

llr. Blotlgh e/3 
Pe11alt7 taxu on oorporaUono accnalllat ille nrp1.,.u 
1D axuoa of t lto reaooD&'b1e noedo o! tlte 'bu.iDooo 
( SootioD 102 &D4 ! oraer SoctioDo 1o4 &D4 220). 

I. 

'!llo !Apooi Uon of penalties on corporatioDa accu.ul&tille 
cu:p1ueo iD ozcua of actual 'bu.ineoo ueda waa 1Dtrc4uced 1D 
the i!eT&D,. Act of 1921. Prior to tt.at Act tits law prcTided tt.at 
wllon ourp1ueo vere tltua a.....W...te4, tt.o 41otr1'bllt1Tt oltare wao 
to be added to aDd taxed ao part of tt.o otockbo14or ' • porooual 
l.Dcoao. !rb.e cii&D4!;e 1D tlte metltod in 1921 wao prOI\IIllably dua to 
Supr..,e Court 4oc1aiou. 

Certaill reTiaiono haTe been aade ill tlto oeetlon aiDe. 1921, 
the aoot !Aportant of vltich vao ttto proTioion 1D tt.o l!onnlle Act 

of 1938 placiDC on th& taxpqer th& 'bllrden o! proTiDC th&t an ao­

C1liiUlat1oD of nrpil.ua vao DOt ueo .. iTe . 

II. 

Put u p erieneo in entor<:iD& tho p all&lt7 tax on eorporatloDa 
baa DOt 'booD ODC01U'IIgi~~& . It l>ae 'been fotmd 41!!1C11lt to pro ... tlte 
1110the of acC1110lat1oD f or tt.e purpooo of aToi41D& tlto perooual 
our-. !Ito l!oar4 of Taz Appaalo &D4 t lte oourto han in coural 
iDdoted on a otrcng prepoD4orance of nidcce to proTo auct. a 
•ot1Te , Re1at1Ttly fev caooo t.an been railed in tt.e l!ureau of 
IDterno.l l!onnua and TeJ7 fw t.an been fill&lly a4,jl141cotod. 

Tile l!ureau ot Internal ReTanue t.ao furnialle4 intoraat1on to 
thlo office vi ti> roepoct to caooo cloee4 &D4 caou poD41nc, al>ll 
tax 4of1cienciu aooorto4 &D4 IIC1'••4 to tmdor tt.e prorto1ono of 

Soct1oD 102 aD4 el.ailar prortoiono in prior ronnue aoto. !t.io 
1ntonoat1on olton that no caou 1nTo1rtnc Section 102 of tlto 
l!evenu Act of 1938 ltaTo 'bolD eono14orod to dote. !!>oro arleta, 
tlterefore, DO adainiotrat1n u:perience co ... ring tt.a nev prortsion 
vhlch ohltto to the t~UpaTer eorporaUen tt.o 'bllrdOD of prortnc tt.ot 
an llnl'O&OOM'b1o ac..-ulation of ourp1ua waa DO t affected viti> t.l>e 

purpoao of aTOido.nco of tt.o t.pooition of tlte ourtax upon ito 
ah&rtlto14oro. 

• 

:cG 

• 
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!be aft1labll dllta are .-arioecl. in tho t ollowtnc table. !hq 
co¥tr tha auertlon ot cl.eticienciu 111 caoea 111TolT111c a.lleco4 
lll!proper accUINl&tlon of euzplua Wlcl.er tho 1921 J.ct throUgh tho 
1937 J.ct. 

s-ey of caeea 111 'llhl.ch Section 102 anc1 oiailar 
prcTio1ono in prior reTonua acto vere aooertocl. 

t o llq l, 1939 

1 I!Uiaber : !...: iJiaz 
:ot eaeea: ;ero;eoaed collected 

Settled in Inco:e 
f ax 1init 1183 • 66 ,795 .655.00 $ 13,275.091.00 

Set tled after 
pet! Uon t o 
ll .'l' • .l.. or 
court a ill 104,212,228.00 gz,1S4,6!iz.oo 

fot ol eaoeo oett1ecl. 794 171,315,583.00 4o .459.748.00 

Pendin& in Income 
Tu Unit s4 20,001,678.00 

Pend.lnc b .. t ore 
!I. T • .I.. ""4 
courte 168 5Z,4s9.24J.oo 

' ot.al CAlli pt::D4.1.nc 252 17 ,49o ,921.00 

Source: Internal Ronwe :suroau data , oqlp1114 MaT 16, 1939. 

• 
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.U of J4at l, 1939, &I eMwD 1n table Oil p&p 2, 194 CUll heft 
been clcud. ~~ tax pro~ .. d in theae cuee vu approxiaatel.T 
$171 ·3 Dillion, of which fll0.4 aillion, or 23.6 percent, vu 
e&recd tc. ~u• 794 olo1ed ca11eo are made up ot 483 1ettled in 
the Ineoce !'ax Unit ADd 311 oettled e!ter petition to the l!oard ot 
f u .~;>pell11 or tho eourto. 

1es 

• 
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It 11 dcni!lcant to note that of tho 1183 ouoo han4lod liJ tile 

aooDO !ax 11111 t , 307 were clo .. d v1 th no taz llabU1 t7, !hie _. 

1.1141cah en Wtial Ullvan"ante4 uoortlon of taz Ua'blll\1 oa tile 

:69 

part o! the au41t dh111ono, or, .,... Ubq, u lnablll\1 to nataia 

tho eoouted 4ef1c1onolee athr conteronoe vlth tho taxpqer corporatlou. 

ot tho $66.S allUon of a441tlonal taz propoood 1a tho 11SJ caooo h·dle4 

1>7 tho I11COM !ax tJnit, $13.3 a1U1on, or 19.9 percont , vao ecroe4 to. 

With reopoct to the 311 oaooo vhlch roache4 tho Board of !az .Appoalo, 

or tho colll"to, tax 11abllitho of $27.2 a illlon were agree4 to out of a 

total eoaorted of $1011.5 a11llon. !hlo aaounto to apprcxlaatoq 26 percent 

oett1eaont of 4of1c1anc1eo. 

!'he bulle of the 4ockate4 cuoo were 41opooe4 of b7 oUpv.lation before 

tho Board or t he courto. Onq 32 cuoo haft b- tr1e4 and docldo4. J'or 

thou ca .. • t he recor4 ahon that 13 woro docldo4 fa'tOrabq to the 0ofti'ZI­

mont, 7 advoruq to the eo ............ and 12 partl;T ln !&'tOr of the Oonrn­

.... t. 'l'be trlod cuoo )'leldo4 a441tlonal taz of $3.5 alllion, out of a 

total propooo4 doflclanc:;r of t6.3 a1Ulon. !hie 1a41catoe a porcontap 

of 55. 6 of the usarte4 doflcloncioo. 

!he llur11111 anaqeie of Section 102 caoee ahovo turthar that ao of 

lla7 1, 1939, there wore 252 cun pon41114!:, ~ of which are 111 tho Inc.,.. 

fax UnH 011d 168 are vi th tho lloard of !as ~· and tha court•. !ha 

S4 casu 111vo1ve deflclencioe of $20,001,678, while tho 163 cute 1ll't0lft 

doflclencieo of $57.557,843, or a total of $77 ,559 ,521 for tho 252 caoeo. 

Asabtent llepu.\1 Ooaal.oolonor Sharwood 111 hie -rondwo of lla:r 16 

llldloatee that considerable reeerratlon .uet be aado vi th r .. poct to 

f1curtt ginn becauao •under tha preoont p~ of docontralhatlon, tho 

returno are not torvardod to Vuh1114!:tcn W.til attar cloaiJ>& action; 

therefore, tho intor~~~>Uon ao to th' current action vlth reopoct to tho 

application of Section 102 cllllllOt l!e turnlaho4. 1 'l'ho probab1llt7'h that 

Section 102 action mq haft boon lnltiated and 1e toda)' pendill4!: on con­

ddorob}¥ core caseo than the tigur<IO 1n41cato. Other quo tiona IWi 

reoervationo bnvo arioan with re~ t o the tlcur•• oubaitted 1>7 tho 

:Bureau; tbeae will be 1nvea tip. ted and ezJ¥ chall4!:o• fowd to be neceoo&r7 

rlll be aubaltted 1n a ouppleuntary report. 

III. 

!he proopecto of eppJ.¥1~ Section 102 aucceufllll¥ han improved 

recent4' . On lla,y 16, l 9J S, tho Un1te4 Stateo SUpre•• Oolll"t reveroed 

the CircuU Court o! .&ppealo , '1'h1r4 Circuit, in the cue of llalTOri!!,c 

•· '!'he Rational Grocery Co. (58 s.Ct. 932) , and 011otolood the lloard of 

Tax l ppealo deciaion hol41114: tho taxp~er liable under Section 104 

(the earlier nuaber of what 1o nov SocUon 102). 'l'hlo doeiolon will 
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atrellglhOD tho h1111do of tho a4111nl otr&toro ln proooCil.Uns tu.turo 

c ..... 

190 

:l'llrtboi'IDoro, the Rnenua Jet of 1938 bae, ao prnloua}J' •onU oD&d, 

ohlf led the b\lrden of proof tro10 the Bureau of Internal lloftD1MI to tho 

IIXPOI'er. llbile, ao pr..,iou]¥ •ontloned, thoro 1o u ,-.t no edalnlotr .. 

Un experience 1111dar tho rorlood ooctlon, tho oettloaent and prooocutlon 

~ the Bvean will ln t.ll prcbabllltT be oubotantlt.lJ.:y t.ooloted. 

IV. 

91e b .. t that c1111 be hoped fr011 a peAt.ltT tax ouch u that llloooed 

b7 Section 102 1o to reach dollberato tax a'IOldaDco whero no bua~n 

y.u-pose 11 uervod by the acCWIIUlat lon of ourpluo. Caoea where .,ou fto 

tor acewmlaU ns ourplua are JDlxed vlll be ftry difficult to reach undor 

the •••t1on and cueo where tax e.'1014ance 1o AD lncid811tt.l rooult of the 

accu::rolation of ourpluo tor buaine11 noedo vill not be reached at t.ll. 

llbothe r a peu.al.Q' tax of tbla lc1Ad caa be cODolderod a oubotltute 

!or tho undhtributed profi to ta>; vill depend on whot 1o conddored tho 

lop t1mato purpooe of AD undhtributod protita tu. It the purpoee 1o 

::oroq to reach cue a whora aceuarulat od eurpluseo are not ueod lop Uaate]¥ 

ID bueineu , Section 102 in 1 to prooent fora or lD a r..,hed fol'll can 

probabq be looked on ae a solution. It, hovenr, it 1o deelrod to 

orennt tho avoidance of pereont.l 111rtu vhlch rooulta when corporaUono 

ntain ae.rninp and accuulated ourpluo tor buainooo nooda, ao:oo .. thod 

ether than Section 102 ln ito preaent fora or any roviood fora follovlns 

tho pneral llneo of tho pre oont lav vlll be required. 
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11r ..... W a e.~- wt* tile IIHHtal7 a\ 11•115 P ... n 

.., 17, 19"• -' J ,,._ ~ U-•el *- follnl .. -• 

'Aooft.J'M7 of .. ,s-'" pr.,.re4 -,. Mr. fta la a __ _.._ 
for '-""' lllln1•a.• 

"P.-1" \aaM oa •rporaUou .o-'-au .. wrplu .. la .,_. 
of u.. _..n ...... et \M 'IIIIaS- ( .. \loa 1.02 ..,. fo,.... 
_.,_ loll ... 220).• 

Copha of \Mao FIE Fl 'e will 'M _, \o 7ft-...,, a1eac wl* 
a CIIR ef *- "Banl- hepoaal, 0 oldoll- u-ael a\ U.. atk 

r-

• ,. 
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... llr .... .... ... ~ 
~-· 

'-ltlr ..... a M$1BI"- h"• J' II 

Ia - f/1 tM n No ..... f/1 1M ' 'nts• , ...... -.. ,_ ...... -.. -· 
I, 

.,.. '"""""- f/1 .-.&"- - -· ...... ~, ... 
_,l_la_flleetlll&h 'a 11 ..... _..., ,Ia 
..... .... f/1~ ................. ,..,w ... ... -.a--... 7 ......... , ... , ....... -
.. " ..w ........... ;oft f/ltM ,,I#., ··y- , 
a-................. 1, laQil-pl ..... .. .... _ ..... ,, ...... . 

... , •• ruol ........ "--- .... -"- .... ,,., 
tilt -t I e ""'' f/1 ..... - 1M puftola Ia 1M leo .... 
ttl.tll•~••• asw .. ..._f/lpuoltc ... •­
.-a.Uoo f/1 =st I - aM I ..... , 

u • 

.... 125M Ia czzl I. 1M .-ltlr ""'W Mtlf ~~-"'•'"- a., •. n-."-wt.-&tuftolllt .. ,.... .. 
•tl10 f/1 I ht&a fW .. $W#IW of &•• .. Pf 1 

--. .,JenMf/1 .. 'us •• _....,_....,. ... r' 
lMitWWZ .... FfiO , t f/1....._. ........... . 

•""· l e\a"Wir ,.. - .... "- ........... Ia f/1 
In'-llc• _. ~,.,..,. "- ftMUF all SlaW 

.. Ia f/1 Wtazl ... .. I I •• I w I v= .. 
*'.,... ... fiiOIM .. - .......... -' "•• .... 
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