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Present : 

~lr . Gas ton 
Dr. White 
:.:r. Cotton 

Janu~ry 16, 1940 

3 : 30 )n 

H:: ,Jr: E·t6 r:f tioe I see ':'rn.,luv·cn, I 1e:: "'Telles 
·:no,.. e•1er~"t;'lin~ t:~t .-e· ~ve "on~ . He ' ~ q"l.,'">O<ed to let 
•e '•nO"'. ·relles did not "tno·· t:1. t H•rbert Feis h.ae been 
tl'l'<in- to Francis 71:-ute , t>nl"\ tl'e ··:1ol" 'Y..trTlOse of this 
t:1< n- •·as to cut off com:!lunic'ltion bp~···een Sta te an""' Trerts-
l r . ~~·t ou• iness is it of Heroert FPis to talk to 
Fr~nc1A ·:rnite? The Pttitude of t":le Council is , well , 
,.t lnst :!r. l~or"enth-<~u i s tryin•• to ilo A0"1et:1inl'" -- nnd 
;tere fore the:r don ' t .,ant to see me <'lou":>lP- crossed. 

(At t "-.is u oint , Hl~ , J r read the t•·•o con·•erst> tiona 
... ith l!r . 'Relles dated J 'lnuAry 15";"t . ) 

At first 'Velles S">YB !le OPG not "::-~o.-, , and only 
t:.e other dny I cnuc;:tt ·.7elles tnice red- ht\nded lyin~ . 

Dr. •v:1i te : Fe is could t•"·e t:tl' oo"i tion thli t be 
did i nforo "7ell1'8 ar.~ in n ~e or•nduo t~nt be did oention 
cnsunlly the Srazilian. 

Hl: .J r : I ~~' Feis ht>e obsolutely no business to 
t en: to th e Bondholders Con.mittee -:1en i t .-as a:reed I 
V"l\8 the sole oerson to tAlk to Tr~l--'1-en . 

Or. White : Cnn YO'l ·et tho minutes of t~e l a st 
meetin'" that Fe is t alked ornlly nt t h11 t meetin~ about 
having t allted wi t h Fr anc i s White? I t .. a s decide d t o 
tAke uo the Br a zili a n thin~ i n the next ten de:rs - - We l l es, 
J one s and yourse lf. 

(!.lr . Co t ton joi ned the ~roup t>t this uo1nt . ) 

~j .Jr : J o , t~e re~Pon I ~~nt for you - - t oday 1t 
~as brou-ht to oy at: ent1on t:'ll't H•rb•rt Fl'i~ -·ent U!> to 

1 
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Ne,.. York and had a di scus81on w1 th Francis Wh1 t e on t he 
Colombi an debt and on the Brazilian s i tuation , a nd the 
part tlult bothered me >Vae that he \'las reported as having 
advised Fra ncis White contrary to 10hat 11e 11ere t r yi n!J to 
do . 

Novr , in this discus sion t7h1ch took place ( referring 
to conversa tions 1't1th '.¥elles 1-15-40 ) my first conversation , 
asking that a memorandum be pre~ed by Herber t Feis for 
me covering t his t hing , Welles first sayin~ when I told him 
he ltne" nothing about it . He clllled me back in a few 
minutes and sai d he did know about it, but t here was no 
discussion t~1ng pl ace , he claimed, at any time exceot 
1n a casual way , but he said, "Herbert Pels ~sported to 
Cotton or his meeti ng with Francis White .• 

llr. Cotton: ~nls is Colombia , nnd not Brazil? 

Hlt,Jr : This 1s Brazil. A meeting took place 
on the 30th or December 1n New York between Fe1s and Fr anci e 
White and when I asked tor a oooy or hi s conversat ion , Welles 
saw Feie nnd Feis is reoorted to have said t hat he had in-
formed the Board. -

Ur. Cotton: No discussion nhen he has been over her e 
on Brazil except a sort of background nay , but v~s never 
told me anything about a New York conference . 

HU ,Jr; Let me put 1t anot her way -- 1f Fe1e had 
told you while t he three of us 'I'Bre sitting here -- you 
and I t ake the responsibil i ty tor contacting Traphagen 
you reoember Feis sayi ng he has been up i n !lew York to see 
Fra no1a White? 

ltr. Cotton: I a;a racki l'€ my brai ns, but I have ab­
solutely no recoll ect i on. 

Dr. White : You 11ere surprised by the informati on 
he had seen Franci s White? 

Mr. Cotton: I was ver y amazed. 

Dr. Whi t e: I n the minutes or that meeting he claims 
t o have ment i oned that he had seen White . Col lado claims 
he has done so . 

HU.J r: I know I was double- crossed on Brazil. Now 
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they want to go into the aa~e thin~ and they have cooked 
t:'lis whol e thine- up on Brazil hem they a re 1:1oing to handle 
it leaving the Treasury out of it, because I know ~hat i s 
in the memorandum Francia rc1te ~ote to another Counciloan 
and I ta'<e it the Council is so ple.'\Sed "it!1 -hat we have 
done that they don't •rant ::Je to be dou~le-crossed . I have 
not got this in my hand, but I can re t it if necessary and 
I t Ake it the Council is so oleased ~ri th '7hat 17e have been 
doin~ , you (Cotton) and I, that t~ey don ' t ~ant to see me 
double- crossed ; therefore , they GO out of thei r rray to 
tell me this . Then, ''hen I a s'· Welles , first he says he 
did not know Feis had been up there ; subsequently , he onid 
he did. I n this meooranduo, not only is it unheard or that 
Feis should be in touch ~ith the Council -- that's our end 
of i t , just as I started :he ne~otiations '"i th the Colombians. 
And Welles hs.s played !'air "11th :~e . :tow they want me to do 
the Brazil thing n:td I h.·we to decide one of t110 t:-un-e, 
either I fO to the President and tell him this ,-,hole story 
and I don t know l"lhether it 1 s Fe is or \Vellas or both 11ho 
have double- crossed me , or I •7111 say I rill do it if you 
lt iolt the State De,art :nent out , 17hich is impossible , and so , 
!lr . President , I can' t do i t . 

Dr. Whi te : SupJ)oalng he says \78 are going to discuss 
the Brazili en thiruc; that ' s t he next t hins on our apenda 
;ou are in i t rith both feet . 

-r. Cotton: I can ~1ve you a oerfectly !)lain answer . 
I no surorised to hPar it and unless he said it in a ~roup 
he never"told me and I cannot recollect anythinf like that 
in the group , but he never told me neraonnlly of his contact 
••ith White. 

HM ,Jr : I am not as dumb as some neo'Ole thin't I am 
and ~~ybe Feis is t he ~oat on this th1nv, and certainly 
fro~ the ~y Lt looks, certainly ~hen I called U'O Welles, 
first he did not ·~non anything about this. As I say, .,hy 
I am maki"b so muoh of it is I don ' t "~nt to vet into a 
lot of useless 'f!'en,sles and burn UJ) rnyaelt' ··here 1 t is 
1moo~s1ble . I BJ:1 rotn- to confine myself ~o ~here I have 
ll 6o;;. c:'\Snce of bein · successful for MY country and not 
~here I an double- crosoed and this me~oranduo shows whe1~ 
Feis went to t~e Council on Dece~ber 21st to re t them to 
send their or.n represent a t i ve down ther~ and ne nould be 
cocoletely out. 

::r. Cotton: I thin:t Feia, 11hen he was over here in 

3 

Regraded Uclassified



- 4-

one o! the meetings expressed the i dea t~~t someo~e 
should be sent down from the Council . 

Dr. White : I t 'U.nk you also said ,' llr . Secretary , 
you thouebt that woul d be a good i dea . 

Hll , J r : lly position i s t his : if I am t o contact 
t he Council through Tranha~en, then nobody has any r1~ht 
to go and see t he Council ~1thout firs t co~w~ce ting with 
!!le . 

Dr. ~1te: He mi~ht have tl\~en your co~e~t coupled 
~1th hi s as acqui escence on your nart that he cake that 
arr angecent . I i"rankly confess you don ' t have a strong 
case . 

!~ . Cotton: I am a little a fra i d I remeober Fe1e 
nay1ns here • we have urred them to send someone•. 

H!I, Jr : I am not go1nc to t alk t o Fei s , because 1! 
I did I ,.,oul d 1 ose my tenner. That 1 o "by I e.m going to 
let Herbert t a l k to them, oo •·rhon he bas all the ! acts he 
onn send for h im a nd t al k to h1m. 

l~. Cotton: . I venture t he opinion you ought t o co 
easy , because this Colombi an thin~ i s right on t he point 
we nay re t so::~ewhere . When I had opportunity I wanted t o 
tell you t:r . J ones also onlled UJ>On Trapha5en i n lle':'t Yorl•. 

lft,Jr: J ones told ce he l'tls e;o1n;; to talk to hlc 
about t plan . 

llr. Cotton: As a matter of fact, I talked yesterday 
to Jaramillo , ~bo is very anxious f or settlecent , and I 
t hink this t hi n& ~ be able t o be bridged. 

HM,Jr : I am nog going t o t nl k to Feis , because I 
have been sore for t wo years and knowi ng him personal ly 
and bei ng his superi or official, I am not going to tP~e 
e.dve.n t aee of my official poei tion. 

Dr. White: I think you should keep your susp1o1ona 
a nd walt until you have a olenrer case . I am not convinced 
you can make the ki nd of a case you ~ant to t he President. 

~l .Jr: D1d y~~ see t he by- PlrY when he came 1n 
20 minutes late - Welles? I n1ll tell you ..hat he said. 
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Welles comes in 20 minutes l ate •.nd sai d , "Did you get 
my messaae that I ~ould be 20 minutes late? • I s a i d "No . 
Who p honed me?• He said , "Herbert Feis. • I turned t o 
Fe is and said. , "Who did you phone it to?• "I ca n ' t r e-
member ,• and I said, "What you meAA i s you f orgot to phone. • 
Why l i t to me . I t ' s not i mportant . If he had sa id "I 
am busy wi th Mr. Hull on tra de t reaties a nd stayed longer 
than I want ed , • I would say all right, but kno11ing he had 
an a9pointment at ten o ' clock •••• • 

llr. Cotton : I thin:t you. .ha.ve aople ground for irri­
tation, bUt I am afraid it's one or those thi"bs t hat Brazil 
was not actuall y on the cap the sane way Colo~bia ~as . 

HU ,Jr : They ment ioned we ought to get busy on the 
Brazi l thing and not wait until the Colombian thing was 
f i niahsd, but to the beat ot my reoollection nothing ~as 
ment i oned t hat Feis or anybody would c ontact Fra nc i s White . 

Dr. ~rni te : I don ' t remenber Wh i te ' s name, but •• • . 

HH,Jr : You have t he pi cture , Herbert , and a s my 
oo nta.ot man 11i th the State Department I would l i ke you t o 
send for Herbert Fel s . 

llr. Gaston: About his record on this t~nr, . 

Hll ,J r : Yes . 

r:r. Co t ton: Of course , t'1e Stn te Department is very 
anlt!o•Js t o spike t:r . Noble and his p lans . 

Dr. White : No"'.lle O'llls Welles and his calls lire 1£'-
nored. 

!lr. Co t ton: Noble has cleared it l71 t:1 e. lot or people 
in New Yor!c. He bas t a llted t nur.~eroua 'Deo'Dle vrho say it 
1s an i dea •·rort h &oi ng i nto . He has the· United St ates Steel 
on the point of approving a report or their spe c ial experts 
who went down. I t is somet hin"' to t hink about . 

Hl! ,J r : We k now how they !eel about Ed Noble or Commerce 
but you don ' t know hOM tl1ey feel about me and I think they 
feel Jus t the same about me as they do Ed Noble. 

Dr. White : You may be ri.Cht 100~ and you have 
plenty or ri&ht to be annoyed , but before you move 1n 
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t hat direction, give them a little mor e rope. 
t h i nk there is a oase :yet . 

I don ' t 

HM,Jr : Let me put t hi s on t he plane it should be 
lifted on , and that is I t hink it is i n t he interest of 
t he American peonl e t hat we eettle these debts. Now, my 
objective i s to settle debts . If, having to do it I have 
to step on a coupl e of people, I am willing to step, but 
I am more interested in getting t he debt settled than I an 
in stepping on people. I try to keep my eye on the bull'e­
e:ye. Ua;y be a lot of flies or moequitoee to district me. 
But theee oross- ourrents are very disconcerting , just t he 
same no a mooquito bite io . Thio thin~ never happeno in 
the Treasury , but it happens all "the time on the out si de. 

oOo- oOo 

6 

Regraded Uclassified



. \ 
) 

... 

.. 

t"rcp:lred by : 

7 

r:r. t:ul""?!-;1 
!-~r . 3rown 
t:r. ~1.c~cton 

i·!r. lt'\'\C 

---- ---
· . .. 

" .. . , 

' 

• 

-
• 

. . 

" 

I • 

Regraded Uclassified



TO 

TREASURY DEPARTMENT 

INTER OFI"'CE COMMUNICATION 

S~cretary Morgenthau 

Mr. Haaa 

DATK JllJlUII.ry 16, 1940. 

Subject: Should the Terms ot Issuance or United States Savings 
Bonde be Changed? -- A Discussion ot the Considera­
tions Involved and or Alterna tive Proposals 

PLAN OF MEJ.!ORANDUH 

This memorandum discusses the general subject or savings 
bonds under the f ollowing six subtopics: 

I. How Does the Rate or Interest on Savings Bonds 
Compare with Other Rates Available on Small 
Savings? 

II. Uho Are the Principal Holders ot United States 
Savi ngs Bonde? 

III. Holr Does the Rate or Interest on Savings Bonde 
Compare with that on Other Uni ted States Se­
curities? 

IV. What Might Be Done to Lessen the Availability or 
Attractiveness ot Savings Bonde to I nstituti ons 
and to the More Prosperous Individuals? 

V. Proposals to Reduce the Intermediate or Maturity 
Return on Savings Bonds . 

VI . General Considerations. 

I . How Does the Rat e or Interest on Savings Bonds Compare 
with Other Rates Available on Sma!l Savings? 

The rates ot i nterest available to the soall saver at the 
present time are much higher than t hose avail able to the large 
saver. This is due principally to the "regressive• interest 
schedules by whioh many classes or pri vate financial i netltutions 
now pay higher rates on small accounts than on large ones, or de­
cli ne altogether to aooept and pay interest on accounts ot more 
than a limited &~~ount. From the poi nt ot view or t he small 
saver, therefore, the rats ot return on savings bonds -:- now 
2.90 percent it held to maturity -- must be compared with the 
'relatively high rates a t whioh limited sums or money may be in­
vested rather than with the muoh lower return which oan be ob­
tained on larger auma . 
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The following data will give eome idea ot tbe nature ot the 
investment opportunities competitive with savings bonds which are 
open to the small investor. 

A Postal Savings account is probably the investment most 
nearly cooparable to savings bonds troo the viewpoint ot t he 
small saver. Buoh accounts are limited to t2,500 t or any one 
individual and pay a return ot 2 percent, whi ch rate has been 
unchanged einoe the incepti on ot the System in 1910 . It ehould 
be noted, however, that t his rate is obtainable tor a peri od as 
short as three months, whereas savings bonds mus t be held 2- 1/2 
years before they yiel d a greater return. Thie comment with 
respect to period holds in only eooewhat maller degree tor the 
other alternative forme ot i nvestment about to be discussed, tor 
in each ot them the max1mum return oan be obtained over a period 
ot not more than a year. 

The interest on savings aooounte in insured commercial banks 
is restricted by Federal regulation to a ma71mum ot 2-1/2 percent. 
This return ie very difficult to get, however. In Waahi.n8ton, tor 
exaople , the max1mum rate permitted by the Olearing House Associ­
ation is 2 percent on the first $2,500 ot savings deposita and 
1 percent on t he balance ot the account . I n practice, however, 
moat local banks pay 2 percent on the f irst $1,000 and 1 percent 
on the balance, while some have a further downward graduation in 
rate, or w1ll not accept •investment-type• deposita at all. 

According to the" NaticmaJ. Association ot Mutual Savings 
Banks , the average rate ot interest 1 per deposit• paid during 
the first six mont hs ot 1939 by all mutual savings banks in the 
United States was 2.17 percent . Most mutual savi ngs banks place 
a limit on the amount ot deposits which they will accept from 
any one i ndividual. 

There are no immediately available over-all figures on t he 
average dividend return paid on share accounts in building and 
loan associations. The average rate obtained by the Home Owners' 
Loan Corporation on ita invelitment in t hese accounts is probably 
representative, however. I n the six- months period ended July 31, 
1939 , this average return wae 3.~ percent. Such accounts, it 
should be noted, however, are substantially interior with respect 
to liquidity to any ot the other forme ot investment here d1a­
cuaaed. 
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II. \ofho Are tile Principal Holders of 
United States Savings Bonds? 

:!.0 

The greater portion of the outstanding amount of United 
States savings bonds is hel d by rather well-to-do persons. Our 
evidence on this point must unfortunately be indirect, since 
t here are no tabulations available ot the amount ot bonds out­
standing classified by the size of individual holdings . The 
data which are available , ha~"rever, seem adequate to establish the 
point . These data are as follows: 

(1) Limit Sales 

Comcenci ng on January 1, 1939, the Division o f Loans and 
Currency has kept a record of all persona whose purchases of 
savings bonds duri ng a single calendar year have totaJ.ed the 
legal limit of $10, 000. During the first seven months of 1939, 
t he total audited salee of savings bonds (maturity value) 
amounted to $699.6 mill i ons, of which $312 .0 millions, or 45 per­
cent, was purchased by the 31,200 persons who bought t he legal 
l i mit. This would indicate a very high concentration of thess 
seow•ities in tile hands of the well-to-do. 

( 2) Sales by Denomi nations 

Data on the sales of United States savings bonds by denomi­
na tions are available from the commencement of their sal e on 
!larch 1 , 1935 through October 31, 1939 . Over this period, the 
percentage distribution of sales, by denominations, in terms of 
either face amount sold or cash received has been as follows: * 

Denomination 

$ 25 
50 

100 
500 

1,000 

Pe r cen t of 
total sl\les 

2.2 
3. 3 

11.0 
15.9 
67 .6 

* The distribution ot sales by pieces naturally shows an entirely 
different picture, but one of very limited significance. Such 
a di stribution, covering the same peri od as t hat in the table 
in the t ext, is as follows: 

Denomination 

8 25 
lag 
500 

1,000 

Percent of 
total sales 

24.4 
18.0 
J0.2 
8.8 

18.6 
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When broken down by tiecal years, t he cUstr1bution ot the 
volume ot sales by denominations shows a moderate trend toward the 

larger denominations. The pro:eortion ot 11,000 bonds roes trom 61l. 

percent in t he tis cal year 1.93& (the t1rat compl.ete year ot sale) 

to 71 percent in the fiscal 7ear 1939. The proportion ot t500 

bond sales declined, however, eo that the proportion ot eales ot 
$1,000 and t500 bonds combined rose only trom g4 percent to g5 per­

cent between t he fiscal years 1936 and 1939. • 

It should be noted, ot course, that the t1gures on sales b7 
denomination have only a limited eigniticance, Since 11,000 is 

the largest denomination ava1l.able , limit purchasers must buy at 
leas t ten bonds and, in practice, some ot them take part ot their 

$10,000 in bonds ot denoJ:I.inatione emaller than tl,OOO. SOII8 
purchasers ot the $1,000 denomination, on t he other hand, may bu7 

onl.y a s~ngle bond. 

The significance ot t he cl.aaaitioation by denomination ia 

turther impaired by the large number ot purohasera who buy their 
bonds on the •regul.ar monthly purchase pl.an, • thereby otten acquir­

ing a l.arge aggregate amount ot the bonds all. in rel.atlvely small 

denom1natione. 

Despite all ot these qualltications, however, the breakdown 

by denomination provides some measure ot the lower limit to the 

possible cUspersion ot the ownership ot the bonda, and indloatea 
that most ot them are held by t he more prosperous section ot the 

population. 

(3) Sales to Other Than Natural Persona 

About 1.5 percen t ot t he aggregate amount ot sav1nge bonds 

sold between Karch 1 , 1.935 and October 31, 1.939 were sol.d to other 

than natural persons. Ot this amount , about 9 percent was pur­

chased by banks and trust oompaniea, and 6 percent by other corpo­

rations and associations. There has been TSry l.itt l.a change in 

recent years in the proportions eo sol.d. 

( 4) General Observation 

The popul.ari ty ot savings bonds w1 th vel.l.-to-do i nvestors U7 

be seen trom the increasing trequenoy with which they are recom­
mended by investment counselors and others having to do with the 

eol.ution ot investors' probl.e•. 

• oni,. tigUraa tor complete twelve-month perlodi are comparable 

due to a strong eaaaonal factor. 
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A oron .. ot1on ot auoh reoo~DJMndat1one 18 pronde"- by the 
answers to Barron'• reoent oonteet on the eubJeot of tnveat1ng 
$).00 , 000 tor a young w1110V w1th two oh1ll1ren. ntty-t1n per­
oent of the 1!01 entr1aa wh1oh were gra11el1 • ta1r

1 

or batter by 
the Ju"-gee 1no1ul1el1 Un1tel1 States eav1nge bon118 1n their programs. 
In 106 progra:ms, th1s was the onlY type of bon"- reo001111enliel1, 
while 1n a taw oases 1t was planne11 that the entire tund woul"­
u1t1mate1Y be 1nveste11 1n th1a mel11um. •Tber& 18 no 11oubt

1

, 

8&Y8 Barron' a, •that 'babY bonl1e 1 t11U8 t be award•"- the 1118 t1no­
t 1on of being the moat populAr e1ng1e aeollr1tY of anY k.1n"- 1n 

th1s oonteet. • 
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III . How Does the Rate or Interest on Savings Bonds Compare 
with tliiit on Other United States Securities? 

13 

The interest return on United States savings bonds i .s muoh 

higher than that on any other class or United States security. 
The return on a savings bond, if held to final. maturity ten years 

hence , is 2. 90 percent. This comparee with a return or only 1. 75 

percent on the 3-l/S•s or December 15, 1949-52, t he general market 

issue most nearly comparable to savings bonds with respect to 
first oall date, and with a return or only 2 .34 percent on t he 

2- 3/4 •s or l96o-65, the longest and highest yield issue or 
Treasury bonds now outstanding. 

It held only one year (the minimum period necessary to 

receive any return at al.l) , eavlngs bonds give a net return or 
1.33 percent , which is greater than that on any Treasury bond 
first callable within the next 6-l/2 years. If held only three 

years, sav1~ bonds give a net return of 2. 16 percent, wh ich is 

gr eater than that noll obtainable on any Treasury bond maturing or 

call able earlier than the 2-7/S'e ot 1955-60. 

Furtheraore, the holders of savings bonds, while securing 
t hese rates , have perfectly liquid instruments, which they may 

oaeh at any time (after sixty days from date of issuance) when 
it appears to be to their advantage and to the Government 's die­

advantage to do eo -- i.e., in the event of a future increase 1n 

interest rates to a level higher than t hat now paid by savings 
bonds. The value of this privi lege of receiving a long-term rate 

on a short-term instrument is difficult to measure quantitatively, 

but would make savings bonds far more attractive than instruDente 

payable at fixed dates or at the opti on even if 

their computed yields to final maturity e re-
demption dates were t he same as those on the open marke t obli ga­

tions now outstanding. 

The return on savings bonds has remained unchanged ever 

since they were first placed on sale on March 1, 1935 · Even at 
t~t t1me savings bonds were somewhat more attr actively priced 

than other classes or Government eeouritiea , but the major por­
tion of the present d1epar1ty has resulted from the decline in 

the yields of open market securities ainoe t hat t1me. Tll1s is 
shown 1n the aocoapanying chart, which indicates t hat a maturity 

yield of about 2 percent for savings bonds would bear about the 

same relationship to the now prevailing level of open marke t 

yields on Treasury bonds as the rate of 2.90 percent d1d when 
they were first placed on sale five years ago. 
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IV. \that !-l i ght Be Done to Lessen the Availability or Attmotive­
ness ot Savings Bonds t o Institutions and to the Flore 

Prosperous Individuals? 

A number or devices s uggest t hemselves by which the avail­
abil i ty or attractiveness of eavi ngs bonds might be restric ted 
principally t o the lower-i ncome classes. The most promising or 
these devices are ae follows: 

(1) Limit Sale to Natural Persons 

An obvi ous device would be the limi tat i on or the sale or 
savings bonds to natural persons . A somewhat lass rigorous 
form or tbls r estriction would permit such sales also t o be 
l!lade to non-profit organizations but would bar them to corpora­
tions organi zed for p rofit . 

(2) Reducti on in the Amount of the Bonds of AnY One Series 
Perm itted to be Held by AnY One Person 

At the present time any one person i s permitted t o hold up 
to 010, 000 maturity value or savings bonds issued in any one 
calendar year. Tbls p ermi ts a single indivi dual to hol d as much 
as $100, 000 maturity value or bonds if purchased at the rate of 
$10, 000 a year tor ten years. 

The limit on t he amount or savi ngs bonds permitted to be 
acquired in any one year mi ght Le reduced to as low a s $2, 000 
or even $1, 000 without materially impairi ng the a vailability 
or the bonds t o the lower-1ncooe classes. It has been noted 
previ ously that the maxlmuo amount or Postal Savings deposita 
perm! t ted to be held by any one person is only $2, 500, and 
even a $1, 000 annual 11ml.t on savings bond purohasea would 
permi t a total b0ld1ng by a single 1nd1v1<1ual or rour times 
the amount of the s t atutory limitation on Postal Savings de­
posita. 

( 3) Reduc tion i n the 
ct Savinse Bonde 

The limit on the amount or savings bonds permitted to be 
held by any one person might be &'Pressed in t erms or total 
amount held rather than in that or bonds purchased in a single 
year. Any bonds already held in exoees or auoh requirement 
woul.d, or course, have to be excepted. If t he l1m1t were to 
be set 1n t hl a way it might very well be kept at $10, 000. A 
limit expressed in this way might effec t a mora drastic l imitation 
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of sales with a smaller apparent break with the past than a l1mU 
expressed in terms of annual amounts . It would also be somewhat 
more rapi d in ita effeot sinoe it would 1mmed1ately exclude from . 
further purchases all those institutions and well-to-do persona 
already holding amounts in excess of the newly-established limit. 

(4) ~itation of Holdings Permitted to a Single Fam1lf 

At the present t ime a famil y conaiati~ of, say, a man and 
wife and three oh1ldren may aoqu1re up to $50, 000 (mat urity 
vnl.ue) of savings bonds in a a1ngle year and up to esoo,ooo in 
all. There ie ev1denoe that this t :rpe of purchase 1a actually 
ooourring 1n some oases. A. number of the contributors to the 
Barron 's oonteat, previously referred to, suggested that the 
widow wi th tvo small children whose investment problem vas the 
subJect of the contest should forthwith purohaae $30, 000 matu­
rity value of savings bonds, $10, 000 tor herself and $10, 000 
tor each child. 

Multiple purohaaea of this t:rpe might be out down by ex­
preaa1ng the limitation in t erms of family holdlnga rather than 
i n those of a a1ngle individual. Suoh a course is open to sub­
stant ial objection, however, sinoe it would really d1eor1minate 
against members of families as compared wi t h unattached persona. 
For this reason one of t h e other forms of limitation already 
suggested would probably be preferable if l imitation of some 
type eeeCill the beat course. 

(5) Elimination of Tax-exemption 

Savings bonds at the present time have t he same tax-exempti on 
features as Treasury bonds. This 1noludes exemption from all 
rederal, State and looal taxes excspt surtaxes and t he estate, 
1.nheri tanoe and gift taxes. The Second Liberty Bond Aot specifies, 
turtha.naore, that $5,000 principal amount of securities falling 
in this category shall be exempt from surtaxes also . The Bureau 
of Internal Revenue has held that the particular bonds with re­
spect to vhioh this exemption i s cla11118d may be speoi tled sach 
ysar by the taxpayer and 1n the oaee of saving• bonds shnl.l be 
taken at their criglnal iasus ~rice . This means, for t&Jqlllyere 
reporting on a oae bade, tli& a total of 150,000 or1g1nal iuue 
value, or ~667 maturiM value of eavings bonds may be held 
co11pletaly tree -- t f5,000 (inue value) of bonds maturing 
1n eaoh year being designated 1n that partloular ;year for the 
complete t ax- exemption privilege . 

Regraded Uclassified



16 

Secretary Mcrgentbau - 9 

Such tax-exemption ie clearly of value only to quite well­
to-do pereone and 18, conae~ently, in the nature of a epecial 
inducement to the purchue of the bonds on the part of the 1116ber 
income claeeee, while contributing 11ttle or nothing to their 
attractiveness to eaa11 1nveetore. It eeemt1 therefore, that 
exemption troa the income tax 111ght very veil be oamplete1y abol­
ished With reepect to ea•inge bonds. It th1e euggeetion appeare 
too drastic, however, an intermediate remedial step might be the 
removal of savings bonds from the c1aee of securities With respect 
to which t5,000 principal amount may be specially designated by 
the holder each year tor complete tax-exemption. 
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V. Propos als t o Reduce t he I ntormed1a te or Haturi ty 
Return on Sa vi rgs Bonds 

TI-ro ty-pes of p1•oposals for reducing the rate of return upon 
savings bonds might be c ons i dered. Tho fi r s t a nd le ss drastic 
type would merely reduce t he return on the bonds 1f held for l eo& 
than tho full t e n- year pe1•i od; tho second and core drastic type 
•rould reduce t he re t urn even if hold until final maturity. 

Ther~ would seec t o b e special justi f ication for reduc i ng 
the return on savings bonds if not held unt il final maturi ty. 
The disparity betwe e n the r ate of r eturn on savings bonis and 
that on onen- carket obligations i s g r eater for i nt ermedia te 

tbnn f or the full ten years . Further-.;~ore , i t may b e 
that i ntermedi ate rede mntion should be cone idered as a 
p1•iv1lege whic!l should be accorded t o tile hold e r s of the 

only at soce sacri fice bel~' the s t andard rate of return 
to maturity. I f ouch a reducti on of i ntermedi ate redecption 
v::lues shoul d make savi~s bonds some~·hat less attractive to 

I ~1ho do not contemplate holdi l\, them until f inal natur1ty, 
t h is ,,·ould oeem to b e a positive advan t age . 

OonsiderP.tion shoul d be gi ven in thi s connect i on to t he 
introduct i on of a spe cial "maturity bonus" in the form of an 
c.bnormo.lly l a rge s tep-up i n redecption va lue during t he final 
niY- month period. A pr ecedent for t h i s may be found ~n t he caee 
of \lar Savings Stemps 1·1here 29 cents out of the totd enhancement 
in Vt>lue of 88 cents (on a ,;5 stwnp) distributed over a period of 
five :•onrr occurred i n t he fin!J.l. month. 

The attc.ched t-.·o tabl es precent va rious Ce.te. concerning t1;o 
plane ~·hich 01l.f;ht be used should it be cons ide red desir able to 
re.iuce the r ate on savin.;s bonis. Tho first plan reduces inter ­
nedi ate :•icldA but meintai ne the pl't&ent maturity yield unchanged. 
'i.'he second plan reduces the i ntennediate :·i elds and also reduces 
the y i eld to maturity froo 2 . ~0 percent to 2 . 24 percent. The 
lntter figure i s about one- fourth of one percen t h ic;her relative 
to the nreeent market y i elds of Trentur:: bonis than tile 2 .~0 
norcent rat e ~·as a t the t ime when the enl e of savi nc;s bonds \111& 
fir~t inaugurated f i ve years a go . The reduction in fir~l matu­
rity yi eld i n the second n l a n i s achieved by increasi ng the 

• '\ I " 1 ori,;1nal i enue p1•ice from ;,>75 to ~SO per ""100 of maturi t y va ue . 
All step-ups in both p l ane are i n e ven multi ples of 50 cents. 

Both plene provi de a substantia l "mat urity bonus" although 
a much lese drastic one than tho. t t•hich ~laB provided by \lar 
Savings Stamps . I n the oase or the firll t p lan (the one rodul)lg 

• 
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intermediate ~ielda only) , this maturity bonus takes the to~ ot 
a otep-up ot V5 in the f i nal si x-month period. I n the second plan 
(the one reduci ng maturity as well aa i nt ermediate yields) , the 
s tep-up in the final a1x- mont h period is C~. I n both oases the 
s tep- up in the final s i x- month period is equal to 20 percent of 
the total return paid for the tull ten yeare. 

In oonneotion with the matter of a maturity bonus, a tten tion 
is especi al-ly d1reotsd to the section ot Table II showing the 
yield on saVings bonds "if held to maturity" trom an:r 1nter­
u:ediate date. Th1e return measures the iroentive whioh 1e of fe red 
to holders of the bonds to hold their securities thro~.~gh to final 
maturity even 1n t he face of unfavorable i ntermediate developments 
-- ouch, tor example, aa a r i se in the rate of interest. Under 

18 

the present plan providing a 2. 90 percent over-all yi e l d th1a 
figure rsaohea a maximum of only ~.31 percent at the end of the 
fourteent h eemi- annual period and thereafter falls back gradually 
to ~.OS percent at the end ot the nineteenth period. I n the f irst 
of t he p roposed plana, on the ot her hand -- the one re~uoi~ inter­
mediate yields only - - thi s figure r i ses continuously during the 
entire life of the bond, exceeding 10 percent at the end of the 
nineteenth semi-annual oeriod. In the second plan - the ona 1n 
which the ovor~all yi el d is reduced to 2 . 2~ percent -- the residual 
yield t o maturity also rises continuously, exceeding 3 percent at 
the end of the eighth semi-annual period, ~percent at the end of 
t he f ifteenth period, and g percent at the end of the nineteenth 
period. 
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VI. General Considerations 

A. Interrelationship ot Different Trpes of Changes 

The two classes ot suggestions Just dlsoueeed tor alteri~ 
tenne ot issuance of United States savings bonds -- suggestions 

tor making them lese avai lable or attractive to the well-to-do and 
suggesti ons tor reducing their i nterest return -- cannot be con­
s i dered in isolation. I f the sale ot the bonds is to be limited 
principally to· bona fide small savers, then a rather high rate ot 
return may be necessary to maintain their attractiveness to such 
persons in competition with the rates paid on small savings by 
pri vate financial ineti tutione. The payment ot a relatively h.1gh 
rate , furthermore, may be amply justified by the large number of 
persons to whom the purchase ot savings bonds gives a direct in­
terest in the f inancial stability of the Government. I f , on the 
other hand, it i s intended permanently that a large proportion ot 
the bonds should be sold to tile well-to-do, tben considerations ot 
fiscal economy would seem to 1nd1oate t hat the r a te paid on thea 
shoul d not be substantially higher than that at which the same 
amount of money could be borrowed elsewhere. 

Changes in the direction of making the bonds lees available 
or attractive to the ~rell-to-do would probably have a much more 
drastio effect upon tbeir current sales vol ume tban would reduc­
tions in the interest return. For example, the proposal liml.ting 
the anount of bonds which might be purchased by any one person in 
any eingle calendar year to e2, 000 would doubtless out the current 
sales volume drastically, while that tor reducing the interest 
return to 2. 24 percent would effect a much emaller reduction in 
sales vo1Uill8 . I t should be noted turther that, whereas the re­
duction in sales volume which would be brought about by a direct 
limitation ot individual purchases would cooe almost entirely at 
the top among the more prosperous buyel"'l a limitation effected 
by a reduction in the rate of interest would probably out sales 
the most among t he poorer classes to whom tile present return does 
not seem high, and who have better alternati ve opportunities tor 
the investment ot their small eavi~e. 

!! . Policy With Respect to Changes i n Rate. 

Finally, if a large proportion ot eav1~s bonds are goi ng 
t o cont inue to be purchased by the well- to-do, attenti on ie di­
rected t o the desirability of fairly frequent changes in the 
interest return offered on such bonds . Aside from its obvious 
tieoal economy, two important considerati ons favor such a policy. 
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Secretary Morgenthau - 13 

(1) I t ~1ould prevent the building up ot an apparent vested 
interest in the rate of return being offered on savings bonds a t 
any g1 ven time. There oan be no doubt t hat mo.ny people no~1 be­
lieve that they oan formulate a scheme tor a lifetime of savings 
on the basis of the return nov paid on auoh bonds. Tl11s is vary 
undesirable from the standpoint of the flexibility of the 
Treasury ' s operations. Even it frequent ohanges in the rate of 
re turn should serve no other purpose than to dispel this illusion 
ot continuity, t hey might be well worth tlh1le . 

(2) I t the rate were changed fai rly frequent ly, each change 
woul d have less significance. I t 1s much the same as the •tixed 
portfolio" versus the "flexi ble portfolio• arguments with respect 
to the Federal Reserve Sys tem' s holdings of Governments. When 
nothing has happened for a loJ'l> time, anything i s news. Further­
core, if changes in the rate of return on the bonds were expeoted 
to be rade from time to time, then any change which might prove 
ill-advined could be corrected in the usual oourse . When changes 
are infrequent, however, a single, ill -timed change might beooce 
a source of continued embarrassment. 

I f the sale of savings bonds should be limited for the mos t 
to the lower income classes, the above coneidcratione would 
much of their force , although a g r eat deal could still be 
in favor of e ome degree of f l exibility in rate. 

Attachments 
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Tabl.e I 
United States Savings Bonds 

RedSDpti on Values and Yields Dur\ng Period Held 

RedemEt~on VB!ues Yie ld D~1n! Period He!d 
NUmber ot . 

: :Plan Reducing : : :Plan Reducing 
Present :Plan Reducing:Intermediate : Present :Plan Reducing :Inter:ud1ate 

Periods Held: Plan :Int er:nediate and ~i ne.l Plan : Inter~ed1ate and Final 
( Semiannual) ; Yields Yields Yields Yi~!~s 

1 $ 7~.00 • 75. 00 $ 80. 00 0. 0<>;' 0. 0~ 0 . 0~ 
2 7 • 00 7~·50 80. 50 1. 3~ 0. 67 0.62 

a 
77.00 7 . 00 81.00 1.7 0.88 0.83 
78.00 76. 50 81.50 1.97 o.6l 0.93 

5 79 . 00 ]7. 00 82.00 2. 09 1. 0.99 

6 80. 00 78.00 82. 50 2.16 1.~ 1.03 

~ 81.00 79.00 83. 00 2. 21 1. 1.05 
82 . 00 80. 00 sa· 50 2. 24 1. 62 1.07 

9 aa. oo Sl. OO s . 00 2. 26 1. 72 1.09 
10 8 . 00 82. 00 85. 00 2.2S l. 79 1.22 

11 g~ , 00 8a. oo 86. 00 2. 29 l.S5 1.a2 
12 8 . 00 g . 00 87. 00 2. 29 1.90 1. 0 

~a 87 . 00 8~ . oo 88.00 2. 30 1.9~ 1. 47 
88.00 8 .00 89 . 00 2. ao 1. 9 1.53 

15 90. 00 87 . 50 90. 00 2. 5 2. 07 l.,S 

16 92 . 00 89 . 00 91.50 2 . ~7 2.15 1. 69 
17 94. 00 91.00 9a. oo 2. ~ 2. 29 1. 7S 
18 96. 00 93 . 00 9 . 50 2·1 ? .40 1.86 
19 98 . 00 95. 00 96 . 00 2. 84 2. 50 1.9a 
20 100. 00 100. 00 100. 00 2. 90 2. 90 2. 2 

: 
Treasury Dep~rtment , Division ot Research and Stati sti cs. January 40, 1939· 

Yields a r e shown aa nominal rates compounded semiannually . 
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Table II 

United States SaVings Bonde 
Yield During Succeeding Periods 

Number or : 
I r Held One Add1 tt onal Period : ___ _.I"'-'r"-!iHl!!eJ.:ld~t!!.!.o!....!!!lla!!.t~u!.!r~i..o:.t;r_Y ----

:Plan Reductng:Plan Reductng : · 'Plan Reducing 
Periods Held: 
( Sem1annual ) : 

Present : Intermediate : Inte~edlate : Present : Plan Reducing: I 
Plan • •• Plan · Interme .. •- te '. ntermedla te 

Yields and Final Yield: and Final 
• Yield!! · Yields 

1 
2 

1. 33% 
1 . 32 
1.32 
1.31 
2 . oo 

1. 25% 3· 05% 3· 05% 2. 36% 
1 . 2~ 3· 07 3.15 2 .~ 

~ 
1. 23 3.10 3·25 2.49 

i : ~~ 5:N 5:~ ~ :s~ 5 
6 2 . 50 2. 56 l. 21 

8
7 2 . ~7 2.53 1.20 

2." 2 . 50 1 . 20 
9 2.lj.l 2.~7 2. 38 

10 2.38 2 . " 2.35 

11 2 . 35 2 .11-1 2. ]3 
12 • 2 . 33 2 .38 2. 30 

N ~:. ~~ 5J§ ~ : ~~ 
15 .. fl.~ 3· 11-3 3. 33 

16 11-.35 4. 11-9 3. 2g 
17 11-. 26 4.11-o 3. 23 
18 11- . 16 11-. 30 J . lg 
19 11-. 08 10. 53 g, 33 

3. 21 3 · ~ 
J . 27 3.56 
J,]lj. 3·75 
3 . ~2 3.87 
J . 52 ~.01 

] . 611-
3.81 
~.02 
11-.Jl 
11- . 26 

11-. 21 
11-. 17 
11-.12 
11-.08 

22 

20 : - -
Treasury Department , .DiVision or Research and Statistics. January 4, 1939· 

Yields are shown as nominal rates compounded semiannually. 
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PRESENT: 

Ur. Chen 
Dr. White 
lolr. Cochran 

3:00p. m. 

Hl.I,Jr: Well, how' s everything? 

Ur. Chen: Everything seems moving along. I 
cannot say either way, itTs good or bad. Wood oi l 
coming very rapidly and I think by end or this month 
we wlll have about 10,000 tons in New York again. 

Tin, we eXPect first shi pment on the end or this 
month will arrive San Francisco. 500 tone. It ls 
already on board ship. It's on the American boat 
President Coolidge. 

Tungsten , we have 3,000 tons in Haiphong and 
still negotiating with the French Government to 
release that and I think French Government will 
c onsider favorably i f it ie shipped to America and 
England. 

HY 1Jr: Oh, I see . 

lolr. Chen: So possibly half will be shipped to 
this country . I cannot say offloially how much will 
be made available but urged Dr. Xung the need of 
this country but I have not heard yet as to the 
negotiation that i s goi ng on. Transportation ls a 
little bit difficult because Indo-China -- French 
railway has been bombed and t here wae interruption 
there but between sections traffi o still going on. 

HU ,Jr: Must be very difficult. 

lolr. Chen: They are using carriers to carry it 
on ahOUiders to put on another section and the French 
Governor has had understanding in the China section 
the Chinese Government will put eome ant1-a1rcraft 
guna to atop •••• •• 

24 
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HX,Jr: Who ' s goi ng to do that? 

Mr. Chen: Chinese Government, and also we have 
large number of people working on t hat Rangoon road, 
traffic Just a s usual. Of course road bed is rather 
soft and some aha.~ angles have to be fixed up, so 
they are put t ing lots of men on that. New road, i t ' s 
not quite ready yet. 

I am asking Dr. Buck to make tr1p to see t his 
road and also make careful study of this tin -- whole 
business -- and he may be back about end of )larch and 
have all t hese reports r eady. 

HU,Jr: Good. 

~~. Chen: The funds will be finished by the end 
of this month eo we hope we can do some business 
together. 

HY ,Jr : I hope so too. It's very difficult. 
I have nothing encouraging t o report to you, but I 
have not given up hope . 

Yr. Chen: That ' s fine . 

HM,Jr: It ' s hard work though. 

l~. Chen: Yea. Look upon you to help us, help 
China in t h is great cause . 

HU,Jr: I am doi ng all I can but 1t'a not easy. 

Ur. Chen: I know. You have been very helpfUl, 
especially t his critical time and if eome arrange­
ment could be made it would mean so much for this 
cause. 

HY,Jr: I know. 

~. Chen: China has only one person, t hat's you, 
to help. 

HM.Jr: I t has to be done by the President, I am 
only hie servant. 

Mr. Chen: Do you think we should call on Jeaae 
Jones 
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Hll~r: I think I would call on Jesse J ones 
and 1t l . Pierson 18 out of the hospi tal I would 
call on him. I f your Ambassador could take you 
around to see Ur. Hull I t hink tha t would be help­
ful. I think if he could t ake you around to see 
him I t hink it would be very helpful. 

Mr. Chen: Do you t hink -- I am just asking 
questions -- do you think it would be easier after 
Finland credit has been arranged? Do you t hink 
China could •....• 

HM,Jr: I think it would be easier. If Finland 
gets its credit it will be eas~er to give it to 
Chine.. 

Mr. Chen : That ~hould be ~sed quite quickly? 

HU,Jr: I just read the ticker that it did not 
get e. very good reception on the Hill -- the Presi­
dent ' s letter. Didn't get -- at least what the ticker 
said it didn ' t get a very good reception. 

It's all very difficult. I would see Jesse Jones 
and Warren Pierson. I t hink if your Ambe.eae.dor could 
see ~~ . Hull and keep after him and you keep after me. 

Mr. Chen : I don't need t o keep after you. I 
know your whol e heart is with t his cause and I wish 
to thank you again for t his trouble you have taken 
and we depend upon you. 

00 0 00 
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H.M. Jr: 
Capta1n 
Collins: 

H.M.Jr : 

C: 

H.M.Jr: 

C: 

H. M. Jr: 

C: 

H.II.Jr: 

C: 

H.M . Jr : 

C: 

H.~.f.Jr: 

C: 

H.U. Jr: 

C: 

H.M.Jr: 
' C: 

H.li.Jr: 

C: 

H.'' .Jr: 

C: 

R.M.Jr: 

Hello . 

Yea, Mr. Seoretar;r. 

Januar:r 16 , 194o. 
2:55 p . CI . 

Captain, t he President ie oalling a meeting in hie 
offioe for tomorrow morning what I call the Collins 
Board plus Chief of the Aviation , Admiral Towers 
and m;reelt, see? 

Yea sir. 

Hello. 

Yea air, I ' m listening. 

To go into this whole thing. 

Yes sir. 

And report directly t o him. We 1 12 know a little 
later what time it' s going t o be . 

Yes air. Well that will - that will be my own 
Procurement Board. 

~fuat I call the Collins Board. 

The Admiral and the General. 

Admiral and the General. 

Aye a :re sir. 

The bead of At'117 .Ur Corps. 

Yea air. 

And Admiral Towers. 

Yea eir. 

II he the head of Navy Aviation? 

Yea air. He ie. Well I'll tell my gang to stand 
b;r for a f urther call. 

Toaorrov. 

A:re a:re air. 

Right. 
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C: 

H. H.Jr: 

0: 

H. M. Jr: 

C: 

H.M.Jr: 

C: 

- 2-

Thank :you s1r. 

By that t ime you ' ll know won 1 t :you' 

I should, yes sir. 

Ri ght. 

Aye aye s ir. 

Thank you. 

Goodbye . 

- ------ -

28 

Regraded Uclassified



Jdl•ral •ur•au of lnuntlgation 

Jlnitd •tatn B1part1t11'nt of Jautirl' 

~lngton, B. C. 

January 16, 1940 

The Honorable 
The Secretary of tho Treasury 
Washill8ton, D. C. 

Jq dear J.lr. Secret&r7: 

I am enclosing a copy ot a memorarv:lum dated 
January 13, 1940, auppla100nting previous information 
furnished to you concerning the activities of Adam Von 
Trott zu Solz of Gen::ney, who ostensibly came to the 
lhited States to attend a conference of the Institute 
of Fecitic RelatiQJ>a which was held at the Caval1er 
Hotel, Virginia Beach, Virginia , !rom November 22 , 1939, 
to December 2 , 1939, inclusive , but Ylho is reported to 
be soliciting the assistance of a nWJt>er of prond.nont 
individuals in the lhited States in aupporting a movement 
involving the overthrow of the present regime in GennD.IIY. 

Von Trott departed !rom San Francbco 1 Calitorni.a 1 

on the SS President Cleveland on January 12, 1940, apparently 
for Yokohalm, Japan , China , and planned to travel via 
Trans-Siberia Rail~ to J.:oscow and then to Berlin. 

The info.-tion contained in the attached memorandum 
will be supplemented in the near future, 

Sincerely your a, 

... """"' 
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I:OGA,_ HOOV£:flt 

lhilrr11 l ilurt'IIU or fnuretlption 

llnibil ttnlu lbpnrtmrnl or luetlu 

•n•ltington,ll. Cll . 

J~ 16, 1940 

Tbe lbnonba 
'lbe s.eret&r7 or tbe n-.1117 
laabinct011, D. c. 

I &CI eneloainB a cow ot a -=oorarduo dat.d 
JIIDD&l7 lJ, 1940, alij)pleamt.ine prniowl WorwtiMI 
tarniabed to 7'0" coacaming the actirlt.iee or Ad.- Vcm 
Trott su Sols or O.f'Dll71 1lbo oateui.bq c- to U.. 
Q:dt.d st.atee to attend a conlerenu or the Inatitlrt.e 
ot Faci!ic :Wlntiono which vu held u.t tbe Cavolier 
Rotal, Virgini.a linch, Virginia, trom r:o'7.od>er :121 1939, 
to Decw.bur 2, 19)91 inclu.~ivo, but who i c reported to 
be 3ollcitilll!' t.ho a oai.at o.nce o! a n•u.her or prolldnaDt 
1nd1ndua.ls in t ho llnit.d Stntos in oupportinB a AH mt 
1nvol:ring tru. ovorthrow or tbe present ro,p.mo in Oen:>ar~T• 

'/on TroU ddr.arWd troc zan Francisco, Cali!orni&, 
on the :iS l'real.dent Clevoland on Januery 12, 19401 OfPIIZ""'t.lT 
tor Tomba.Ja, Japcn, edna, and pl.aroMd to traftl. rla 
'fr'aM-Siberia :l411~ to !.:oscow and t~.en to Berlin. 

Tbe itltol'll8t.ion contained in t ho attact.ed -..4• 
will be auppl.aMntec1 in tbe near future. 

G:nt·. ,• , 
v \.; ) .. 

Sincere~ TOurs• 

John ~ Hoover 
Director 
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rrrepw 

let Dl. AIWl 1011 f'M7lT %V IOU1 Wi\11 elfUUI 
AIWl 11)11 '110ft Z:U SOL%, AIWI 1011 D»'P 
Z1l SCI.%, AIWl 1t* !liOn' zu sou 

The fol.l.ariJII111lor-tS.oe S.. eet. foftll to. .,.,, 1 

\lie ft ' of D II ' .. 16, 19391 "'U 'hte \lie .nl'd.Uee 
.t Dr ........ !Joo\t. .. 5ola .... U'riftll 1a ... t.rk cs.v -
on-. 2, 19)91 o- ~~~~rope •-'nr1NT to. at'-d a war­
of tM IMt.iww ot i'..US.. l!e]¥bae wt11a11-. llaloll at. , .. 
~ W 1 Yi.qlJiia lleMb, Yi.rc:lJd,a1 11-' liD Jo;....,_ 22 

- D111111l• 2, 1939, 1Mlu1.,., "-' .... S.. repM'\a4 Sa ft811tr 
t.a be ri.al\bw t.11a llldW --... tw u. JM!pUe of ..u.t.U.. t.11e 
uef..._ .t a fw p ' r' laiU.ri+nh 1a a plaa t.a a;w&luw 

toM p-. II' nc:s.- 1a OW I• 

as- t.ba ......... of t.lle Jlft'fieu _.. 1 ~ 

Ww u. 11u bee l'Mef.ftll " ' .. .,. t.11a 1-.u.tSM of Dr • .._ 

M1e - " PI- YM SIP' Ill, alae II.- U AftiMw U ' dt, 
• 11aw bee 1a fNqcaA 1 eat w1-. '- !rMt. --. lila U'l'lftl 
1a t.ba 011t.a4 akt.ee ea4 .... .,_ I.PPN t:IT eel1ebe"*" wlt.h Ilia 

• -... Moe.t•• oo-s...,. t.ba pel't. whs..b Y• bMt. aa w plq 

-' U. eoal- of t. .. lMt.UaM tl Pee:ltU a.lat.ioM Mil IIIia 
Mt.biU.. _.,,; • t.MN\o. 

Qr ..... 11e111e ~ tr.. Sort' s '"• ..,.,.,., • 
hu.an a, 1,., _. U'ri,... 1a ... 1'Mtt Clt.T • Du•• •• 9, 1,., 
...,. \he ss ~ At. t.IIU U.. a. '~taW ld.e ,.. aa " 
.. IIIia : ... ~- .. u..w .. toW ., • ~ Dr . .... eolriell4 
\lie ...... ..,_ tvt' dtSM u.t. ........ 1a • p =·· 0 ....,, 
_. .... u lila la-' ntl' lerlia ed b1s au'"' ftlM.lw 
.. Mle. o.r. ... ... fill 12, lw'U.. 

or. 11u *Pile ... edlllt.\44"" t.M xwt.,....s- .WU.rit.S.N 

M x_,,...,_ n.. Qff)26 S.. • at. ~. ,._.., M ~·-•• 29, 
1,.. Dr. M1e ld'liea4 at. t.ba U.. ol lila ~ \M$ a. in* ' I 
M 3eia a ~. I. s• w t 1M]D I & DriWp ~top ....... 

.. hft.._ '-till .... t.Mt. be Sat ' I to.: '• Sa t.lle IMW ..... 
pw t.lT· It. s.. ••; lftet u.t. .... tw • u.. ,.., 0" ... \lie 

-.all t1 '=~-=- tort cs.v, 1114 l.Mer '• t.na a w .t t.M 
a.llarbc t llbolatiaU, ... Jar.,. Dr. ~ U I $ I"W 

t.a be ea ~ '-' ed 11u a f'II.D. 'eJ •• 
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It 8bould be noted tbat t.be '-CherlDc Corpor uU. Uld 
tbe Svalca ~. aanlltacturera ot ..U.cine, .... - 1w U. 
- ..,.,_.t.. $arak& bein« tbe - ot t.be 1Miline Mdj,e1N 
prodaoed b)' the Scherin& Corporation. Stoc:kholdera aall D1r<Mt.on 
ot the Scl»ring Corporat.icc .... nport.eel to be Bo&ad.an Uld a. .... 
Jewiah 4oct.ora wbo llaTe !lAd troa El&rope. Tbe corpor&Uae tau 
m -uem t1.nanc1.U rat.in« lllld •plt.al eatiaat.ed u tz,soo,ooo, 
Uld 1a ba!ld1n,t ... addit.i<Jnal plaDt. 11> ~. ,._ Jereq. I\ 1e 
duon'W •• being pet.notic to Aan- 1dNl.a ad f a1J" w l.Ger. 
!be -"'• balreftr, 1a bell....cl to line a _,..,d'-":7 11> o.z-.v, 
al~ the uact. locat.ion 1a ~ Or. J . t . .Ust..a, fna1deM 
ot the Corporation, 1a a fo.-r a..- doctor who oo~ atMa'w 
laborat.ozy e><perl...ta at hia reoidence at. Sbort HUla, ..,. ~. 

Dr. 1'ubl.e at. t.be pre....t. t.u. 1e reaid1'\t at. 18 
c..ar..toc flace, 3l0011!1ald, !low Ja'NJ&7, lllld nceifta ~ 
<;II&Dt.1U.a of ail 1'l'all Cler:oaJV• 

Rene llueo Von Snbach firat. arrlncl 11> t be l.lo1t.ed 
St.atea on l!uch 26 , 1936, at JC"" York Cit7 ou t.be s; Conte eli 
S&wia, at. which tiJ:Ie be waa 1n poanaoion of pauport 11o . 
1!i6-U0)-)4 isuu.d at. n.run, Gome.:17, on l'&bl'lfiUT 15, 1934, to 
expire 011 l'ebrla.r7 l4, 1939. At. the tille of hie url'ftl. S&abacdl 
entered tbe l.lo1ted states aa a no~ IID<Sar Secticc J ot 
tbe 1Jir:1#&t.1on Act or 19)4. He apparent.l7 Aa cu1tted to U. 
l.lo1ted lite tea for a a1.lo-corrt.h 'rl.oit., but hie tille hu been 
atcnded on aneral occao1ona. 

Fl'o: th6 recorda ot tbe ~tion Authoritiaa at 
l:ow York C:l.t7 it aJ'!)e&h tbet Von S.eb&dl tor a ti• naided 
at c:u-1., Calitomia, wl>ore JUU..e !traWl - Voeelat.ail> bed alao 
na1ded, t!>e1r Poat. Otrica Box boinl: llo . 1471!.. Yen So obocb 
~t4' l:l<>"lwd to Cew York C1t.7 ld.t.h Julla Braura 1n :...pted>er 
or Octot.r 1939, and occapied a wita at. t.be ~len Hotal with 
boor. It appears that Julla Braun 1a an aut.llon aa - 1a the 
noi~ ot t ha beDDfit:a or a tru..t. !uDd represeotinB .. C'IIriuea 
nl.uecl at $300, 000 1n 19)6. It. baa been a:cert.&inod tbat Von 
Seebaclb 1a a ~ of lilra. !:raun and accordinlr to into~tioG 
tumbbed t he ~tion Authorltiae, waa nuioti.ng ber 1A 
l1qu14at1Jtc l.arp intareata 1n O.r.a~~r. 

The ..-rda turt.ber retleot thAt Von su.ba~ bed beeoo 
prertoaal7 -cw with the tloited Pr-eu 1n Be:rliA, o.rauv, 
lllld wu 11> t.be lmited !itataa to oo..u- ac1.ent.U1c reeunll 
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te *ell liN. I~ aa ~a larp pan ot llel' ~~-. 

Ia - att~t. tor ........ - at tbe ,,_ ell 1 for Ilia 

n.tt. te t.11a llld.W statee, ._ Se•hr 1Dd1-.. 1111 ... .....,._ 

Aa.U. ....u·u.. ud AMI'i- .1-ua 'td.tll \118 ewpua!loa 

~ •••"'-' p*''* rs nell u net.r BUder • 1a 'l'1aa 
.... ~ at tllll Pl' IE 11r l'ftu 01.,.._ C ; ;, .a t.ra w 

at \lw ... York st.eda zau_,, Ulll • M1zak1Da attt.- at. 

22 llw'UI U W.a S\Na\ 1 ... York C1t.7. 

Ill Du11to n• 19l7, 't'oa s..ter lat\ tbe llld.W atat.ae 

r&tVftillr 1A llafth ot 1931 ..tv a tellpoNJT 'f'1aa, ~ tw 
.,._ 'f'1a lliMl 1A llliF ot 19)1. I\ 1a ba]J uocl tbM ba ~ 

te \ha llld.W 3t.ataa 'ria Mlud. 1A 19111, al~ tbe ..- dde 

... "'" b.- Ntabllabacl ae ~-

0. lot I r 1, 19)91 Dr. Y• froo\t bel4 a --u.a 
" toM .,..,_ llotal 1A law York Clt;T wUla e indinA&l "a" ;ut 
te llaw bean lfan.a-lluw VOD Sut•eah1 " wh1.oh U.. 't'011 froo\t 

naHd tllato u far u lie wu -emec~ tba ht-.. olaar * 
-u.-t tllat. ba beet • ..,.,ttacS a -ND4ia wbiob 11M 'b.- ..W 

"*' Ulll had raoeiwcl the t~ -ta• 1. the rewl-.s­
...,. too catoeral 111 natura 11114 dJ.d DOt lead t"--1"• te _, 

l(lMitio U.eat•at J 2. the WMllne1Ma ot tlw x...,.. ot .. u­
..,.. t.oo ,..~ !hU 'llnl!cnlb~ 111111 rat~ te a papu ar 

doc \ whloh Yon Trott we ~ prapar:l.nc 111 -u.o 
'td.UI tbe eoAt••- of the Ialtituta of Paoitlo Rolat.S.. wldAIII 

.. ''*'to lwft...., bald duri.a& t.t. latter pan ot lo;llhr u4 

.... t1ra\ ct Del .,.,., 19:39. 

\'M I fWW,ioa the tumcl \9 indi'f'Uul.e ot ..wal. 

-.---. ._ '"" Aatad t.hat ~. awe ~ rat....U. 
te ._. ail_, pi'GIM- ot tbe ..,. s.bool far Soe1al. lla_,., 
..._ _ .lR'I,,.I ta,.... at ror\h 111 a_,.... ot Dtullll:ur 

16, lf)9, ... .,..,.laq ... 111111 .. •Will- \lall ...... 

Willi !'ftU ~ ratwrut te a do L 11111&11 1111 .. p~ 

ia wUeb«"\Ua w1Ua atb&n, NlaU" ta tba .-.lir tw t.ba 1lla 

fit ~ ~_,a. pali\laal llf.W&U. Ia llllrop&o Oro V• fl'ot.\ U.. 

'f 1 1' ~~ &1P4 'JT rat...U. te Oro llaDa Milll1e U ' 

pN'I'i...:l;r ia tllia 1 1aA•• u baiac a ..u 1ar__. - ..... 
1111 .. wt'IH;w te ""'*· 11a ''*' tpel;t ot t.ba dip' Ua 
..-uu... at~ .... ....... 1111-- ...u,. ~ ... 
\W Ia the pi'IIIJII ~ A8ari- lila ..U lila ia a pollf.U.. W 

•...- "J• CJanur"o 't'OD '"''\lie ..u..ld \ha tba \1aa­

h ,., -..,.- uat.ut u4 thM 11a we pre a:., PM11., 

oa t.lla ........ ~ t.lla PaaUla ...,_ u4 M1 1a...., t.lla 

... ~-•fa •• 4 

_,_ 
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!be 1.ndi'f1dul. ...U....S to h&~ ~ y.., Sart * tt.a 
..... <16 ' •• - DOt •nUonecS, wbo .... lllcl be .tile to ,. 
to Elll)ud to aa.ut t'-o Yon Trot\ q,..r1ecl wt.tber Jaoble 8bolll4 
1a»w ot Wa, Yon Seatw+ thAn apelae ot u- "'-ioma, Blli1M, 
l.anr ead Upeon, but. l'e!en.c1 to iUc1na aa a be~r. Ya Suhell 
thAn l'e!en.c1 to an iM1.cl.a1t in Whioh -aae ha4 qMeti.one4 Ilia 
-Von Trott wu 1mitec1 to tbe oontarenoa, app~ l'e!a~ 
to th& Inetit11te ot f'ac1!1o Relatione, to wbioh SMbeoll npl.W thd 
Yon bot\ -. a J01111a .an who ha4 been •inc1dentaJ.lT eeleotec1• te 
J'&pJ'&Mnt lad4la hrope1 aJld. thAt be wu not a NpJ'OI-wUn ot 
R1t.laJ' 1 aM !IIJ't.ber _,ted t.hat VCIA Trott WU WOI't!V ot 
r.pnMII\inc the O.n.n people t~na. Yon S..bach t.ba 
etetec1 that tlla ~ 1alirl4\al npl.ied thAt 1t waa peC\Illal' 
th& l:uU loed not Mlectec1 \be1l' OWD rep:'eMillt.&Un, Yac Se*rsb 
et&tec1 U.t Dr. li&U. ()lbaMUo) wolllcl .a - ot the ~-s­
_. bT Yon Trott 1 aJld. at thie poillt tbe other 1DUY1d.al. wal.lllld 
Dill" -nti.nr that . be d.14 not UN to han aeyth1.nc to do wi~ u. 

Dr, Voa Trott aca1n l'e!ai'NCl to S1aona wbD he atetec1 
eho1al.cl be told thAt 1t waa their pii'J)OM to ore&te a -l'ial. 
in Wl'iU... whioll waa 1nt.nlec1 to illpnu t..l1'1oan poliu .. ulll 
7ft be otteet1~ in O.J'MIIF, 

Yoa Trott tt.n -t1one4 Schottar, a~ 
w.t.ioel with Pul Schotfar, !ONII' !Aito~ot ot tbe 
lln'l1n TacMlat.t., wbD-. outed in 19)6 bT the 0..... 
llliiUt. ot l'l'opociMda ~le bo&IIIM ot hie Ubenll. ... 
-· -at ~t~, and deeuibecl h1a u be1nc ...U 1ntorw4 
bllt s.11.....-. It w1l1 be ......Uec1 U.t Von Trott baa 
oollabol"atec1 with Sohot!er oa -1'&1 ooou1ou in the put, 
'Die - ot llallae (pbDMUo), 11Uhle1 ar-dac, tor.r 
CUneeUor <16 a.,_... aJld. P"HIItlT prot .. eor at Hanud 
Qat.,.hltT, aJld. Riqler, ·~ idamiaal nth IWrt 
lt1.ealer1 protaaeor ot J>h1la~ at tbe ... School of Soclal 
.._,....,..,. -t.ioMd aJld. tbe no-.itT ot f1Mncinc Dr .. 
lllbl.a -. .-tec1 _,_. Dr. Yoa Tr-ott an4 Von Saabeell \be 
___. .... -doc •\ and ..S. .. rtain rnlat.M, Yoe Trott 
~ .,... Yon Sa*·••• llltfioa u to wt.ther it wu ~ 
to ftPl- Dr. llllh1a with a ~ Sooiallet ti'Oil tbe InaUt.-.., 
eta\1ltc that lillhla bed beao im'olftd 1a atten ot t.hU t.TJ» 
tor ,_... and. 7-' bid a "-1'7 D&J'I"'OIF ..,_rieno•• llcsouw 1 
Yoa Suhoh -. not oozrri.noe4 ot thi .. 
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Toa SMbub replied the.t Dr. 1Wlle wu too aart. Ulll 

pretended to be withcnat t.W.t , and MI&'PIItecl the.t R1 .. lar 

wu not •• obartinata u aahla. Voa 'h>ott replied that tlwre 
aut be liD acpeaaiw ede!nSartrat.ian to aucceaat\ilq ~ 

llit.lar, Yon S..bach \Mil Ntarrecl to a pro,cna oot""'nr 
objMtiwa Ulll .. twa ot -ocOI!IllU._.h. Von 'h>ott reapondecl 

liT artatinc that 8ftZ7 atrort abo\Wl be..,. to 11o11 cHe tiMiil' 
aiM. Voa Trott natecl that 1w wollld cUreot. a latta!' to eit.MP 

~ or lo!Uhla that ~ ~ u to what t ol'll U. 

CNt.liJw abo.WS taka, apparant.l7 retarrinc to tha cli.acuad.on wtdab 

wu to be propoaecl at U. conf'arence ot the lnaUtuta ot Fac1t1a 

Relatione. AttAntSDn 1a inYitad to~ 12 Ulll nb~ 

Jl1141W• ot the IIIUID:rand\1& ot Daoaailar 1.6, 19J<J, QUDt.~ oo:rraa­

pondanoa bet-n Dr . Bl"l*ling and Von Trott. 

On lloYubar 1, 1939, Yon 'h>ott oonn:raecl with lira, 

l!lliott f ratt or ana FAn Encl Annue, lin Yor k Cit;r, who baa 

been 1n !l'Wq'*lt contact wit h IWa durinc hie aojoum 1n lin 

York Cit;y. Voa Trott. .. ntio...cl tha contaNCoa ot U. lnaUtllte 

ot h ciric RelaUona and ..niaecl that U. Afronda tor the -

terence had. bean dra>m up b7 tha !In York Otfica , Auat.n.lla, 

11ft Z.alanc! 1 Ca .. da, il:JlCland. and Aa:lerlca. lie nat.ecl that. there 

wollld be oae Oa,_,, one JapMua and ooa It.allan, Ulll lw 

35 

h' ....U wolllc1 :rapruant. t.ha Par Eut. and Oananl MoCq ~ 

rapraaent the lbitecl Stataa alollll with ot.hara. Voc 'h>ott a4riaecl 

J.:ra. Pratt that Ru.aaia and Japan ... .ws not be repraMDtad and ha, 1a 

all probabllit,:r, wollld ..,.U tor tboM coomt:ri... Ha ed4ecl, bo,....., 
that oahidara wolllc1 not. be pers::d.ttad to att.aDd the cootara- Ulll 

turthar that t.ha praaa wolllc1 be aclwiecl tree the ..tine•· 

' 0D looadlal' 21 19)9, Yon Trott C<lll"t'Uaecl with !JIUa 

' IDcr1d ":arbva, duriJir t.ha cow-aa or which ha -uonad a rlaU 

ot Voa Seabaeh, He :raqu.ned her to 1nnruot. Von S..baeh the.t 

1w TOft TroKt. wu 1n dan&w ot bb lite and t.bat Von SacOCeh 

ahooa14 ab~ ratN1n:.... rapaat.inc AZfT w-tioft width 

he bed .....S tree TOft Trott, 

Oil ftc>.-.,. 2, 19J9, Tor> Trott. alao held a -.-...raatioll 

with • i.Ddirtm.l bell.-l to lwft been Pual. Sche.Uar, dlal'i.nr 
wb1ch Von Trott Ntarrecl to a pa..- lv U.- fll ~ 

(pban.Uc) who reoct.l7 - t.o the lbi\&4 Stot.M troa 
~ Ulll wol&ld be ot peat aaa1ataMa0 Scbattar n.w4 

ba aald l1lDa ta tolk with h1a and ~" h1a - clatailad 

_, _ 
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- """' ............. - !Ml..w-1 ..... ....... ._ ~) -···-·rt-1'111 ......... 
,.,.., .,.,.. el \lie 11ft \ ;c 1 1 • ,_ ?M\ _..... 11U 

iiiMI;cetd••-~ ~ w ...... 11• ttw 
,., ... wlUI a 1 a+ w U.. rfteoA .._ _., tw JIMP).e 

au...,._.,. u.. , •- J*Pla, a.u••• u.r 
.... ?lit U I PINt .,. .. 1\ _,. lliU. ttnaM ... -
.... ., ··~ ......,..... ,_ """' ...... _.,. .... pell\s-.1 
u.. Sa.....,.-, ........ . 'r'tw NpUe4 u.. p 0 

"'-\s- ...... \lilt. rt ................. ... 
... "'-"' _.... Ill ..,. ~ \lie ri'm't'• \e Dr, 111 t,.. 
... .. rt • -c. ,.. •=If- 1 •• • '• rt.U.. wtu. n .. 
rtllrr o..m, -' wUil -.1 .. .-..1- at r l'ftM \dl1r '111\W 
....... ill&o ............. wrt" 

Wfll' ...... M tiM ""' \.hroi'Srr &II W tM I 'eeiM 

"' .... -· t1.rrt, ..,, .... - -..u ... 1\e ............. 
- a\ll'll - rlt-.ts-. ,_ br\\ 1 1 « - .. '1""••·- rt 
\a. trrll ...U.. - IIUUU_. Ull .. dtN' \tlr I'IM1l;r ~..C 
\a. +c• .. t-e~au..., rrdwllr\a...W.- rU1 as..­
JIId)'•...,. ~ lll!ldlU... wrrr "• 1'rt tW 
.... _ ....... -w~ ............... .., ..... ., 
et'•• ta. U I I pertd 1 W tM 'IS.e\er7 rt ' 0 
..,. -.'"" 1 1ul *' u 'UIII• -w brtlll.t.M au 
~ - 1\r "-=:t.!" 1\ .-14 llr .U pr allll, _. · 
....- u au.- • ... pel1Ural ... "k' 1r...., roc••• 
M ..w rrrt rteJr lilllo\p .. u _,. --. 

• a r ............ Sa ...... \biN - • .... rt 
.... rt,. ... _. artw1 ... w 1\ PI • "iM-1 _. _. ......... " ................ "'' ..... -:~·~·~·=~ 
... a U b I '• .,., ..... br F _, U., W au Kf41 
trtr1 ....... 1 ................... : ,....._, 

1 rt Jr tw ta. .,...,.,.. el o..r.r&.e.&a ta t r, "-' 
-. t..- 1 s''e4 ..- Ire .., .n -.11 Sa .._. , 
rr rrw e• '• k '*• t.M& u. • .. ..,. : : ..... 
llliU,.. 1Uir ,_ .. 6. 
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Schatrar thaD D.-1 Bachorl. (phoaeUc) and llala l:a 
~) u tw Olltat-Mdf'V A&ent• end &nol.llt1.on1sta. W 
wu appazoantq ra1.-1 1D !!e1del~ Uld hu ~ in Yo- tor ~.,.., 

and Scb.tfer coatandoecl that th1a ~ lad a ~ ot 'lue1-

.._ ~ tbe • ' ut of !lan1• ba4 ~ ta111m lleJA of U. 
worll:1nc cl&... :lehe!! er atated thet the o.,_ world.ftjf el&u wu 
cUtterat bao•- of their ate.no:lard of ll't'1DIIIh1ch wu hiPG' 
than that ot the l!nt•hne. He rearbld, hown9r, that the 
a.- are 'fer'7 aenaitift u to their tt.uldard of llvi.QC Uld 
that 0.1'ai'Q' -.. uot entire~ tree ot the lluNiu aitaU.., Uld 
that oiiCh -n 1nton.4 "*l u ~. weN a ,..... ot thia t-.d. 

i HOOild oonftnau- bet- V011 TJ'ot.t Uld V011 S..bu+ 
occ:urred on L ; tl<tr 2 , 1939. ca thia occaaioa V011 Trott. ~ 
that ar-illc'• ~ 1DU.tta~ wu due to the l.aok ot 
~ f1Mne<al nppor\.0 Su tnh t.Ma ~ u to 
wbetb&r T011 'h-ott bad ~....t a N pl;r tr-. b1a, to 'idl1cb U. 
ow 1 wu a ,.ptiw 0110. Snhch. tlwl r-..bld that l!r'W ''II 
wu Uokle and Von Trot.\ replied that .o. people Mol ate\.ed 
~ada the •at aol- promMa and the c:U.d not.hiDe t\lrt.Mr. 

Von ~bach ulald Von Trott w ther Dr. llllh1a oou14 ba 
con&1derecl &a a oonwl.~ 'llbo ooulA be trut.ed. fnn 'h-ot.t. 
rapl..1e:i that all ~at.iou which m uld not perte1D to tbe prut.iul. 
uala ahoulcl be l'Otarrecl to !WI. 

C8 licit i4r 4 1 1939, VOD 'h-ott c:oanr.-1 with ll!..u Am. 
Boar~~Ma, a t which U.. abe wu ciWD a -ruc!la wh1oh ha Mol 
in h1a po .. ud.on to raa4, and aalcld her to pua ~ tba £ncl1M 
and ~at.ioa ot it. "'" than ...-rlcad that it-.. -aaarr to 
aft 'rlaiGD baton tba people and that it ...... u.- to pt. it -· 
to the 0..... or to 111 tlAr and the J.r11V. Jaaa Botll'dan a a tad 
that aha do'llbted 1lhllth&r it would lla.Q aey ~nasion upon l!itl.OJ' 
and tban q~~&atioDOd Voa Trott ebGilt the Nft111t1DD to whioll be 
rap:u.d "Liat.aa, '-• I aa pllttillc tq lite 1Dto TOV hand&" • 
lr1ae !loll • n adld.t\.ed that thia -.. \.l'\111 Uld tban &oked wbat.bar 
tbal'O wu a .,....., at the pn.-t. tiaa who ~ tala Oftr it U. 
pn.-t. rec1M .... ~..t. f Oil trot.t repJ..1ad that ,.._ ot tbo&a 
who "do exUt ..U ba llll1fied0 o Ilia& llcM ' n tbiiJI ~ 
clict.&ted oorncUoa& tor tbe ~ &a ! ol.lont 

•u 011 the other baDcl tba o..-a ...... r ropi'lf 
tor aa. 'fen&rebla &lt&n>atift tr-. llitlar, &1'0 -' 111Ul 
ooat1.nu1nr ...,_..,, tr-. the .aatarn powan, their 
c~oupento hopaa .... 'bowd to tum ~ - .....,. ud 
iDrrltabJT Pft&a'l'l 1D tba cl.1rMtioD ot tbe ~ •• 

_,_ 
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<a ..,,....,... 13, 1939, llb1h 1ft CIOil't'VNUon wUil T• 
! u• +, V• !ratt lluld.cl V. ! ubuh a pi.- ot OOt"NeJ' dmm 
tor b1a omrlcleft~ Sut + t.ben re.tured t.o a mOCBI lAt.\er 
whlob Y• Trott Md HM.1wcl tr. Cupsrl Uld atat.a t.bA lt. ._. 
repe\tabla t.bA C&ape.r1 ooald DDt. be 1a .. York. S1 rt * 
c •W M t.be otteet u.t U. ..U....,.os.v.u,.. ~ 
pa ,,....., bT caap.ri wre a .-t idea 'tNt ~ • .., 
t.ben ~ U. Cupui'a ..te ae • 1Dt.1ade tr1ad. .t 
Valera ~). CUparl 1e ~pel 2q t' rt1•' wUil M\8 
Cuplr1 ... U'ri.....S 1A ... Y.ork Cit.)" ,_ • t 1IWl .. ~ 
• on.tow 2 , 1939, ..s wilD 1e pN 'l:T huHnc • SCiriH>e 
Colhce, m • 2 , Calltemia. 

<a Jot 2 r 15, 19391 1a a ~ w1t.ll "'- s •t••• 
V.. ""'" re.tvred t.e Ill', Bl '• u be1nc aa 1adl'llaal we. 
-.14 DOt. be ~ .- ..S 4oMriW W~er u a llull. wtur 
1tbo- well Uld b not. ..-pUI>J.. t.e p...S..., -a aa 1adl'liclal 
with a po4 "Jill\&"- ..q illp>nut. paepJ.., T• !ratt. ntvred 
t.e OeDIIral lliiiCo7 u - o~ t.boM llbo ._. an ~ 'tNt ..,.. u...& 
the pla (~ Too TNtt•a plu) with appre?am.i-. 

'fee !ratt. -UoMd t.bat Ill', ~ WU DDt. 1a f&'I'OI' 
ot a ~· Nria1.oD ot power 1a o.,_. _. -. JNat.lT 1a tov 
ot the -t.it.ut.i-.1 t- He &tat-' Ulat ~ .. 'ftrJ' .... 
ot a C..tbol.io &ad thot ..- - apeab t.e b1a - tbiaU bit 1e 
epmH• to h1a tau.r, mil \bet all ot t.bt -J'UIIIa cadac r .... 
2l1a ba'ft "- ol ~ ftlal. 

Tee !ratt .... - t.e &tat& t.t.\ the lllnglleb ..,..t;S ' 
.. Gqlr ...... bT II1M\ca = un 1 -.. that t.bq 11'-ld tsp&. 
..uJ. «edh, -.~. t.bet. IIIIIISJ.t.. na '"'-*,we cxprumd t.~~~e -
'1'1.a, .... \'Ntt. ntvred t.e ~ aa be1J18 WMk 8llll ,_.,. 
t ; tal, bat. -usa. a. &taW t.hA t.llq -.t. oolleet 
latoNM.i• "~ the o. ..... p~ Ull t.bat. PIIIOliF * 
o.nlla {i' t.le) W bitlpe4 1A thle Ncvdo Tul ~ et.&\.cl 
tbat. t.be ~ ..... ..Uloll .. IIOft81dued t.llat. t.bo a.­
- a ,...... ot "d""bnb•, .... Tftltt. .n1..a, ~. tbat. 
t.be pr14e ot t.be o.-.. poople ae a .taa, Voo 'trl>\t. .t.Msrd 
Uld. - papa btw ar1- 1a o...-. ** poaMaO acrv1eB 
..,.,..... .. u.t 1t. .. 1 ... oct ..... ~ - -- Ulat t.bt 
- .... pl.aee4 Ow ... 1a • ..., ~ pealU. 11111.* 
1e IIIDF' .... 1JI fONip .-n..,- w?IUIIle a •t.\er that. ... 
M f .... lJT t.llooee I ........ wit.ll tile pl'lbl o .. et.at..l \W 
tile can-~ ..u .... .._ \lloel t.llo pNWIIIt. .-- ,., t .. 

tile Jad1'111Aal'• ~. ... 

-9-

39 

Regraded Uclassified



s- 11P'f ll.ir ~llf 
i '§. ~t k "I • 

i f r rl: 1 '~ih ., i i 

~1 , 1
1if lFf} s[l~~~ · ~! ~~~;, !; f[i ~-ifrt~ f 

a. 1 ~h a ·1 s. i ... P ~r ~i • f 

I !~fii f 'f~£ • ~~lli ~~ b~t~ ~ i tt ~~~~~i ~ 
' r l. ~ · ~s i r:- .. i r a r. o J h I I r~ 
,,,!, ~~[1 ~l~~~ fi ~!! ~~· ~~lftltffll 
r!l!t !fit ~~'I • l ~~~ i iJi~!Jr1f1 [ 
~ tf r ~.J . ~: i -~ ( ,. tj if· I i 

· ri i ~ 1s II 
~ 
0 

~ 
• 

Regraded Uclassified



.. 

• "*' t.be problAa b t.o ..... ·- Jlll-• t.o Oei'MIQ' 
wll1ell wolll4 be &ppiotaol ot llr \be otw x..ropeu JIWWh 
Goa a •• role u a ~ •U. ...s a tut.or 1a tM 
det- ot -u, 1a ~ lilllropl will be ae,.Uw 
.S ... lllaol '''-it._ aM holw U. p~~.S.U.. II' U. 
bMkp?*" tor emie1e1"W t.M IIIU .S Jlll- fer ..U't'itr 
bel ' t.lw t.o.d&l'Ue ot s.r.p.. 

1'M JlUM aeaouat.!GM .at., t.befttor., be 41'11.414 
1ate t• relaW toplce. 

I the _. •*r ot !lmlpe 
1. Cleoeral d.UCN.e.,_ of t.M ~iacl ~ lllaeri\iee 

lllldel' the tmd1 ra\al nwe.S.t.ion ot b~ abo,. a eelat.iAICl 

thro,.P tll'rit.orial., o- do, Ulll natlonel 1nw - -.\ 
detia1tolT 4opvt fr. t.lw naU.-1 -hH.Uo-...-" of 

u.i ~\ate oa4 tbe 11&\.ica .... be - ..S.t. !bw ~ 
ot t.M• fwot.on u ~ puNble b7 - ot a ; lllll•1 

u 11-r u it pro'ne oominoinc and illaAntee t.be 'tal• ot 
a ak'--tion OOIIt>inatiODo Sp110Ul e~~pbaaia -" be }Wioaol 
1n Kut ~~~&rope 1lfOI\ t.M pl"'Obla ot oat.bll.tt1DI p'e•etb)o 

ezeap"••· 
OD tlw Oo!Woll aide ot t.he q~~Ntibn ot t.he IIIJIDrit.ioe 

baa lllldor,- t.wo pilule ei.Doo the ........ 

a. 'lbo f~ •pvat.ioo ot Oe.-n J*'Pl.e b7 tbe 
fered lloe 'b-Mt7o ft1e pbuo .., be nnaol 1n ....,. ,. .. pee\ 

.. ha't1.llr .... np' ..SM. 

b. !Ill foi'Mhl ...... at.~>u~ ot aU DOt.able 

Oei'IIOD IIIJIDriU.. 1n Oe~ aDd the ~tuwou oppree.,_ 
ot to~ rooUl ,_.,.. 

!bw ...... -- .... - ~ --.... u.e polltioal, 
t.a • \Ill AM ot Oe~ it alee - a ..,.ui.Aal tn ... 
1t Dll)•pd oa4 ~ 1n a ~ wiU Oer.ur OI'MH a -
..... 1a ... IUepti .. t.ba\ 1M\ Bllropo .ui DDt a,e.1a -
tM Uu*or ot ~ 1a .... _ .- MlMlo IU u •• 
n~. A nnlt ot u. laoet ..,.,.. a ot tM •tioMl 
ao.s.au.uo otrone t.o eol'n u. ra • ,_ ot tM m-t.a. 
(\be ....ttl , ot u. hllr=o, tM ott~ ot u. wU• 
ot SS.tt~•, ... \be ScMIUa !)Tol.1ae) 1111r be at~ to U. 
o.- ull Sa,, .. re.lt.o ot-" polltioo ue 

-u-
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• •· 'I'M tOt u e\ia Ullll t oreehl. peUUeal 
_,.,. ttl "• lllMnt;T pnbl.a .. ....,. u. .,._, 
beaU t• the " ttl peU\ial f.W ~ u. ... 
.... peopt.. la- -Rral ... Sa -~ 

:=: Ule pl .. aft Mperde4 ,._ ........... ... 
, .. , • ..u.n,.t wi\t..t W. ~- U. c........vt•l 
peUUal probl-

b. 0.~ ••P"' el '7 -..bMico• for \he a'lll"-l 
and peUt.ical objH\1fto ot Ue Otll\WNl aDd poU\i.ool 
llillori\iae ill IU\ 1Vopo1 a 1aJoaoo 1\ot. ill wtd.ob Ulloa 
~tel olw'uteriaUoa ot the a.- people ara U.OIML 

I •• 
l'ol.uld om onq bo o&\latild tiT penl.tt.1Jw 1\ \e IIM'I 

- 1111\lat \o \be -· 'I'M -n.dor u 1111: ,_.,,, tw Ow r. 
IA the - -• a aotwt.'m ot lu\ lblaaia \o ~ a pan 
ot Polaad and the u.lv au ro&Mu-t ot the a.,._. wUII 
Y.'oe\ Prua1& ..U bo ~tor Ow IV'• ApdAc!la­
-' bo d111ao..,..whlob ..U l"'hte tw: the Ow "\be 

nl\WNl •' 1 ot \be ~ Ullll at \be - \1a Jiw 
l'ol.uld •'IJ - ttl the IA\wiar. 

SO'.S.t ~a!-* of al'oUM, LUt=dM~ 
Pnaoiu ~~\!at pro-.\ \arl.'-7 ~ 
U\hmde1 S... Pa 11d't 11114 \he JoNJ 1 u\l7 r.u.1a ..U.. 
_..,. 117 ._ld', aald' a. r wttllll at - u. .... a pan 
ttl \be llaplbUa ttl ~ lblw: the hdan;U• I'~ ..W 
-.. to •- a - :..t r- ta.. \11M •• au 1 "T u. 
thi'Oo ~ OOIIIUU• aDd \he ......... r- tw: \be BeHee 

--. •• Aa \o ••• ....., .... nl\.-1 at\oi'O uu ..... 
lad Prua1& -.14 bo ll1it u wtt.h l'el.tad ~ M1f •• 
-u.1 et idU\&171 peUoa, aau.-1 ur-, t• •r at\oro 

... ~ ia -'\ora paftaiaiac - the ld4l*' -'-· 
'I'M ebuoea\oi' of the h1 U• -...lttata 1\aol! 1A U. 
I'Opi'O 

1 

•'• et uu , Ullll .._ Pnoota 1A u. r--.1 
Loc1ol.a'- .... ill the ~ c..n. 'I'M J>reo1 1 0 wlll 
bo ole ..... the tdU.... ttl \be thi'Oo OOD\dll Ullll 8llall 
bo -- .. the Poll* st.aM ,. .u.... Aa - u. ~ .... 
ttl P..u.ll poUeo .,wm .u.tiaa Sa -.t Pnod& U. eel. 'filii 

-u-
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oer u. Oe~olUb wa\ronrq will b&ft a ~..., \e 
~'MUtT t.b& ow-a u-,11\o alol1c t.bia u.. tiWo u 01111' 
p~~o•hlo U t.b& ~ of £~~rope 10M 11&1111 ill b&nll wi\11 
t.bo o-'abll.a._. of ~ u a 110r:W ~· "'oot a 1dll. 
p~ Dllt. rolillqld..lb ..w\1"01 of Ke\eria ud La\"fia -
of t.bo oecwptod l'oU.eh -"'"· 

C'ocr'•"•• !be P.''+-Ll~ ,....,. •• 
a-nnt.M• t.o Fol.&all all of t.b& ~ raP- wi\llia \lao 
"--ari.M ot t.lw £vopMn rodorat1oa; t.o t.b& Oenana .... 
uu-.ns- t'11lt.val. - : and ro~ 1a u. 
~ lepolat.uro and .-.t.iw ~ .. 

b . the CMCbo""-lcia ~.U.. 

,.._ an aooiiOid.o a\alld,poillt. it. 11 YOJT ~at.ioublo 
wt.t.bor t.b& _, .. t_ landa near I»' t• ahollld ~ 
a par\ ~ 0.~. Ill t.t. ao.l.a\ioD ot t.lleoo li:lu'opeD 
p~ witbtn t.b& 'bowd&riAoa ot Evop~~ Mnzut ..at. bl 
11- t.o tho atra\ocio J>lQ'IIhOles:leal "-"lo~t.a. 'ftw 
laat aQM&atioll wllieh -. a\lbolltt.o4 at Mlnielb wld.ah -. 
buod upon an ne""'• worlcie4 out b7 Switarlead, 00111.4 bl 
util1Md aa a ropl.ato17 dnice tor t.b& -tnl of 
C-.boalmaldan and Go~ at.toro. 

o. the ~laGan roct.rat.loft ._111atioll. 

!1M -tioll ot a toderat.ioll of Cooobo&l<rfaldA, Sl.lrftk1a, 
~~ Uld Aut.ria ~ lr- t.bo a\andJ»la\ ot \lao hale­
ot llilropeaD ~n aa wU u tr- t.b& ~ Ul4 ~ 
., tba tov pt!Oplu ...... u ... r,_ t.lw o.n...io eal\v.l 

~ ool'\a1a. the q•atioll "'**' .. arl.Ma ~.._. 
\be WtW - of JaA frud.a (witll a Nfi•U• of 'IJoA huaia) 
s.~ot•'"" ud Au\ria (botll pi'OTilwea baftac ~ -=:A 
'~ t.b& \ole- ot .,_, ... , ... ,_, -u po..u.q .. 
boi'M b7 Qano,.... SlloU4 tld.a obJeotioll Jll"'I''I t.o 'M - = t 
able, t.llwl tho tou..-s,....,- \e paaa. 

a. the .u......,. --'loa ot Caehoalnallio \e 
t.bo Fol1lb Fo4oNt.ioll. A ft't'iaioa ot tile al.roallr alt.or:A r. .. 
ot ~t. .., bo of f'alieh ia\eraat. \ I 01 of t.bo , ..... 
lltl'lolctJt ot t.bla t.1p11 of .....,._... 

-13-

Regraded Uclassified



• .._ ,_..........,. -ua e1 c:w JtAGJwH• • 

au 5 _.... • •-•'- e1 1 ,,... .s.• .-.._.. .. .. 
a::sa el IIUIW7 "al• cw11 •• ...a tw ? ........ .. 

~ ~ el a r I wliR •• Oa 5 11J C I 'll ?S. 

.. . a .,. ............... ~ awe• ...... ' s ... 
_. . e :s _, ...,...._. ........ .--.ill nn·u.•• 
• ~ ....... ....na. -w .. ., o-\ s..n.-

a. ""- q_u. M W Ul.c if'CWI'Ibll$- P I o a1 

..ut.t•= 

~a~ .r ~ ~ p42 aNl w\IRalZII 

II 
0 

.... -- b .... trltlll 1\ ....... cl ..... ~ 

,__U.. ftU t ! 7- M II '"u.f"' ~ 
~ -.- ,.uu-1 ...... wt.tt. ttM -,.In " c1 

tiM Wl'td.Jtc ~ _, n\ ......_ 

.. ::· !~f el tM I!W JIZ ¥ &ll I ('­

........ ~EQt£= • .. ~ .... ' ... ~ ...., ...... 
Ia a -uw -• ill ~ wt.• Ulc I U ;1• IIUI...,. 

..uwu-. 
.. a.0 1e1"" _. au .,... .. e1 1 atu .uut.a. 

illwtw•....,_cl
~u..let..~ ,_. 

1rl I, tM ,......u.n ., claeVUt\7 ,... ........... 

n 'ftle l t a •• c1 f'W1lMr wd4 .w. ..,,alors ' 
et ca U• 

a•.. 1 ;U• c1 h '-""'-7 .... t11c _. 

_, -= ...., u.s-~ 1t'da wU1 • tw .u r u ;1m 

•U..- Up¢111W.d tcr ~ .... 1 3 '• II tiS &Ita 

... ,.,,.d .. ..... 

.. Boe ,.utt.1 nat.. c1 .. -u ,..... ce. 
, s 0 

,, ., .. .
.., • • _,,..,... celrld s:::::-

1 ...... ,.Utt.1 kal _, .. - .,....., " 

sd..U..Z .. .. .. \ - 2 ••>· 

-u-
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•• ... _ • 

• b. Tille 110t.10Mbl.e a...,_ d-..1 ter aplaU.aU. 
ot ,.._ •t..J'iale, bulne .. p-i..U..,.a, and Mt.U I .S.Wa 
u.lt..d bow.1&ri .. (E.t.ablia'-nt. ot ~_, •••• eM 
tame). 

II. AU& 

In•-·•h u Atrl.oa ...t. be -..1dared 1.D ootlj-.\S. 
llit.h t he ,_ o1'Ur ot Buropa, M,Ot.iat.ioola ...t. be~ 1.D 
tor the CZOMt~ ot an nport a.rbt 1.D ut.a llld Aaarlea 
t.opther with a loa to O.t ; tOll' t.he pupoM ot ~ t.t. 
0....., Wt~t.• ot pro<lut.ion and to .,bW... lt. 1a 
~ with t.he ,., Eu;ropeaa order. 

At the eonclu.d.on on. ....t. detel'lline ot what. Eneland'a 
..U..to17 power exl.eta and what cul.wS.nat.i.Dn it. will haw aa 
.. ~tal. ot the Eo¢N. Onq b)- detinit.l;r cona1der1n.f t.hle 
poa1t1on 1a Jlneland'a p-ior exl.etina' intara.t in the EVopeu 
~ ot ponr to be ~. Th1.a .....t e..- to pua 1.D 
ol'4er t hat. eft17 ,..,.r&l. :::w-opean solution .tand 1.D oppoaitia 
to thU t.radit.ional. q liah pollq. 

Tille au.d.aD q11oa.tioD ia on!¥ to be -....s aa a ...,.,.lt ot w-.-• dl'aJm r._ -.lit.i.Dna IIXi.tina' at. the 
t1a ot t.he lnatitut.ion ot DeiOtlat io.... Tille abaorpt.ioo 
ot Eatoaia, Lat'ri&, Bb sarabt.a (a part or lllmpli&) .a:, 
detinitelT eat.abliah t.a. oon"nt of Jtuaet.a to a .Qoropaan 
ll'd.on. . 

"!1M ~.tioD ot t..be Jat.ional Stat. 

Tille nat~ atat.. hu t.hd hUtor1aal. r- ots1D 1\ 
Mqld.rM t.brolllb t.a. & riYi.Djr, ~ the ltul ocatc:j, ot "" 
J.uwe lllro~ nat.iooa tor 1.D4apalll-. Dv1.Dr tt. U.. \W ...., .. and,..._ u,.....p the .. ~-.., trl•'IJ) t 

-" -
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·-U. ~ rona• ot U. tMIIIA1 l.o..U _. 
I ,,t..,., wdt.,, ~~ ... ON 5 w.lt.ed ..uJ. u. 
Pf'O-' ~"J7 W 1 ' 0 ba\l.o 'llllluMr hi a U W 
'bo p1aod to' 41epo.S., el t~ .-....1 .... ~ 
war ap1aA U.OO. wha- W1rual tw U, ~ -~ 
Blrope tho PJ'OCZ'OTT t..aft \bo •t.orlali•t.S• el u. 
.Uorh pd. fort.b w .. , ,.,, .... ,,. - frl a -

UlloarWCI t.ttrcNP (1) the ld.otol'\- of t.ha dbbt. of 
Pa1AD4 (2) Uld t.ha fa11111'0 of t..ha d-.1 _..... 111 lh 
bUt.orieal pv.rpoao ld.UI rotenneo t.o t.ba MjOCI\a w ,....... 
1t. wu obUpt.od wile were abi41JII 'bJ' a plat.ro .. ot trntm 
Uld jll8t.leo u t.o at.at. •t.t.n. 

!be VanaUlaa "'-'-'• 1a aplrl\1 •h•phd a 
NM\ion Uld t.o u 'Ill u ob Melaet.od •t.t.n at. a t.la llba 
1t. -. ~ at.~ a eolat.lao ot ~ aria1J1r .­
t.o c:llanet4 8plrlt.-.l Uld • Wrial 0011111t.s-.. 

1-riMiplaa ~ t.o tbe lau-l -a 
Incloparxt.nt. St.at.o. 

1. rorei«D pol.it.lea. 

,.. c».fall ot GaJ'aiV' 1A 191' woa\ed ia u. 
IAA a poaalblll\ir for t.ba -n1alllc of pollt.ial ,...n 
'llh1elo .-.uq do -' CiliA, bT Ulo llllall .u... 1M 
111et.ori.eal power of a •u-1 _... -.1.-'e of l. A 
nlt.'G'&l 11111 pollt.ba1 M~ftJ 2, 1M ~ .t U. 
pollt.ial pewv 1Jl U. ...-.nip fora. 'file lot.'- b-' 
poTIIlble 111 t.be IIJiall •U.. U Ulq llaft el:itdM4 \brllr 
huars \hall t.belr poUUeal abJooUw i.e w alaWa ... 
at.nact.'- l\ <-•ll7 d t.be -rUleo of all trl-'17 
Dat.S-). 

a. ., -'d• t.hT ald ot a larp pewv fer .....­
to.tlllll ~ -•• ~aUra, (ftd.a i.e a ftl7 pNlUSa 
- fW lMit of ooJitw- Ull ..u-i\7 \II aJ'i.- Wt II 

t.be larp ..-..>. 
"· ., ..-ll-. .. hftWS.. ,__u-1 -

fW... ... , .. ~the lee' ..... el power ot the 

~111111l.A -bed. 

Regraded Uclassified



•2. 1Dt rn 1 pollU... 

!Ida _..,.,_ ef le .. , .. perU us4 1au I ~ 
-.tWa Nt- t.o t~ -'kl'a ~· u.. ~ ., 
a..._, llud ~. A\ au U..o U..tiMl. ,._ 
ef \he n.Me-' -'-4 iA a ...U.Uca et -r'1•oo1a 
...... \8 PN-- tW pi1Mipla 'llb1ab-' tW 1M'-' 1a 
-· ftl.MI'IIble. ~ ia \hie ftpft .... 

1 

, ... u. 
~ tiall t.-.u .... a\ a 41~ 1D ......n- -.tWa 
\llo• wh1Aih ue ~ orpnlae4 - \bncb 1\o ...... ~ 
1o 00ft41M1w \8 llbePe.T us4 ,........_., a ...U ""'d .. ,..._"and Mvo. Ora t.t. • ......,., .... _]) ...... _ 
ef \he llu\ do DO\ Nft "JlM U. ....... buU ef l...sroU 
., 1M" of t.I'OdiU. ..... .s--o ~ wit.lloftoo4 u.. 
oMaAroplae et l.9U. !M Uk1V et \llo1.r oiu­
~· oort.aiA •u-J. tm'epld•n• !M -u.... 
peril. and h'l1 ; • of oolt Pl'_l ... piiiU'O tw u. 
Nt+1 •lilllllllc\ ot •dceMJ' ~ s..nterrn' -wree'll•• 

Ia a oo*'..UOil \be 1111111. na\t.o et u. Jut. an 

47 

110\.....U,. an ., :4 of J>l'rane\ perU us4 111Dow1oo a l'OfoftMa 
tor~ o1'rll1:saU.On. 1'be tlelle;rtot_,t of U. ..u,.. 
luHI'a IIIU'opo b)- t• VoroaillN ~ MUr' a po.a zt 
""""' wriAMI of aa e-u.t portion Ill U. ~ of .....,.. 
It .... objeou ... 1o to 11111to au llll'o~ with ..... ........uc _,_~ ... w...v t• ih o1u-, u.m u. .... 
1110\1 ao tar u Eu\ :&ll'ope 1o ~.be., .,,_,.u._ 
of t.he el\at -lmeoo1 t.._ 1111111. utaleaa a~J 'ldUI \ls1o 
UlaN -' aliSO be ..... ,._,_.,_ of .... 1.s.l of .... 
_,..S. ..u-1 at.ato 1n - when 1\ 1o DO\ jut.ifir'. 

'1'ba Hela of the ... al. poUUcal. poaaiblli~ ttt the 
:aUoDal. n.M.-

-17-
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·a.~, 1Jito one re,:1M. It ap~..,., that the 14Ml. ot the 

naU-.1 at.at.a baa al80 bMn at.t.aiMd b)" t.lw GerMM. 1'lw 

re..Ut.a of ba't'iJ!c readied t.hia obJect.iw aret T1MN hal bee 

a fDillg bqoncl of t.be po"i bll real pollt.ical ~ el 

t.be national at.at.e in order t hat t.ha -n illt.are.t of tbe 

people of \.e.tem El&ro~ oollld be auataiMd. £~~rope 

t.hre&tenecl to be blcoal unnder f.- tbe center. 1'lw 

!&.tern bound&J7 baa been pt'Oftd to haw been clJ'UD ,_ 

an ethnographic atandpoint 'llhioh oannot. be ..J.nt.a1Md 

.trat.e&icall¥ and. which h eooi'IOIId.oallT IIMOIIDII . Sla'rio 

poopl.e are incorporated into t be Gerr.an ~ bT t.be 

lllilllona. Ruaaia ia goinc bqond. tlw bollftdU'iea of Euro~. 

Enjrllnd and. !'ranee clecl.are t.ha wo.r. 

The -u eutem .tet.ea n re -.cle leJitt-te 

t.hrougb the t.rw.ty of VerMilleo , ecioptocl territorial bollftd&rUe 

and. ml..n1J:Iua at.ate powen which •re ouppoae4 t.o aubatitut.e 

for t.ba powera poueaaecl b7 the surround.iJI&' territoriea. 

OerMIV baa gone be7and. t.ba princjple of t.ba naUoaal a t.at.e. 

The point. of dit!erenti&Uon bet.'r._, the 8lql&nliDG 

of t.he ideal of t he naUonal at.ate and an i.l:lpatient aub.Utllte 

11 .. in the 111ll.1ncneaa ot the Euro~ ~opl.ea to ,.,ric 

topther for Ool'lllfJV that moant a aacritioe of 20% ot ita 

citbena and. at the ...,. ti.me aall\ll'Od a 0.~~ po .. 1-

bWt7 to acc.,;,.,.t.e theae within the bol.lftdar7 ot t.ba Sut. 

l:uro~ Fec1eration. 

For the people of Ea.tvn Sllrope it meant. a aacritioe 

ot the 1af1nal7 ebeolute naUonal atste and. a deoiaion to all¥ 
t'--lna with the ...U nel.D!borinB etetea into a f ec1eraU.. 

baae4 upon ! Mt:!M and Juat.ice. OermA117 will be uaured ita 

poaiUon uooac t he world power• throll&h oond1Uona ui.U.W 
outeUe ot Slaft>~. 

(Jf a~oi.tic 1JiteM.t for Elaro~ would be t.ba .,., -

tion el Sa.t Pruaaia MOt Aut.ri& to b- a pU't. of t.be propoaec1 

sa.tam l:l&ro~ 1'ec1erat.ion and that. both pro'rinoea woulAl ~ 

exeqil .. ot t he new atate order and. that. d • to t bair 1a\enlal 

.tnot.ure wollld be in a better poait.ion to e.tebliall a IIAU. 

ap1nat t.ba Pao-Slcrti•, in a 81011 better - then IJ'Mkr 

Oe~ fter could. 1'lw Clpllftlaec1 or the threatened Sl.an 

thro\llh the prepondarant aajorit7 of a.,_... will aMI< their 

aalntion in Ruaaia. 

48 

Regraded Uclassified



• b f&Uve et u.. ~.,..,.,..., la •• ,,..H._ 
J.ar 1 h obj..U ft of I rt t n' Ill tile SoliLk ... l'le .. 

Ilea; 1 • lll..aft la order \e J*WI..., \1M ....,. ....,. 

..... "-·~ 10111tl be \u. ..., • \1M au-
e) 1 1a \be pelt+ Llt'=e'·e oPrw.S• ..a 1a U. 

ftd I ' 1 .• 

'Jb1la at.t4ndJ.Iw \1M _, • ._ ef tile ta.Ut..M ef 

PMifio Rela\1oaa at V1Joc1nia 11Moh1 91Jopn1a1 a -~•-ua 

\elk pl.- ..... _ , .. rr.t.t., ,.... • • ~t., wtiHe 

lll llh~t.a .. rw .... !or\la- pace".,, ... -~ a ., 

1111 '•1 1.6, 1939, J . ' · P~, Pret•••r, ~ftl'lliV et 

!lll'OIIt.o, MIS a llr. O.W., wbe• i..Ut, la • ' a. 

'Joe Trot.t. aalotcl - ., ..... 'l'iait.on .......... Ill .. 

ot the opin'M t.bat llllc1anll ~ lMill\ lU .........,. la 

_.n.J.ar • p.1.ul ~ u.oo ecr-1. ..,..... r1cbt.e .... t.a 

t.hla t.lllro ... a repJ, t.W all aewlbUa -u lllw \e 

-~~. 
,. OOIIYW'at.ie t.t.l hl"'lld w t.M pW>H•tv ton.!& 

t 6r t.hb eoopan.t.ie MIS it wu apood t.hat. t.bo tor.la 1IU -

wrcl - •Ooo~ - t.o ciw .a \o t.Ue. Y• ~t. at.u.. 

t.bat. o.r.uv- -u. not. ~ c -cr• •t. wi\h Britala Will• 

&~tl...s wu w1ll.1Jir t.o ctw. n.leN~e..-t. t.t-ro~ 
"'lhat. la what. .. hnw "- t.~ \o do". 

bft ... U.0 l cl1a-ai011 of ooloaiOI ud it. ... 

..... at.od t.hat. t.hlrw oollld prob~ be worlat4 owt. aa W,VI a 

buOII. 11P011 the 14M of a lzlt.enat.io=l Cbart.or C 1 "' lllat. 

llldl1 w t.hl aW lfaft lzldla c .. 0. ClDt of t.hl '1'1ait.on .......... 

tl.- .-a a 14M -.14 be ooaot.alw t.o !J 1 1 a= et •d ••· 

... TI'W" ... ulald • - of ..... 'dait.on if a.,... 
-u be..., h'• \e \1M IT&e.,.u-1 Cllart.er <"-. •• 

\laB 1'rot.t. ...... \1M& hie ........,. ..ld llnl l I I 'W ..... 

et ,_ \111'10 \e fov M]l'• dolluw..,. t.bat. 0.1 • ..U 

M ~ \e bew .. leut. ~ ef l W)Jtn Slftlrl a 

la •• l I ;&0 if it. WW'l \e M _ ..... U.. .. I 7'1"0 atf ... 

'IJr 111M l 5 ... 'Joe tro\t. ...... tiM& .-11 l I I 0 .-loA 

._.. M ~ I.S ...... a ..t 1 mUM ef llaaq .trl•• 0. 

et \ala ntllt.erw ....... \1M& t.lll 1111et .,.,....,. et nlll a 

-.f1d 14 M ..U be \e ........... I lrLM ..U. wiUl 

,.,_ \e tonica ---.. .,.. Trwt.t. ...... la ~ .. 

....... Ulat. U.. 7 S-ettee ef .... IM _... ..U - W 

.... ., •• ~., t.M1r dt.s- ... ~ .. Ulat.-= 
t.Mee awt.aeii2IUII-u ...,ona w u.. -ut.•s-' ,.._ 
... feftal 'IJr U......, a I ~'M ..U OIIW till Wo 
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n lfu '[' fl'll IIJfllf(lfl I il flij'l'~ fli , .. ,f 
i ( r.ll . ~ ,.. r ~ [I .. ~ 1 ! i 1 E II .a l 

r lf l . r 11 ~ 1 .. fr.. 1 

... (! I) c, . r·ff fl ll( [J .. ~ .. l i 
fti t t i~l 'r i 1tiP ~tiff ' .. r ~~t~·t!' ~-~ 
~ ~• a•i ~~ .,(~~~· ~ j J• ollf ,~ .. - . 

rh r • ' ,. a c i,1 :~ :a i .. ~ c-r;;~ 
, i l n if~ 1,. l ! ( i• ll£ 

r. • ' r I '1 .. til ! • . .. r. •I 
,,. ~ & f ~iS f . 
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.... '""·--- , .... Ju' .. - ........ -
~ te Dalark nwl7\ldnc WOOIU lie q1dA • , .. ,..,._ 

"'-' .uJ. ·~ "'- ...u 1lftW brMit lMM ..... pen 
et au..r"• llr. l!bMlw l!tllr~M\ ~1cMt4 '- t:Po\\ u te 
1111&\ lie .... ~ tldto u4 fOil '"'' upl••...S lilr ............ , 
1\ ..U e4Ula\ ot • oen• ot ...U ......S o\toello ~ 

---~ henell poiMo. ,_ t:Po\\ o1 n' ersh• 
rwu.er • ·~ that. u ... ,._ 1-.nl opSAUe 111 ... ua 
~t. RI.U.r'• etl1ca117 would 'b- 1111 attor ,._,. ,.... 
at.t.uko. 
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<1n u.a ntrbt. ot .,_.....,. l S 19)9 , voo T'Po~t. \renl<Ml 

b;r tft.1ft to I!Ottton, beeeob•et.w, re!undm to " .. :rcm. ctv 
Oft \1><1 -.1n of 1l I ·- 170 19)9. (1n llee a 'iar l1- 0 19)9, _., 

.rron -. ...s. 001 the put or .., 1ncl1n<!aal 'lho idefturt..s 

~ll u lllli'Oil Von ~t-.\11 or the .,_., ....... .,. 'lho .. 

~rllT et.opptn. at. \be Cl.adat.ona tow1 1ft tt .. Tortr Cl\7 

t.o oontaet. Voo "'ret.t. w1t.bovt. ewe:.... " oorevft', on Ule ~ 

et 1l I l•ro , 19 llliCI 20, 19)91 Von fr:ott. l!l*lt. -..1 bo-

at. tile 'll.acloltona c•o1.ft1 II.J>P&IWI~ 1ft COftl'...-. with 1&.-

y., rt-\11. 

"n ..._..,_,. :U, 19)9, von TNtt tftftlad by vatn 

to ,..,..,.., !l'w ,.,....,. , wt;..,.. ha .. wet. at. t.ba ewt.left ancl 

prou•ISad to Uta ree1~o or "Nl.fn l'net.oo 'lho J'Mil.S.. .., 

a eountpy .. wto ealled. Dotll Brook h re, ancl 1e conalclllred 

qld to wealt.l17. ••r a . Praetoa 1e NpOned t.o haft ..-tat-s 
w1 t.b .&rua Ta ..rr.&n 'lho reet.S.. 1ft a ..n ~ abo\!~ a h&l1' 

•11• ~ t.ll ~ ,.,.... ..... "•ut'tllan, aeeonUn~ to 
wo ... uon NCabed., 1a ...-pon.ct t.o ba an orjl&nlaer ror \lie 

r;a...,...t. r:ortr- Un1on in r. .. Toft Cit7 ancl 1e a bollt. t..nt7 ... h 

,....,. or .,... lnt ..... t.1on hae turt.hu bMn ~....., that. . ... . 

Tal;tn PNat.an or C'la!rla~, ~ ... J.,._,, ... aJ'I'W\od .etb paltntnc 

tra • &7 notpa"-tt Store in ~ .. !ortr CitT 1ft 'ooauter, 19)~, ancl 

1e ballnad to ba a r<Mbor or t.be LMr,u. or , _ Shoppo!ra. 

Von Trott """"' .. to '~• Tortr C1t7 on t.ha IIVtlftinr of ~ .. Miler 

:!5, 19)9. 

C'n lln •MI" JO, 1939 , Von T'Pot.t Ylattad t.ba :a-.culato 

Conception s-tna~T, ~- lleclt lioacl, llOJde !le11:1or, Lon,; I aland, 

,. .. tortr, ......,. 1t _. 1-.r'Md n- v~~ Pany that. voo fr:ot~ 

had nat t..s Ida to - "'r. a1nr1dl ~-. ••onat[!IOr !"&"7 
na t..s u.a t both einr1cb 1!niMiin; and von T'Po~t _.. not 1ft 

.,.ap&t.l17 ntb t.'le pre ... nt "• man " •••· 

n bu bean ucar\oin..s that. v.., !'rott des-r\od rr­
• • Toft ctt7 001 Uta la\o an.n-n ot J•...,. ~ . 1940, ~ 

oaedlaa to Lea Anp l n , Calllomta, and tbaB to San I'J"&rtelooo, 
,.,._ *ua ha depar\od ror Japan on Jano,ary 12, 19LO aboard t.he 

s.· l'netcloln~ C'l-and. 

- u -

• 
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11b11• t.n c.ura~, u ._. .._ ...,..r\ed tMt 

._ TI'Kt apene ta 'IS.d\ rrua Cupui u w1A11Me4 liT 
u.. r.u.t.na .-w 1-"-aw 110o.,. .. 2"11 1939, oo u.. 
•'-'' ., fill u. Sarippa eoua,., Cl&: et, c.ur-sa, 
wilt* - .-1Ye4 .,. 1'eD Trott at TlriSJda Baub1 T1qildae 

• DIG' TI'Kte 

I ..,... 7ft ~ .-ll ror ,_ pl-\ lat\or, 

'llll1ob - ~ pl-\ 1M h .. 1\ ..... w 
,_ .._bono 1n t.h1a ..v,.. I -.let l1lco ta 

m-..., J01l .w.ct ba apoo\ecl banta order \bat I 

-:r ,...,..... ,...u ~- Sbooal.4 ,.... arrift 

baN batora \he titta«ttb, \bat u , .,...... \he t.\h1 

,.. oo..U - 8Nnd\ u ...U u Boor..-...or ban 1a 

\ba Sow\bam part .s-a tho tt.rn paw• will a\._. a 

wwl.cl poliUeal ...r- (pret\7 -* b...,..) 1a 

t.h1a ...uwv. Sh..U ,_ OPNJt;;• otter \ba rsn-"' 
to arrift, I lball ba 011 WfT -u- 0114 I 8baU ba 

a\ J'O'OP cl1apooal (with an an-bU.) to • sr-\or 

a\lnt tbaa h....W... It J011P tSM p4!1'111ta u, .. 
O..U ..,... a tw ..,. ta \ba •...talna or ., Ulo 

boMh ..,. U s....., 1e here, - a..u al... ..n ., 
h1a. - tbo'tb - .-;r not be able to do all fill 

tbi.o , I • .UU ll>ol:1nc t.....S to JftP OOIIIiJI& with 

plau- TOll ora - a\ J'OV -.r- 1a V1qilda 

a.aah ancl ~· ona ot "'• will •tanct 11J cr-ttn­
to 7'01lJ I - one or \ha oUior ot 7'0111' people fill 

,.... ottiM 1n San rr-t.a. x..t • hear r- 7'0• 

- ,..., 7'01IP plana are aDd 'llho\hor I cae~ n1U do 

~ tor 7'01& 111 Uli.o oom\17 • 

...._,....,'·c .. 
...,, w-u.a ._. .._ attdmni ta tba ettoet 

tMt 'fW !M\t will J&llllf to ToMb-, ..... , tal• to 

Cldna, ... 9Sa !I IIIMI'ian ~an.-;r to •ana , -sa, r.. 
'llll1ob ,ab\ be will j& D I I It \o !lol'lSa. 

- 2S -
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TREASURY DEPARTMENT JIL 
INTER OF1'1CE COMMUNICATION ltv 

DATa January 16, 1940 

TO 1:r • Wh1 te 

I'JIOW !Jr. Schllidt 

Subject: Points of interest concernin· orazllian debt negotiations 

contained 1n Stnto Department repor to . 

Attitude of: Bl:'az.iUan Jovemmental Officials : 

1 . Position taken by Annha: 

a . tho.t ~ents on the fol'<:ifll'l debt should be I'fl81lmed in the near 

future; (be has told Aoerican diplomatic 1'8preeentatives that ho 

t.ould rc:si311 .fl'<lm bis post as lJ.niater of • orei(ll'l Affairs if debt 

eel:'Vice is not l'es=ed very soon) ; 

b . that preforcnt al treatl:lont shoulu be accol:'ded to holders of 

dollar bonds; in this regard, he baa even stated that ho 110uld 

ask t ho Brazilian sto.te and municipal governnente to s ervice only 

t~.eir dollar debts ; 

c . that the Brazi:u,an Oovernnent should reach a settler.ent with 

holden of stel:'linC and franc bonds first, and then negoti:lte a 

lDOre favorable settlecent with bol~ers of clol.l.al:' bonds . 

Aranha hne contended that he 1e the only one in the Frazili&n 

Oovern~ent who favo%'8 resumption of ~ents on the foreicn debt 

but be believes that he is succeedinc in br1ngi.n1 the l'l:'e•i ent , 

the Ll.nistel:' of Finance, and the Chiei: of St.u'f of the Azw.7 to 

his point of view. lie showed the American Ambaseador the cahlea, 

w.Iich he received when bo wna in tl1e United States last spneg, 

indicating the .lm1Z11.1an "0Vemo:ent1 a oppo•ition to tbe atate:"ents 

which he then made canmit tine Brazil to reslll:le ~enta on the 

dob~ July 1, 1939. 

2. Preaio.ent Varnas sees little rea:10n for ro6UIIIin·• pa~nents on the 

fol'll i gn debt but "would like to do something !or the Americans and 

the PortuRUcse•. 

3. The Liinister of Finance, who apparently has bandleo. the ree nt 

negotiations, has taken the following positions : 
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a . that he desires t.o reach a settlement soon; 

ll:l. vision of Wonetary 
Researoh 

b. that it should be pemanent (although it is reported that he 
once expressed the thought that it miljht be bellt to make a 
tEmporary settlement extending over two years) i 

c . that dollar bonda llhould not be given preferential trea*nt; 

d . that any settlement reached should cover bonds of all 
governmental entities (i.e. 1 National, State, and lol\lnicipal) . 
However, under pressure of the British and French bondholder ' " 
t epresentatives be has awarently been willing to agree to apply 
sn;;r payments u:ade to the bonds of the Federal uovemment alone; 
under pressure fl'CIIIl the Acericans he has been 111 l11 ng to return 
to his ori&insJ. position. 

e . that Bro.zil can only pay about L3 million but that if condi­
tions improve eu.fficiently it might eo as high as L!i million. 
Apparently this figure has been mentioned in discu11sions at which 
only the representatives of the European bondholders were present 
so there m.-y be scme grounds for belie"finc that when speaking of 
this figure, he is not including the dollar bonds, although he 
seems to be referring to the debt as a whole . He has also 
suggested that the bonds might be converted to milreis obliga­
tions, rut the bondholders representatives have been unwilling 
to accept such a proposal. 

Positions taken ?Y Bondholder' s representatives: 

In August, 19391 at the invitation of the Brazilian Government, 
representative" of the United States, British, and French bondholders 
went to Rio de Janeiro to negotiate a debt settlement. lihen the war 
broke out, the American representative returned ho:me . lfo.,;ever, the 
f rench and British representatives - bot. of wlx:lm live in Buenos 
A.ires - remained in Brazil (except for brief jaunts to Buenos Aires) 
where they were subsequently joined by a representative of the 
Portuguese bondholders 1/ and a second French representative who 
represented a different group of bondholders than did the f irst. The 
positions taken by these representatives of the various bondholders 
during the course of the discussions in Brazil, have been the following : 

1 . American 1 

1.1r. Dana Lonro 1 who represented the Jmerican bondholders 1 took 
the position that he was in Brarll to discuss the treatoent to be 

if Portuguese bondhol<iers have t:omally declared boldint:e of IJ3 ail.lion 
in BrasiliMI honda , bit it 111 estit.ated that they hold between L20 
lllillion and lo:30 Dlilllon, primarily in sterling issues. 
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Research 

accorded to dollar bonds alone and that he was not concerned with 

the treatment oi bond$ i.sued in other currencies . 

2 . l'ritish t 

1'he representative of the "ritish bondholders , J:r. John 

Philllmore, has TIOrl<ed for t 

a . a t empora ry rather than a pemanent settle!::ent; 

b . application of IU)Y po;ymcnts to the feder al bonds alone ; 

c . application of the ujor portion of my pa;nents to interest 

ratl".er tl"''' to ar.ortization . 

11hile th<O bond.'loloor' s >'l!preoentsti ve in Bnzil has contended that 

any peyments modo should be al)plied to the ! ederal bonds alone (which 

ravors tl!e qritish and the : rench "" againSt tho Americans nnce federal 

bont's !114ke up two-third• of the sterlin,-: and franc ism• s snd loss than 

o e-1,uj' of the uollar issues) , the British Uovorment -- in 81\ Ai<ie 

l:emoire sent to the State llepartr.:ent on .. ova:>ber J) , 19:39 - ioplied that 

the x· tish bon lhoLor ' s council wns Ttorking to preoorvo tho ceneral 

principle of the Ar:Jnha Plan y under wiUch the payHnts made 1rcre 

a:oplied to bondll issued b:· state and r.runicip4l ovomments oa vmll llS 

those of the feder al go"",.,.-,.ent . 

3 • !..!:£!l£!l : 

A$ has already been 1ncicated, two ·rench rept'e ~ntativeE cade 

t....,_,. aopecrance in .do, each representing d1f1erent TOups of 

bonclholoers. 1..r. f.llne or·er .....,. pre~ nted in ~ran! by the 

rench klbassaoor and apparently represents the h ench aosoc1a­

tion r.hich is the eouivalent of the k::. rica.'\ iore1gn llonciholders 

Protective CouncU . l.r. Richard Dereer, who represents a different 

bonclltoloors II.SSO~iation, has not rec ived tho bacld.Jl of· the ! rench 

A:.batsaclor and ia .ot reco(lllized by t r . t.eno £.erger as a lecitill'.ate 

representative of the ~renc:h bondholder's intere t~ . 

!f •1•o cnote frau the Aioc ~cmoire : • The ( t;rit i sh) Council Ut>lerotand 

that the Ace rica.'> bondholder s Protective .:Ouncil ••• share their 

view that the general principle of this echen:e shouJA be presen-ed 

in~ settlenent . • 

•• 
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)lr. r-ene Be!"ger baa gene!"al.ly taken tbe =e:me position aa tbe 
npresentative of the BI-itish bondbolden although he has at U.a 
rBIIIUked that the A.ranha classification should be retained and 
payments be made on bonds situat ed in all classee. 

4• PortuP,UOS81 

Tho representative of the Portuguese bondhol.de%"8 is inclined 
to believe that 1 t 1114Y be po~sible to obtain preferential tre, tment 
for the Amencan and Portuguese bondholders . He is opposed t o any 
system of po.}'Cient depending upon trade balances as Brull has a 
passivo bDJ.!ll'lce in its trade w1 th Portugal . He prefers that any 
p&JI'Iante ude be applied to state &nd lllUllicipal obligations as 
wall as those of the federal govenment . 

s. On the whole , representatives of the t.uropean bondholders are 
especially anxious to urange a set U-nt under which paycenta 
would start il!=ldiately end they would vo a long wa:y tanrd 
sacnficing their othe r objectives (and would even agree to a 
permane.nt settleaent) in order to obtain inmodiate resumption of 
po.ymants . 

Action Taken by the State Depe.rtment 1 

Since Ur. Uunro returned to tho United States shortly afte%" the 
outbreak of the war, the American bondholders had no representative in 
Brazil durine October, l\ovember 1 and Decombe%" •then debt discussions 
were t&ld.ni pl.ace. Throughout this time , however, the ili"azilian 
t.!ln1s tar of Hnanee and the representati veil of the European bondholder:~ 
have apparently kept Aoerican diplomatic representatives in Rio de 
Janeiro infomed of tJ.ny develop!lents . '!'he Depa.rtz:ent of State has in 
tum instructed the .lcerican Ambessador in Brazil to infon:o the 
Brazllian !.ovei:'N:Ient that it wn.s oU%" finoly hold view: 

1. that 1t -would be very helpful if a settle:ent could be 
reached on Brazil ' a external iD::Iebtodnees; 

2. that it is essential that no settlement be reached 'llith the 
other external creditors before agreement ie reached ll'ith the 
dollar bondhol ders; 

3. that any settlement to be satisfactory must include the 
dollar bondholder s of State and municipal bonds or leave a 
acnae of great injustice in the United States (which seems to 
indicate a desire on the part of our Government tor a general 
c011prehenai"" plan such u the Aranha Plan); 

• 
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lie search 

4. that it the a~as ofi"ered nt'll to be relatively small, it 111ay 

be easier to ne ~tiate a teoporary rather than a pemanent 
aettlel:lent. 

On January 2, 19~ l.lr. I eis cliscusoed develop:~enta !dtb llr. Francia 
llhite , Presi dent of the !oreign Bondholders Protecti ve Council, and 
into rmed him of the action taken by the State Deparbnent. In t he 
course of' this diocuasion, llr. 'lllt1te told L!r . feia that the Council 
would never take a position in op))Oa1t1on to th:l.a Gove1'1"1:1ent, that it 
the Gover=ent wished in an;· of the~e particular situations to handle 
a negotintion directly, the '-ouncll would sinply step aside; it 110ul.d 
not ever opoose or criticize such a aettlement but would aerely pa.sa 
· t on to the bondholdora as one ne;;otiated by this OoveMJ:Jent . 

In t'esponsc to representations ode by t he American Ambassador to 
~razil, the Drazilio.n llovernmt:nt has intonaed the State Department that 
it will not r.ork out an agreement \lith its other creditors until an 
o rear.ent for the rciiUlllption o1 doll..o.r pa;,,.ents has been reach d 111 th 

.~orican bondhold<rs. 

• 
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7roal 

'!'he SecretN"T 

llr. T Otllll; 

Januar1 16, 1940 

II& Yin& rec1..,.84 edd1 t1oll&l copie • o t the 

,....,.IUI&Ja to the P!'eoident prepa.nd l>T the 'r!'eaa...,. 

Department eoneerni~ the inoo .. certificate plan 

tor ft41"ioulture, I haYe tranemitted " COPT of thil 

'rreneur,. aeaorsndll:ll to llr. Ecclee and cop in of 'both 

the TreaeurT •aorandna and the S'ederal RuerYt 

aeaorsnd11:11 on the - w'bject to Mr. Rarold S:dth 

8Dd llr. :Prederic Delano • 

.f.e :J'OU are ...,...,, the or 1sil>al• of theoe - ­

r an4a 1NH traMal.tted to Dr. Currie OD JUJ.U&rT 13th. 
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I. II. '~• Jr. 

.. , JleMNt'• tl •b"tmt• 1p .. te$ ty I.e nzt ,,,,.N, "W· 

la \M ,...,_, ~ Ma-., ... !eft u. ......... 7 '0 . ..... 

MlJ' w •AI'al r=m ..a ,_, 1 
.., ,.,_ 

1 g.,w 1a \M .-., 
tlllll • ,.._ ... tllslsP 7 7 .. , .. 1a \M --....... - .. 1 
pl.- .r ...-.cta~t.a u. MAW.,.._ -·-1• • ru , ,.a- .r .-.... 
111\W U. MAW ... llllo ...... 1a \M . ..... w - w _.. :JD ...,. .r 
"-e te=N• ,_, w!Uda U. naM. 

1a adlllU.. u. ..,.. •.-' t t• 'Ml t ...,. ,__, 111» •• .,,. a 
,.-rr ' p1.- .r...,.. wtw. \M naw a1111 .,..... 1a \M •• •• -
... 7 ..-.. .r u. , • ..,. ,_ w1Wa \M ---............ - .. .u. 
w1Wa U. -'- 4...,.. .., panaa of \?Ia\ ,.rt..s. 

n rau- *' (a) u ,.. 4o - .U.\O!A a rw ' pl.- .c ...,.. 
1a ,._loft 11ft de ••••a a paa 'pl.- of allodo 1a \2111 lllnnft .r 
C.l ,s ..... (It) u,....,.. ~ \11M :JD-- of u. el 1- 1a ·- r..-. 
J'W aN- a ... w.a ....... \?Ill oww '-Ma 1a h•rn•• 0,. 19)$0 

.. - . 11 (!U '-• ""'· ..... 7)) 

a. ..... .r \M naw ~ wa.,. a ......... .r- '- .. -. 
U.OOOo ) ,_ .... .r - ~ 0.. tl,CIIIO .. w .,,GOO, 4 ,_ -' .r -
'- 0.. U,CIIIO .. \e t5000D0 ' ,_ e-' of -' ~ tr. f50CIIIO .. \e tr,-o, 6 ,_ _. .r- '- tn. t'7PID 'liP w t9,aoo, _. 7 ~ -' 
at - '- 1a - of t9,000. 0.. it)l, a. 511 (1u '- 1)51)} 

ClplW ,.S.. ...S ~ an J pw ~ 1 5 W ..C.. \?Ia ... left Ma 
:..rU&t- .epj,W,.S..an ..... ,l/1 \2111- 1 I 11 ' ------' • Clpltal lo-. ....... ,,, ........... _ ia , .... '--
-· Cr.. 1,., a. 511 (tu '-• lf»l, ,., ..w.. 4o '• 6}J 

(ID itlol•lf) !;, H F J · · , r. 
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JM 18 194 

Dad .. a b•rlDC bol.cl w t la7 bd'ore tbe 111EC • tbe 
~~ IIIIIJ•t .r lane-\ .ad eaYla&•, _. tba ... pl.o• 
at tbe a-lUM ...S laob•nc e c-iaaia, Jlr . IUU. B. lh1ta, 
....-s.~\ et ...... tw tbe ltah et I• lar k, t..Uthd 
.. tba .~ IIIII>, .. , or lllal la• .. w•ta tw .. .u.. "-"­
.... \neW. Sa In Iori:. 

1118 \MU..., n l.a\ed 1•~ \o tbe ,..-"U1Uea tor 
• q # ac ~. ao co 1 led •ltcal l.1a \. • • ar. lb1 t.e • • •.. \o teel 
tbe\ tbere ... -· poN1bU1\J t or op..UC .., tbe l.a\ "'"' ... ••UU...C \o UPHN ~ ftl')" 4et1a.1\e 1d ... ae \o W.e\, 1t 
~. ~ 'be 4oae. lb taeU..., •e q'IIJ.\e brid' .ad tor 
tba aoe\ par\ oeaeb\ad 1a u G}>laaaUoe ot tb• ceoeral Nlee 
a ppllecl 1a lew rarlt t.o tbe l.a• .. tll..,t ot beak ...t true\ ha48. 

Jlr. IIU\e pol.a\ed oat that tb• b...U., lew 1.a ••• twit .. 
....Sad Sa 19)1 l.o 1-erlli \ tbe Stat• Jenlttac IOIU'd to add l.o tba 
U.\ ot e...,.1Uu 1a ahiob earlqe beak• coald l.aYWe\ u4 \bat tb• 
lnk''ll lollrcl , Sa tbe 7e&r follow< .. -'-..,\ or tbe loc1al.aUoa, 
11M adc!ad \o tbe bcal li•t deb•\w'N 1a aa 'llcrepte •-t. et 1e 
- et •~.ooo,ooo. the .. oanu .. eddad "" l.artel7 tbo•• et tala,._. -p='N, al\lloolcll t• l.adoae\rial Cl.raa ..... l..,bd ... 
II• at.\M U..t 1a lab ap1111• \bare 1a a,......,.. ,.., • .-q t.o al>1t\ 
pan et tbe J' ••• ,._ tlae --17111 -..1t,r t.e t.b eredi\ 
e•onc• .. et \be 1MIIillc _,_.u., laa\ iediceW lab .;,.au. 
\e Mdlil e\MU, ,.,er_..... w -· t.o tba 1..-J.lln 1a l ew left 

83 

a\ tlae ,.._, u.a, a\ leu\ 1e eo ~ aa •daca ~ u. _ ....... 
lie ..,ee W tbe\ 1t a ..,erat.e llet liVe •tabllelaad tor trueh .. 
.... u..u.. llicllt 11e ,1,.. t.e ,..-,u., ..- """- ta ieYNt t.a ........ 

Ina .. • et \be "iiW1 1.1111\M •are ot tba \NU...7 11,.. tb•re 
•• 11\\b .....,t.lt,r tar ,....,.e et tile c-1\t.ee \o rona ...aa at a 
J ...... \ ..,_, Jlr. lh1ta, \IIGacll 1 u ial...., 1M ••• a 1•.-llT 
ta_..l• .La,r..U... 

IIO' O.l r/Ww 
1.-16 1/) 

(lcltllll~d) E. !1. f., Jr . 
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CON Fl DE P~T! t 64~ 
TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

OATK Jaanar,r 16, 1~ 

!be fore1p nchence market wao f &1rl.7 quiet tocla7 with ibe quot&Uon tor 
oterUnc ao't'inc ott trca 3 .97-1/2 at the opentnc to }.96-f)/S at tho oloM. !be 
Toluao ot report ecl. ohrlillC \ ranMoUona wae liJ50,000 croahr thaD that ot 
Y etrtotrd.trY, aa inoroaoo vhiob wao partl.7 acoountecl. for 'b7 tho otterlnc of a 

oil bill 1D tho ..rlott. 

&aloe of opot ahrl1nc liT tho tour r eporUnc banD totalecl. 1.690,000, troa 
the tol lovinc aourc•• • 

liT ~tal co-. . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . .. li ~Y..ooo 
111r foret.ca banlot (llurope, llcnlth Mer1oa aD4 hr •••> ..... li 256,000 

fotal •• •• •• li 690,000 

Puroboo•• ot opot aterlinc •auntecl. to liJJ5 ,000, •• 1D41oatecl. bolowl 

Jr co..eroial concerna • •••••••••••••••• •••••••••••••••• ••• • 203.000 
lllr torelp banD (bope aD4 hr ••t) .. .................. li 132, 000 

!otal •• •• •• li 335, 000 

!be toUCIIVinc reporttnc banlot ool4 cottoa 111Ua totaltnc 1.161,000 t o ibe 
.DrloUIID Oolltrool a\ tho oUlCial fth of ~.02-1/21 

li 107,000 liT ibe Gaarani:r !rut Co. 
118 ,000 liT tile CbaM •uoaal :lull: 
6,000 liT tho .. Uoul Oil;r :lull: 

li 161,000 !otal 

!be rah tor tile p114or ooaUIIII>a4 t o ~. oloatnc at .5:319. !be 
beJ.ca, vh1oh,.. alao 1Did• proa~ :roatc4q, roconrecl. to4q to clooa at 
.168 .... 1/2. 

h-at..-. 
Moo tr-• 
Oeee''•a 4ollare 

!be J'ecl.oral leaern 1111111: purobuecl. JO ,OOO Moo tr-• for tho :lull: ot 
X..t't'ie. U alM pa:ut•ao4 ~,000,000 J'reiiOil fruol aD4 110 ,000 p114•a for ibe 
la\10Ml Jut ., Rz .s •• 
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CON Fl D ENTIAL. €5 
- 2-

We purchaeed $1, 200,000 in gold from the e&rm&rt.d account of t he J&tioD&l 
Buk of lle1g1UII. 

!he leder&l R81ern liN>lt of Jew Yorlr: r eported to ue the followillg thi])llllnh 
of golds 

$ 991,000 fr,. Marl co , ahipped bT \he liN>lt of Mexico to the ledenl IAoelrft 
liN>lt of Jew Yorlt, t o 'be earsart.a f or account of the liN>lt of Marleo. 

1121,000 fr,. Zllgl.aD4, thipped bT the Chlannt;r ~et Co. , Lo114on to ih heed 
office at Jw Yorlr:, for &Ale t o the U. s • .Uaq Office for accout 

..,--..,---- of the .boeteN.a liN>lt, .Aaaterda&. 
$1,412 ,000 !otal 

On the report of J&~~uar;r 10, 194o r eeehed froa the lederal IAoacrn liN>lt of 
New Yorlr: , g1Ting the fortiCII ·~ poeition of b&lllr:e &114 'bllllr:ere in i tt 4ietrict, 
the t otal pe t i tion in all currenciee vat thort the equi~ent of $21,493, 000, all 

increaee of $1,395,000 in the abort posit ion. !!'he ut ch&llgee in poaiUou are ea 
follovas 

COOim!1' 

lnglaD4 
brope 
Caned& 
Latin .America 
Japan • 
Other .f.aia 
All Othero 

f e tal 

SEOJI!' POS.I\'101 
JJJIUJJI.f } 

$ 8, 217,000 
8,680,000 

4,000 
249,000 

2,455,000 
505,000 
12,000 (Long) 

$20 ,098. 000 

Sl!Ol!! POSI'l'IOI 
J.AlilWIY 10 

$ 9.758,000 
8,520,000 

197,000 
430,000 

2,206,000 
4o3 ,000 
21,000 (Long) 

ucn•n m 
Sl!Oll!' POSiflOJ 

$1,541,000 
16o,ooo (Decreaoe) 
193.000 
181,000 
249,000 (Decreaae) 
102,000 (Deoreaee) 

9,000 (Increa .. 
___ (Long Po lllltialll 

$1,395.000 

!he LoD4on apot aD4 f orw.rd prieta for a11Ter were both fixed at 22-3/164, all 

a4T&IICI of 7/164. !he U. S. equi~enh were 39.64; and 39.~. lWI4T aD4 llaJw.D1a 
and the !re&o111'7' • pricee for foreiCD eilnr were unch&llged at 34-3/4; aD4 35; 
reapooti Tll;r. 

We 11041 fiT• purehaeee of eilnr t otaling 325,000 oa.nc .. uDder the SUTer 
Purchaee .t.ct. .All of th11 e11Ter wu new production fr,. foreip cowotrile aD4 
waa purchaeed f or f orwvd 4el1Ter;r. 
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TREASURY DEPARTMENT 

lfrrtT&ll OP'P'ICI CONWUHJCATION 

•• ,. JAN 1 8 19411 

To Sacretar;r llorceatbau 

.. OM llr. Foley 

DLir1.Jic a bearJ.na beld laet lla7 before tbe 'IIEC 011 tbe 

general eubjeot of 111nstaent end M1'i.D&a, andar tbe euapicee 

ot tba Securities and Exclwl&e Coa.l.aaioo, llr. Williaa R. White, 

Superint.endct of Banks tor tbe State of lew Iork, teetitiad 

on tbe general eubject ot local 111•asboeota tor MYiDga ~a 

and trustees 111 In Iork. 

IUa teatiaon;y related ICerall:y tc tbe poaaibWUea tor 

exp&D.di.Dg tba eo-called "local Uat• . llr. 'lbite ... ad tc feel 

tbat tbera waa eoaa pos&ibWty t or opcing up the Uat but was 

unwilling tc upr esa aey nry definite ida .. aa tc what, it 

aD,ytbing , could be done. IUs teatiaooy waa quite brief' and for 

tbe aost part cooaiatad in an explall&tion or tbe eeneral rulaa 

applied 111 lew York tc tbe innsboent ot bUlk end trust tuada. 

llr. lbite pointed out tbat the bankilli law 111 law Iork was 

aaeodad 111 19.)8 tc panai t t.be State Bankilli Board tc add tc the 

liat of aacuritiea 111 whicb MYiDg& bUlks could 111nat and t.bat tba 

B811kin& Board , 111 the year following enactaent of the lesialation, 

bad added tc tbe legal liat dabeoturea 111 an egereeate aaount of in 

axcaaa of $SOO,OOO,OOO. '!be aaeuri U .ea added were largel7 tbose ot 

telephone 0011paniea, altbougb two 111duatrial fi.raa ware included. 

Be atatad tbat in hie opinion tbere 1e a growing tendeaey tc whitt 

pert of tba • pb&aia trca tba Wlderlying Mourity tc tbe oradit 

staodtag ot tba iaauing corporatioo, but indicated bia oppoaitioa 

tc &dd1Dg atccka, ~eterrad or oo..oa, tc tbe legal liat 111 I n Iorlt 

at the preeaot ilia, at laaat in so tar u aeYiDga banks are c:oooansad. 

Be aucgestad tbat it e separate list wu-e eatabliabad tor trustees 

conaidaratioo aigbt be giYeo to pu-aittia& aucb trustees tc inTest in 

stccka. 

Beceuaa of tba Y&ry Uaitad nature of tba teatiaon:y liYea tbara 

waa little opportua.it7 tor a eab6ra of tbe c-tttea tc tozw IUch ot a 

Judcaeat about ltr. lbita, tbougb I aa illtozwad he • d• a g•arall7 

fa• orable iapraasioo. 
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..... · ... 

JAN 1 6 1940 

-Mr. Ohal-• 
I ha•• 7our l etter of JADDA77 8 , 1940, rolat1nc to tba 

0-*'7 of tho \U 7 IOOU OII4at10IIo rece1Ye4 b7 tho llo~ru•\ 

vh1ch w.o tru111l Ued to 7011 011 JMI>.U7 4., I u &11!14 to l..n 
\h&t 7011 bol10To t ho\ t h1e aster1&1 v111 be of boaof1t to 71ur 
eo.attteo aa4 I YeJ'T auoh appreciate t ho kind eont1aeato Ybioh 
7011 e:&prolle4 oa the llopartaent ' o vorl<. 

Tou r oqu01tt4 1.11fo.,..Uoa r~1nc t ho eourco of oaeh nc­
, , . u oa, t ho op1aloa of tba Dop&r\&on t ao to Ybich I"C&Ootlou 
aro vortbT of proooet coao1411'aU oa liT t h o Coaa Utoo, aa4 U.. ro­
ac Uoa of t ho Doparbon t t o each of \ho RU411Uono ou'bll1\te4. 

ft.o pr obla of 1a41coU q tho 10\lJ'CI of tho a W.Utudo of 
•ue&•atl on• vhloh ha'l'o bo .. roee1To4 l o, of 00111'11, a larco oao, 
but vo vlll un4orbb to llllPPlT ;rou v1 t b. t hh aaterlal • • qu1cll:l7 
a o pootlble. 'l'o d.ohrlll l'le vlll ch of tho euuooUono not &lroo47 
1nolu4o4 111 t ho lie\ of .attoro a t proeont bola& etu41o4 b7 tblo 
Dopartoent t o&othor vl\b t ho otatf of tho Jolat c. .. ltt oe aor1t 
fllJ'thor couUoraUoa vlll tloko ,.,., UN, llllt vo vlll aloo uad.or­
toko t o tv.ndah 70'4 vltb t hh 111fo,...tloa at tho oarlloot pootl'lllo ..... ,. 

the 'l'riUilJ'T Staff vlll aloo bo laatruchcl t o furahb ,_ v1 tb 
a report oo ito roao\1oao \o ao a8QT of tho ~oro' O"C&'Ot1oao 
a o 1o praetlcablo. So .. of t ho propooalo a4• ocato4, hoVOTar, 1anho 
oond teraUou of tuct••tal taz pollcr apoa Ybioh a Tut Utorataro 
hao ali'UdT 111• vr1ttn (for uaaple, tazatloa of oaplt&l cotno) 
N4 1t voulcl bo l apoot1'blo a4oqUAhl7 to OOIIIIloat 'IJ)oa t b• vltbla tbo 
l1altaU o11o of Uao aacl ~co which tho u port ....,.troo. 

Ploaoo fool froo to aok f or .., t.rth or lator.atloa ea .., ef 
tho I"C&UtlOill la w!oioh T&llJ' Coaa1 U10 h parUC1llarl7 bto .... tod.. 

lloaorablo l obort L, Dncbtoa, 
Ohal...-, Jolat 0...1\too oa 

Ia toraal 'ln..,.. ' """ Uoa, 
1taahlqtoa, D. 0. 

18iaDedl a~lhau, Jr. 

SoorotAJ'T of \he t rOUVT 
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y Congress or the United States 

Dear Mr. Secretary: 

J oint Committ ee on Internal Revenue Taxation 
lfaehington 

J anuary g, l94o 

This Will acknowledge receipt or your letter or January 
4 , transmitt i ng a summary or the tax recommendations and 
suggestions received by the Trea sury Department in response 
to the general invitation which your Department issued to the 
taxpayers and their representative organiLations and spokes~en . 

I have exs~ined with members or the staff the mat erial 
submitted and am of the opi nion that i t contains much that wil l 
be of benefi t to t he Commi ttee in the consideration of fut ure 
tax legi slation. 

You emphasize that the recommendations contained i n the 
summary do not purport t o represent the views or the Treasury 
Deosrtment and, further , that the vi ews expr essed are , i n the 
main , those of t~~ayers with relatively large incomes and 
i~portant business connections, tor the reason th4t such 
persons are those mos t keenly conscious or tax problems and 
have t ho ability to make themselves effecti vely vocati ve. 
Moreover, you point out t hat the >~der experience of these 
persons with the application and effect of our tax lews 
indicates that it is but natural that t he great er number of 
suggestions for changes in our tax structur~ should come from 
them. 

I heart i ly concur i n your note of caution as my experi ence 
wi t h hearings before Congressional Committees clearly supports 
your point . For these reasons, I suggest that it would be of 
aid to the Members of the Committee in helping them evaluate 
these suggestions if your starr would indicate the connecti on 
between the Witnesses and the reconmendations. For examole, 
a suggestion f rom manufacturers of an article sub Ject to an 
excise tax, that tho tax on t hei r product be r eoealed, might 
not w~rrant the sane considerAtion as A similar recommendation 
!rom the general public . 

I n addition to information regarding the ~ource or these 
ouggestione, i t \fOUld be of the greatest value to the Commi ttee 
it your staff would indi cate ita r eaction to eoch r ecommendation. 
Further, it would be desirable if an i ndicat i on could be had 
As to whether, i n t he ooini on or the Treasury DepArt ment , the 
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material cont&ins an:r suggesti ons worth;y ot the present con­
sideration of t he Committee which are not alreadf covered b7 
the studiee nov bei ng made b7 the Treasury Stat! and the 
Stat! ot the Commi ttee. 

I commend your etatt tor the ably prepar ed summary ot 
these rather voluminous recommendations. 

The Honorable 
Henry l~orgenthau, Jr. 
Secret ary ot the Treaeur:r 

Sincerely yours, 

(Signed) R. L. Doughten 

R. L. Doughten 
Chairman 
Joint Committee on 

Internal Revenue Taxation 
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gm. mJ,xew 1. 

JQl!lls June 241 1903. 

®IJ.W'• Buemall 1926. 

COL!liBIA LAW SC!!OQL:, 1929 

111nU!l17 16, 1~40. 

:p:PpUJ!Cis With Cbadbounle, Stancht1al4 • Lny until 

Auguat 1930; uaociate eaw>aal of the State 

Benlr1ng Departloent tNil AuBuat 1930 to 1934 

at 'Ohicb tiM he be- cl.puti)' auperintende11t 

and counsel. llued Su~rinteodant of Bania! 

b7 Gonrnor Lehun OD J&DU&l7 8, 1936. 

QQK!41jNTSs SU ll.aua, Gibbe X.,ona and Cyril Uphe.a llli&bt be 

&oocl sources with whicb to cbeek on hi&. 
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Operator: 

H.:.t. Jr : 
Ed 
Foley: 

H. ' f. Jr: 

F: 

H,!!. Jr : 

F: 

H . ~' .Jr: 

F: 

F: 

H,H, Jr : 

F: 

!I .H. J r: 

F: 

H. M. Jr : · 

F: 

H.M.Jr: 

F: 

P: 

Hello. 

Mr. Foley. Go aheedl 

Ed? 

Yes, Hr. Secretary. 

J anuary 16, 194o. 
2:41 p . m. 

What have you done about that I ndiana matter? 

Well I'm over in Ouy• s office right now. 

Obi 

And we ' re al.l here t alking about i t . 

Ri ght . 

Guy oalled a mee t ing tor half past two . 

Oh , you• re over on t ha t now? 

Yes. 

Well I Jus t wanted to make sure t ha t you were 
hol ding the meeting . 

Yes . Guy and Sullivan and Elmer and Phil 11enchel 
and Harol d Graves and I are sitting her e . 

Oh l 

Talking about i t r ight nov. 

Ask Elmer whether he neede a good lawyer, tell him 
I' m not busy I ' ll come over. 

O.l . (laughs) (aside: Wants to know i t you want a 
good lawyer Elmer, he eays he isn't buoy he'll come 
over) . Says he doeen•t know a bett er one. (laughs) 

All right. Well, you fellows oan tell me about it 
tomorrow. 

AJ.l right sir. 

I Just wanted to make sure you vere working on it. 

o.x. 

Regraded Uclassified



Operator: Go &head. 

H. 'l . Jr: Hello. 
Gordon 
Rentschler: Hello Henry, how are you' 

H • . {. Jr : Row are you? 

R: All right , fine . 

72 
January 17, 19llo. 
12:14 p .m. 

H. Y. .Jr: Gordon, who is t he controlling taotor in Pratt and 
Whitney? 

R: Is Wha t Henry? 

!L!' .Jr: Who i s the controlling factor i n Pratt and Whitney? 

R: Pratt and 'tlh1 tney, my brother Fred. 

H.M. J r: You.r brother Fred. 

R: Yes. 

H.M. Jr: 1 mean he has the control . 

R: Yes , well he - no t he stook is very broadly -

H.M.J r: No 1 meant as manager. 

R: He ' s always been t he very definite positive head 
of it . 

H, M.Jr: Management. 

R: And he hasn't been an officer tor a long While and 
has taken no compensation from the comp,ny but on 
the 22nd, just because this thing is get~1ng so big 
now, on t he 22nd, When t hey have their meeting, he 
will again have himself elected chairman and be 
active 1n the company. 

H.M.Jr: Well now seeing that I know you so well, I don't 
know your brother Fred, I was told that Fred was 
the boy. 

R: Yea. 

R.M.Jr: Ie he older or younger than yout 

R: He ' s younger, Just two years younger. 
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H. JI ,Jr: 

R: 

H.M.Jr: 

R: 

H.M.Jr: 

R: 

H. M.Jr: 

R: 

H.M.Jr: 

R: 

H. V. .Jr: 

R: 

. . 

H.M. Jr: 

R: 

B. l' . Jr: 

- 2 -

I see. I wonder it he wouldn ' t come down and aee 
me personally Friday morning. 

Friday morning. Henry I ' l l see it I oan get him. 
He vent down t o take hie family to Boca Raton and 
to be t here for a couple of days and then he's 
coming back, let' s see, When is the 22nd. 

Well now let's see , today is the 17th, 22nd iS 
Monday. 

22nd is Monday. Nov it may well be that I can get 
him in t here Friday morning . 

Well now val t a minute. I want to be humane . 
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If he's got to be in Hartford on the 22nd, you see' 

Yea. 

Maybe he could atop , ge t here , atop ott Sunday, 
and see me Sunday. 

That maycwell be . 

See what I meant 

Yea, I tell you what is the only complica tion he 
baa and I'll check on that this morning. Don Brown, 
Wbo baa been President of Pratt and Whitney ie 
very seriously ill at t he Doctors ' Hospital here 
in New York . 

Ohl 

And Just qui et - Just between you and me we had a 
preliminary operation in Fred ' e absence t he other 
day. 

And while we're going ahead with the second oper ati on 
Which ie pretty serious, we want Fred back here 
When that happens because we want him to handle it 
vi t h Don ' a family because I don 1 t know the family 
intimately. 

Yell I have something in mind Which is a little bit 
different to the one they' ve been talking -

Yea. 

Yith the Allied Purobaaing Oommisaion. 
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Ob tine. Well nov Henry, :rou Will be aTallable in 
Washington SundaY' 

Well :rea, I - I'd rather not, but i f - it it's -

But it be ' s coming through tor - Saturda)' would suit 
you better than Sunday. 

Yes , or I can make myeelf available the latter part 
or Sunday afternoon. 

Fine. Well nov I 'll give Fred a ring, and I •ll first 
call t he boepital and see exactly what the plane 
are t here. 

Yes. 

And then I'll give Fred a ring and I' l l call back 
to you Henry. 

I'm available either Friday morning or t he latter 
part or Sunday afternoon. 

Friday morning or Sunday afternoon. 

See' 

Al l right Henry, fine. 

And, but I want a heart t o heart talk because I' m 
not -

I eee . All right Henry, fine. 

Satisfied, and t he President isn't satisfied. 

Yes. 

See' 

All right. Well I'll get Fred right away. 

Righto . 

Henr:r, you're all right. 

Oh I•m tine. 

we didn't go an:r turther on these machine tools 
:rou and I talked or last week. 

Yea. 
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But we •ll let t~at walt until next week sooe t i me. 

Yes , well look -

Until ~1e get more def1n1 tely straight ened out w1 th 
what t he French and Br1t1sh really have 1n their 
minds . 

That • a right. 

~~at they r eally need t o do - I told them yesterday 
Henry that what they must do , de t er mine from the 
other s ide what they really want, and then l et us 
show them how they can get i t. 

That• a all correct but - there 's something which 
I have in my mlnd whi ch I want t o t alk with your 
brother. 

I see. Well now you a.nd Fred, I'll fix i t uo so 
you and be can sit down and have plenty of time t o 
talk together. 

And you l e t me know somet ime t oday. 

Yes i ndeed I will , I 1 11 call hlm right away. 

Whether l t wi ll be Friday morning or Sunday 
afternoon . 

Fine, I'll call him right away Henry. 

Thank you. 

All right. 

Thank you. Goodbye. 

Goodbye . 
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How are you Be~? 

January 17, 194o. 
2:55p. m. 

All right . I ' m sorry you weren't reeling so well 
yesterday. 

~lhat do you mean? 

Well I, I phoned you and you had gone home early, 
and Ed tol d me t hat you weren ' t reeli ng Just as 
well as usual . 

Oh no, I was all righ t . I had been up i n. the air 
and I was a litt le a ir sick. 

What's that? 

I had had an ae~plane trip and I vas a little air 
sick. 

Oh, well , I know, you ge t down from tbose ~~d it 
takes two or three hours to get over them. 

That ' s right . 

I only wanted to phone you and felici t ate you on 
your happy statement about the As socia ted Gas 
Trustee. 

\•/ell Ed t old me - why are you so excited? 
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\'/ell I only t hought the SEC ought to go i nto that and 
no t - half way. 

I see. · 

Tha t i s after all if they try to tell t be court who 
to appoi nt as an i ndividual then it becomes a 
patronage matter and t hey haven 't much more standing 
than t he court. 

That's r igh t . 

That is i f i t • a a quest i on or a tello~1 the t the 
Commission rel i es on , a tallow t hat the court 
reli es on, t he court has the l a st word. While on 
the other hand i f it' s something that t he Commission 
itself really takes respons1bil1ty tor then they 
have a right to say who should go in because they ' re 
responsible f or his action. · 

Vell I know they're very hesitant and loat h to do 1t, 
but I don't see why they shouldn't do i t , the SEC. 
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Well I feel t he sa~e way and t hat ' s why I was so 
ea~er to congratulate you becau~e it shows the 
Trea sury has cuch core guts t han t hey have. 

\/ell w1th all due modesty t ho.t doesn ' t surprise 
me. (laughs l 

(laughs) 

\/ell at lea st I can 't share my fears with anybody, 
I've Just got to say I either do it or I'm afraid 
to do it . 

77 

\I ell t hat is if we sugge s t someone we 1 re responsible 
in a way, anyway and so I t h ink it's cuch better 
really t hat t he court doesn 't have t o naoe t hem, 
but I think it's much bett er if t he court wants t o 
coooerate with tee Commis si on ror t~e~ to nane 
t he· Col!L,1&s1on. 

Just to switch a minute , &nd I ' ve been thinking ­
I appreciate your osllinv me \1/hile I was talking 
to you. You 're on fairly friendly terms with 
Eccles aren ' t you? 

Yes , as far as I ' m aware . 

\·/ell I ' m going to talk it over with Ed. I think 
I ' m going to ask him to tell you the story >re're 
a t r i ght now, somebody ha s get to talk to Eccles 
about this Sank of America business . 

Uh-huh. All right . 

See? Would you feel fre e to do it if you felt 
t ha t what we and t he rest of t he agencies were 
trying to do was right , I mean -

I' d be glad to . The only qJestion 1s if I ' m the 
best person to do it. 

Well you 're the only person I know who could do 1t 
who is close t o him. 

Do you think I ' d be better than Lauch? 

1·/hy not explain it to - yu, because I said something 
one -

He might be embarras sed doing it anyway. 
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Well I once said something t o Lauch , and he said, 
•well r emember I'm on a le&~e or absence rrom the 
Federal Reserve• . See. 

Well I' ll be glad to. And while we were talking 
on that I don ' t know, I read in the paper you know, 
or the rellow in San FranciSCO -

Whose name will be unmentioned. 

Yea. Threatening to become a state institution. 

Yea. 

Otthand I don ' t see either that ousts you in any 
way ot jurisdiction or or your reapons i b11ity. 

That isn't t he thing right now that's worryi ng us. 
The thing that 's worrying us right now is that 
Giannini -

Yes . 

Has formally asked t he Federal Reeerve to make an 
independent bank investigation, see? 

Yea . 

And the SEC, FDIC , t he Comptroller and ourselves all 
don 't want h1m to do 1t because there ' s absolutely 
no reason and the Federal Reserve i n their whole 
history have never made an i ndependent audit, and 
t or thea to do 1t nov well it would be just 
terrible, see? 

Yes . 

And parti cularly inasmuch ae the SEC, thei r Whole 
caee rests on the examinat i on ot t he bank made by 
t he Comptroller, and if there's any doubt cast on 
t hat it just leaves the SEC high and dry. 

Surely. 

It•s not so bad ror us but it' s Just not reather to 
a cocked hat . 

Well I mean I don't know - i n this particular, 
whether there 's any reason ror th1nlt1.ng that the 
Reserve i s superi or to t he Treasury. The practice 
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ot havt&g several bodies independent or one anot he r 
going over the aame grounds 1s not good adm~n1strat1on 
to say the least. 

Well not only t hat , bu t i t casts doubt on us , you get 
the whole story. I can ' t believe that t hey're going 
to do it , but it 1t does - I mean it t hey do do 1t, 
we had one meeting with t hem l as t week and no~t t hat 
they've go t formal notice the boys have called all 
the agencies together for another meeting t omorrow 
with Eccles , you see? 

Yes . 

To lay t he thing before him once more why he shouldn't 
do 1t . 

Yes. 

And I can take it, see? 

I know. 

But t he SEC can •t , and neither can the President 
of the Uni t ed States. 

That 1s t he point , I moan , i f one agency t akes upon 
itself with - 1n some respects , much l ess clear 
authority t o act in a way t ha t it looks as if t hey' re 
questioning t he act o f anothe r department. Simply it 
causes confUsion and g ivea amaun1t ion t o t he enemy, 
because 1t creates a f eeli ng that we don ' t truat 
ourselves . 

Well and anot~er thing is for over twelve months 
t he Pederal Re serve wouldn't even discuss this 
case with us, because they sa i d it would come 
before t hem eventually and t hey mustn ' t be biased. 
Now when we•ve t aken t his action t hey suddenly get 
inter ested and they' re m~ng lite very d1tt1cult 
tor us . I mean t he t hing stinks t o heaven trom 
Eccles' standpoint. 

I kno~t. I mean I've heard from different sources. 

And 1 t make a all or these ugly rumors seem as thougb 
they might be true. 

I know. 

And all or t hat aga in reflects on the Preaident . 
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I know. And t he del.ays unnecessarily aggravates 
the situation. If t he th ing comes to a head 
promptly then there's - it may hurt some people 
and- but it ' s out and forgotten . This way it gives 
a good deal of credence to t he idea that someone i s 
being persecuted. You don't know Just what it is. 

Now my mai l f rom California is very interesting. 
They' re all giving me a pat on the back. A good 
many of the letters are anonymous eay1ng at last 
somebody has the courage to go after him and how 
much they ' ve lost and how Giannini has cheated 
t hem and so forth and so on . I've yet to get a 
letter that hasn't PTaised me on that l i ttle 
statement I made last week about wanting to 
protect the depositors • i nterest . 

Yes. 

And the letters come - so far all or my mail has 
been favorable , say go at it , go to it, it•e high t i me. 

There ' s no question because with a situation like 
that or with the Assooiated, the more one lets 
him around the more grief is piled up for ~orne one . 

11ell I'm going to call Ed i mmediately, I' m goi ng 
to tell him to get in touch with you and give you 
the story. 

All right. 

And I ' m going to ask him whether th ings - well if 
there is a meeting tomorrow maybe invite you and 
ask you to be an observer. 

Whatever you think would be helpful. 

Righto . And then, doing t his first for the 
President , second for me . 

Yes. Well I' ll be happy to do anything that you 
thi nk helpful. 

Thank you. 

All right Henry. 

Goodbye. 

Goodbye, 
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Hello . 

Hello , BoM 

Hello , Henry. How are you? 

I'm tine, how are you' 

January 17, 194<> 
3:53p. m. 

I ' ve been trying t o get you and you trying t o 
get me and so it goes . 

And eo 1t goes . 

I had the -- just a moment ago I had Senator 
Guffey in here - you know he's-- Why don ' t you 
renominate him? 

For what? 

Senator, 

(laughs) I happen to live 1n New York stat e, 

Yeah, Say, ~enry, St eagall talked to - - sai d he 
talked to you. He wasn't so nure t hat was wise, 
and maybe he's right; I don ' t know- I' m not 
sure about i t but maybe i t would be better for us 
to talk it over with a oouple first , What do you 
think? 

I think if I could ei t down w1 th you and Glass 
and Steagall 1 t would be tine. 

Well ... .. 
Just the t hree of you. 

Yeah, Well , he ' s - - he'll be baok next week. 
He went down t o Alabama, 

I see - Where the ootton gr ows , huht 

HuM 

Where the cotton grows. 
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Where the cotton grove and Where he's -- says 
he ' s go t to make a couple or speeches tor 
Bankhead tor President . 

I see. 

So ••••• • 

Well, vhen he gets back let ' s do it. 

Yeah. Now the other thing is this: Carter and 
Nye - - he -- Ca.rter insists on me going Y1 th him -
are going to see the President tomorrow about --
I think that this bill that the President ve toed, 
and I 1m not much ot a ban.ker tellov, ot this 
interlocking director • ••• • • 

Yes. 

. ..... I think it was a l ittle premature . I think 
they really need a little more time, Henry. 

I see. 

I wondered whether you had a chance to look into 
it yourself. 

No, I haYen•t . 

Because they gave me a long list ot fellows and 
they're goi ng t o -- oh, they r eeign and die and 
there's none -- interloclting directors can take 
their place but some ot t hem they ' re losing, 
t hey claim, and smaller banks too. None ot the 
large banks are very much atteoted •••••• 

No. 

• • •• •• are losing some very good d irectors they ' d 
like t o bold. 

Oh. 

And so we wanted to have the bill re- introduced; 
Aa a matter ot tact, Carter re-introduced it •• ••• 

Yeah. 

••••• • and giYe them about tour more years. Nov, 
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we ' re going to - - I thought we ought to do nothing 
in the committee until the President, who vetoed 
1 t . .... . 

Yes • 

• •• •• at least said he 'd reconsider it again. 

Yes . 

And have any of them -- I t ol d t hee they ought t o 
have a talk ltith :vou. !!ave any of them talked 
to you yet? 

You're t he firs t man. 

Yeah . Well , they' l l come up. 

All right . 

They ' ll come up to see you and talk to you about 
it . 

\·tell .. . . . . 

The onl y t hing is - I didn ' t want t o even do that 
much, although I -- I t hi nk t he legislati on is 
reasonable. If the President says • thumbs down• 
I won ' t do anything about it . 

1/ell , I'll t~llyou what I ' ll do- l e t ' s ask -­
I ' ll ask my boys to take a look a t it and after 
I ' ve done it I'll ge t in t ouch with :vou again. 

Yeeh. What -- what -- last yeer we didn't get 
t he inforoation which they' ve given us since . 
They' ve collected a number of banks all through 
t he country ••.•.. 

Oh. 

••••. • that would be affected- some goo and some 
odd. And i t 's-- in some oases I gues s they' re 
right about it. It ' s the local -- the big f ellow 
in t he locality who helps them very much would be 
dis qualified and if t hey lost him i t would be a 
serious loss. You know how these people are , but 
I t hink there ' s-- there ' s some merit t o it and 
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what I thought tomorrow that maybe, suggest to the 
President t hey might talk it out With you. 

All right With me. 

And it it's- and if it' a all right then why we oan 
go on. 

Bob I ' ll be delighted to look into it. 

All right Henry. 

And after I've done it I 1 11 give you a ring. 

Fine Henry. 

Thank you tor calling. 

All right. 

Goodbye . 
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Januar;r 17 , 194o. 
lj. : 05 p . m. 

Go ahead. 

Hello . 

~!r . Secre tary'l 

Talking. 

P-36 compl eted. 

Ha, ha, ha. 

!o chance at all. 

Well thf'n , I don • t think tre 1 11 sell any to t he 
Finns. 

No, 1t doesn't look t ha t way . 

No - (laughs) We' ll give t hem some Uewbergs to dye. 

Yes s1r, 1! t1e have to. 

All right. 

All right , s 1r. 

'!'hank you . 

You're welcome sir. 

' 
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86 

Hr. Secretary, the meeting yesterday afternoon did 
not adjourn until after five. 

Yes. 

Now it i s not going to be possible t o have the 
infor mat i on on the nlanes t h i s morning at all. They 
are under comoi tments t o deliver that tonight and 
l{art1n will probably deliver alongside the clipper 
tomo rrow morning, so I wanted to get t ha t to you in 
the event that might effect t he meeting the meeting 
at eleven o'clock. 

No, no, no . That isn't it. It's the whole l ay out. 

I see. 

It's the whole l ay out, you see . This 1e What , I• m 
putting a memorandum on the President's desk, I ' ve 
writ ten it out , I'm going to have it typed, you see? 

Yes air. 

And you can have this in line . 
one , what are t he needs or the 
•4o and · ~1 , you see? 

Yes e1r. 

There 1 s three thing a, 
Army and Navy tor 

Two, What 1t anything oan they spare, planes and 
engines , to the allies now. 

Yea air. 

And t hen three, diseuse t he allied purchasing program 
ae far as it has gone. 

Yea sir. 

And fourth, can we license a company to manufacture 
radial air-oooled engine in the heart or United 
States. 

!hat's a very comprehensive program tied in 
tight too, isn' t itt 
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Well I've wri t t en, I vrote that out late last night. 

Yea air. 

I ' m having it typed. 

Yeo sir. 

And that •e the t hing I wanted to put up to you 
gentlemen. 

Yes air. 

Uow Jus t tor your own intor.,a tion I suggested that 
the Secretary or t he Army and Navy be there and the 
word came back t hat the only cabin~t member who was 
to be there vas myeelt. 

Yea sir. 

Quite a compli ment. 

Vee, sir, it certainly ia and I'm very happy over 
t hat t oo , air. 

Well , but I def i nitely suggested t he secretary or 
War and Navy. 

Yea air. 

There you are. 

Yea air. 

Now I suggest that you come over here at ~arter or 
el even and pick me up, and we can talk a little bit 
and go over t ogether. 

Aye aye air , I ' ll be there at ten forty- five , 

Righto, 

Thank you sir. 
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TREASURY DEPARTMENT 
PROCUREMENT DIVISION 

WASHINGTON 

January 1?, 19./P 

At a meet ing in the President's office at ll o 'clock this morning, in addition to 
the Secretary of the Treasury, there were present General Brett, General Yount, 

Gregory and Colonel Burns of the An\Y; Admiral Spear, Admiral Towers and 
Kraus of the Navy; and the Director of Procurement. 

90 

The President inquired of the Director of Procurement as to the status of the Angl o­
French program. He was infonoed that t he program presently being surveyed provides 
for 13, 6?5 engines to be s upplied by Allison, Wright and Pratt & Whitney by October 1, 

, at an estimated cost of $214,000,000 with a pproximately $65,000,000 added for 
expediting fees, but that similar information concerning airplanes was not at the 
roment available . 1be President inquired as to the annual production of motors and 

advised that by the end of 19./P there would have been produced 24,000 engines, 
which number, after meeting the Arrrrif and Navy requirements, will be insufficient to 

the 1;3, 6?5 engines required by the Allies . He conunented on the fact that the 
air- cooled motor plants were located on t he coast, with the Allison plant at 

and asked t he opinions of the Army and Navy repr esentatives as to the 
the establishment of any additio~Al facilities in the Ltississippi 

ra't.he1r than the expansi on of existent seaboard plants . General Brett con-
in the advisabUi ty of the establishment of any additional engine plants 

rlllJ.arla but pointed out tha t , time being the e ssence of the Allied program, he be-
that much faster deliveries could be made of engines by t he extension of 

plant s r ather t han the establishment of an entirely new plant . In this 
u>uoru.J,-...._ Towers concurred. 

President then inquired as to t he poss ibility of utilizing some of t he smaller 
.en:Riile manufacturing plants for the production of engines of lower horsepower presentlY 

used in trainers. Both the ~ and Navy repr esentatives felt that such action 
result in increasing the output of existing plants of combat engines (1000 HP 

more) . 

Pres ident 1'\lrther inquired as to the possibUi ty of diverting some engines from 
exi.st:ing contracts of t he military depart. .. enta with particular reference to the 

diversion of spares and was informed that such action would definitely 
the programs of both the ~ o.nd the t:avy new but that deliver ies might be 

~elaJred towsrd t he end of their programs and deliveri es to the Allies cor respondingly 
It was roughly estimated t hat this might amount to 500 engines . 

President stated that he felt that those present understood the necessity for 
in every way possible deliveries to the Allies , that he wanted them to 

his vi""" on the subject and that the matter, if necessary, would be taken up 
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again a t a later date . 

Secretary etaWd that he 110uld lilce to expedite the releue tr<a Cua~ of a 
plane and asked if there were any objections on the part of the J.ftiT to 

ta1<1ng action to that end, the plane to be dell:nred in canada. To thU the 
agreed. 

meeting adjourned at l2al0, 

, 

• 
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Present: 

l.lr. Pleven 
Ur. Purvis 
Col. Jacquin 
Capt . Collins 
l.lrs . Klotz 

J anuary 17, 1940 

3 P • m. 

l!l.l Jr: What nas t hi s about !:onnet 1 s daughter 
going ovef? 

~. Pleven : You see, he hAd a reservation. He 
had le tt his naughter here before the war and he wanted 
h~r to come beck and he had eent the Governess to fetch 
her. 

HU ,Jr : I see . And when do you l enve7 

~~ . Pleven : We have to b~ at 6 : 15 a . m. at Bal­
timore ai rport tomorro~ morninq. 

l!l.l Jr: As you most l i kely saw in the papers , we 
oet with tbe President and the head of t he Army and Navy 
Air Corps and out of that oa~e thls ~ossible suggestion. 
I don 't know ~hether you rentle~en are ~o1n~ to buy any 
core ships tor training pur poses. But 1f you do -- and 
that includes Canada •...• 

!.lr . Purvis : Yes. 

~l ,Jr : ••• they felt that pl ants l i ke Lycoming could 
make engines up to 550 hor sepol'fer and if you were going t o 
order any engi nes for t r aini ng ourposes with power up t o 
550, plants of t hat nature could gi ve you fai rly pr ompt de­
livery with possibly a l i ttle help and that ~11 put no 
core work on the companies that you are counting on . I 
don ' t ·~no" whether you ha•1e in mi nd ships tor training pur­
poses , but I under stand that Lycoming ma!tes 220 and 550. 
They say it is a good engine . 

Ur. Purvis : Yes. I ~~ ae tar ~~ Canada , 1t 
has ita CO::JPlement wi th ap order we just plAced wi th tha 
North American Ai rplane Coopany. ~u1 t e a bit; c=l:ract. 
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HI.! ,Jr: You don' t know 11hsre you are getting your 
engines? 

Mr. Purvis : No. I had not hea rd that. 
Prat t Whitney , but I am not sure. 

I thought 

Cnot. Collins : I think so. Pra tt-Whitney 450. 
That ' s nhat they have been using on the trainers. 

Hll,Jr : Would it be even too lat e possibly to s~itch? 

t~ . Purvis : T~t contract ~s passed on the 17th of 
t:ovecber. 

Hli.J r : Then t hat' s a n old one . Anything in the 
future you rentlemen can t nke up to 550? 

Cnnt . Collins : Lycomin~ has a 625. 

Hll ,Jr : Anything up to 625. 
chnnoe t o l ook a t any others . 

We did not have a 

Cant. Collins : J a cobs ~as another. 

v~ . Pur vis : And J acoba i s another ~ood one? 

Caot. Coll i ns : Very good one for priaary tra iners . 

Hll .Jr : And t~e other t hought , which i s one I men­
tioned to you l ast n1$ht , is this : in loOking over t he 
figures I notice that out of t:~s proposal you are proposing 
to give 3 ,000 to 3, 500 t o Allison. Is that because you 
really want Al l i son or because you can ' t get anyt hing else? 

Hr. Pleven: 
Col. J acquin? 

Wi ll you a llon me to translate f or 

Hll ,Jr : Pleas!!. 

~~ . Pleven: At first ~e were not too desirous to 
have as many Allison motors , but now from what ne hear of 
certain r equirements we a re quite pleased a t this time to 
have them. 

Hll ,Jr : Let me give you the t hought '78 had 1n our 
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mind. I nstead of General Motors doing all that they 
say they are g oing to do for you, or Pra tt Whitney or 
Wright , the thought I had was thAt we go to Pratt Whit­
ney or Wright , whichever eng ine you t h ink you have, and 
say "No11, give a license to moke t hn t engine to Allison 
and let Allison make whichever you peoole want the moat , 
Wr i ght or Pra tt Whitney , in the Allison Plant and let 
General l!otors concentrate on building t hat engine in 
their plant s . 

•~· Pleven: We could not answer outright to such 
a p roposal because on the basis of the technical informa­
tion that Colonel Jacquin bas been receiving , we reall y 
requi re the t.-,o t yoes of 'll ane , req•tire Pratt Wh1 tney 
and the Wr1rrht, because they are not the same horsepo.-,er. 
One i s 1065 horsepower while t he other i s 1600 horseporer 
and !ram the conversati ons we had before reaching ~he 
present opinion , Pe c~~e to the nreference t hat we would 
get quicker results in having certa in types , but if you 
wanted to have an anauer on t his si tuation -,e will be 
gl ad t o give it t o you after l'le are in FrRilce , because 
1t i s diff1cul t . 

HU ,Jr : I am just r a i si ng it, because if General 
~otore i 8 going ~o expend 80 much energy and give eo many 
technical people to Pratt lfhi tney and Wright , they could 
do it also for theoselves and it would be just a question 
ot sayi ng while we ~t -- whatever t h e type is -- and 
you could get a license t o cake Alli son in their own 
pl ant, they could cake t no different k i nds of Wright 
eng ines , but if they could c.a.'te one and concentrate on 
one in the Allison plant you would have -- I oean, I was 
t hi nki ng , I was just thinki ng of General Uotors, because 
if t hey hnve tools to ~~e Allison, t hey also ought to 
have the tools to make t he other s . 

Col. Jacquin: You see, I think while we are very 
pleased to know that you would spew< to the people for 
a license or something l i ke that, but I feel that now is 
not t he time to do that. I t hink we must go, in England 
a nd in France, to know exactly ho~ we work -- the parti­
tion bet~en t he bombers a nd pur suit s -- and a t t hat tioe 
we will know better how muoh Pratt Whitney we would re­
quire, eo I think it i s better to say t hat t o you a little 
later when we have been to France. 
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Bll,Jr : I don ' t know whet her we can get Pratt 
Whitney to give a license . I don ' t know whet her 
Allison would accept it i f t hey could get it . But I 
want ed you t o know that both t he President and I would 
make the effort i f you felt t hat would give you Mhat 
you want . 

Col. J a cquin: We are very pleased t o know that. 

HU,Jr: I n the very quickest manner . 

Ur . Pleven: We thank you very ouch , llr. Secretary. 

l!r. Purvis: And I think General !.lotors , as far 
as our eXPeri ence with them goes , would bend over back­
warda to do what was beat for the p rogram, because t he 
disposition has been to do that. 

Rl! ,Jr : Well , u:9 t o Sunday you t ol d me that you 
did not wnnt Allison because you "'ere afr ai d of it . 
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Hr. Pleven: Yes , but you see since Sunday we had 
one of our best men arrive , who brou~ht us new information. 

Hl! , J r : An aviat or? 

llr. Purvis: That ' s t he can who called on me . 

R!.! . Jr: What ' s his nSJ:~B? 

Ur. Purvis: Zigler. A young fello-r, Just arrived. 

Bll,J r : Do you mind telling me what he sai d? 

Col. J acouln: He sa i d he was very pleased wi th 
the P- 36 until t he new lle ssersohmitt came on t he front 
and t he new l!eseerechmi tt i s so fast a ship t he ?-36 
ca n' t Join it many times the plane speed of the P-36. 

HU ,Jr : A t win engine ? 

llr . Pleven: The new Uesserschci tt , si ngle engi ne . 

Col. Jacquin: And now t hey t h i nk they must have 
somet hing quicker than the P-36. 
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Hll,Jr: I see. In other wor ds , t he Gernane 
now have a sing le motor fi ghter. 

Col. J acouin: Yea; very quick . It ie taster 
t han the P-36 and manouevers better. 

HM,Jr : Does this man s~eak English? 

Col. J acauin: Oh , yes. 

HU,Jr: Could I see him? 

He is a very nice man. 

tlr. Ple vcn: 
ot Colonel J acqUin. 
Air t!iseion. 

He will be here during the absence 
He will be i n charge ot the French 

HU,Jr : What ' s what made you change since Sunday? 

Ur. Pleven: Yes. 

HM.Jr: Then natura lly you want the P-40. 

Ur. Pleven: llore t han ever. 

HU,Jr : With t he Allison motor . 

Mr. Purvis : This t h i ng changes so fast. 

HU,Jr: Because Sunday - -you see, I have been 
trying to think how I could get you something else . 

Hr. Pleven: But you see l!r . Zigler arrived here 
only Uonday and he was bringing with h i m the results ot 
hi s experiences ot the last t ew week s on t he front . 

Hll,Jr : Well, you kno~. Then t he other t h i ng, 
there is no use t r ying to pil on to Allison anot~er motor 
it you ..... 

Ur. Pur vis : •• not it it has changed to that extent. 

Hll,Jr: But I do think I would like you to send tor 
the J acobs people and the Continental people ot Wisconsin 
and the Lycoming a nd Just see what t hey have. 
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Ur. Purvis : As to whether their parts could be 
adapted t o the program i n general . 

Hll Jr: Yes. The possibility of l i censi ng t hem 
or whnt~ ha ve got. 

Ur. Purvis : As eng ine makers . 

HU,Jr; What else? 

Caot . Collins: The Ranger, but t hat ' s experi mental . 

~l .Jr : I = not thinkinc or a motor , but the possi-
bility of licensin~ to cake a successf ul motor l i k e the 
Wri~~t or Pratt Whitney. I ~ould send f or jus t a s ~ 
a s a re ~tin~ a irplane engines and look a t t hem as a poe­
si b1li ty. 

Anot her thi~, i f you are goin£ back -- a s Secre­
tary of the Treasury I hat e to spend money , and qe have 
t his so-o~led Spitfire plane in etora~e in Cus toms a nd 
our people -- Army peo:l)le -- hAve aalted -- t his is Bri t1 Ah 
business - - won ' t they pl ea se re-export this pl a ne t o 
Canada so "e ca n all t ake a lool< a t it . 

!~ . Purvis: Haven ' t they done that? 

l!!l ,Jr: :lothin; has happened. 

1~. Purvis: Good her vens! I ~ave ins t ructions. 

~: ,Jr : We really nould like to see that Spitfire 
export ed to Ca na da. Then ~e cnn a ll t a ke a look a t it . 

1~ . Purvis : I ~ill ar r ange it this afternoon. I 
am sorry it ha s not been done. The Army feel that way? 

Hli,J r : They told the Presi dent so t odaY and t he 
President ins tructed me to go ahead with lt. As I under­
stand i t , our Army has commUnica ted wi th t he Air Attache 
or the British Embassy and sai d they "ould l ike to see i t 
re-exported to Canada, a nd nothing has happened. 

1~ . Purvis : I understood it ~as done . 
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~l .Jr : No. The Commissioner o! Customs told 
me about it this morning. 

Ur. Purvis: I am sorry. I wi ll a ttend to it . 

H!.! ,J r : That ' s ano t her exhibition t hat "'e a re 
still a Democracy. 

I s there anything that you gentlemen want to ask 
me before you sail? 

Ur. Pleven: No , Hr. Secretary , because we think 
you have done so much there is nothing that could be done. 
We had a very g ood meeting yesterday with the a irplane 
maker s and they are prepared to brin~ into the scheme all 
the dist ant !actors, so we think if it i s done it wi ll 
meet what the Presi dent has asked us to do in distri buting 
the I'IOrk. 

l~ . Purvis : Said it \'las 2200 manufacturers . 

Cant . Collins : And sub- contractors . 

H!.! , ~r : When you see L!r. Bulli t t and !.~ . Ucnnet , 
gi ve th th my best regar ds . 

~~ . Pleven: I Mill be glad to do so. 

H!.! ,J r : And you w111 be back , both of you g entlemen? 

L!r. Pleven: Colonel Jacquin nill be back very soon. 

Ur. Purvis: And you too, I hope . 
been very valuable. 

oOo-oOo 

His visit has 
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TREASURY DEPARTMENT 

WASHINGTON 

1UUIAJY 17. U40. 

JOIIORAIIDlK !OR '1'lil SICUUI!f: 

Tba &irplua 11h1clo wu 1Uide4 111 lin York all4 pol\ 111\o 

pllbl1o •~orec• ahon]7 a.t\er \he llleutrali\7 Pro<:J.-ttoll 1a 

a Ull anH11>8 diapoaal. The atone• ohua .. are I'WIIlll& alOJ>8 

ud if .... 41 apoeal of \hie &lrpl&M oould be arr1Tad at, 1\ 

110uld be 4ea1rebla. 
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TREASU R Y DEPART M E NT 

WASH INGTON 

• • t'>'il()fo(l or INI(JINAL fi(VEHU£ JanU&rT 17, 1940. 

Werrins to your recent requeet, w. 
_.andllll Nl.atea to the intereat cSis~ by 
!.,_ UDder Secnter7 Jobn Banu in eeftl"&l u.jor 
C01111pir&o7 aae• perfected in ~ .,_. ot 1938, 
iJntol.Yinc ·- 76 ~eodanta, cbars-4 with rlolatillc 
the in~ lawa relatinc to intoxicatillg 
Uquare in 'IUJc• County, llortl> carolina. 

S... t1.M in llarch or .&prU, 1939, Jrr. llaDea 
cal.l.ec1 lrr. BerUhire to h1a o!tiee mel tolcl bill, in 
eubetclee, that a mmber ot tbe ~ pl'OIIitlent 
eit1.- in 'IUJcee County bad been 1ncl1otecl in thue 
oaaee. Be oritiohecl the utboda uecl by the agente 
who OCIIIduotecl the in't'lletiptioo, atating, in et!eet, 
that - ot the cle!endanta bad be«< inclu.oecl to re­
cter the liquor W.inua oo aoeount ot ~ attraotin 
o!!ara the .. agaote • ere uldng to pzrobaee l.i.qaar; 
that the innstipt1Cl'l8 bad been bmcllecl in ncb 
unner aa to canae the arreat pr1no1~ ot ~taJ 

ancl thet ~-bad been per! eetecl at~ inatl.ptioo 
ot J'eclerel. Jl>d&e Bqea (Bepubllcan) !or political 
reuooa. Jrr. Banu went oo to "'¥ that the peopla 
in 11Ultee County wre ao arouaecl thet U .JIId.p llqea 
illpoeecl bea"7 peaaltiu in theae oaaee pereonal banl 
lligbt COM to bill. 

lrr. BIII'Ubi.re tolcl lrr. BaDea that a111cl.lar 
""''li'•'nte prnioul7 bad been r.eeincl and a.tt.er 
loaldng into ~ utter be bad cletano1necl that the 
baaio UDcleroO't'W 1IOl'lc bad been clone by an o!fiCC" 
'CIIIIcncllnl ancl UDAOquaintecl in the Count,. wbo w pzrchaaecl 
apirite in quantity traa ti'IV7 '11olator wbo clellcl.recl to 
eall 111\bout ~ ~ about their pollticaJ ancl 
thet thMe caaea were 1n1Uatecl becauH oond.itiooa in 
the county wre aucb that the o1t1.- NqU&atecl the 
a.r.u to t.alce - aotioo. Be alae intoned bill that 
the inftetiptioo wu ~•ted and the reporte bad 

!00 
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been trmsaitted to the llD1ted Stat .. AttomeT; 
md that tb.e que.UOO ~ CJ1111nal proeecutiOD 1rU 

0118 ttl!.' the ~tiOD ~ tbe Dep&rtilent ~ 
Ju.etice, 

Subeequm t to th1e conYeraatiOD1 OD ~ ll, 
1939, llro BerlcAihiH r ecai't'lld. a telephone call .troa 
xr. Helle~, wbo requut..s h1a to be in -,oo:r 
~nee at a si.,.., bour OD that attel"DDOD tor the 
purpoee ~ diaeuaaing these cuee. At th1a cco:t­
terence xr. Berlalbire atated to ,.ou, in 11r. aanea• 
preeence, the au-u•a poaitiOD in conoect1cn 'llith 
the ilneat1pt10D aDd proeecut1on ot theee cuu, 
as outlined aboft. At tbe conc1ua1on ~ b1.8 rsarlat, 
you di.t. .. ..s tbe utter 'llith tbe eta~ tbet 70U 
tel.t tbe Bureau b.ed done a good job, 

1tle tiret ~ theae cuea - t to trial oo 
)la;y 24, 1939, and reaul.ted in tbe conYiction ot 26 
ot tbe 35 detendanta by a jiU')', ~e principal 
deteodanta in the other three cuea tben entered 
pleas ~ auUt7. 

C<Diiiaaioner. 
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TREASURY DEPARTMENT 

WASH INGTON 

J AN 1 7 1~ 

You h&Ya requeaw.t a report coDCarni"C apeoltlo caaao 
peD41ztg w1 tl> tl>e Bur .. u ot Iztter•l llaYaztue, 1D ooDDeotloD 
wltl> 'lb.l.ch tl>e ODder SaoralarJ h&o ba4 41ract coatact wltl> 
tl>a taxp&Jar, or lha autl>or1ucl. raprao&Dtet1Ya ot U.. tax­
pATer. 'Dla toUowtac .,...plea baYa b .. D • tl>eracl. rr. tl>e 
aat1ra Bllr .. u orpDl•uo,.. •oat ot whlch, lloweYar, ralaW 
to - ttara w1 tl>iD ella Jv.rtocl.lotloa ot tl>a ID..-a tax OD1 t, 
or ot t1>e Jlelcl. Di Yla1ou ot t1>a !echDlcal Start UDder t1>e 
d. a can \rall• tloa pro oacl.ura. 

~ caoao are prauD tad. UDcl.ar two ~ro'GPII tire t, tl>o .. 
111 which tl>a ODder Saoretar7 appeared. to baYa a particular 
1Dtaraot, aa av1cl.ancacl. by hlo gr&Dting &Del. coDcl.uot1Dg contar­
oncao wUb lho ta>;paJar aDd. Bureau repreuntat1na pr .. ent, 
1rreapect1ve ot whalha.r or not tl>e cl.acentralisacl. procacl.ura 
ao applicable, aJ>cl. b7 axpr .. oiDg cl.at1Dl t a op1n1ou , oral or 
wrlttc, aa t.o \be aerl t.a of \he 1aauea; and, aecolld, ca• •• 1D 
'lb.l.ch lhe ODcl.ar SaoralarJ cranW 1ntarw1 ..... wltl> tl>e ta>;p&Jar , 
wltl>out lhe Bureau raprao&Dtatlno balDc pra .. nt , &114 tl>er~ 
attor retarracl. allher tl>a taJ;II&Jar or lha cootroT&rl)' to t1>e 
:sur-u. Io ac1.c1.1 U oo to lha two gro-, a bon •• Uooacl., chara 
ware a large Dlabar ot tootaocaa referracl. to tl>a Bur-u •or• 
or laoo ao a •tter ot routiaa~ 

~1.'~···t 
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.J l N 1 1 'tt40 

loa lii&Yo re~~-•- a repor t oo .. enliiC e,.ottto ..... 
PDM lllC Yl\lo \II& lloahaa of l .aw•l &o-r••• la -•eeUoa 
wl\lo *loll \II& Ua&or :>eeretu7 ~· 111&4 4Jron -••' Yl ua 
\&0 •lflll'¥01', or &lao aa\loorhe4 repreaaa'"'U•• of U.. ax­
r-¥Dr· tile l ollowtac uaaJ!ea ••• \Goa p tlooreo "- \II& 
eeUra :tu.ae orpal•Uoa. •• \ o f wlt.lClll, llooweYer, rolaW 
\0 -\\ora • 1 &lola U.o Ja,rt .. leUoa of \loe 1•-• """ UaU, 
or of \loe PhlAl JllYlalou of u.. 'l'aoloel• l ~ '"'If ....., \loa 
oeoaa\J'all•U• prooe4ve. 

2IWI ...... are ,.. .... w -·r two OrO"POI fl.ra\, uaoao 
la will 06 \loa War h ero \er7 ap...-r e4 \0 liA •• " par U ollloo r 
lll \erea\, •• ••lc1eaoecl 'b y !ala ~"""' IUI4 coeoh"'UIIC coalar­
eaoea d'"' t1aa •zJIIl1or o.eol J v•,. repreua'"'U••• praaoe\, 
lrreopac tha of wlleU.or or ""' uaa c1acaetnlhecl prooa4•• 
• • a ppUoa"l•, aao 'b7 upr .. •tac 4 allAHe oplal-, -1 or 
wrln .. , ae &o \loa_,.," of U.e , ..... , &DOl, ·-· ..... te 
wla106 ll>a Ueolor S.oro-..7 paaW latorna" Yltlo \loa ~or. 
Yl \looe\ U.a »-• repr•-••h•• MlJIC ,.. ..... ,, eeol uaor ... 
a lter ,.terrell dtloar u.e IIUP.7ar or \loe - uo•oriT \0 U.. 
__ ,.. 1a &441Uoe w u.e - .,oapo, a -.oro -uoe.ac1, \Ioer a 
••re • larp ~ o t lao&aeoao ret orrecl &o \loa --~~ .oro 
or leee •• a _,_ ol r oau ... 

c-ladour. 
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Pieher and Company, Incorporated, 
Detr oi t , l!iohigt.n . 

1929, 1930 and 1932. 

Senior Inveatment Corporation, 
Detroit , llichl,.._.. • 

1930 to 19$3, inoluaive. 

AJ'ter receivint; the Ocow.l.aaioner • a finel offer to settle the 
tax l iabilit y of both o&eee for the sum of $4 , 737,683.70 , 1nol u­
o1ve of interest , the taxpayere arranged a conference 1n JAr . 
Hanee• office for 10,00 o•olook April 20, 1939. Participating 1n 
the conference were Ceoero. Fred and Charlie Fieber tor the tax­
payer and ICeaera . Banu, Wenchel and P.eed for the Govonment . 
AJ'ter conoiderable diaouaoion of the ieeuee involved and an ex­
pre .. ion ot opiaion on the part of the Fiehera that $3, 150,000. 00 
waa ample to aettle the Governgent•s entire olaia, Kr · Banes oug­
~eated that it the taxpayere were willint to aplit the difference 
between that figure and the amount proposed by the Coomiaaioner 
and aubmit to him an offer to set tle by the payment or approxi­
matel y $3 , 943 ,000 .00 , he would tranelldt the same to the Commia­
oioner with hi s r ecommendation that it be accepted. 

Before l e&vin& to conoul t oounael , however , tho Fisher s were 
informed by wr. aanea that the r esponsibility for oettling tbe 
caoe rested with the Canaiaoioner and that while he would recom­
.. nd acceptance of the offer ouch reca;:endation actually ~ounted 
to hia approval of the eettleceat 1n t!1e nent the C<ICIOiasioner 
ahould decide to aooept it. Jlr , lillnes added that it he were 1n 
the positiao of the Comaiaaioner be would plaoe ocnoiderable re­
liance upon the advice of Technical Aesistants and that inasmuch 
aa· one of the Technical Asoietanta was then pre1ent he (wr . Reed) 

.might pr obably be willint to express an opinion at that ti~:~e . wr. 
Rood e.s r eed and atated that he would , without heoitation, recom-
mend to tho Commissioner that he reject the offer if submitted. 

AJ'ter the departul'e of the Fisher Brothero and a further dia­
oueaioa. ot the oa.ae by Me aera. Hanea . Wonohel ud. Reed . A,tr . l.INlea 
inotructed Jlr, Reed to call tbe c<cDi .. ioner t-diately and 1n­
tono h1a of Juat wbat oocurl'ed a t tbe conference and explain tbe 
pr opoaal ot aettle.ent whioh be had auggeated and whicb tbe Fisher 
Brotbero ai&J>t oull.it aa an offer , 111" · Hanea a lao stated that be 
expected Mr. Reed to oonTey to the c ... iaaioner at the aama tiDe 
hie peroonal reo011101endatioo OCIIIoe rning the aooeptanoe of suoh an 
offer ahould it be -.de. 
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IN~ the ~moon ot the - d&y )IT. Han .. oe.lled tbe 
Coaaiuloaer and eta ted that tho t&xpayero • repreoent&thea -re 
in hie offloo and wiolwd to oul:ait the otter or .. ttl•ont •ut>­
gooted b)' Mr· HID eo which he (llr. Han .. ) th""6ht ahould be ao­
oopted. Tl\e C~aaioner did not oonour in liT• Ranee • op1D1cm 
and eo ot&ted OYer the phone, whereupon llr. lllneo &eked that he 
grant tho repr .. ant&tlfta a further he&rin&• Tho hear ing -• 
aubaaquently lwld ODd resulted in tho ololin& or the oa .. b)' ao­
cop t&noe of the offer originally propooed b)' the C...tooloner. 
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II LLUil f, O&IrJIW 

lilllaa y, Griffi n , lew York, Jew York, Year- 1935, Iaco.e 
'Jit.x I.1a'UU q, Pe1141ng llefore llo&nl. ao Dooke~ Jo, 980?7, CAarp4 
w lew Yor k Dhlo1oa, bcbalcal Salt, 

the oa\uw17 aoUce of ~f101eaq •• .ailed. Jaavar7 2'1, 19lJII, 
Prior \o llarch 6, 193!1, U.. Head of ~· bcbalcal Staff 1a laUing\oa 
•• a4't'1oe4 craU, \lu'oap Ule U.to Deyaq eo-ioolo,.... Urk ta er-A' 
a 04aferuce llefore ~e lew York office of U.e bclla1ca1 Staff wl\1>­
la U.e oo-caUe4 ~~ porto4, the 1004 .. laforwed. "'-' if Uuo 
lew York ott ice 414 not cna t U.. taxpo.7er• o cOil\u\lllll, U.. U~r 
Secrollar7 4eoire4 w arrango a ooAieronoo in blo own office. J'or 
~· reaooa U.. 11004 41rec\od U.o low York D1't'1o1on to aoolp U.. 
caoo • to U.o ••rr boot • n a..allablo in J OW' Dhlolc111 • tho co,... 
feronco •• arra~~p4 1D U.e lew York office but llO oaUofactlll7 'llouto 
of clooing •• reached., 

On .lprll 19, ~. UDder 8ocretar7 addrouod •e ao foUowoa 

111lclooe4 heron U. io a letter wiUch I bau recol•ed. 
tra. llr. J, llarrott Protl;tw.n and a cow of ., roplJ. liU 
7ou arrango for a hoariac i n ., office oa.o ~~ aax t woak 
con•onlut to U.. .. n 7on ~ot-to. U •-• to .. Ulh 
1o a • t tor wo ohould be able to oeHlo wlU.out cotng ta 
U.o lloard of !ax J.ppo&lo. If 70u will llOUf7 ., oocretaq, 
WO will call llro Pro\.,.....0 
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tho coAieruce •• hold 1A ~· UDdor Socretarr' o office on .lprll 27, 
1938, thoro be~ proout tile IIIUp!Jer, IIJ', liUlaa y, Gl'iftlA; for.or 
Aoolollall' S.cretaq •-•: J, llarrott PretqM.Il; f, C. IIOOilOJ, U.u 
1 014, low York ll1 't'lolon, bchn1ca1 Staff; llAo11 0 . B&uCIIl, Co~eool, 
low Yorll: Dl't'1o1oc, bchDlcal Staff; £, Jl, llllrro, 8004, fochalcal 
Staff; and onera1 oU..ro • .lt \hlo conferoaco ~e aoe .. taorc~ 
41oCIIIOIOe4, tho t1Ker So ere tarr •• ,.., tba' ill hie opi.Alcn u.. suff' e 
pool\lcD WO baoe4 '111)011 a pr..tM CODtraq to wbat Uuo ta;q&Jel' a C\11&117 
414, thU ola -•nt we -.de in tile proeonce of tile ta;q&Jer &lld blo 
coomoe1, Utor ta;q>&Jer llll4 oosul dopl.r\od, U.o cUoc·oaolon contlaaod 
and U.. Under S.cretarr otate4 ~tlnltol7 \bat he boUne4 the -
~er wc.U n• U.. caoe before U.. :&oard aD4 Ula\ •• ehould aot re­
quire h1a to UUpto. 
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lillt.- T. GriffiA, Cont1aue4. 

!Dio oonfor once •• ..,.in r .. ,.e4 \bo followiac .arniac botwoon 
llooora, llaAoe, IIOOUTo Bauon &114 ll&rro, .U \1111 U.ao t.bo OD4ar 
S.cro'*'"T apu et&W \bat llo 4111P"oe4 witt. \bo Bureau'• poUUoa 
&114 \bat t.bo Blll'•u would looe \be oaeo. 

108 

:BrieflT, \bo controTera7 p-on out of u att•P W tax &T01d&ll.oe 
plo.ll wbor obT \bo taxpa7or rl&llsed &D a c t-.1 oaah )lrofit of abou\ 
~16,000.00 on tho lllo of .. curt tloo, but roporW f or tax purpoa .. 
a loll of &bout $U o6, 000,00. 

Oo June 6, 1939, 1 fo~ a ••or&Jid• \o Oad.ar Socrot&r, Hao .. , 
COP7 of e .ioh 11 onalooed, eont& ia11141: rq couolulion 1 \o allow tho o&oo 
to r-in w1 \b t.bo low York D1T111oo of \bo !ecbAiaal S \&f'f for lw>-
411nc UDder \bo aall&l proeeduro1 , 1D \1111 aoaorall4• 1 •TO •T \&cit 
appro'f&l, af\er aarof'ul c oolidora tioo, \o \bo offoot ttl& t if' a propoai­
Uoo o! eot\1-Dt nro eubai\W in tllo approx1-to •• of $6<6,000, 00, 
pluo et&tu\orT 1Dtorolt, 1 would oot b o oppooed to ouch a elo1i1141: of' 
tho aaoo. » o ouch propo11l llao booD 1Ubai\te4 by \bo t&xp&Tor• 'ft>o 
0111 11 l ti l l poD41og 1A t.bo l ow Yor k D1Tio1on. 
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JtJI 6 193!1 

!llltOIW!D1lll JOB tiiDD S.ICBI!A.BT IWQS: 

In ret 1ill1&8 v. Ori trin, 
Uow York. !few York. 

Doct.t Jo, 98077, 

On S&t~7 110~, .JUJM 3, 1113!1, a ..ODforenco •• held in 
:q oftlce on the aboY .. uUtled caao which io now pell41.Q& ~foro tho 
111>.1 to4 S tatoo ~of 'llu J.ppeala ao Doct.t Uo. 118077. 

1bero ware prooont, i n a4di t101l to IIJiolf, 11r. Harold J, Grano, 
.t.ooio tant to tho Secret&ey; llr, Job P, lucllel, Cllht Counael; 
llr. J., B. llarra, Bead, Toclln1cal Staff; llr. f . c. lloone)', Bead, liew 
York Dirtolon, Tocllnlcal Staff; •.!14 )lr , llclon 0 , Banaon, Coaaoel 
tor tile lew York DiYieion. Heura. IIOOIII)' and Banaon were cslled to 
\l&obln&ton tor tlllo purpoae. llr. Grano wao inrttod to attend owi111 
t o bio proopectln ooa1CJ111ont durin& 111!1 loaYe ot aboenco which will 
ollorUy bocln. 

1t>e taoto and too...,• ware rather tllllT dioo\Jioed. Since JOU 

are ta&Ulor wl til til•, the7 need no t be rope& ted here, tlllder tho 
plan of decentraUr&Uon, ao .. t tortll 1n the ••oraad,. creatine 
tile llow York Dirtolon of tile foclln1cal Staff, which aeorari• •e 
houed b7 ne al>d approYed b7 the Secretar7 of lbe 'lr•ourr, tlllo caoo 
nut be bandled on the urito by the Jew York DiYlolon aleaa the caoe, 
by lbe Joint action of Jlr , luchel aDd 411olf, 11 ro.-Uy witlldrae 
troa tbat procedure. Si nce tlllo caoe lnYol'foo a •incla tone of 
Otatutoey appltcaUoa, OYon tho"Cb 1t 111&1 rai .. alxwd quaot10il0 Of 
law aD4 taot, I tll1ak JOU will acrao thot no crollll4 11 prooen t wbich 
• o'llld •rraat a roc.-u4&UOA for tho wi tlld.ra-.1. of the e&ae trc. 
the eo •bllohed proce411l'oo 

Coa111C to the norito of tho contronro7, aD4 .. lrlac 4.,. auo .. 
once for r•oo•ble difforoncoo of opinion, wbich uouallJ art•• in 
oon.~eoUon w1 til oYory tax &YOiclanoo ooh-, U 1o AT r•ooned J-.u t 
that tho OoYaruent bao hare a oaeo which on principle 1t olloul4 win 
and wllJ.oh in praoUoe it •r Yary woll win in the OYont U Up U on 11 
nocooear)', I 1'1114 ao tacto or cirClAiotancoe whi ch would 41atinculoh 
it trc. •117 other oaoaa in 11h1oh •• han dec icled to proc:ec4 with 
uu.uan. 
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lluor&D4wa for t1a!Ur S.crel&r7 ~· 
ID r11 111Uaa f. Grlft111o 

In COIIIdaaiooer Yo Gaor&e lo Griffitba, decided in tba Go.­
aroaaat'• taYor by tile CirC1>1 \ Cow\ of .t.,pPeAla, SeYentb C1rC1>1 t, 
Oil lebnlar7 25, 1939, tba Court (reoreniA& tba Board of 'l!u .t.P­
pe&la) ••\ad: 

• • • • lotwitba\a..U..& tba &r&~aPt bJ raapollllP\, 
oot diapu\84 b7 tbe peUUon~, U..t tile .. 1e of tba 
atock to tba cor~Uo11 •• rr .. troa treu4; tbet tba 
u.a .. otloa aa 111 110 ~ co..e•1ed DD4 tilerefore 110\ 
illepl, we are prea ... \84 witil a a1tuat1o11 in whl.cll tba 
\llxpii7U Doll hla 001111 .. 1 i D\ell\lOII&ll7 fOIWula\84 a COD­

\ri ... nce for the ao1e purpooe of uabliDII tile \l>xp81'er 
to OYOid the l*lJlPt of lill%o 0 0 0 • 

1l:>e ..... extract •• qi>G\ed appr0Yla&J.7 allll ApPlied b7 \he Board 
1D i\8 recu t deelaiOD 1D I.oewoahr& Yo Co•iaaiODU (1107 16, 11139). 
I bell••• the a boYe pr1ac1p1e 1a applicable w1 til equal force 'to 

tile aituaUon of llr. 11ll1aa Y, Gri ffin. 

I hAn tbarefore concludaci to allllw \he caoe to r-ia w1 tb 
tile !lew torlt Dhlaion ot tbe 'rechJUcal Staff for hDD4linc 11D4er 
the uaual procedwe. lleooro. GraYea all4 lucllel conelll' w1 tb tbla 
oonc1uaion. I han told lloaora . lloona7 an4 Ranaon \hat if a 
propoa1 Uon of aettl•ent were aubooi\ted in the ap,pro:daate Bllll of 
$64, 000 .00, plua ata tutort 1n\ereat, tbe general h&ala o! ..-hicll I 
1111hra \aD4 to haY a b een preYioualJ exPlained to 70u bT llr. 11oone7, 
I would not be oppoaed to a'IIOh a c1os1Jlll of tbe caae. 0 therwiee, 
the •twr ahould be ,pre .. ll\84 to the Board all4, 1t n .. d be, tbe 
COlli' w f or Jndl elal rullnc. 

I h&n before ae a •'11&1'8•\ed h&aia for aa8Dd.atorr lep.alaUOA 
4M11Dg wttb tbl~ p~~eral nbJeet, which •• ,prepared aD4 aubaU\84 
ooae weelta ago b7 llr. llooAa7 but whl.cb, tor r ... ona 70u 'IJ»T well 
ap,pre ola te, I .han DOt preYi0\11117 bee able to con older aD4 paoa on 
to you. 1!:>1e •-raD4wa 11 DOW forarded harewl tb. 

.t.Haollec4 
Kr. Moo .. 1• a ~raa4•· 

(Sipad) G'lr t . BelnriA& 
eo..iaaloA•r• 

!10 

Regraded Uclassified



Uotor Improvements , Incorporated. 

19:58 

In January 19:59 )(r, Ja .. u Gre.ha<l, preatdent or the corporation , 
called on )(r, Ranee t o cUaouu the method or reportin<; , tor ina"""' 
tax purposes, prol'1 ta ret.lhed 1n 19:58 in aettl-nt ot litigation 
between bia corporation and the A and C Spark PlU£ CampeD¥• )(r, 

!lane a aaked J.!r, Helve ring and )(r , Reed , who were then in his oftico 
cu other t>Atter s , to dhcuu the iasuo with ur. Graham. Jo!r, Graham 
wae orally advised that in the opinion or wr . Ro lvering and wr. 
Reed the total amount recehed in 1938 would have to be included in 
tho gross 1ncC11118 to be reported tor that year and that there •• no 
proviaian in the atatute that would permit the prorating of the 
ucunt over the year-a oovered by the infring-nt or patenta. 

11r. Gre.ha<l cUd not at~ree wi til ouch opinioc and requeated that 
a fol"ll&l cc:cteranco be arrt..n&ed at a later date • .t.t Ill'· !!&nee• re­
quut a •emorandum dated Fe bruary :5 , 1939 •• prepared adrtaing biJo 
of the Bureau•s poaitioa. A conference waa he ld in the Bureau 
between lolr • Gre.ho.n and Ur . Reed on February H , 19:59 at which t ime 
Mr . Graham was again advised that the atatutea did not permit pro­
ratin& the proceeds or the damage auit in the manner in which be 
peraiated he ahould be permitted to do. On February 23 , 1939 a 
l etter waa addressed to J.lr , Graham 1n reply to lila lette r ot 
February 18, 19:59 in which he aaked to be adviaed of the baaia of 
the Bureau • a ruling and the citation of any caaea invol v1ng the 
iuue which bad been cleoided by the Courta . Sl.ailar 1nto,...tiCI1 
waa t ranmitted to Sen&tor Barbour in r eply to bia latter dated 
llllr ch 1 , 1939 an boblo.l.f ot llr • Graham. 
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'l, VEll!!ON f , TAYLCI! AND RJFrH C. TAYLOR 

Vernon I' , Tqlor and Ruth c. Ta,ylor , San Antonio, Texas. 
()i!t taJC dat'icienci .. ! or 7ears 1935 and 1936. PeJ'ICI.in6 be!cre 
Board o! Tax Appeo.le, Docket Nos. 96893 and 96894. Tupa,.ers 
represented b7 llr . 0 . ll&x. Gardner and llr. O.Orge Rogers, ot Wash­
ington, D. c. Qu .. tion• Fair market val ue o! donated stock o! 
Peerless Oil & Oas COlllp&n7, for gift tax purposes. 

These cases were brought to ~ attention b7 Under Secretar7 
Hanes , in oral conversation on at least t wo occ3sions . Rel7ing 
upon s tatements !rom llr. Vernon F. Ta,ylor, or his oounsel, llr. 
Hanes was of the f ixed !.pr ession tbat the cases bad been de!­
initel7 settled in Washington, D. C. , wherus the Southwestern 
Division, Technical Stall, was seeking addUioMl eupporting data 
desired cy Division Counnl before concurring in tbe basis of 
set U -eot. reCOIIIllllnded b7 tbe Head or that Dhision. The cases 
had not been se t t l ed in Washington prior to the ro,.....tion of the 
3outhwestern Division on April l , 1939, a nd Division Counsel was 
entirel 7 ·•ithin his r ight s in calling !or the additional intonaa­
tion befor e passing upon t he valuation dispute . Correspondence 
with t he Southwestern Division was necessary to cheek certain un­
usual statements, which were oontr&rf to established procedure, 
C~Dde cy 11r . 0 . lWt Oudner. 

The cases were ..ade t he subject or a me010r11Ddwll dated Septem­
ber <0, 1939 (cop7 attacbe<l) addressed cy me to !!r. Hanes, which 
I diacu.ssed with h1a oral.}¥ at a luncheon enge,...ent. !.:r, Hanes 
agreed 'lll.th ce that the additi onalio!o.-tion requested was 
reasonable and he stated that he woulcl so advise the taxpa,yer, 
or his oounsel. 
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In rae 

Toarol 

Do en to t 

(C 0 P T) 

Septeaber 20, 1939. 

Yernon r. ! .rlor , 
Ruth C. 'l'qlor, 
Ban .bton1o , !'uao. 

1935 uut 1938, 

196893 end 196894. 

!be T-rl or caoeo i nvolve tbe queotion or the fair aarket 
value of otock of tbe P .. rleoo 011 and Caa CoiiiJ)aJIT for c1!t 
tu ourpooeo. !be cttto n re -.de in Dec-bar. 1935, and 
Septeaber , 1938. !hh aatter baa been tho aubJoc t of prior 
con• eraatlona between ua. 

!be counool f or tho tupqera are obJeottnc to the handline 
of t heoe caoea on two princi pal groundel 

(l) !hat Mr. l illiaa G. Cul len , now tbe Head of the Soutb­
weatern Diviaion of the Technical Staff, •waa apecially de~ 
i~ated and autbori1ed to oettlo t he caae in March, 1939, prior 
t o the creation or t be Southnetern Divhion ot tbe Technical 
Staff; and that a defini te oottleaent acreaaent wao roached 
between Mr. Cullen and repreoentativeo of t he t axpa1er"1 and 

(2) !hat certain a441 tlonal i ntoraatloD r eepocUnc the 
propertleo o""ed b7 tho P .. rleoo Coap&DT, re11ueotod b7 Counoel 
for t he Staff DlvhloD reproooata an lllll'e&lonable and cootl7 
deaaa4. 

1 u advioed that llr, Oullea never conaldered that he wee 
epociall7 deoigaatod and authori sed t o oettlo t he caoea, and 
aadc DO otateaeDto that be t binko would be 10 oonetrued. 

CoDcerntnc the r-.ueot tor additional tnforaation , the 
tach are that llr. CulleD oubaitted a reco-detloD for aet­
thaeDt iD the caaeo to DlvioloD Counael of the Southweet·ora 
Dlvioioa oa June 28, 1939, ia accordence with tbe preocribed 

' 

1!3 

Regraded Uclassified



Weaorandua for Undtr Secretary Ranee. 
In re : Vernon~. and Ruth C. ~lor. 

deceatrallsatlon procedure ln Board Docket caoeo. On July 1 , 
1939, Divit1oa Couattl addro .. ed a • uorand.ua t o Wr. Cullen, a 
copy ot which 1t attached. On July 8 , purouaat t~ the requeot 
contained 1n DiTiei on Counae11a letter, Wr. Cullen eddreaa•d a 
l etter t o Mr. Georce Rocert requeotlug lnfonoatlon out! lcient 
Ia detail to per.1t a determination of t ho n luu of the onoral 
produclug and nonproducinc royalt1eo and leatto O'lllled by the 
Peerlen 011 and Oat CoiiiJlany In the Statu of 'l'exao and. Old .. 
hona at the dtteo Involved in tbeee appealo. On July 12, Mr. 
Rogero addreooed a letter to Mr. Cullen proteotlng againet the 
requl r e11ent to t'Urn1th lnfo,.,..tion at re~eoted , and requeotod 
that the caoe be contldered without the oubaloolon of ouch 
evidence. On July 18, Wr . Cullen ad<treoood a letter to llr. Georco 
Ro"'re In which ht otattt: 0 '1'be requeot -do In l e tter dated 
July 8 , 1939 , did not contemplate an elaborate and el<]>entlve 
valuation report, but I t It believed. ntetta&ry that a r eport 
obow1ug a detailed ll t t of the prod.uc l nc and nonproduciug ro)'al.­
tlee located Ia 'l'nao be 11&4e in order to enable thle office 
t hrough tbe aid of tbe ! aclll tl eo of tbe .Acont In Chari" to 
u ke a deter.lnatlon of the valuee which ohould be aulcned to 
tbe propertleo of t he corporation. It lo therefore requeated 
that the d.ata to be furalohed contain the name of each leeoe or 
royal t y , Ito le~l deocrlption by eectlone , ourveye, number of 
acre • , etc., th~ percent ot inte~est owned and the dete of nur­
ehaae . c: oet, a.nd, 1! producing, the producttoD ( eorporation1 • 
lntoroat In barrell} fnr the years 1936 and 1936. 'lbe Into,..,.. 
Uon no• i n the fllt r elative t o propertlet loc'et od In Oklaho .. 
Ia believed euttlclent.• 

It doea not aeo• t o me that t hla r equeat t or additional 
lnforNtlon Ia unreaocnable, or that I t would be e ither difficult 
or coatly t o tulflll. 'l'be Staff Dlvlal on doeo not requeat de­
tailed valuation• a a to eoch eeparato 1 t eD ot prop• rt7. but oerely 
e llat of the prope rtlee, wi th ce rtain deocrlptivo Information ao 
above Indicated, tor check and ve r i f i cation by t ho Bureau 
engineers. 

(Sicned} 0uy r, Helvorlnc 

mA/ld 
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HOUSTON fi!I!f'l'ING !XI!eO!!ATlON 

Houston PriD~iag Corporation, Houston, Tuas. IDeo.. md 

pro!i~o tax de!icienciu aggNga~i.ne 1751000.00 tor f ears 19)6 

and 1937. Sta~utor7 notice Jll&iled November 141 19391 pursuant 

to direcUoo ot Head, Sou~hwutern Division, Technical Stat!, 

da~ed O<:tober 26, 1939. ~eotion: Cre41~ tor surtax purposes 

on undia~ributed protito • 

.to interview waa bald in ~he of fice ot Under Secret.UJ 

Ranes 1 ~here being preoen~ llr. W. P. Hobb7, J>r.sident ot ~be ~ax­

PATer corpora~ion; llr. Jesse H. Joneo; COOilll.eaioner Helverilljf; 

and Under Secre~ Hanes. None bad been ~sent a~ ~be confer­

ence bald in ~he Corpora~ion1 e tax e&ee bJ ~he Houston ottice 

ot the Soutbwea~ern Division . On the basis ot llr . Hobb7 1 1 

ex pa.~e presen~ation, and a l etter b7 Ilia to mo dated November 

10, 19)9 (copf a~tached), llr. Hanes addresaed ~be tollow111jf 

,.....,r<lndua to me under ch~e ot November 141 1939: 

"I a~tach horeto letter which I have r eceived 

troa ll.r. W. P. Hobb7. lihan llr. Hobbf wu bere be 

laid ~his oase before ;rou and me in ~ office. I 

have read bia letter to ;rou dated November 10, 1939, 

and i~ seeas so apparen~ tbat hie case ough~ to be 

setUed wit.bou~ t~er expense on bia put tba~ I 

cannot un<lera~a.nd ~he continued horse-~radine 401118 

on in ~be Decen~rallzed Uni~. Apparentq 1 the7 are 

sATing to Hobbf ' accept our ueeaeent tor 1937 and 

we will oo~ 1e"7 one 88&1not ;rou tor 19)6. 1 I~ ..,_. 

to me tba~ he ait.ber owes tax tor 1936, or he doesn 't 

owe it tor 1937. I ·a discourage<! about the •AT thia 

eaee bas been band.led.• 

1 1 " --~ 

'!'he repreaenta~1one ot llr. Hobb7 were denied b7 the Stat! e.plo7eea 

in'fDln d , in the Southwestern Division. See • M:IIOnoclua to llr. 

Hanes dated Decoab• 15, 1939, ~at1118 a course ot action set 

forth in tbe attached copf of lett er uiled JanaurJ 17, 1940, bf 
the Hea<l, TechAiea.l Stat!, to the Head, Sout.bweat ern Division. WT 

rec...end&Uoo not to tran.st• the !ile ot t.be c:aae to 'laeh~n 

_ tor review was approved b7 the Secret.UJ'a -.randua dated JUDUrf 

lS, 1940. 
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Houston Printing Corporation, continued. 

Thie cue, together with that of Vernon F. Tqlor and wile, 
roraus the basis or an unfavorable opinion held b7 llr. Hanes re­
specting the Southwestern Division. In neithlr instance was the 
Stn!! slven opportunity to state ite aide of the cue be.!c:re the 
un!norable jud8'1lent was !onaed. 
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T H E H 0 U S T 0 N POST 

ortice or Houst.on, Texas 

If. P. Hobby, 
President 

November 10, 1939 . 

Hon. ~ T. Helve.ring , 
Commiasioner or Int.ernal Revenue, 
Washington, D. c. 

Sir: 

COPY 

While in .fashl.nit.on soati.o:e &8Q1 I diseueaed with you the atter 

or propoaed addi tion41 esseument o! incoa:.e tax 3geins t this 

Corpor&tion for the years 1936 and 1937. I came to see you aa 

President o! the Houst.on Printing Corpor ation and I hope you will 

recall having referred me to two meo>.bers ot your legal eta!!. After 

a brief discussion with .. ., they were of the opinion that this natter 

should be permitted to tclce its course through t.he usuel channels 

and, as I understood ~he situation, it we did not obtain relief the 

wa,y would be open f or 1.18 to return t.o your office. 

ii'ollo"in.i this diaeussion a protest was tiled with the Interne! Revenue 

Agent in Charge , Dallas Division, a.nd conferences held with the con­

ferees in ~he office of the Internn.l. Revenue Agent there and later with 

t.he !!ouston Division ot the Technico.l Staff all t.o no ava.il. I, there­

rare now request that your office ask that the rue in this case be 

transferred t.o ~lashington for review. 

In order that your '118li!Ory be retreehed with respect t.o tbis •tter, u.,y 

I furnish you briefly the f acts involved. 

On or al:out !.!.l,,y 1, 1931, Houston Printing COJ:!!>"V oorrowed $600,000.00 

under a mortgage i ndenture which permitted the Compan.y t.o pa, dividends 

only it the effect of payment of dividends did not reau1t in diw.nieh­

ir>,i working capital, increasing llabiliti ee, decre3eil\i net. worth , etc. 

The indeotec!nesc secured by the mortg'lge indenture m.atured seri~ in 

amounts r3.Dging from $50,000.00 t.o $100,000.00 Mnuall;y t hrouB!I l!ay l , 

19)5, and $275,000.00 on l:a,y 1 , 19J6. The uturities on the indebted­

ness were =ade throu&h !1&,)' 1, 1935, thoush it wae apparent that the 

117 

maturit;y or $275 1000 .00 on !.!.l.y 1, 1936, could not be met . As a coneequence, 

the Co::pan,y arrangea with the t:ationa1 Bank of Comoorce, Koust.on, Tex.ae, 

tor a loa.n to provide what ever supplnentel lunda .Ught be necessary to 

meet the llinking fUnd requirement . The loan agresne11t with the National 

il='< of Coco:.erce provided, among other th ings that the bonds which were 

t.o be t aken up by the funds advanced under the loan agrece~~t were to 

remain al.ive and constitute aeeurity t o the bo.nl< tor the !unde it adYanced 

in a manner "which would subropte the bank to all of the rights and 

remedies or the bondholders. 
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O!tice o! 
.~. P. Hobby, 

Presiden~ 

#2-Hon Guy T. Helverine, 

~ 1 8 

Houston, Texas 

In coMec~ion with this loan f ro1a the ban.<, the Conspan.y agreed with 

the Nati onal Bank of Co=-rce that it would paJ' no eli videncls while 

any of the Cllnds advancecl by the bank remainecl unpaid . Under this 

loan ave-nt the bank "dvancecl !rom June 1 , 1935 tllrougb ll&y 1 , 

l ) J6 , in amounts of $15, 000.00 to $18,000.00 per OJOntb, an aggreBQte 

of $189,000.00. On ll&y 6, 1936, the twelve notes r:~~~ging fro:n 

~15 ,000 . 00 to $18,100.00 were consolidated into one note for $189,000.00. 

This new note matured on clamnd, though it was unclerstood bet ween the 

t.ank and this Company th"t it was t o be paid at tbe r ate o! $8,000.00 

per !!IDnth begiMing June l, 1936, and i t wao $0 paid. The lo<10 agre~nt 

with the bank was cl"tecl as ot June 1, 1935, though it was not executed 

by the bank until July l, 1935. nhen the bank went to e~e011t e t his 

inatrw:l4nt, the officials o! the bank noted t hat the prohibition against 

payment of clividends """ not 811ff1cient1y or t o their entire s:.tis!action 

included in the inst.""""nt. before the bank would execute this instru­

ll!ent they required that I as President ot the Holl3t on Printine Co.:ra.v 

wri t e the bank a letter evidencine the fact that no clividends would be 

paid by t he Co:11pan.y until the amounts owed to the bank under this loan 

agre~nt were Cully r epaid . Accordingly I called at the office of the 

b~'< and siened tbe re;pired letter written Jul,y 1, 1935, on the stat­

ionery of the National bank of Commerce . 

During the years 1936 and 1937 the HellS ton Printins Co:np&DT clai.!l:ecl a 

credit for clividends paid bec3.use of a restriction againat the pa.yment 

ot any aividende equivalent to t he undietri outod profits of the Cor­

pora tion . The axamin1ng agent contends t lut th ere was not an effective 

restriction a~nst the p&J'lllent o! aividends 1<iUiin the purvie• of the 

Revenue Ach. 

The r epresentative of the Technical Sta!f ~ith •bo: this matter was 

clis011saed ~eed th ~t the provisions ot the bo nd inden ture ·• ere ertect­

i ve with r egard to the loan frat:~ the National Bank of C=rce as •ell 

as to the bond indebtedness. He fllrther &it'•• that llncler the res trictive 

clausea of the ooncl 1ndenture ai videnda could not be paid durin& the 

7ear 1936, and agreed to allow our cort.enUons with respect to tha t 7ear. 

Lnder t he restrictive ca uses of the bond indenture "'""' L!DOIIOt of 

dividends prob<lbly could have been paid during the year 1937. He , there­

tore •ollld give no relief t or tbe year 19)7. The relief he offered !or 

the year 1936, ho·•ever, W:lS depen:lent upon our closi.ng the caae upon the 

baois or his allowing our contention for t h e 7ear 1936, and our agreeins 

to the asseoo.1lllnt fo r the 7ear 1937 . Since we nre prohibited under our 

agreaent ai t.b the b'llll< from pay in$ any dividends for either the year 

1936 or year 1937, we cou.Ld not close on the b&sis offered b7 t.be re­

presentative o! the Technical s taff . 

-
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·ornce o! 
11. P. Hobby, 

President 

13 Kon ~ T. Helverlnt. 

TilE IIOOSTOII POST 

Houston, Texas 

We have autmitted attidavita !ro"' the afticera nt the bank detinit.ely 
llhowing that the loan aere-nt was ande with the understanding t hat 
no dividends could be paid eo long aa arrr ot the tunda borrowed trom 
the bank rsnained Wl!>"id. We have further shown that the letter 

1!9 

given t o the bank by our Compan,y constituted a part o! the loan acree­
ment and was aa e!!ecti ve as 1t it ho.d been a clause contai,.d in the 
aereement. \fe are therefore unable to underatand wh,r we are being 
retuaed the relle.t !or which we ask. 

All of these transaction w1 th r espect to the borda and tbe loan aade 
b7 the Nat ioral Bank o! Coco:>erce were ll!lde prior to the enact.:oent ot 
the 1936 Act. It therefore is obvious tha t none o! these tranaactiona 
or instruments were ade 1iith a view at l.iJoiting or aooiding incoc:e 
taxes . Under the circwnatances we do not feel that we should be forced 
to inc:ur the expenditure necessary f urther to litigate this matter and 
upon a review of this case we believe your cttice will agree with ua. 

Respectful~ yours, 

Houston Printing Corporation, 

81: (Signed) W. P. Kobbt 
President 
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I b&Yo 70ur • ...,rand• ot loY•'ber 14, 11139, t ranolli ttlq a 
l o ttor to 70u troa llr. '1. P . Bo'bb7 clato4 l n .. 'bor 13, 1939 . 211io 
eorroopoD4011co rolatoo to tho lncoao aa4 protlh t.ax controYoro7 
ot tho Boutoa Prlatlq CoapaJ17, Bouuoa , Teao, tor the 7-.z• 11136 
aa4 193?. llr. lob'b7 a44roooo4 a l otkr to .. .....tor 4ato of lon .. 
'bor 10, 1939 baUac 111 th tho aaao oal>Joot. UDClou'b\1417, 11 tho 
thlJICI aoa Uono4 1a 70v ••oral>dua aro ta111q place 1a the Bolli \Oil 
o!floo of tho Southwootorn II1Yhl011 of tho fochal.cal S ta1'f, it lo 
a roprohonol blo ol "-\lQII which a oo4o 1aao4la \o oorroo\lon. 

1 'bon throo roporh troa tho Stat! Dl'rhloa 1a coaaooUoa 
with thlo oaoo. Ia the .. r opor h it lo ota \14 that llr. llo'bb7 •• 
no\ prooont a t uq conteroac. 111 th tho Tochal.cal UaU aD4 that no 
oao l n tho S tat! oftlco a t Bouton hal oYer oou or opob.a to b1a 
to tholr la>owlod.p ao late ao their r eport 4a\o4 lo.,..'bar 1?, 193ll . 
1 auUon thlo olra..otaaoo to a'bow tha t llr. lto'b'b7 baa b&4 to rol7 
'Op)ll tho ropor\o of hlo roprooontaUYo or aooocla\oo. Ia the ,...o 
~. I 'bon to rol7 'Op)A tho ropor\1 of tho .Bureau •plo7oeo. 

'lho S ll&tt ropor \1 4oll7 that tho con1'oroo •ajiJ'ood. to allow our 
( tho cO&.(all7f o ) con\aiiUou n th roopoct to Uaa\ioar (11136) .• 'lho7 
4oll7 that the oontoroo avood. \hat uDClor tho r ootrlcUn olauo ot 
tho 'boacl 1Adonturo ot lloQ- l, 1llal 0 4l1114oD41 ooul4 110t bo pa14 
4ur1nc tho 711Z 1936. • 'lho7 4oll7 that tho \az)la)'er bao 0 ohoWJl that 
tho lotkr pnn to the 'baak 'b7 ov OO&.(all7 conotl tll\14 a part ot tho 
loan •41J'o•oat aD4 •• ... oUoct lYo •• lt U ba4 'booa a ole.•• co.D­
ta1ao4 1a tho a41J'o•oat;• oa the coatra17, U bao 'boon -h\alltl7 
• 11ltalll04 'b7 tho 71ol4 •plo7ooo o f 'bo d> tho .t,c~~Dt 1a Cbarp aa4 
tho SII&U Dlrtoloa that tho lottn of J\117 1, 11136 ••• lDior tho 
corporation otatll\oo ot -·· aa -uthorho4 act not blD41DC _,.. 
\he corpora tloD.. 

'lhooo r oporh opoclt1oa117 4o)l7 tba t tho tax~or •• r ocopho4 
ao 'boiDC ontl tlo4, lD1ar the law, to rollo! tor tho 711Z lll36, aDCl 
tba t oQOh rollo t •• w1 thllol4 'bo oauoo tho tu)la1or rota od. to a coopt 
tho Oo•oroaoat'o oaoo tor tho 7oar 1ll3?. tho oupportlq oto\oaoat 
prepared b7 tho Bouton ottloo of tho Tochal.oa1 Stat! aD4 a4op\o4 
'b7 tho Boa4 ot tho Soudlwootora Dlrtoloa on Ooto'bor 26, ln9, co,._ 
talao Ulo to1low1DC I&racral'ht 

!20 
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·-ru4• fer liMaJ' IHHt&r7 JlaMe. 

.rr• \lite U a,.an tlla\ • .,.. U.. ooat14aa\1&1 ._.,.._ 1a 

\1141 ••• .-Ilea 110 e11Gil a4aiao1oa et ener ao r .. ri.a the 7a&r 1136. 
!ho aM.-... \84 ••-• r .. peotiac U.. rauo at _. ... , ..... 

' 

1o oarraa\ llab1llUoo raprooaa\M aa aoco-Uac U..Oq of U.. ... 
torH 'Qr di* u _. ....... , \o wort oa\ a -.ae1a of uUl.aaat wUil 
tho ~-· !he 1\ott ooaton .. 4o oouo1oaUoal7 aaoleanr w 
olou ..... v,.a oloeor aaal7ah -.ro aroee U.. ara..at 4oall\ 
ao lo tho aoovaq of tho coataroo' • U..or7• 'but ole"" ao oeut.. .. \ 
bad unl\84 U _. cou14oro4 --•ar7 \o cllaap U.. r-lr 1a 

\lie ""'IJIOrUac •• \aoat. 

121 

Aooor41AC lo \lae Staff roper\ of IOYoabor 17, 1J<J9, U.. follo-
1-a b 1111a\ traaeJlro4 a\ aA4 obort17 atwr \lao ooateroaoe in tbo oaoet 

111r. 1. a. nlaoe baa4lo4 tbo oue 1a \lah ott1oo for 
~- I taft, au U.. \axpa7ar ae reproeoa\84 'T Mr. a. I. 
lf~lMla ot U.. l. A. J'IUlllJO CeoQ&DT. 111- . 'f. J' . Job'llr, 
the J'r .. 14aa\ of tbo oarJOr&Uoa, 414 ao\ appear 1a \M 
ooatar-, aar 11aa ..., ... 1a \lite ott1oo nv •- or 
e,Palra lo h1a lo U..1r bowl ..... After loa't1.aa rert...t 
\lie taoh 1a U.. aae, aa4 Ue\ou4 .. U.. ar.--w Jill\ 
tarth 'llr 111-. 'IUMla, Mr. llla• •••• \lla\ ~ at U.. 
oo .. l•1oa of U.. ooater-, a4rteo4 111- . 1J1lllola tlla\ 1t 
U.. tasJ&7er wnU eallaH a ,...,...1 ot u\U-t oa \1141 
-.le \Ia&\ U.. l tatt allow \M olala for 4lY1..._ cro4U 
tor llal aa4 waiYe \lao oll>la tor &a7 oro41 \ 1a 1JlJ7 1oe 
wal4 eerhul7 ooaa14or UII&Ho••aa •- a prepooal . l e ••*• a.. ....... \laat a.. ..._am \llaro w:a.t Mr. 111Mla 
\lla\ u _. eUll ..oloo14o4 relaUYO .. tbo .,.ar liM 'bd 
tel\ U.. h•-•'• ,.alUoa •• .... nroacor for 1937. 
hr .,.. r_.• be •• w1111aa w ur1o•l7 cou14ar a 
,....,....1 for u\Uoaea\ for ltal aa4 lt:l7 • U.. 11aa1e ot 
\lae all._ at \M cro41 \ tor ltal aa4 U.. tall 4ofto10UF 
for 11:17. Mr. ll.lMla 1aoowo \lla\ &a7 roo-oafeU• aa4e 
'llr &PI of U.. oaatorooo 1a U.. ltaft 1e oaliJeot w r.n ... 

... 
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M•o.-.4,. tor Ua4or Sooro-..,. ...... 

011r, wu- •• of \1141 0,1a1oa a\ U.o caaob.oloa of 
\llo ooatoraooo \lla\ llr, Wllloela •• la ~ ...... ot • ..._lUhc 

ouah a propoaol, lnl\ Mr. WU.bola ••W \Ill\ botoro oul>-

111 \Uac nob a propooal ho wlobe4 \o \ab tho • t \or "' 
w1 th \llo a \ \o.....,.. tor U.o _....,, 4 tow 4aT0 1a \or ...., 
Mr. Wlloaa ao 41o~•laC aaothor oooo with Ill' , J'llhola 

oa \1141 \olo]lbaao, llr. Wllllola ab1oo4 hla \lla\ a t\or 41.­

•-•lD.c \1141 oooo w1 \ll \ho w.n&7ar' o a\\o.naqo, thq ha4 

4oo1414 \lla\ \1141 lo\\or 6&\14 .J'I&l7 1, lt:sG, - tl\u\ecl 
a outtlolao\ 1'00 \rlcUoa rola\11'0 \o \he ,.,.., ot 

41wlua48 \o aau Uo \he \u;Nar \o \ho on4U ola1a14 

lD. bo\ll 700J'1 .oa4 woG14 \horotoro ooaol4or ao laeio ot 

oo\\loaoa\ o\hor \haa \ho hll oarr ao4or 1>7 \ho u-.tt ot 
\ho our\alt aooar\ecl tor bo\ll 7aoro, aao•Uac \o 
•39,040.18 tor li36, .oa4 f3G, M7.T7 tor 1937. I• u.or.­
toro •occo•W \o Ill' . Wllooa \lla\ U.o ua \U\OJ'7 a oU co 

110 l ool>o4. 

"llr. Wl;laoa 1o 4ot1111\o la hlo r ooo1loo\loa Ula\ .. 

414 aot ••'- w ii'. nih.la Ql&, ho ALliQ L\ L 

I&ZIIaEor -.o ao~tlaot \o ~· r~ ·~' for 1f36 or 
u:;;ar. woiil ao\ aetd. lla :;::. U::t.azple.r .r .... 
151 ?or 1037.• 

!lho •2;J107or1 • roprooao aU"'' bao a,Pparoa \17 an or ooa \oll414 , 

or oW.U\ocl 007 n14aooo to pro'O'o \ho\ U..ro -.o a rautloo\loa 

b)' \llo lloarcl of Dlroo\aro ot \ho oaliJoe\ M\\or of \Io Io\ki of 

.Jul7 1 , 1936, oo.P7 a\lacbl4. 

IJa4ar \1141 clrcu.o-ooo I ha'O'O oouol4 lu\naaUNio to bo lto,..cl 

\o \ho laocl ot \ho Sou~wu \ora Dlnoloa ot \llo ! oc:ilaAloo1 s•tf \o 

ooll aao\hor coataraooo lD. \he oooo w1 \ll a d ow of 4..,o1o.PlaC cor .a 
•\\on olllcb aro oo\ tor\h lD. \llo a\•cbl4 ,Propool4 1o\\or. l 4o 

ao\ boll..,, \hot \1141 olro-\aacoo Jv\117 •• 1a \altS.ac \ho oooo 

ou\ of \ho r oplar cloooa\1'&11114 proeo4uro or oouol~C \llo tllo \o bo 

\rautarrM to kohiac\oa tor r odow. 

J:aoloaveaa 
Cow ot l o\\or 6&\ecl 7/1/lt'N> 
Propooocl l o\\or. 

(Slpl4) C119' !. Bthor lac 
e-taatour, 
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c-Ut.t.JII Jsnuruy 17, 1940 . 

llr. I . t. Oulla, •-'• 
S..U\IIMe\eN Dlrletoa, !edutlcal a~r. 
1<126 ll"' hUcliac, 
Dallal, , ..... 

Io ret llolletoe PrloUet; Corporatioe, 
!.CIIIle\oD. !exae. 

TMNI 1936 u4 193? • 

111 dMr llr, Ou.lhnt 

!he a bo,.,._eetl\led ca .. wae panclle& before the Hcouton otflce 
ot the b\llnetero Dl'l'ialoe ot the !eobAlcal S~t to the p,....!I0-
4q e\atue aa4 attar oollfercu wl th the \a:l:pa;re:r' 1 rwprea.,\a\he, 
\hare waa hMled 'tv 7CIOU' office OD October 26, 1939, a _ .......... 
dlreo\ le& the le...,ce of a 4«!1cleoeT aotlce on a baala lD .nbe~ 
Ual acruaen\ wtth the 11.~ac- or tba lnhroal ll.a'l'-1 Acut la 
abarp, Dallal, !naa. !be lleflcl..,ey DoUce fte aooor41nc1T h-4 
oa IDY•bar 14, 1939, 

U h r.tue\14 that 7Cfll •rraace a tllrther ccoteftllce l.o thh 
caM wl th t he tollowlDI obJeeh to II!. edt 

1. .,c!MI,.or, lt at all pcoelbla, to han preaeet at aD7 OOD­

fercoe , or oontarccaa, llr. I. P. llobb;y, Preeldeet of the Hoo.eton 
Pd*-a Oellp<IIQ'• 

3, Dl-111 8p10lflcall;y with the \a:rpa;rlr Or l\e rlpriHD\aoo 
Un, the effect of the rettDaDclDC' 'ar...,aeaillt ...,_e with tbe 'baDk 

oo or ab011t llq 6, 19:56, ae ooaaUtuUn& a .... contract executed 
euboequel\t \ o .lprtl ~. 1936. 

:s. Detlaille, 1t pceelbla, the J'l&l()ne tor t&lla.re '117 the 
lo&rd of Dlftcton la He reeo1eUOil of llq "• 19:56, to -uoe the 
ll"•r of lel7 1 , 1931 a4dreeee4 t o the latloul Seek of c-roe 
aa4 wiped )) Houtoa PrtaU~~& Ooapa111, '117 I, P. !lob~, Preellleat, 

"· .. dua'I'Or, 1t poul'il.e, to llehraiee froa the bcllrldaal 
d1 reo•ore, \lo•eel ne, their l<Dowled&e ae4 OODAbact reepeotln& eel& 
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Mr. I . G. Oallee , 
lD rer a....otoa Priatl.q CorporaUoa. 

loUor ot Jw 1, 1935, allon .... u oaod . Ia ot her woll'llo, \ho 
faoh ohCN14 'be MlT 4on1opo4 reopooUac \ho poo1 Uoa ot \hh 
\&spaJe r to o1a1a ~t1f1cat1~ lr ito 41rootoro of t he OODtOD\ 
of oa14 liUer 4at Jw 1,9311, ol\hor lr \ho atfl ... un -
duot of \ho aoqull-aoo of \ho 41rooton. 

If H ou be 10 ar~ I woul4 approolah \ho ho141nc ot 
\hh oonforoo.oo 1a IIOOloton, !o:rao, 117 700lrMlt, wl\h Dlneloa 
00Qu t1 Baoltot.-, aa4 lfoooro. J oDOo an4 llloon p nooat . 

I note \hat all \ho Siatf papo n rotor t o \hh caeo 'br \ho 
DUO of •a....otoa PrlDUn& OonraUoa. 0 !ho tJ'Ilot 1D4on"'" of 
llq 1 , 1931, \ho ec-nt of 11111 1, 1935, u4 \ho 1oUor of Jw 
1, 1935 are 1D \he - ot "lloaa \oa PriaUac epryapr. 0 n- aoh 
\ho 41tfonnoo bo-n \ho woll'lla • corporaUoa aa4 •c~· 1a \he 
t&:<paTor ' o ..... !ho roleall liT \he laUonal Baolt of c-roe ot 
Bouoton W14er 4ato of ~ri1 20, 1938, H beiac J:xhib l t I aUaohe6 
to 7our leUor ot •O'I'oaber 20, 1939, otaho \hat \ho lloaotoa Prln\­
toc OorporaUon , hal ouccoe4o4 t o \ho p roparUoo , rlcbto aa4 later­
li to of \he Bouotoa Pridla& Oo!!!&lll• Pl eaoo bo aarotul. to ohook 
\hlo 41ffonnoo 1a \he corporah - · U 1o ooooaUal to 41otlap1oh 
'botn., a a e ro ohaaco ot - on t h o on o han4, aa4 t ho fo ... uaa of 
aa ontl ro)T nn corporation on \ho o\hor han4. It thoro hao bolD 
t orao4 aa onUro)T new corporation, n aq han tranetoree proc...Unco 
11l'folTo4, aa4 our p rior roferoo.c o t o \ho \upaTer ...,. han bolD 

erToneoGI •• t o l\a esact ~·· 

• 

124 

Regraded Uclassified



In re: on:.. Cwl.all;r PackiJ>« Co'"PNQ' end 
8nbo1dial7 Co~~panl.ea, 

ChicAgO. Illinoia. 

At the request of Mr. Ranee, f ormer Under Secretary, a 
conference was held in hia office on April 13. 1939, from 
9100 A, W. to 6100 P, M • • e t vhich the Co=miaaioner vaa 
pruent, as vas Mr. Ranee' a801atent, Mr. ToW>&, and the tex­
peyera1 end Bureau repreeentatiYea. 

The co,I!Jdea paid proceaaiJ>« end floor a toel<a te.xea 
-are&~<tinc ll,910 ,935.n, end bod prccouinc tax•• 1mpoaod 
end not pnl.d ot $4,228,154. 00. i'hey he4 filed YolUilinoua 
briofe and ercuoente and we re contondinc t or large net refUnds. 

Subaaquant t o that conterenee. at t.be requeat of Mr. l!e.nee , 
t.be taxpa,yere ' representati•ea were rurnl.ahed vitb whet wae 
then bel1end the oost reasonable eottlemont figure - approxi­
""'te]Jr $4oo,ooo.oo - to be paid to tho Gonrnm.ont . This they 
re!Uaod to conalder and to elate h""e made no indica tion tbet 
the:y are villl"f; to PST aey doficienq. The :Bureau repreaonta­
tiYee belia.e thct a aubetantiel def iciency ehould be eeeured 
in tinol settlement of the caoee. Since then. Mr. Ranee had 
inquired from time to time as to the etatua of tho case. 

The texp~era refused to d gn waiver• extondit~g the statu te 
of l1m1tat1ona on the ~tle III caee end, accordiDglJ', in order 
to i neure collection of N17 ••ticionc:y, 1f 1t m e ouboequentl7 
foUDd to be duo, i t wao noceooar,y to heua a etntutor:y notice 
on December 5, 1939, in the eoount ot $2,507,618. 02. Additional 
field in•eetication waa neeeeear:y tor the preparation of the 
atatutor:y notice. It waa &loo neceeaar.r to ~ rurther 1D­
••ot1p t1on of the procenin& tax elsa v1 th a new to the 
hiUNlca of ata tu tor:y notice COIICUM'Int v1 th additional i n­
•eot1cet1on of the floor otoel<e tax cla1a ill order to prepare 
the 0on1:'11118nt 1o detenae to their euit in the United Statea 
Diatrict Court a t Chicago tor reco•er:y of the floor etoel<a tax. 

~25 

Regraded Uclassified



lJI Nl Cb&\haa lfalratacturlJIC Co•V• 
J1patop-'•lw, lorQ Cergllp•, 

Mr. !laue, Wile U~r SeeretaJT, calle4 tha Co• 
lliedoll8r on erraral occaalone w1 th reepeot to tu 
procre .. of tu lnvaeUcaUon 8ID4 aetUaMnt diecu .. lone 
of the proceulos tax retlmd clal• en4 Ulljuat enrich­
•nt llab11Ulae ot thh caae, 

!lot OO"P&'V' ola1M4 appron•t•lT $178,67 •• 00 1a 
proce .. inc and tloor atoeb tuea en4 h.ol ao• llaldl-
1~ for Ulljuat anrlohMnt taua on acCOQZit of tU s.­
J=cUon whicll raetral..-4 the eolleoUon of procaaeiJ!c 
tau• 4urlJIC the laHar part of 1!136. fu caae ,... a 
ca.plieated 011a all4 required illtanelve all4 4atalle4 
lnvaetiptlon beoauee of the fact that tha7 -..mfactured. 
llaiiT cradee of blanlcete, r&DSinc from a u~ell peroentace 
of cotton lliud. w1 th a larce percentace ot wool, to 
blankeh ooneleUn& enttrel)' of cotton. 

Mter ..-roua collfereneee ill the llaraan, a tan\6-
ttve aD"e••nt haa baen reached to enter lnto a final 
eloaiJ!c of both '1'1 u .. b7 tho pqaen t to the ta.zpaJar 
of $8 ,500,00 aa a net retaDd. 
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I n reo Charlet D. :S•~nq end Compaey, 

l4 tlall Street , 
New York. Ne\Y York. 

Tea.r: 1938. 

Ur . John 11. Ce.snee. a D«:ber of the abov ... deacribed partner­

ship , cnlled on )Jr . Ranee, Under Secretary of the Tre&lury, on 

Dec .. ber 29. 1939. in connecUon with the t1ra1a return of inco111 

then Wider consideration ln the office of the Internal Revenue 

~tint ln Chartse o! the Second lie" York lll.vioion end the caoe 

wt\S dlacu .. ed w1 t h ~. Sullhan, then AcUr14 Coi:Diiosloner. 

A bri et was also l ett by llr. Castles w1 t h llr. Sulllva.n. 

oet tlD/1 forth in detail the ioaue involved, viz., proper troat­

ment of n loea repor ted on the '!)N'tnerahip 1 a return ot 1ncotte 

for the y...,r 1938 110 bftvi"'l been incurred "' t l!e consequence 

or the snle of a aeat on the New York Stock ExchAnge, the fir~' • 

cont ention with reoo ect to the allowable deduction ond the 

Allowance which the field repreaentatlYea agreed to recoC%end 

~or the purpooe or aettltnr. the cnae. 

Alter cnrefUlly considetiDC the probl.,. invoh·ed the !ureau 

corcurred in the revenue agent ' & v1ewa and ao Pdvised Ur. Caatlea. 

Ur . Caat l eo was further edviaed that in the event he did not 

agree w1 t.r the recoEJendat1on of the Internal 3evenue ~ent ln 

::!large. he would be given an oppcrtunlty to present hla COB­

ten tlona to the New York lll.viaion of the Technl c&l Staff tor eon­

oidsra Uon. 
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IA rea IUUIIlaaUAC Sbareo C011p&117, 
!ev ll&nn, co...,. 

On November 3, 1938 and at leaat t wo ouboequent dateo 
eon!oreneoo were held ln ¥r , Haneo' office relative to the pro­
poood in~ogratlon of Illuminating S!:areo Comp!LDJ', a public 
uUllt7 holdlnt; COIDJ>&D7, punuant to propoood ordero to bo 
loaued b7 Socuritlea end ! xche2lge Comaiooion. Conference• wore 
attoohd b7 repreaentatlveo of Securitiu and ExeheJlgo Co-looion, 
Chlef Counoel'o office, varlouo Aw\lt Review DIYhion.o and 
Engiooerlng and Valuation DiYlo IDn. The tupa7ero were a .. ured 
at f lrot .conference b7 Ur . Haneo that pro~t eonoidoratlon would be 
afforded thelr requeot for rullngo wlth reopeet t o any sLopllflca­
tlon plan. Sueb requeat waa filed Deee•ber 12, 1938 and It 
developed that the corporation had never filed any t&X returna, 
although organl•ed ln 1931, and there wao a pooolble defleiene7 of 
about $200,000.00 !or 1936, 1937 and 1938. The later confer eneeo 
ln Us Haneo 1 of!lee dlaeuooed the merlto of the deflclenc7 which turned 
oo whether the taxpeyer wae the boneflcl.al owner of otock of an 
operating coopan7, the ta~a7er den)'log ouoh ownerohlp. When Wr . 
Ranoa found the t~7or had ropreoontod It wao tho owner ln provlouo 
proeeodlngo Invol ving eapltal otock tax, be took no fUrther action 
or &n7 klnd, and the taxpayer proeoodod tn the uoual wq, through 
tho Internal ReYenue A&ent'o of!lco And the reehnlcal Staff to dlo­
pooe of tho deflclonc7. After the quootlon of tho additioA&l tax 
had boon dhpooed of, a ruling ..... looued b)' tho eo .. iooioner on 
Doconbor 21, 1939 to the effect that t ho propoood ai~llflcatlon 
In Obedience to a opacified for. of an order of the Securitleo and 
txebango CoCD ioalon would be tax free. 
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In r11 Cc..on-1th and Southern 
Railroad Corporation &114 

t.JUMa- E1aotrio Powr Coa~, 
New tort. lew York. 

On l&bl'\lal'7 3, 1939 a conference waa Mld 1n llr . Ranea 1 

office in regard t o t ha baa1o of aoaeto of Coaoonwaalth end 
Southern Corporat ion an4 Tanneooee Zlectr1c Power Co~&DJ 
which the corporat\ono propooed to oall to tha Tannaooea Valle7 
Authorlt7. V.erlto of caoa not d1ocuooed, - Nr. H&nea aaour1ng 
taxpayer•' repreoontattveo (ur. Boawell Ua&111 and offlc1ala) 
that pro~t conalderatlon would be g1YID raqueot for ruling and 
cloo1Dg agree•nt . .A.ppllcatlon filed febl'\lal'7 4, 1939, 
CoiZll lllOn&r 1 1 rul i ng laoued l!arch 16, 1939 aDd C}Oilng agre&DOD\1 
entered into thereafter. 
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In ro, COllet COIIlpany, 
st. Paul , llinnesota. 

On or about December 15, 1938 a conference wae held in 
~r . Haneo 1 office from 4:30 P. M. to ?:30P. II,, relati•e to 
tho propooed reorganlzatto11 of Comet Cocpaey, a peroonal bol4ing 
compaey, with Praaier-Pabot Corporatlo11 ill which CollMit bold a 
111botantlal intereot. Field icveot t,atioll dioclooed the 
roorcanhatlon waa o11e whereb7 tbo otocl<bol4oro of Co .. t we,.. 
att011pting to •~change their bol4i~ tor otoclc of Premier-Pahot 
In a t~ !roo oxchallge, after Promtor-Pabot wao rocapitaltsod, 
rather than liquidate t heir eorporatio11 Ulldor tho proviaiono of 
Section ll5(c) of tho ReYeiiUO Act of 1938. lfwloroua co11fero11ceo 
were beld in Bureau with the taxpayero' attorneyo (lleoore. Korner, 
Doyle an4 Blair), with the reoult that a rullDf; • u tooued 
Doco•bor 12, 1938 on their application of November 19, 1938 
approving a recapitalizatioll of Premier-Pabot, a~~d, at the epecifio 
requeot of the tupayere' at t ornOJO, no op i11lon of the a ttempted 
reor,anlsatioll of Comet waa expreoood, tho attorne7o being tully 
aware of the Bureau'• unfavorable attitude toward a nontaxable 
raorcanlzation. The a ttorney• were advieod by llr. Bane• that be 
wac convinced the Come t reorganlaatton would be t~ble and the 
Bureau 1 o ,..tbod of computing ouch tu wae fair. 
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In ret aa. ... 1 IIOtore Seouritiea Corpor&t.iOA aDd 
0......,.1 JIOtore llaDA~nt Corporation, 
17715 Broad-.)' • 
New York, W•• York. 

On or about Septeaber 15, 1938 a conference ••• held 111 
llr . Baou1 office relatlT• to the propoaed reorgaoisatioa of 
General llotora Securi iiu Corporation and General llotore 
~Mnt Corpcration. llatter c111cu81ed inolYed legal 
queation which llr. !!&•• referred to llr. lenchall. .&.a r .. ult 
of conference -Dded requeat tor rulinc waa fUed Septnber 28, 
1938 anc1 ralinc deaired b7 taxpa7er iaauecl Deoeaber 16, 1938. 
Cloainc acree .. nta entered into later. 
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lD r e o Fiak Rubber C~, 

Booton, lllt.a• obu•tt. . 

Tear11 19~11 et llllb. 

., . 

OD or about JuDe 5, 1939 a conference ••• Mld 1n l!r . 

Raoea' office 1n recard to tM 1933 and eubaoqueat r-are 

roturne of 1'1ai: !lubber Coa- wb1cb wero 1n S.cur1t1ee 

S.eUon, li:cc1noerioc ao>d Valuation Dh1a1on, awa1HDC 

formation of office pollo;r ln r-carol to ba ale of aueta 

acquired 1n a bolldholdera reoreao>ha t1on . Prea1dent of 

CoiiP&DT 1nd1oated be would be w1llin« t o wa1Ye traneforor'e 

baah of aaoeto 1! JNreau would allow tM corporation a 

roaoonable •aluo of aaoeta at date acquired. llr. Baee 

referred tile Preo1dont of tbe co- to tile lhtit. tbe 

• 

returna were referred to the X..tercal Revenue Acoct 1n Boa ton, 

and cloaed 1n that office. 
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In re1 Timee Herald Print iac Company, 
Dalla a, Texaa. 

Wr. T. c. Gooch, vice preeid ent or the corporation, called on 
Wr . ll&oea , t hen Under Sedretary of the Treuur y , on .Au&uat 23, 
1939, relative to t he incooe tax c~ae of the corporat ion !or 1938, 

Wr. Gooch atated that the ca .. waa UD4er 1nYet t1gat1on 1n t he 
office of the Internal Revenue Agent in Charge, Dallaa, !exaa, and 
t hat the r ... enue agent who waa -iniD& the recorda had wggested 
t he poui bill ty t hat section 102 of tha R..,enua Act of 1938 relat­
iD& to the aurtax on cor poration • i 10properly ~~eC\lJINlating surplus 
••• appli cable to the ca ee. Ur . Gooch requeated t hat if poaaible 
t he caso be brought t o 'faahington f or deten~ination of the Ua­
bi l ity in order that competi ng or ganisations in Texaa would not be 
in a poai tion to aacertain t hat the Bureau wao propoo1ng to iapooe 
t ho t ax under aection 102, 

Wr. ll&oea referred Wr. Gooch to the Inco111e Tax Unit of the 
Bureau e.nd he diaeuaaed the caae with llr . T. c. llooney, Deputy 
Co11111t11oner, Income Tax Unit, Wr. Gooch waa adYhed that there 
waa no npparant reaaon for l!l&king e.n exception in tbh caee to 
tb.e decentral h ation procedure which had been eatabllahed but he 
waa ~aaured t hnt the trentoont of the caae i~ t ho field would not 
ruuU in any publlc ity, 

'fhe report of the r~Nenue qent 1 e UAI11na t1on conr1ng the 
year 1938 waa rece1Yed recantly 1n the Bureau and 1t 1a reco.,_ 
Mnded t hera1n that a deficianq of $12, 609, 38 be aueaoed, of 
which $12,574.44 repreaenta the tax l1ab1 U t y aa computed under 
oection 102 of th e 1938 Act, 
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In res David II, Look. 
New York, New York, 

Under date of June :lO, 1939, a memoraodua wu received h'oD Und.,. 
Secretary Ranee ' office, •ICDed 'b7 P, YoWl«, relatlve to an a .. eouent 
of lncoae tax egaioat t he abov .. men tiooed tlUJ)a;rer 111 the a..ount of 
$121, 336, 11, tor the yeer 1929, which waa beiD& paid In i netallamh in 
accordance with an agreement with the Collector, Third lew York Dlatrlct , 

llr. Youn& adYhed th<\t llr, Look called at bia ottice and stated 
that he did not have the tunda with which to make t he agreed ioatallment 
p~enta and be desir ed to know whe t her a core aatla!actory baaie for 
peyment coul d be evolved; whether tho totlll UDpald balance could be 
r educed; Md wh ether a reduction could be al&de In t he lntereat a<>-
cr uiD& on the unpa.ld balance, 

I n a me:.oraoduzo to Under Secre t&r7 !!anea dated J une :lO, 1939, he 
waa lldvlaed that the detlci ancy in question waa uaeued In aecor d&Dce 
w1 t h t ho deciaion of t he Unl ted States l!card of Te.x Appeal a aDd there 
•ppeered t o be no beala !or a reduction of the balance due or the 
lnter oat accrued thereon; t hAt t here wee no authority in lew tor the 
accept ance of an offer in COJI!PrOmlae for tax legally due 1! it can be 
collected; end t hat the p eriod during which the Commi s sioner ~ 
extend the time for p~ent of deficiencies under oeotioo 272(J) of 
the Revenue Act of 1928, na uended by section 816 or tbe Revenue Act 
of 1938, ~ long since expired, 

The Uoder Secret11Z7 waa advlaed t hat tbe aatter of collection 
of the dottciency io t hh caao waa a ""tter eotirel7 witbio t he 
diocrotioo of t he collector, 

I o a Domorandum d ated June 28, 1939, the Uoder Secret&r7 oug­
ceated t hat the ~etter be referred to the collector with a Tiew of 
workinc out a more aatiaf ac tor y baoia of p~ent or the outatnodiQ& 
defloioney. 

On July 6, 1939, Yr . Ranea 1 .ugeeatioo wea tTnosmitted to the 
Collector, Third New York Diatrict, and ur. Ranoa waa ao adYisod, 

UDder date of Sept.,.bor 12, 1939, the collector lldTiaed tbia 
office that llr. Look lw! vllited bia office ao4 ~ conferred with 
:!>let field Deputy .Uexaoder &1>4 io bia opi oi on t he f acta 111 llr, 
Look' a cue did oot warr&l>t or Juat1fy any aetloo to cforce col­
l oc tioo a t tbio time, 
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I n r ei .L. G. :Budge, 
Honolulu, 1!1\wal.i . 

llr. llwl&e called upon l.lr , llsneo on April 23, 1939, 
concernillt; hia eaae which w&o then p end1~~t; before t h e 
InternAl Revenue Agent in Charge at Honolulu, l!&wai i , 
aa reoult of which llr . I!Meo r equeated llr. 'fencbal t o 
accord llr. Budge a he&r1"6 1n t he Pacifi c Dh'1a1on of 
the f ecbn lcal Staff . SUbaequent to that t i ae t he 
tupayer 1 a a ttornqe haTe adrtaed Mr. llallea of the 
pr os;reu that thq haTe been meld.llt; on t he caee and on 
llec.,.ber 29 , 1939, llr . I!Mea addr .. aed a meeor andum t o 
l!r. D. 'f. llell, in which he ot ated t hat h e b&d been 
followi nG t hia tu case and bc.d t old. t he taxpayer ' • 
counael that be would turn thi a matter oYar to llr.:Ball 
and that llr. llall would be good enoueh to follow i t 
with the llureau and oee that juotice wae done to all 
concerned. 
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CA.LA!!l!.l sur.&s ESTATE 

Calamba SUgar Estate, 2 Pine Street , San Francisco, 
Cali!ornia. lnco1118 and protita taxaa tor 7eara 1915 to 1934, 
inclusive. Pending in pre,-90-daT status. Tup117er represented 
b7 llr. 1'1. \1. Spaldi..Qg, Washi.ngton, D. c. and llr. C. f' . Jacobson, 
appareiltq a liashingt.on representative ot aurar interests. 

R•~ upon the representations of llr. C. F. Jacobson, 1o 
ao ora.l interview, llr. Hanes suggested in 1114 lDOIIIOranoma or 
Nov.ob_. 12, 19)8 (cow attached) , th&t the ease be handled 1o 
the Bal.U.Ore District, •as it •- to .. there is a f:Dod daal 
of aubst!IDce to his (Jacobeoo) &r£UO!ent that the aaa.a,r 7ears epent 
on this case here lllight be lost to the Oo.,.rnooeot 1! it is sent 
to San Francisco. I 1l'ill be ¢ded b;r 70ur opioioo io the utter." 
No Bureau man was present at the interview between 11r. Jacobson 
and llr. Hanes , but it is evident that the representations of the 
fol"'llllr did not present the entire situation. See rq lMIIIOrandwa 
to !.lr. HMee, dated Nov..,.ber 17, 19)8 (copy attached), wherein I 
conclude aa follows: 

"lt 1a rq considered ju~nt that a compliance with 
this taxpayer • s request would ahortq becoae wideq known 

MOODf \fallbington tax pr actitioners and would form a .basis 
t or drawinB innwaera . .ble eases back into the Bureau in Wash­
ington and the.r eb;r destro7 our major o.bj actin in the 
pro,raa we are undertaking to inlwsurate and perfect.. " 

I heard nothing 1110re of this astter !ro111 llr. Hanes . 
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Commissioner Helvering 

l.lr. Hanes 
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IXJWISSIONPR 
rrov 15 1938 

Internal Raven 

Novonber 12, 1938 

A llr. C. F. Jacobson c&l.led upon .,. cluring your absence Mel 
earneetl.T r equeet.ecl that we conaicler the long hiato17 of cliscussions, 
etc., 1n the matter of t he Cal.amba Suj!&r Eetate, llani.la, Philippine 
Islands, 1915-1934, 1n reaching a decieion aa to ~hether or not the 
case should be finall.r settled 1n the Baltimo.-. cliatrict .,he.-. the.-. 
are cen tboroughl.J' faerlli•r with the bietory, or whether it should be 
t r3..'1aferrecl to the San Francisco office. I would like to have your 
opinion on this matter as it aee:ns to • there is a good deal of sub­
stance to his a rgw:tent that the IIW\1 years spent on this case here 
J:lieht be lost to the Govemlllent it it is sent to San Francisco. I will 
be guided by your opinion 1n the matter. 

J. 'II. H. 
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lo,_'ber 17, 1931. 

diiQfiUI)III JOil IIi. 1141111 

... C.laalla a..,.. ... '-· 
2 P l.aa 1-\, 
Saa J'raaolooo, C&Ufonia. 

-bla l a&J'ol 11116 W 11136, laobd'No 

J loa.,. JOV --- daW 1-'ber 13, 1931, nlaUYo 
10 uw. raquu\ of llle roprnea\aUn of \be .,.,..,. hpr la\aw 

'*"'' 1\o oaoo be wl\bclrawa & .. 111e 4eoeat.ralbaUoa prooeclvo 
&Ad f1Aa1l¥ oo\\1e4 1a \be 11&1\laoro l)lo\rlc \ ..,..._ o"i'JJoMl¥ 

UW.ro are- \boro~ tlralllar wUil Uo lllotoi'J'• .t.~la& 

.., ov rocor.lo \be Ca.laolla S,...r laaw 1o a ~oUc aoooclaUoa1 

111e \Up&J'or olalao 1\ 1o a Plll.llipplao aoooolaUoa. \IlLlo 1o aa 

lapor-\ too .. 1a \be oaoa. !be Calaobe s....- Ia\&\& _. orooW 
b7 a pooup of Sa& Jraaolooo Jll'-'-"" _..,a d.eol&ra Uoa of 
tzu\ .XoCll\&4 a\ Saa fhaclMO o& ~ 16, 11114, b7 Al&eol 

~. 11. nal-oll&r &Ad. Oocar 8u\ro, aU of Saa lraa<>looo, 

who waro d.oolpaW ao \ruW.o. !1M bulaen ao\l'rl\loo of 
111e lea\&, ao14e he. fla&oola1 •• .., .. , &114 - \J'Ol, aro a U 
coeoluW rl\llla !lbe PUllpplae loJNU, !1M hOOrU JII'I'1D1&1.ac 

\o \llo or..,uauoa of *• _, ooaw, \be to.-.oo of 1\& 
oocv1Uoo &Ad. 1\& ..,.ral n-1a1 rMOrio are .,., , 1a Saa 

l'ruoloco beoo•• \llo f1•eala1 opoftUO&O of \be ~ are 
oourollod. liT la\&rooW Jllli'Uoo 1& Saa l'raaolooo \laroliCil U.dr 
-...car roold.oa\ 1a \be lol&Ad.o. !1M rooor.lo of \loo alU opoll" 
aUoao are .,.,, 1a \be 1ol&ll4o. 

AU ro-.. MYO "- tll.o4 1& Saa 7raao1ooo. Oao ro-.a 
._. U•l¥ filM 1& 11116, w\ aU \be NO\ waro d.ou.&-• roaraa. 

!lila oJ'lllo&l o••'-'"C .....,, •• ropor& daW 7o'llrwz7 13, 
11136, •• pi'Opel'M b7 ........ llaroow la l&a l'raaolo001 a O'llpJ1-a1 

rapor\, d.o\M J- ao, 1113?, _. JftJII'I'o4 1a \he ftlUppl.aa IolNU 

aiar .....,, llaroo_. o •• nloloa &Ad. ooa\ w - ..._., 1a CMr• 
&\ Sao fhaclooo ,.. tMa \fteee! ""' - •llrPo4 to ·~· 
!be ~ lou hOOlYed. oog1oo of boU. \M oncs-1 &Ad. ·~ 
-•1 roporw "' 11u eo\ ,., tll..t. a d.oallM ,...._, U>aroa , 

Jll'ofarrla& w a•U Ulo ln- of a Jll'olles_,., lo\W """ tMa 

PJ'O\oa\ - - ao a ... la. tua far Ulo ~ lou tUM a 
brlot ••-• roopooUac 111e oLftll.o 1o .. o _, U loa NllwolM 

aa•oaSaU.•a &M u\ a '-ee\lo •••..S.Uoa. 
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"'t··.. • . . 

- :s -

wolllAl _,..ollo•b!T dlof•t ~ ....,I.e 4aoea-11aaUoa •-•· 

1 """" 711• \laUe 1o ao oalle\eaUal Ml'i\ \0 \.bat ,.,.,... of \be 

\aX.~-·· r""-' alta0t1p .. a •Uer ot La1Ua1 iap'Mol.oa U 

h ple'llalblo. 

!loe ua\ ,_ ... l.cM4 \7 \be -..-,er 1a \lla\ a -.alai' 

wolllAl be lapooe4 ..,. 1\ o1aoe 1 t bao a.plqe4 l aelllac- oo_.o1 

\0 rapreuat U 1a \be paa41A& oue• &A4 a- -ul laa lie• ••P' 
U..rooa tor a- -or \U• 7eera. lf oouael 11u ct.oae- oort 

oa U...• ....... &be liV•• llu ..,, "-\be ..._.no1u7 U.Uaof • 

.... abon a\a\ecl, ... pro\oat """ .. ,., beeA n1e4. !loe ......... -

ao t oltJao\ \0 \az~en ra\ahtac laalllac\Oa oo-1 but U ae­

bopoulble, 1f .. AN \0 azq tloie pro- ....,..., \o clft.., 

••l&ht -\oonar \o ~ pl• \b&t ~ proaeAoo of l .. lllac- -•1 

la a aaae allolllAl ......_ ~ al&ll4ari proce4ve. 1\ 1a ra~ae4 

..,. ' 1Jo - .... a oou14..,..b1e \llo-c;ll 1aclui41,..1Ye work w111 b&'fe 

beaa ct.ou Oil ...,.a wt>lcll of u-a1Q' _, be \l'aUf-rocl \o \M 

flal4 &A4 coYorocl ....O.or \be flel4 proce4W'e. !Ida h 1MY1 tallle 

u a ger1ocl of \l'aaa1 Uoa, .lf\ol' ~ paaci.I.A& ouea are 41apoae4 of , 

\.ba t q ... auoa tri ll""' ._u ar1aa. !llal'efore, •••" 1f -lct.aralllo 

work bact. beaa cloM 1a ~ •tter of \be Calaaba s,..... lalla\e, 1 

wolllAl aull reo oad. tb&t \be .... be lett 1a ~ S&ll fft.Ao1aoo 

off1 ... 

It la 111 oou14are4 J..S.ellt tba t a oooopll.allca ·d \11 tbh 

aa~ar'a r"'lueat wolllAl lll>ort!T becoee w14e!T laaowa ..oac l ealllAc\OA 

lla& praoUlloMn &A4 wolllAl fo,. a b&a1a for cl.fttrlac s.--rable 

..., .. balllt la\o ~ J-• la V&abi.A&\oa &ll4 \bel'ob7 cl.ae\1'07 ov 

•Jor ebJecUn 1a \be procr- oo AN ....O.or\a.kUc \0 Ua'Q&1&1'&\o 

aact. perfect. 

I I 

c-1 .. ~. 
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THE CITY NATIONAL BA.NK AND miST COliPANY 
OF COUJV!W 

Tho Ci ty National Bank and Truet Cooopan,y of Columbus, 20 
But Broad :>treat, Co1Ulllbu s, Ohio. lnco• tax detichncies tor 
19:36 Md 1937. Question: Bad debt deductions. Pending before 
Board as Docket No. 101,0:36. 

C&se considered by Cincinnati office, Cer.trol Division, 
Technical Staff, in pro-90-day status. On Septe:ober 23, 1939, 
the He~ ot Central Division directed tbo issuance of a et"tutor)' 

notice. 

On Novel!lber 8, 1939, l.!r. Hanes addressed a memorandum (copy 
a ttached) to ae, stating that the taxpayer's president, Kr. J. H. 
llcCo;r, wu referred to hila by the Coaptroller of tho Currency; and 
requesting a report on t.he case •so t hat we can aake arr:u~BCents 

to diseuse it here with tbe Coaptrollor.• 

On November ::0, 1939, a conference was held in l.!r. Hanes' 
office between Govert~~~~ent mea oo4'. I dell vered to Kr. Hanes a 
lenst,h;r report dated November :CO, 1939, to ae from the Head, Tech­
nical Stetr. 11r. Hanes se-d to be in r eneral asr•-nt 'Ill th our 
position, and stated he would turn tho report aver to t.be Coltp­

troller 's office tor co.,.ent . This ~ms done oo Deeelllber 26, 1939 
and on Dee..Wer 27, 1939 Kr. OphOolll advised that the Comptroller's 
or! ice was not disposed to disa,ree with the Bureau 1 s actl::on. 
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coPY 
l oYember 8, 1939 

tot Commholone r Bol Yerlnc 

J'roalt 11r. a-u 

11r. J. B. 11cCo:y , Preal.d.ont of tho Cl.t:y laUoaal -

and 'flu at C011p8DT, Coluabuo, O>l.o, wl>o waa retor..-4 t o .. 

b1 tbo Coapt :roller of tho Currocc:r, baa a ~ caao now 

pond.I.DC lD tbe d.ecentrelhocl oftl.co l.n Clncl.tlllatl. wbich 1s 

boiDC handled b:y Kr. C. C, OuT of tho !ochnlcal Dl.rtolon. 

l oulcl :you bo ccod. e nougb to aolt tor a report on tblo caoe, 

a,ncl ad.vioe • • wbon :you reeal. n H ao that we oaac.ake 

arrancemento to d.l.ecuae 1.\ hero wHb tbe Co"Ptrollor. 1 

will appracl.ate :your baYI.DC thl.o .. ttor o%pocl1tocl . 

J. 1 .8 . 

• 
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F'REDEIUCK m I!R 

!>rederick Beller, San Diego, Calilornia. lnoome tax 
llabilit;r, 7ear 1928. Stipulated before Board ot Tax Appeala 
and final order entered June 29 1 1934. lle.'IIOran~ tranllllitted 
trom Under Secretarr on October 20, 1939, 1n connection with 
t .u:J)ll;1er's rejected otter in ooaprolliae ot $3325.51, and re­
queatl.ng a contereoce be gr3JIIoed llr. Beller. Conterencee held 
October 24, 1939 and subsequentl.T. Otter incruaed to 
$8175.00, rec.-ended tor acceptaoce and approYed b;r Acting 
Secretar7, Dec...,er ;n, 1939. llr. S.U.er'a increased otter 
resulted troa his subllittl.ng the additional nidence which 
the Stat! bad insisted upon all aloac. 

144 

Regraded Uclassified



In re1 

Year II 

Bernoa llewbert7 
and 

Elhabeth lln*q 
Prortdonco, Rhode h1and, 
1928 tc 1936 inc1uoi ve. 

Shortly prior t o S"l>t•'ber 14, 1939, llr. RedOIMCher of 

llr . Ranea 1 office telephoned and requeoted a .. ....,r&ndiLD co~ 

carninc infora&tion &nd the present e ta t uo of theae caoeo. 

A oix page ,....,randw:o waa prepared and tronal.t ted to llr. 

!!anee on Sept•ber 14, 1939, which dloc1ooed that the mat ter 

of criminal proaecution wao receiving conoideration in the 

llureeu. Deflciencleo in tax "4!Ue&atl~~& $1.30, 955,60, pluo 

!/Jf, ad Y&lor• penal ty of $67, 081 , 98 had be"" propooed to 

be aeoorted, the &d.dl tlona1 income upon which ouch deflcieftcieo 

r e11111ted lll'hlllfl from failure to report proflto fro• cort&ln 

otcck traoaact1ona 1'\Dd the underotat ... ent o! pro!1h returned 

on other tranoactiono. '!'he unreported pro!l t from otock 

tranaac tiona wae in excess of $1, 000~ 000· 
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:o••....O"'O '" IHT<O•"'- OM•ut: 
...-.:..._.,,. 

c.o~fi'W'I'C_ .. _ 
_ .. rot .. 

TREASURY DEPARTMENT 

WASHINGTON 

4AII '7-

Referring to .,-oar request for a at&"-t 1n 
rwpect of certa1n cues d1spoeed or 1>7 Kr. llaMa, 
WU. tlllder S.CI:'Btar)-, .,.aar att.ction 1a clirect.ed to 
U. Act of .t.uguat 11, 1939 (Publlc - lo. 400 - ?6t.b 
Concreaa), proridiDg for the r.rw.d of the intemaJ. 
Rft'enue tax pa.14 on ap1rita loat or ....tared ~ 
able by reuon of the !'loocla of 1936 aDd 1937 1lbere 
such apirita 1nll'8 1n the poaa ... ion of U. ~ 
te:rpll;yer or rectU:I.er r or bot t11.na or uae 1n rectifi­
cation. 

ThU .t.ot •• 1nt.roduced as B:1ll a. n. l.64S 1n 
the Bouas of Reprasentat1Tae OD January 4, 19.39, by 
Kr. Crowe of Jnd1aM, and we referred to the C<lll-
111 t tee on ...,.. and lleaDe. 

Q1 Januar;r 23, 19.39, t he Chairan or thet c-. 
llittee requaeted th1e ~ to tumieb a r<~part on 
th1e bill. Q1 Jlt.r<>h 4, 1939, 1n a letter BiiD*l 1>7 
Kr. *"'-•• J.ctiDc Secreta.,., the ~rae 'ed 
thet the bill not be passed ~unit._. adllit~ 
tor t he rel.1et of 011111 t6oqajer (Joseph ! . s.a:z- & sona, 
Il>carporated), and 1n deroption of tbe ceneral 1n 
applioable to .U other ~ra. .1 eopr of tba let.­
ter 1s attached. It ehoul.l1 be stat«!, hOftftl', t hat 
two ..U claiaa ~.,. been filed b)- ot.ber cc.p.Diea, 
11111ch apparen~ c..a within the prortaiona of the .let 
entitli.na t he cla!•nte to retuod . 

In epita or the objaotiona or tbe tr.sury 
~. the bill passed t.ba Hou .. on Jul::r 2.S, 19.39. 
Q1 .luguat 4. 1939, it passed the s-ta l>T t_n,.,... 
consent, wit.b an ... Ddlolmt whidl beO&M Section 2 of 
t.be .let Nlat.i.DK to the oollaotion of certain Sooial 
Secur1t7 taxee. Q1 .lllp8t .S, 1939, t.be a- caacurred 
1n tbe m laeut, c~ coacreed...:l. action on 
tbe bill. 
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em .l,.,...t 7, 1939, tbe ll'clreau of the Bud&et r.­
qoeeted tU llepll.rt.Dt to f'ambh c.->ta for tbe 
parpoee of repcrtiJlg to t be Preeideot whether tbere -
Uf.1 objection to tbe appr~ of the .let. 

The utter ._. referred to this Bureau md a let­
ter, acc~ed by a~ of clioappr~, ._. 
prepared for tie a~ture of the At1w1n1 stNtin .leaiatmt 
to the Secret.arT cd. addneaed to the Director of tbe 
llurMI1 of the Badget, 1n which tbe nwa IUipJ'e&aed 1n the 
Dep&rt.ent•e lett«r of lll.reh 4, 1939, ,...... raetated .m 
it wu rec ""'ed that the earolled ~ not be 
apprond.. .l COSJT of this lett«r .m tbe .-or&ndla of 
clieapprooral. are attached, 

em .l,.,...t 9, 1939, Jll', ll&nee held a conference 1n 
his office which incliX!ed Jll', Tbc.peoo, Jll', B«rkabire, 
Jlr, Iounc .m me, which he opened by pre•eati:aa a letter 
be bad prepared for his a~tura, t1.11:1nc tile oppoed.te 
new .m not rec •l1n& Preeldeat1al cli•~ of 
tbe enrolled bill. After H8d1Jig Ida letter, I a liked 
1f the purpoee of the cCIIIference ._. to requeet ue to 
apprOII'e his letter .m he annered 1n the aftiratin, 
stating that he did not t.h1nlc the Depertm.lt ehoul.d pre­
sent oppoeing news, I oppwed his action 1n etrong 
teru, but wu UZl&ble to cliawade bi:a trca the poeition 
be had taken, &J~~:ept that be did state that he would 
f~ with b1.a letter a cow of the .-ndua pr._ 
pared by the Bureau. COS>T of Jll', Banee ' letter 1e at­
tached, 

em .l~~~W~t 9 or 10, followin& the coafarence, Jll', 
I oung telapbooed Jll', Berkaldre thet be had prepared a 
..arandua cOY&ring tbe cCIIIfereoce cd. w&e •encliili a 
COSJT to Ilia fer bb fllaa, COS>T of th1a --..tua, 
dated .l~~~W~t 9 , 1939, ia &lao attached, 

!he bill._. awOII'ed by tbe Preaidaat oo .l..,..t 11, 
1939. It aw-n .tr<a tbe "Stat.aut by tbe Preeideot 
oo &pproorinc B. R, 1.648" that he hesitated to aicn tbe 
.let for toro re&aClliS, the firet of 11h1ch ia applicable to 
tbie •tter, .l COSJT of the atat..ut i s attached, 

em Septe.ber s, 1939, .Joaepb a. s-cru "SoDa, ID­
oorpcnted, filed a cl&1a tor N1\md of $3l.O,:U),)2, 
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Qa tbe- date hl.1.- J:;nl• DlaUlllDc C '1 v, 
r-arparaw, (u aU1ll.ate of .Joetph L a..s wIt 
s-, r-arparaW), ru..t a oJ.aja tor HhD4 of 
1113 ,420.,0. !hen ol&DI _.. n.pp«t.ed bT mw1 
DOU cloo ctl 'llhioh _.. t~ to tp Dl.triot 
Supcv:Laor, Jloohol !U: 1JD1t, Chioap, PHMI•, tC' 
audit ucl1Dft8t1&at.10D. .l oa.pl.ete report -. tv­
llim.cl bT the D1.tr1ot Supettieor ucl aiDoe 1t appMncl 
t.bat all r~uta ot t» atatna ba4 bNft ..t, aeoh 
oJ.aja aa allOINcl 011 ~ 24, 1939, ucl ohaob 
conriJl& the .. UD~~Dta _.. 1uuacl 011 Dao..t>er 14, 1939. 
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STA'I'l!liEIJT DY THE PRESIDENT 

ON APPilOVOO H. R. 1648, 

August 11, 1939 

"An .\ct to refund tax paid on spirit:! los t by reason of 

the floods of 1936 a.nd 1937. " 

l hesitatod to si,;n this act for two reasons: 

( 1) It dliforcnti ates betv:oon orl11inal 

taxpeyora where distilled spirits wore lost or 

destroyed becnuse of an Act of God, and others 

not ori~ owners 1'11!<> through flood lost si.a­

ilar property . 'ntis is, at least, a rom of 

discriJnination , Furtheroore, I doubl. whether 

the sovornoont nhould refund UL~oo after the 

goods taxed hiLVO passed into tho cOO'IllercO of 

the country. 

( 2) An a::~<l!lcbent was added to this bill on 

the floor of t ho senate execptine retroactively 

from social sccuri ty taxes thooo 11ho, directly 

or indirectly 
1 

helped in salvaging tlJnb3r damaged 

by hurr ioa.no , This , in effect, io a whittling 

awa:J at tho Social Security Act itself , That Act 

should be extended to more people than i t now 

covers . 

Howeve r , t..,o actual effect of this bill w1ll rot be ex­

tensive and I om oilll'\ing H only with tho auaaoation to tho next 

Congroos that thu bill raises definite doubts as to the advisabil­

ity of extending ita purposes to similar eaoos in the futuro , 

FlWIKLlll 0 . ROOl3'nl.T . 
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ATIL:ON7 

111 dear ll.r. Cbairun: 

..... 
~-

ll&rcb 4. 1939 

JI'Qrther reference 1e aa4e to 7011r letter ol Janut.r7 
23, 1939, requ .. ting tbe cocnento or racOODeDdation. or tbie 
Oepal'taent with reepect to tbe pau~ ot bill H. R. 1648, and 
euch intol'lll&tion and cC~Dente u I aq care to ll&lce relatift 
to tba quutiOM raieed bJ ll.r. ~bne in bie letter ot JaDUt.r7 
20, 1939, adcireued to JOU and reterred to - · 1be poupoee ot 
~be bill 18 to proTide !or tbe retluld or credit ol tu paid oo 
apirita loat or rendered unaarkatable bJ reason ol tbe tloocla 
ot 1936 and 1937 where eucb apirite nre in tbe poueesioo or 
tbe ori&inal taxpqer or rectitier tor bottling or uee in 
ree~itieatioo under Goni'IIMnt euperYieion u proYided bJ law 
and reBUl&tion.o. 

1be proposed legislation 11 eolel7 !or tbe rellet 
ot or1g1.nal taxpqere and N4t1t1srs whose distilled apirita 
were loat or deati'OJed, or rendered Wlll&l'katable or ueeleu 
by reason or tbe floods, and otters or proposes no rellet tor 
ot hore who, bJ reucn or the •- tlooda, auttered the lou 
ol, or dau,e to, tbeir diatilled apirita . 1be propoaed 
legialation tbaretclre diacr1a1natea bet..., the cluaea or 
paraooe whoa• liqllOl' waa loat or deati'OJed or rendered 
WliiW'i<etable or ueleaa, It turtber diacri.ld.nat11 betwe., 
loaa .. inTolrlng liquor and other propart7, 1n !nor ol tba 
lou11 inTolrlng the tor.r. 

1be propaaed 1.ap.alatioa pouporta, Oil ita !-, to 
be a c-aral rellat bill tor tba beae!it ol a whole clue ol 
paraoaa, !h1a c:laaa 1a daacribed 1n c-aral teru ool7 aDd 
.u,bt tberetore reaaonablJ be expected to be a 1arp ooe, In 
tact, b..-.Ter, u eat tortb in ll.r, ~··• latter to JOQ, the 
bill 1a .ubltantiall,y tor tba bcletit or a ainrl• 1nd1Yidual, 
the s..,.. .. c~. 
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'l'hore are no atatiatico &Tailabla 1n t ho Dopartm.nt 
to inclicate the &80unt ot taxea paid on clio tilled apirita, 
winos , torMnted ult liquor, and other property loat by 
rea.oon ot the tlm. while 1n the pouoaeion ot dealers and 
others, but 1t can aatalJ' be aaSUMd that dllring a tloocl ot 
tbe proportions ot thoae ot tbe Ohio and Wiaoiaoippi RiTore 
1n January and FebN&%7 19)7, such loaaea ware ot hu~ 
proportion•. 

It would, ot courae, present an administratiTO 
problem ot great aagnitude to enact legialation which would 
authorize tho rotund ot all taxes paid on all property l ost or 
destroyed during ouch floods. · Such legi.olation would neces­
sarily open wide the door to those ot a adnd to dotraud the 
SOTOrnmoot. Tbe nuabor ot claims aulMDJ.tted and the To~ ot 
1nnst1gat1TO work required on ouch claiu would aenrel,y tax 
the resources ot tbo Bllreau ot Internal Rnenua. 'I'll• propoeed 
legislat.ioo contemplates the rotund ot taxes to those ot two 
cla.osos onl,y to wh011 the tupaid 5p1rlta u;r be t .raced through 
tho recorda ot the Bllreau ot Intam&l Rnenua. In our opinion 
legislation deaigned t o sanction rotunda to those Whoso loaoaa 
can be proTOd through the u .. ot ottioi&l raeord.s While ~ing 
authority to .aka rotunda to those whoso bona tide loasea are 
not provable through the use ot auch ottioial recorda i a neither 
fair nor just. Enactment ot this l egislation either in the 
fol'!ll proposed or it broadened to alford reli ef to all whoaa 
tupaid propo.rt,- waa lost o.r c:~a:aa&ed, would create an undeair­
able precedent ! or other legialation !or rotund ot taxes paid 
on property o! all kind.o Which u;r be deatroyed or da.uged 
alter t~ot and withdrawal !rua tbe cuat.oq and control 
ot tha United Stataa. 

Property o! all kind.o is !oraTOr aubjoct to loaa and 
dau.go . Fires , tlm., storms, and tho haurda ot transporta­
tion taka a hugo toll each year !raat the buainaea people ot the 
country, JlaiV loaau are coTOred by inauranca, but Where not 
so cOYered tha lo .. as tall beaTU:r and with undi4inisbed !orca 
upon tbe poraona whoao prapart:r was loat or daaaged. 'I'll• 
United Statea camot be an inaurar ot t.ha t.axpaid liquor in 
the control ot t he diatiller or ractitiar &IV acre than it can 
be the inaurar ot t.be buil4ings or aacbinar:r rltb which tbOJ 
prepare such liquor !or t.ba aarl<et. . '!'he clist.illera and rect.1-
t1era are, 1t aeau, 1n no ditterent poaition than the ~rter 
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o! !1Ae !ll>rlca 11boae propel't.J, attar dllt.J ~t, wu loat. 01' 

daatror-1 b)' reuoo ot \he tlAMMia. lhaob eo illponar 1a 1D DO 

ditrtrent ?Otitioo tbao tba 8MU!aoblrer or po .... eo:r ol t1Ae 

d<*Ottico !abrioa loat o:r deat1'07ed 1D tbe - tlAMMia. 'ftlare 

·-toM DO &uil;( 41acoanl1ble CODMOtiOD ~ tba ,._,-t 

ot tbt tax on l1cpo:r and tba retlmda or o....Uto pi'OpO&ed b)' tba 

b1l1. 'ftle l1cpore iDYolYe<l bad b .. n ..-. .. ad !roe \ba Ollt~ 

and control o! tbt onitecl. Stat. .. and, baT1Jl6 •"red 1Dto \ba 

e-re• o! t.bt oOW>tl'J, lbollld ba aooo:rdacl tba e- treat.Mnt 

as all ot.ba:r obJactt o! ..-rca, 

In bia latter ot J&nu&l'J 20, 1939, addreued to rou, 
Ill'. Boabnt pi"Dffi'UUdacl aix qlltttiona, which I eball .. t clown 

hereafter and cliacuae. 

l.- Ia it t,.. that all 41atlllacl -s>i:rita 

t.b.at va 1D a re<>titJirll plant va under tbe Gon­

atant tllp&rrlaioo and cont:rol o! tba llllraau o! 

Internal a.nm1t7 

tba aoawa:r to t.bia quaatioo ••t ba 1D t.ba ,.ptin. 

Rect1trirll planta are oona\nctecl. and opvatecl. 1D acco:rdanca 

rltb reglllatiDna p:rotmlgatacl b)' t.bt eo-iaaiona:r o! Internal 

!lnelllla, rlt.b tba app:roYal ol \ha Sacrtt&l'J o! \ha ~. 

Each recill71Ac plant conabta o! tbre& clap-to, NOb ol 

wbiob ctepa:rt.Mate -. oonaiat ot ooa o:r ..,.. :roou o:r !loon ol 

a bnlldlnl• Ona o! t.ba dapa:rtMato ia tba •a.cai'ri.nc Jlooa", 

anotber 11 t.ba •a.ctitrirll Rooa•, aocl the tbi:rd 1a tbe 

•1'1n1abact Prc4aota Boca• . All 41at1llact epi:rita o:r wiDea coco­

in~ into \ha poaaaaaioo o! the recotllia:r at t.ba reoill71Dc 

plant are re<pdrecl to ba cl8p0aitacl 1D tbe a.Gei'ri.nc Jl.ooa and 

proper record tbareo! M4e. Diatlllacl api:ritt, o:r wiDea, 

whioh va to ba reotitiact are ciiLIIpa4 into rectit71nl o:r lll..z:1q 

t&llka punii&D\ to app:ronl of applicationa ! o:r pal'lliaeioo to 

rect1t7. a.co:rcta va M4e ot tba api:rit.a 01' w1DM and o\ha:r 

Mtoriala dWipacl to:r reotiticatioeJ ot tba YO~ o! \he 

rectified proclaot; and ol t.ba pae~ tbtreo! 1D bottl .. , 

ba:rrela, ate. lait.ba:r U.. :reotit71nl plant u a wbola, DO:r 

t.ba p:rooaaainl tenU, are loollacl, but tbe bottlinl taoluo a:ra 

ao aqllippad aa to par•it loolr1..., o! tba 1alata and ooatlato 

thereof, ancl \he ~ to the locka uaact in ftob plaeaa are in 

tba poaaeaaioa ot \ha 1Dtamal ren=e etorekaapar--,.,...:r. 
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Thor.! ore, tho proprietor of tho rectifTinc plaDt h .. reed;r Ul4 
!reo aooou at all u ... to tho entire plant, and to tbe epirit. 
Wid win•• therein, with the oinglo ucoption ot tho epirit. or 
winu in tho looked botUiq two. Tho finbbecl product, .._ 
botUecl or barreled, b ~eel !1'011 tho BectifTinc Boola to tbo 
1'1nhbecl Prodw: te Boola. 

In addition to tho proc• .. •• ot rooti!Tin& epirite 
and. winoe, and. bottlinr euoh rectified. epirite and nn .. , roo­
tithro recdTo, ordin~, a larro quantitT nt epirito and. 
wino• whlcb tboy bottle rltbout reotitication. All epirite, 
rootified or unrecWied, bottled in a rect~ plant oro 
required to be in Uquor bottloo proeuroci pureuant to Joint 
Rooolution of Juno 18, 19)4, &Del Tre&8Qry Roculat1on8 No. 1), 
and 1111ot bear tho etup required under the Liquor Taxin&' Act 
o! 19)4. 

J.e,id.o fi'OII tho control of the bottlin& tan1c1 Mntionecl 
heretofore, there 1a no phyoical control nt tbo rectifTinc 
plWit except durlq tho clqll&ht bouro wbon an intemal reTOma. 
atorekeepe~~r ia an clutr at tho plent. Tho pr1Ju.rr oontrol 
o! tho recti!Tinl plant is throup the accountinr lf•t• and. 
audit of tbe etorekeopo~auger•e recorda and reporte, pluo 
period.ic Tiaite b7 inepectora. 

The b&eic taxes on dietUlod apirih and wino• which 
are handled bf a rectifier baTe bOlO paid, and tho int.reet. nt 
the pen>Mnt in tho rect~ plent 11 tbree-.!ol41 (1) 
collection c! tbo rectification tax of JO ceotl per proof 
gallon on apirita and winaa rectified; (2) compllano•• b7 tho 
rectifier witb tbo law and reculation8 part.ininf to eontainero; 
and (3) ecapllanoe with tbo J... in re.poct nt etrip et..pe on 
containll1'8 nt .epirite. otborwieo, the po-t bae no 
intoreet in tho rectitiinc plant, Ul4 tbe rectitier 11 at 
Uberty to ueo it, n.bJoct to reauJ.atioaa, wbonOTOr he wiebu. 
It u;y be e&1d nry dotinitolT, therefore, that tbo diltillecl 
epiritl wllicb are in a rocti!Tin& plant are 'lllldor tbe eupar-­
Thion and control nt tho ~ ... nt Intomal a.Tom~o onl,y 
durin& tbo clqlicbt bouro . 
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2.- a it true that throueh the Gonrn.nt. 
reco~, fl't&'r7 aal.lon ot dlltllled apil"it.e can be 
accounted tor at all. t~s ao that aey loooses occur­
riD& in the rect.ityina plant will be pronhle b7 
QoYemaent. record.fJ 

In tha liabt ot the diecuuion ot queet.ioc 1 Jut. 
&bon, the aruowar to tbia question b in tha negat.be . In the 
answer to question 1 there wa.a diacuued the t reedoa ot aco"a 
to the rect1tyina plant, and it 1a that access which warrant• 
the negative answer. 

) .- Is it true that tbe present laws provide 
tor abatelllent or refUnds ot taxes on distilled 
apil"it.a in cue ot looos or disaster withoo.~t fraud 
or colll.tsion in diat.illeriea and warehouaea and 
during transfers in bond, but there 1a no pro'f'iaion 
tor loasea or casualties austained in a rect.itying 
boo.~ a~ 

I t 1a not true that tba present laa proTide t or 
refUnds in the J~&N~er aet. f orth in the question . Kerein lies 
the point. or diet.i.nct.ion bet.we.n the abat~t. proTided b,y the 
present laws and the refunds which the propoaad bill would 
authorise. In the cue or loues in t he diet.ille'r7' the tax 
which attached t o the spirits i.aaediatel,r they cue into 
existence, while ucertainable at an:1 time throusb audit o! 
the distillery recorda, has not been ascertained. In t he case 
ot loaaea in the warehoo.~ee, and during t.raruoter in bond, the 
&l>Ount ot tax due hall been ascertained aa to each package, but 
the tax has not ,..t. been paid. Distilled apil"ita on which the 
tax baa not been paid are in bond. It the object ot the taxation 
is destroyed at distilleries and warebouaaa and during tranatara 
in bond, there 1a in existence a T&'r7 datinite record o! the 
qu&ntit;r thereof and the tax due t hereon, and, since no 110ney 
has passed, it ie poaeible, with a measurable degree or aatet:r 
to the revenue, to torgbe the tax in the JI&Nier proTided b7 
law and urk the reco~ aoco~. 

4.- le it not true tb&t the preaant las 
proTide tha t attar beer baa been tax paid and a 
loss occun, or the beer bee~• apollad while 
still in the poaaeaaioo ot the taxpa.:rer, re1'Wid. 
ot the ex.ciae tax paid 1a pend tted 1 
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'l'be ata.._t aet 1q1 1D th1e queati011 ia &W>atantiall,r 
tru 1 but the allo.-e ot t.be NtlaDd 1a be4pd about by -­
clitiooa obidl place t.be br.er 'llboae beer baa ~ apoll.e4 
1D a aitu&tioa 'llbiob 1a na~ ctittereat tna t.be aitu&tiCIII ot 
Ute beDit1o1u7 Wldar t.ba propoald bill. SloU011 )Zl ot t.ba 
J.icpor Tax A""'nlatratioo Act (0. S. c., Sap. W, title 26, 
•••· 1330b), prortclaa tor t.be NtlaDd -u-.s. 

•• • • upon the tiling ot a ~ theretor by the 
b:renr and proof by b1a to the aatiatacti"" ot the 
C.-.ieaicliier that auob beer, la&er bear, ale, 
porter, or other a1a1lar tetwentld u.lt licpor 
(1) ... tullJ' tax..paid, (2) ... l.atul.l:r ruond 
tl'OII bio b,.....l'7 to bia bottlina' bou .. on or attar 
lla1'cb 22, 193) , (3) DeTer waa -.cl troa auob 
bottl.inC bouae, except 1D t.ba procaaa ot 4Ntl'llc­
tioo or tor ret.um to the brwe171 (4) bad*­
unaal.abla witb011t fn>ld, cOIDiliY&DCe, or oollua1oo 
on b1a part, and (S) waa d .. tro,ed by b1a 1D aucb 
bott.linl bouae 1n t.ba preeeac• ot a repraaentatift 
ot tbe Bureau. of Internal ~~, or wae Ntumld 
tl'OII aucb bottling bouae to the brne17 1n wbidl 
aade tor uae thel"'in aa brewi.nl aaterial.• 

Iii the cue ot the b:renr, tbe tupaid article paaa .. 
tbro\llll a Mter and the exact "*"titT thel"'ot 1a a utter ot 
record; 1t baa not lett tbe plica 1D wbiob it waa bottladJ 
and DO alll.&nC>I or retWid 1a .,. to tha brwer anleaa the 
deetl'llctiCIII ot tba article 1a accOIIpliabld 1D the pNHIICa ot 
a rap....,tatift ot the a.rea ot Internal an-a, or the 
t&:lpaid aatarial ia Ntun>ed to t.ba b"""'l'7 tor t1art.bG- u.a• aa 
bl"'Wi.DD aatarial, ln either orn~~t, ...ab repNMDtat11'W uca!'­
taina the exact quant1tT ao deati'DTid or returned, and that 
1 t ia tbe article whiob paaald tbi'OUII\ the utar. 'l'bi• tTPI 
ot ratUnd pra .. nte practicall,r DO baaard to the ~. 

5,- le it not Uu t.bat Wldar the praMDt 
la, tUN are ~ttld or retWidld 1D the .... t 
ot 10M ot brenob' i.Dteadld tor tortitioatiOII of 
wiDe tl'OII atorap t.a 1D 'baDdld waraboolaaa or 
rr- ateal .u- tilled t.b...tl'OII 1lb1le ... cb .u... 
are 1D auob warlbc,..., 1114 1D t.be t ortiticatioo roaa 
ot • 'baDdld wiau7. prorl4ad t.bll"' 1a 110 De~·· 
tlWI4 or coollaaioaJ 
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Tha t.nner to tbi.e qu .. tion 1e 1n the atfi!IIU.t1Ye, ao 
tar aa concema the remiaa1on or abt.t~t ot the tu:. Roomer, 
brand,)' intended for t ortllict.tion, 'llhathar 1n t he warehouee or 
1n the fortitict.tion room of a bonded wina17, ie not a taxpai.cl 
spirit. I! in a wareh011ee , t he tu: thereon 1a conred b7 tha 
bond of the wareh011e.an and the lien of tha United Stat•• 
tor the taxaa on euch brancl:y a ttache• not onl.T to the brand;r 
but to the warehou .. bnllcllng. lihen bran~ 18 withclrun by a 
winemaker tor fort1tication ot wine en bonded wine17 p~a .. , 
it is subject to a tax of lO cents per proof gallon when uaecl 
in the fortification of wines, or at the rate of $2.00 per 
proof gallon it not ao ueed, and the ~nt of the tax at 
either rate ia coverod by the bond ot tha winemaker. 

The fortification roCIIII ia under tha lock of the 
United States, with the key thereto 1n the poeaaasion of its 
representstin . The win.aker 1e afforded acceaa to the 
spirits therein onl;r in the presence of euch representati'l'e; 
records of the wineaakar1 a !'eOIOTa.l. of tha apirita are ll&cle b7 
the storekeeper-gauger; and the winemaker 1a requ1red to ac­
count tor t he uae ot the epirits tor !ortitication before it 
is charged to h1a at the 1.0-<:ent ra ts. The p~t of the tu: 
on br andy uaed 1n fortification i a poatponad, by statute, tor a 
period of eighteen montha . In any eYent , complete goYernment 
records exist covering all br andy removed, and used, !or forti­
fication, and the loaaea a.l.lowed by law muat be preTed to the 
Commissioner before t he tax on the spirita loat is remitted or 
abated. The uae of the word •retune!• 1a not atrictl,y accurats 
because the tax ia not paid ' dhtel,y upon withdrawal f or 
fortification, but 1a •rel,y charged againat tbe wineoaapr under 
b1.e bond. 

6.- Ie 1t tNe that preeent 1.,.. proTide 
for a retund 'of taxaa paid on tobacco which ia 
loat or daatroyed wh1le in the poaaeeaion of the 
taxpqar7 

The procaclllra in respect of tobacco 1e euch that the 
answer to Ro. 6 1a eubetantiall,y in the atftr.atin. The tu:aa 
on tobacco, rtJ.I!t, cigars, and cigarsttaa are paid b7 atMpa 
'llhlcb h&Ye a 11011ey Yalua . Section 1 of the Act of llq 12, 
1900 (U. S . c. title 26 , eec . 1424) , 81.1thor1aed the C<:aoiaeion.r 
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or Internal Revenue to aake allowance tor or rode .. auch or tha 
atampe , iuued under autborit7 ot the l&w, to denote the p..,.....t 
or any internal revenue t.ax, u ....,. have bHn apoiled, destl'Ofed, 
or rendered uaeleu or unlit tor t he purpoaa intended, or tor 
which the owner ha.d no uee, or which throUI!l aiatalce -.y have 
been ~roperlf or unneceaaarilJ uaed, or where the rates or 
duties repreae.ot.ad tharebf had bHn exceuiYa in _,..,t, paid 
in error, or in aey aanner wro~ collected. 

111 the Act ot lla.rch 3, 1931, it waa further provided 
that internal revenue stamps affixed to packages ot tobacco, 
anut!, cigars , or cigarett es which, alter reJDOval !rom the 
!actocy or cuatolllbouae tor conaumption or sale, and which the 
manufacturer or importer withdrew !roc the ll&l'lcet aigbt, 'CII!der 
regulations prescribed bf the Ccaai.aeioner, be redeemed. It 
ie to be noted (1) tha t the procedure in respect ot tobacco, 
anutt, cigars, and ci&arettea withdrawn !roa the market is not 
by •as ot a rotund o! the tax paid, but 'b7 a red~~~ption ot the 
tax stampa which h&Ye a 80ney value, and (2) t hat the procedure 
(substantially a refund) is authorized b7 a statute which 
liaits tbe redemptiona to the tax etampa on the tour com.oditieo 
specitically n ... ed i .n the statute. The at&lllp placed on a pack­
age o! distilled spirits at the time o! the withdrawal of the 
spirits ! r om bond indicates exactl1, as in the ease or ataape 
!or tobacco, enu!!, cigara, and cigarettes, ths amount of tax 
paid on spirita. As to the !our commodities mentioned, the re­
fund o! the -tax (redemption o! the stamps) 1e aec011pllahed 
under a statute repreaenting the will ot Concreas whereby ell 
:unu!acturers and importers ot the tour cocaoditias were, in 
1931, placed in the s.,.. position in r .. pect ot the prirl.lege 
o! redamption, wbereaa it is the purpose or the proposed bill 
to grant to a single t~er a prirl.lege Which has been denied 
others . Since tha law 1a ailent as to retunda o! the distilled 
apirit.e tax in cuea where there have been destructions o! 
taxpaid apirito, it follows that there can ba no rotunda without 
atatutocy authorit7 therefor. 

This Depart.ent conaidere this bill, which is acbitted-
1.7 for the rellat or one tupqer in reapeet or loeees or taxpaid 
spirits in a apecitiecl aenner in certain Jl&rS, to be in derogation 
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ot t.he 1-ral. lAir ~J~PlicablA t.o all other tupqen. It 1a 
our opinion that thia b1ll OUfbt not to be paued, and it 1a 
ao~~· 

the Depart.uot hu b-. adYieed b7 the au.. or the 
~dpt that there ~ be no objecUon t.o t.he preNDt&tioo or 
tlla report . 

(SiJMd) John W. HanM 
Act1nf SecretU'J ot the TreuluT· 

Honorable Robert L. Dou&ht.on, 
Chairman, C.-1 t tee on Wqe and lleane, 
Houee ot S.preeentetiTee, 
Wutlin,ton, D. C. 

-t1'J)8d l/30/)9 
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l!7 dear llr. S.S.Uu 

Reta....oe b !lAde to let. t.er or AqU&t 7 , 1939 rrca 
Auiota.nt DU.otor BeUq, or 10/IU' aur.au, ... bdtUng taoaU.U.. 
or enrolled ennct.aent (H. R. 1648) recahad at JOill" otr!M tor 
the purpoae or reportinc to t.be Preal.dant thereon .. to 'll!!etber 
there 1a llllil' objoetion to ita app roora.L. 

Section l or the - ct.-.t aut.horia .. &Ad direeta the 
Cooc.laaiooer ot Int.emal Rrftlclue • to D&lca retun4, or in u ... 
t hereat , 1t he ao el.cta, allow credit in the .......t ot t.be 
internal. rewlllla tax paid on a~1r1t.e prerlcwol7 wit.hdraW> 11>4 
lDat or rendered ..-rket.able or uaalaaa b)' ....,...., ot the t1.ooda 
or 1936 and 1917 ... u .... cb ep1r1t.a were in the poeaeeaion or 
t he peraao or1c1n•l l7 r-oving t he aaid tax on aucb apirita, or 
'll!!ile auch ap1r1ta wre in the poea-ion or the rect.1t1er tor 
rect1t1cation or t or bottling, or which b&d bMn uaed in the 
~ roceaa or rect1t1cat1on , unde r Gow mment euperYiaion, lUI 
f roYl.ded by lAw o.OCl regulA tiona, • etc. 

I t wUl be noted t hat the ~~howe J. ro"fiaion 1a aoleJ.7 t ar 
the rallat or or1&1na1 ~ 4Dd rectitiera ..,_ cU.atilled 
apirit.s w ra J.o.t or deati"C''J'ed o r ......S.red _...._table or -
lase b)' reaaon ot tbe tlooda or 19)6 aod 1917, &Ad oltara o r 
attorda DO relief t or othara, who, by NILaOft or the - tlooda, 
al'tered t.be to. or, or claap to, tbair d iatillad apirl.t.a. 
1be propoead lacial.at.ion, therefo re, d1acr1.1oinatea bat- the 
claaaea or persona 1lboee liquor waa loet or dellti"C''J'ed• or rendered 
-rlcat4ble or uaaleaa. It t....U.r d.i.acriJdnatoa between loeaea 
in~'rincllquor ao4 other propel't,y in raYOr or loeaea inTolTing 
t.be t o,_.. 

!be Dep&~t report.cl a11Tereal7 on t ba B1ll ll&rch 4, 
19)9 to t.be Clair.:aA of the Cc..itt.ae on -..ra ao4 x-, !fool• 
ot bpreHI>tot.ifta. !be ~ or that report aa t.raa..itW 
to JOV ott1 .. 1ebno&J7 1, 19)9. Aa Ui'' •lnad in aaid re)Ort. 
the~ oonal.dared thet section 1 or tba BUl, adloitt.adq 
tor the rellat or - talqlQer in reapMt or !Mae or tupo.id 
apirit.a 1n a apaoitiad -• in certain )'N.ra, 1a in deropticla 
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.r \M ,...nll&w wHoab}e tie all. .U..r ~-• ud -

__ .... \~~at. ... li!IICf•'•''" ... - ....... 1 ... 1. 2-

1_.wd ..too ~ mt. t.o .,.,......._ repo" oa \M IIU1. 

, ..... 2 .r .... ll1ll. proo1411e ..... - tu -.u ... 
aallmt.ed ...-. 1U1e 'll1l _. ll til u. he'•' haft~ Aft • 

..- \M ..,.....sm•nc p...S.t.nu til t.a. Jat.m'Ml .. _ Cede 

wlt.ll l'llf ... t.o M..U. rm 
3 

col pd:er t.o IMT''17 ~ 19110. Ia 

....... ., .... - .. '-t. .c ~ 1a .-1ft~ \Wier 

...... 11M .. ~ .... 11M .c ...... ..s .u- ...... lift 

b7 a am-, ..S Ulat. -. -~~ t.u lle...Won ...u-.. 
(I.Deledt•l peal\7 &DIS iat.onat.) wlt.ll I'Aepmt. t.o .... •rwtG• 
ellllll til ~. 'ClU..\ •11-Me f/6 ~. Ia ••o: Sa 1 

wt.UI t.a. p-s.s.- ot ,_ awHmbl• Ia t.11a - at •• • ·-
01' j)l•p' ...Umt.iea til .... t.u. fte -u. ,.... .. ,.....,. .. 
\loat • ~t. alla11 ba ..... __. 1lUe II til \M SoeSal 

S.cortv J.crt wlt.ll reepeet. tie t.lla •rrtoM • euop~ 

tile J1Mlt.1a ot t.lla Dlpa"-- S.. w lm adwJ:M t.o 

Seot.ioo 2 ot \bA .....Ued -~. !lie ,..... tar .... 
adow• paait.la U'A mt. t.U. 1a at.t.aellecl ._......-. .C 

41eappro.t. Ceit&1a etC u. ~ Smt.t. 2 '" 

buacl 11(>08 ..... •• aa;to1• .......... Prallldeet. 1IU1 •nw-
B. 1!. 66)So t.lla SoaSal. hnl'lV Aat. · - 3 3 • .c l.,_ 

Eel 0 ... 900. 

•+-1ntetra\1w '•'Ill-' 
t.o ..... S.zwt.aq. 
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.U'sLsiiU 

I • w1 tbbaldlJii 1f1 approonl tr. elli'Olled -~ 

(u.a. 1648), 

•ro pJ'O'ficle tor t.be ref\md or CN<t!.t or the 
~ no •w tex paid a d1at1lled 8Pirlte 
1oet or Nlldued -ncetebla 1!7 ~ or the 
tloocle or 19)6 &Del 19.)7 when IIIICia apirlte ..,.. 
in tlle po111111a or the origlml ~or 
rect1.Cier tor bottli.lli or uee in rect1ticat10D 
- &OftrmeDt ~ .. pJ'O'ficled 1!7 lw 
&Del njp2latiolla,• ew. 

SeetiOD 1 or the ~ ~d authorise aud direct the 

Ccaai4s10Der at IDtenlal. ...,_ •to .U. ntuDd, or in lieu. 

thereot, it be eo eleote, allow credit in t he ...,....t ot the 

intemaJ.-•••- tex paid OD epirite p~ wit.bclrall ud 

loet or ,...reel -ncetehle or ueel- bJ .-.oo ot the 

tloocla or 19)6 &Del 19.)7 11bile nab ~te _ ... in the po•·­

aioo or tlle penon ori£SJWll7 pe.J1Da the add tu Clll ncb 

apirlte, or 1ib111 IIIICb tpirlte weN in the p01111m OD or I 

rect1t1.er tor recuticetioll or tor bottliJii, or wbicb haw ~ 

UMd in the p.,_ at rectitica~ IIDIMr QooNaii"DD-t ....,.1'­
'lia1.- .. p.I"''dcled b7 lw ud rqulau-.• 

11>a p~ 1a 10lel7 tor t.be re11et or orr1Pal te»-
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••--Dtntn ~ "*'' oval. .... ... 
-~ or NUdNecl -.btabl.e or IIMl- b)' ,.._ ~ 

u. tlcocl*, Uld ott ... or attorda DO rel1et tor otben no, 

'b7 ,.._ ot tile - tl.oocll, lllattend u. t- ot, or ~ 

to, ~ &Ullect l!plrl\11. n, t.bel'a.tore, ~-

bet to u. olp •• ~pas •• 12 l..1Apao.r .. loe\ or .... 

~dar z• , eel~ or •·'-· It t1art.11er 

~-bet liD 1- 111nl.Y1JIIIll.qloor Uld ot.ller pc ...... 

1a t nor ot tba ~ 111nlftllc Ule to.-.r. 

PJQII«fV ot all !d.- 1a .abjoo\ to lo .. Uld ...... 

Fii"'OI, tlcocl*, .~. Uld tile buuclll of t.nDopor\o~1oD tab a 

toll aoob )'War• ~ lo- are oooend 'b7 ~. btlt liMN 

aaho wowed VIe 1- tall td.tb ...,.._,.,obad t- 1I!POD tile , 

paJ'IGIIO ...... Jll'UP*It;r-. loa\ or ' pd. '!ba VaiW S~too 

-' ba aa s.a.cr. ot Ule ••'lp'Sd llqDOr 1D VIe ooDWGl. ~ tba 

dloWl• or ract1 rtar .., _. tbaD U - ba VIe S.Wa ~ U. 

baUdlllp or ·=+S "-7 ..s. .. 'llb.1dl u.r prlllllft ..,. l..1Apao.r tor 

tile -""- 1ba .u.t1l.l8n Uld no\1.f1an are, 1\ -· 1a DO 

d1ttw ...... poeU.. ta- U. S I W .._ P* i t;r, alW ...... 

""' '• - loa\ or ...,..,. .. lit' - ~ tM tlcocl*. 8Mit • 

Sosl an. 1a 1a • ciU't_. potllU.. U.. tM .....tlloMiw or 

u\1a hbr1ae 1M\ or ... uu;..S 1D tbe- tlcocl*. 

1ba ""Pift ~...S bad baa ..... dud •-o..S tra tbe t "I 
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~. whve tbe7 wre 1A tbt emluaift ~ IIDcl aoa\.rol el 

the OD1W State., ....S, bn1Jis ..trnd iato tbt a Ne of \be 

CGW~VT1 ebou1d be eccor.t.d the - treet..at • ell otber objeeta 

or ocr roe, ootorithetanc!1ng t.bat they were at. tbe U.. of~. 

1A the poueeeioo or the ~ 11P41Citied· 

'!be a boft pt'O'fiaioa (SecUcc 1) con~te. the reflmd el 

tax to t.bose of ho cl•noe onl:T to 'lbca the t.axp.id epirtta MT 

be t.roced U....uab the recorda of tbe au..- or lllt.ern.J. ~. 

Lepalat1ac dH1;;Ded t.o unctioa re1'lmdo to t.boee ...,_ 1-

e&A be prond t.hrou<lb the - of ott1c1&l recorde wbile c1e11J1Ac 

authority to .U. retlmdB to tb- wtloee bona tidor 1- are not 

prcrrable throQcb the ...,. of siiCb official. recorde 1e 1111 tiler 

fair DOl' jaat. 

Said proYiaiac, ada1ttadl7 tor tbt relief of-~ 

1A reepeot or a.- of t.axp.id IIJ)irito 1n a l!p8C1.t'1ed .annar 1A 

ce:rta1A ,_,.., 1a collddered to be 1A dm>pt1oo of tbe i.-.1 

).aw sppl Soeble t.o all other t.upqen. 

Sectiac 2 of U.. bill proridora that DO tax •borll be ool-

1ecW 'lllldlr !UJ.e nn oar n e1 tbt Soe:1al Securit)' Act or aadrlr 

the OGliW. ""• p~ of the laM 1 .. , • C"* wUb 

1"ee!peat. t.o eerno. ....... ...s prior to Jawr7 1, 1940, 1a the 

-..lOT of the - or ~t. of leDdo 1A ee.lftlinl t.1.t1w 011 _. 

liiDcl or cl~ .-b l.aad of bralh IIDcl other cllllr1a la n b7 a 
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hurricane, and that. az:t:T IIUOh tax heretofore eolleet.ed (incluc~U& 

petalt7 &Dd in-t.) witb rqpect. to IIIJCb .. rricM abal.l be 

refunded, wit.bout. allowance ot int.ere.t., in accordance with t.be 

provisi one ot l a applieable in the - ot erroneoua or illepJ. 

collection o! the t.ax. 'lbAI •eet.ion turt.ber prcroidee that. no pe.r­

..ent aMll be OIAde under TiUe II or the Social Security Act 

w1 tb respect to the aerrlcea eo e:.a:ept.ed. 

Ineluded in the e"""'Ptiooa trcn aocial aeeurit7 t.axee 1n the 

original Social Security Act. are agricul tunl a bor &Dd cloaaeat.ie 

serrice in or about. a print. bale, and, in the cue or ol~ 

imurance taxes, euual. labor not 1n the courae or the eaoplO)'er 1 a 

trade or bu~. 'll'h1.le the Tr'MaUr)' O.pa1"'tli&ellt baa t.eloen the 

poait.i.oD that "rrlcee perrorwect in cot~MCtion 11'1 tb foreetr7 &Dd 

lllllberillll (1nclud1q t.be sal.Yaiini ot t.ilober) do not. eooat.itut.e 

agricul tunl labor W><lm" the or1g1Dil Act """ t.bouGI> rendered 

1n the Mp107 ot a penon 'lbo 1e &lao a ta.-r , aerrlcea b7 

e.ploreea or the ~or tene.ot. of a tan in coDDeet.ion with t.ba 

.-..raJ. ot bruab ..,d other debri.e trao l&Dda or the r .... that 

are uaed tor ordinar)' !&nliJ1s operat.iona are e:uapt.. 'lbua 

eert.&in or the aerrlcee noor ao~t. t.o be n.pt.ed are alre&cb­

ex""Pt.ed eit.ber u beln& qricultunl, .._at.ic, or calftl&l. 

H.,..,.,.r 1 1 t. 1a probable that. the Ulll:lpt.ed aerrlc:w COIIII t.1 tu t.e 
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•-" tr or d1 ss osal. ....ft .... 
01117 a -u part.!.- or \be ~tal .. nt_ w1>1o1> -td be .. 

clGdlld ~ wtwqe by -U. 2 or 11. a. 16.1,8. 

l ata~~%7 atia1U. ~ apoinltuallabol' 1a iaal'U<IM 1a 

H. L 66» (?6t.b Ca 41'-• la\ U P1 • ) , t.be 8ocdal S.US.\7 lP\ 

-· • ta or 1m. llrinltllftll labor wLU, __. t.IIP dlt'1Jd.U... 

1Delllde all ....n- perto.....t 1D t.be .,... ot t.be - or '-d 

or oUier opera\or or a tano 1.D Pal...,UC u..r or ~ laall 

ot bJwla ....S ot.bllr dlbrU let\ by a ~. U tlae -.Jcw paft 

ot Pllllb ~ 1a pert<>nM Oil a tano. 2b18 1a ortect1w, ._ 

_,., 01117 111\b J~WpPCt ~ .-ioe perto.....t at\er Dl ' •• :n, 
19)9, Uldo u will. be aote.s. lppli• CllilT 1.D t.be- ot ~. 

S.Ot101l 2 ot B. &. 164S, Oil t.be ot.bllr bud, GUe it ....:ld liSIPlT 

to ru--., 1a DO\ 11a1\ed \o u.-, 1111\ woald PSIPlT .. wll to 

"""' ,.... or a -..Dius111D- --•m110-td 1- oooa..,.. tor t.llP tS.. 

.. , .., ~ t.bP ...n- ciiiiPoftbed 1a t.be -'iOilo 

S.OU. 2 ot L 1o 1648 -td p:rw14P a 41 !al ...u-tt• 

4 z$t• for tiM Malll\ aal7 011 a pu"t..1ft1ar ~of \a+IG'WC• 

1IIP ~ U 11£1' ,,...._ • olta&T ..U 

aeol: t.bP _.,. o! pPP01al ••" aot1w ..,.u.- DO\ CllilT 111Ul 

NIIJI'M\ ~ ~ rn 5 ad 1a -tioa 'ld.Ul ~ otber 

... ~boat alao 'ld.U. ..,..., \o ~ IIWb ....... 

--- .... t.bP ~ ~ t.be w s--ttr a.n boa\ 'lllda 
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will be ~~~~~~epted ac 8Dd an.r ..._.,. 1, 1940, -.In' tbe pru;'"" 

liOJW .ot tile Soc1al. 5ecu.1'i\T Ao~ • t.ow ot 19)91 tor sle, 

"me• perf'omecl 1D OODneet.ion witob tile prodaoUon of 1111111• 

eirup or uple aapr, co~~ 11m1nc. 111111 flar t'ara1Jla, and eeNiD 

aerrl~• perf'omecS br awdeaW, -sbcl!n, abldaat WJaee, aDII 

1Dw,_. 'lbe ~~of eucb nt.ruacUft ~toM 'IIUUl.d PI'Oft 

eoat.lJ' 1D the t it woal.d call f or tbl reap • • lllld 1"8001¥1dlnt.1oll 

of - prfticual;r cloaed, tbe adJ•'-'t ot ~. tile abeW-
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A,....t. 9, 1"' 

w- u ..a. t.o ANUt.ut. ou..ter lii&SJ4''• law 

or ~et. 1, 1939, t........S.t.t.~ • taod•"• ot eiU'01hd. b1ll 1. L 

1.648, to prorlcle tor U. rotUD4 or a~t. of U. 1At.orea' ceo -

t.ax pU.c1 ca apirlt.o J...t. or renM....S -.t<et.abl.o lW' r.a- of t.llllo 

nooc1a or 1936 ....s 1937 where .-11 IIP11'1t.o ....... 1a t.bo po-iGD ot 

t.he or~ t.upqw or rect.ltt.or tor bat.t.llA• ar- 1a reet.U11K1aa 

1111dor OoYo..- 11111'•~1• u prorldoo<l b7 U. ud "plat.t.o, aDd 

re-:ueet.iAI t.ba o rt o ot t.bb Do~ • Uoe ......Uod -'-

Sect.icm 1 ot t.bo ......Uod b1ll .-14 aat.horiao ud 41roo\ 

t.llo c-uat.er of Dst.oraal a.- •to ab rotaad, ... -1A l1aa t.a.­

ol, 1l be oo oloot.o, .u- o~t. 1A Uoe _.. of Uoe lat.omal-Joo • 

t.ax poid • op1r1t.o ~ wlt.llodraa aDd loot. or .... c~e....s ~ 

&blo 01' .. ol_ b)' ...._ of t. ... t1.oo4o ot 1936 ud 19)7 wbJJ.o _ .. 

oplrt.t.o ..,.. 1a t.a. ,.._ ..... of t.bo ponc~~ ortcun,r po.riA• u.e aid 

t.ax ....... opUtt.o, ... 111111• .-11 l!pi.dt.o ..... 1a t.M po-s- of • 

rt~ct.llior tor root.iti•t.Sa or tor bat.t.l1AI1 or 1ll11all haw bee •od 

1n t..,. ,......_ ot rwat.il' •'-''"'• ..-,. ~ ~ aa ..,._ 

'1'1<1od lJ7 law aad Nplat.taa. • 

'l1t.ll t.M a..,..-1 ot ._... ....,_ ot tllllo ~ Ul1a Dopu't.­

•a&., ....... clet.o ot llal'oll 41 19)9, ~ a4wreel,r • ._... t~' .. 

P>"''riata to ""''-u ~t.. ol .......... c-u.t.oo-..,. 111111 ...... 
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n. priM~ 'llule el U,. Dlpu\ala1a ebJ-.\t., M apl&iaed ia \an 

repon, .. u.& \~ prw18~ .ai\t.edl,r tw u.. ...u.t ot - '1N w 
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,_,.., _. ia d8ftp\Ja 8ft UM .--1 lair &pt>liMbJo \o aU .U.... '­

po&;Pn• 1M Dep" '• \Mreto,., no-n'WI ~ .,... laJialaU• .. 

"""-•t.ocl. n...,.- .... c-tu- ..... , .. -- euehl ._.. T.>= 

U•t.o*~~··~-u..~m. n.~.r 

Uda oOIIOidora\S. u o\rU:iacq n1~ ~ t-Ile c-nw.•a l"'peft • 

U.o bUl (Bauo a.~ lo, 1268, 76\a ec...r-> tltJ.oll oo\o .a UM Depaft­

-~·• ..,.rt la Nll. - ia & paallal w-~ - .. poft po1d 

b7 polat. ..s ~"'• at.erl.&l. 1.at.eMM \o rae-. .a •J=•· _.. 
\o t.be bUl b7 \lie ~· ~ - ..-r ot tM llqo u4 ..... ~w.. 

llr. Cooper, d.Uoct.od fJ"Ca t-Ile c-ll\oo0a t a-rbla ropon \a \M ..... 

... a. a. 1648. ,.. ldll pa....s u.. ..... - ~ 2, llr =··• "' • ...-
ntb bGt.b .S.O..ratta ...S repabl.1- • a ot tM trqo em ..... c-nw. 

MIPPOrtiac 1\ Cll \118 tlAior. n. tao\ \lie\ \118 TrM.nr7 ~ repw\M 

--rablT - \M 'ldll. .. ...tared \o ia \M dMo&\a - t-Ile n-. ,.. 
S.O\a n-CtiMl\\ea NpGI'\ad t-Ile bUl. tawi'Uq oa ~ 27 (:s.&\a ... 

pori. l o. 91), ~ c..-). lA eo doJAc. \lie Co.l\t.ea edop\ad t.11e ..... 

W.,. ...S ..... ec-ti\oo report • UM ldll~ OD ....,_, 4 \lie ldll ...... 

Ulo :s.&\e lir -·! - I \ 'ld.UI U \ ..s.Q "- ..-Sa 2 

ol \118 p~ --u .. -"'"' *Soli wUl. .. Ua •••• .u-. 1lla ... 

c!a.r ~- ..... _..,... ia Ullo _ .... ,, eoJIIIIla'illl eoacro-s-&1 ..u. 

... \llaldll. 
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au. ... ~~··~ .. t.e--~- 81 u. 
pJ'OYU~ 81 .-\ia 1 ot ~- 1llU ..... 80\ ... -- .s- 1h ll'llp8ft -
u.. ot ...,... 4. 1m w * ..,. .- ..... c-s. ..... , s. -.. 81 ... ,.. 

tla~ tla\ C 'U• .-w U. _. eenhl _....,.,. t.e Ul-~ _. 

~ a..-'t.ed t~ • u. -.m. Ull San- ot , .. ten .._ 
CaqnH to4opW ~~~~ nn. of Ulo W.,. ud ..... c:-1 ..... ud •·'W , .. 

bUl, Ud.l ~ wUl """ rn 
1 

rr.oJdaU&l. ~~ 81 \M bill 

beC&IlM of \M pr8111!II of ...... p ....n.s- 1a U., ~ 
Sect.ia 2 ol U. .....Ued 1llU prvriciM U.t. o:o a& ...U b8 ~ 

leot.8<1 .-c~er uu. nu .. n o1 t.M SoHal Sonrl'-7 .\a\ ... -s.r u. --

nceo I"'IICCorM prior t.e ~ 1. 1~, Sa U. 4IIIPl.tr ol u. _, w '-M 

ot laDcl, 1a oal~ t.iaber • nUl lud or •lariat .-11 lao:d 81 bnell 

aad otlaor derte l.t\ '-"a~. Mill tat. UIT o.U tax lllllrototo• 

ooll.ecrt.ed (1M~ p.IUU7 ud laaw\) wl\.alro&f1ft t.e ..... ~ 

prc>ri&S... 81 lD &,WlfMbl& ia tile - of WI ·- or tll .. l ~ll.M\S. 

ol * \.oz. 'IIIIo ...U.. tu at 1r pi'WiAI&& Uloll o:o ,.., n\ et.all .• _.. 

__. au. n o1 * ,_,., a-tv A.ft w1t.11 ....,. ... w ,.,. .. ~ • 

, .... ....u. 
~Uo:t.e ~a ..U fOI'U• 81 tM ~&al oonl- _,.11.-ld b& _, 1 I 

h<. e-.,o "' II r"• a 81 L I. l64a. 
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& .WL'IIt.ol7 dctiDiU. ol ...,tooalt&ral l&bor 1a 'Mlsd'd Ia 

11. a. 66» (~c.,_, l.R -ton), u.. aod&l aeo..nt.7 ML • t•u 

ot 19)9. ~Laral l&bor will, ..O.r U.. 4.t1A1U., iaalsde all -

'lieu perto...S 1A U. ~or Lhe -1' or '-'tL or oU.r eperat.or ~ 

a rano 111 al~ t.illber or cl•riAc lud ol brull alld OU.r deb$ leA 

1>1. harri-. u u .. -.Jor po.rL or ...... rn.o 1a pertOI'III&Il-. ,_ 

Tb1.l 1.a etr .. t.lw, •=•••, ~ wit.~ .... peot Lo -~ .-rro.-4 an. 
o.cae.r )1, 19)9, &1111, u will bo DGt.od, appllu ~ ta t.lle- or 
ranoerw. Sect.ieo 2 ot 11. a. 1.648, OD t.• ot-.r lloMd, wb1le it. -u awq 
to t&.rMre, 1.a DGL U.S.Lod Lo Lilla, t.L -u Aj)p]J' u wll t.o •-relal 

&Del Wrial .. tabl'* t.o. !bu, u.. re,.W--.' rae ot • -.s-. 
OCI>Oinl wooWI 1oM ....,....,. tor L .. t.S.. t.Mt. t.lwJ' perto.-cl U.. "nil!• 
clucrib.c! 1o t.• ...u-. 

Sect.lOD 2 ol II. R. J..648 woal4 pi'O'fi.S. a !lpe&ial ret.NUt.1 ... 

U eGipt.iCIIl tor L .. beDotlt. ~ ot a part.ioal&r cl&oo ot taJ;IqONo 'I'll• -

...,uon, u -wranct, -so.btadl.T -u __,.... otMnLo ... u.. -n-

-- ol .... 1&1 ~ ... a.pu- .... ..q wit.~ .......... t.o •niaoe 

Nllde...S Ia -u. wit.ll cl18ut.oro oU.r tMa ~ b.t. a.Uo w1UI 

1'UpMt. t.o .. mo. 1lldQ ......... --.c~ a1Mo .... iMo~t. ot u. 
Social Secar1L7 Aot. bot. tdld,M ..ul bo -opLM Clll ud ettar ~ 1, 19U)0 

acler U.. prwiolCIIlo ot t.• Soeial Secult.J Mt. , .. , ._t.o oC 19)9, tw 

exaaplo, .. mo. .-rto-.4 1o •-t.t. rit.~ U. prodlleLS.. ot -.,le 

•in~F or •plo .....-, oot.'- ,.,.,.,and tu tuwioc. and oort.a1a­

rtcao .-rt•_. • .tsdzrtw, ao t .-, wt.lldzrt. -· an1 u..-. ftw 

(Y ~ oC .all .--.u.. ~ .-14 p.-. eo.t.l7 Ia UIAIL lt. ..U 
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ad.joi8W.t Ill alaJM, tale &ba"-t ot •­

retwacS.. 

5Mtl• 2 -. ad4ad to tile bUl br a-tor .u..t1a • ...,._, 4 

00 t• floor ot tbt s-t.e att.er tbt bUl bad p&IIMil Uao ..... ...a .._ 

111 

oot ot • cl1MoW17 1a U. -ro.- ..t.lap oa U. Sooial Soo~7 bUl 

t.•t u r n 1 nrt aieb bt bad ott orad, 1lh1ab -. t1al.l,r aoeoptad u par\ 

ot t • t. bill u U. wet to t.M PreaJda\1 -. - rotraut.bo u a.. Mil 

111ppotad. S-tor Autia 'a -cironlrl to t.M Soolal. Soc~y bUl bile .._ 

upl&SAocl aboft. .lt U. t.'-- ot U. 418-IAia .. U. ~r Ill t• s-aw 

ot Sto&tor Autla•• I m 1 amt to L a. Uo48. t. .. -.jorlt.7 leader, S..tor 

Barkl•7• 1Dcl1eatad Ida ..SJHnsne .. t.o aooapt. t.IMI I "'Mat. 8114 a.t. at.aW 

t•t llo 11&11 lAtorMtl.a U.t U. Jlouo aa will1A&' to acoopt. lt. Tba bUl 

accor<ti.GW puaod U. s-t.e wU.b tile .l..U.. n 1 * 8114 tile aaxt ~ 

IA n- Ill all tM c~v..oo., t.M ,_..,. DopartMI& 1a RIO\ ) 

41aPMocl to ,.._., Preos.at1&1 dlafprow.l or ..rollad bUl a. a. lio48. 

'f&r7 v.aq ~. 

(SS.Sad) -,... . ....... 
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lllllaiAIIUI POll fll3 PILES 

Ia I. L 1648 

Roou ,..........c1 a let.ter.., u.s.a bm_ a eow o1 wtdA s. Sa 

Ula tile, ree dine U.t it be wt.oe4 bTU. J>rqidet. llr. 

BeA• MlW • oas.. ...s NqMet.eo~ taat u.. 1111o1a .ru. ... ret..,.. 
w 111a w-~ -. ..t to .....,.. .. rererreca u. ru. -. 

Ida ca AIIBUt 8. CD tbe Mr'lliAc ol -....~ 9, llr. !bclapnD -

d.., eA4 oa1cl tllat llr • ..._ Md ubol lila \o llaft ... PII'IIF&ft a 

letteJ' \o Jlad&e\ -.,1Ac 1D etr•t \hat tile~-. oot '"'I ut 

\o ,...,..,. a ft\o _,.. .. -ted u et.roq a letter J.ut)­

i.q that. pM!U.., .. -u be writ'-. h Pll'llpued ..,. a 1~ 

lllld • .,, 1t ap \o ~ Ill U. atte,_ lid AIIIIIUI\ 9, be ....re,.,... 

witb Ill'. 1'11~""• Jr. RelwJ'1Dc lad Jr. Jloorbbin II&\ ..W -' 

eon .. ~ t11aa tbU U. 8MCID4 l.eUer 8IMoWl be -'<. JoWl~ 

\ 

. 1q u.s, pee1U., ... .S.pd u. ......s 1--.ter. • ....... toU 

111'. ~ \o ..,. a ..,w o6 u. a- letter &ad ft\o a •r 

to llDdcu\ alae 'ld.tll \1111 let.\eJ' be lllpmd. I aaUad Jr. Bail.e1 

ot tllu s.l&ft ...s toU liSa *' - ..... ....., ala& llr. .... \\ 

lett.v pleo uop1eu ot u. ~\eJ' wld.ato bed ....., pll'llpued bJ lllllle.,u-• } 

wad U. ft\o --,.. llr. ll&1:l.uJ .-14 tllat. 8lldiK eooal4 ...t. t.ell 

tba Pll'llaSd- \llat. ... Jl"it.S.. o6 ... ~ - .... 41tt ....-

t.bsa \bet t...SteeW 117 u. 1.et.t.er 1llii1Aih 11r • ....,. •'a t. • au. 

! 72 
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IWSOIWt ~ Uilf" .-loll ... U... ace U ......... eM .... 

1~ wua" •I' '• til~ u. -~._ u.. u 11e ... u ....... 
oided ~ 1118 .-... w "f'Ko Ule ldJ.1. 
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GROUP MBE'l'IIIO January 17 , 1940. 
9t30 a . :n. 

Present: 

H. lt! . Jr: 

Gas ton: 

H.U.Jr: 

Ga ston: 

I!. ~. Jr: 

Foley: 

H.M. Jr: 

?ole,-: 

li . M, Jrt 

FolOJI 

ll!r. Bell 
lllr. Foley 
Mr. ora vee 
Mr. Sehwarr; 
Mr. 'Ihompson 
Mr. Gaston 
Mr. Harris 
Mr. Cochran 
A!r. Cotton 
Mr. Haas 
Mr. White 
Mr . Sullivan 
Mrs notr. 

HerbertT 

I have nothing. 

I got this memo from the President . I will 
read it. Vihere 1s SullivanT 

Noth1ngT 

Nothing, no. 

EdT If you will stay behind afterward, I 
want to talk to you. 

'l'he Bank of America hae confirmed the letter 
Collins wrote to the Fed aaldng for an inde­
pendent exalldnation, Collins asked for a 
copy of the notice of hearing. I don't see 
any reason why, a1nce we have a written record, 
we shouldn' t g1 ve i t to him. 

'Ihey are asking the Fed nowT 

Yea, The Board of Direotora adopted a resolution 
that the meeting on the - right after the stock­
holders ' meeting that confirmed the letter that 
Collins had written to the Fed, &eking for an 
independent examination. 

Now, the next thing 1a up to the FedT 

Yea. 'lbey haven't told ua what they are going 
to do yet , al thougb they formerly told us that 
they had that resolution. 
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• 
H. !t' . Jr: 

Foley: 

n . !II. Jr: 

Cochran: 

H .~ . Jr : 

Cochran: 

H, M, Jr: 

Cochran: 

Tlbi te 1 

B. li. Jr: 

Cochrani 

H. M. Jr: 

Schwarz: 

H. M. Jr& 

G·aston: 

B. li . Jr: 

- 2 -

But they haven 1 t told us wbat they were going 
to dot 

No. 

Harry, just read this a minute and see whether 
the information con ta1ned 1n there is 1n the 
Brazil file . Let Cotton read it, too. 

'l.hill one refers to a d ispatch. We have been 
phoning this morning and can 1 II get anythi.ng 
t'rom the State Department on t h is one to wtllch 
r eference is made 1n the first line . 

Is that the one which came up to t h e house last 
night? 

Yea , sir. 

I just wondered if - they have a file on Brazil 
and I wondered if that isn ' t referring to some­
thing that we don 1 t know about , 

That f i rst sentence refers to a dispatch from 
Brazil which we haven ' t received yet. I phoned 
Collado this morning and he illn 1 t in. 

Yes, they said they had not received the dispatch 
which is referred to 1n the last cable. 

I will talk to y ou about i t afterward. 

I have nothing. 

Qlickt 

'l.here wae no story 1n the Ba1.t1more Sun. Lacking 
continnation, they withheld it. 

The Baltimore Sun called him up and bad t h is 
idea that I was over at the llart1n plant yes­
terday. 

'l.he7 called me up about a rumor of that kind 
and I didn ' t mow a nything about it. 

They get the silliest i deae . 

175 
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AP, also. AP was quite persistent. 

It mus t have been a fellow that l ooked like 
me. 

Bomer CUmmings? 

Now don ' t get insulti ng . I have got hair on 
'lflY head. 

Sulli van, I have a memorandum he r e from the 
Pr esi dent which reads as follows : 

"Because immediately a fter lo!arch 1 5th the 
question will arise a s to whet her last year's 
t a.<t bill will cost the Treasury more than ex­
pected , I wi sh you would appoint an informal 
cocmittee o f three consisting of a representa­
tive of Internal Revenue, Lauchlin CUrrie, and 
the third person to be chosen by them, to make 
a report to me as soon as possibl e . This 
r eport should cover the t ax law change of '39 , 
also the tax l aw of 136. I take it the t ax 
law change made in 1 36 will be reflected in 
the returns this spring. 

"It is important both tor the Treasury and !or 
me that we get some f airly definite facts on 
the s ituation. • 

Evi dently t he President is get t in& a little bit 
worried about that a tate:nent he made in his 
budget message. 

:76 

Now, inasmuch as thi s is both revenue and t axes -
it i s revenue, isn' t itT 

Yes. 

I am going to ask Dan to sort of act as the head . 
I want Sullivan on it and I want to ask lr!r . Hel­
vering whether he would like t o serve or designate 
somebody and will you ( Bell) get in touch with 
Lauch. 

Yes . 
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Because this -a quite a slap at the TreaeUI7 
and evidently the President is getting a l i ttle 
bit worried about it, 

I suppose that -a behind it . 

Will, you handle that with Sullivan and Helve r1ng 
and LauchT · 

l:!r . Haas ought to be in on it, as part or our 
staff, 

Yea. But I mean, you get in t ouch with Lauch 
and s~ebody tro~ Wr, Helver1ng 1s office. I 
would do it rairly promptly. I am glad he is 
do i ng i t that way. 

rthat else have you got , SullivanT 

Sull ivant Nothing, excep t I was wondering if you had had 
any fUrther conversations wi th the joint Anglo­
French mission. 

H, M. Jrt On wbatT 

Sullivan: The matter we discussed before . I haven't heard 
anything from them but the manufacturers are 
beginning to come aro\Dld, 

B. lo! . Jr: No, They are seeing the duPonta now, but they 
really haven ' t yet talked to me. They have 
only really got t heir ins tructions now as to 
what they .should or should not buy. I have 
had nothing on the tax end or i t . T.he only 
t hing that I had -~~, and I wish you would look 
this up because I ref erred them to you, that 1t 
an airplane manufacturer gets an order from 
the A~ and let's say he loses $100, 000 on 
that , on the experimental order, and he has 
another one from the Navy and he mokes (.150,000, 
he s ays the way the Act i s set up he can ' t orr­
set one a gainst the other . 

Sullivan: Tba t is right , the way the r egula tiona now read 
he can not. 

B. lo!.Jr t Is that fa1rT 

~11 
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The question is whether or not you are goi ng 
into a guaranteed profit, You see, under the 
present rates where they a re allowed 10 per ­
cent of the total contract price, that ia 
ll-1/lOth percent profit on the investment. 
Where it ia 12 percent, i t ia 13. 6 , I t h i .nk. 

I mean the eame company - after all, they are 
doing business with the United States Government , 
In the one case they lose money and in the other 
case they make money, Each one has - they can't 
offset one against the o~~er? 

Tbey can't. offset Army against Navy contracts . 

l'lhy should they l ose money when they can set the 
price at any price they want to and the excess 
is just confiscated? I don't qui t e understand 
why they should ever be in a position Wbere t hey 
should lose money. 

On experimental orders . 

I doubt i t , Mr. Secretary, by virtue of the faot 
that the:r can charge an:r pri ce that they want to , 

Can they? 

Yes , because if they make more than the amount , 

they don ' t get it . 

They are charging it up pretty well. 

I r eferred it to :rou. I told them I wasn't familiar 

with the situation. 

That is the same inquiry the Vice President of 
Gltnl !.!art1n made a couple of weeks ago in a 
letter to you. 

I didn ' t even know that , ~at was the Vice 
President 's name? 

I don ' t recall, but there was sent to you a 
copy of his letter to Congressman Vinson. 

Well, that is tunn:r , because 1n discussing it 

yesterday- because I didn 't know a thing 
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about it and J.!artin didn ' t aee:~~ to know &n7-
th1ng about it, either, An,-wa,., I told them 
that you were the uan to aee . 

Sullivan: Yea , air. 

B. !4 , Jr: I think the trouble - the reason you haven ' t 
heard more i a it ia only in the last day or 
two that the allied purchasing commission really 
k.now what they are suppos ed to buy. 

Sullivan: ~ey were very vague a week ago. 

B. li. Jr: 'lhat is w~, they didn't have their definite 
orders , but they have got their orders on 
powder now. 

Sull i van: I think they are going to try to introduce a bill 
a t this session to allow them to Charge off a 
l oss on an A~ contract a gainst excess profit 
on a Navy contract , and vice versa. 

B. M. Jr: That is up to you. Let me know what ia right , 
what i s f air. You haven ' t worked for me long 
enougb, but you will never find that I handle 
any of those things . I never touch them. All 
rightt 

Sullivan: Yes , air. 

5 , W, Jr: George' 

: 79 

Haas: You wanted th1a brought in, lo!r . Secretary (handing 
letter to Secretary) . 

H.M.Jr: Dan, what would you do with tbia thing! Here 
is a letter from Henry Wallace to me about 
Milo Perkins • food tickets . Didn't Harold 
Graves follow that thing throusll with met Who 
followed that thi ng on the aet- upt 

llell: I think Harold waa - headed more or less the 
committee for a week or so to keep you a dvi sed 
aa to what waa going on. I have a memorandU!II 
here now on it from Bartelt, saying that the7 are 
contEmplating starting it in rough. 
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He said he had sent a copy to White. Isn't 
this an admini strative matter, a matter of 
set- up , and so forthT 

Yee . It is entirely up to Agriculture , The 
only way we get in on it is through our 
disbursing office. 

You see, he talked with Vlh1te and Bartelt and 
now he comes and says, "I will appreciate it 
if you will advise if holding such a conversa­
tion meets '1<1 th your app roval , " 

Be says he talked wi th meT 

Yes. 

:eo 

Oh, that was about a month a go whe.n I told you 
about i t and you sai d s everal times you wanted 
to go into it and wanted to t alk about i t but 
you kept postpon ing 1t, the wisdon of extend.1ng 
that to cotton, At that time , 1t was only in 
the planning s t a ge and Milo Perk1Ds spoke to 
me and I spoke to you and you Ylere goi.ng to see 
Mr. Perkins a t that time, but you d idn't have an 
oppo1•tunity. 

Is he aeld.ng me t o approve., •• 

You handle it, anyway. I am not going to .russ 
with W.lo PerkinS or cotton or anything that 
has got to do with Wallace. Y/e will just take 
on the csrtificate · plan. You write a letter 
for my signature. 

Last year you expressed tenta tive approval of 
that i dea. 

I know, but I can' t work wi tb \'lalla ce. It 18 
impossible to work w1 th h im, You Y.'Ork wi th a 
man and then he comes out and makes a vicious 
at tack, 'I'd thou t naming me, in the papers on this 
th1$ thing &nd he is tell ing all the farmers , 
and everything, I am against the farmers and 
all the rest of it. You just can ' t work with 
him, 
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Baa1lt 

That plane 1a still 1n storage . 

All right. 

Do you think we ou~ t to remind themf 'lbe 
charges are mounting up on it. 

Could you get me a little memorandum on it 
between now and a quarter of ll : OOt 

Yea. 

Ylill yout 

Yes. 

I am seeing the President at ll: OO and the 
heads of the Army and Navy Air Corps are both 
to be there . It would be an ideal time. 

Yes. 

It would be an i .deal time . 

I will have it for you. 

Anythin8 elseT 

No. 

Anythin8 new CID stuff moving fran our borders? 

No, 'lbe trade papers are picking up the fact 
that goods are starting to back up 1n the South 
rather badly. 

Ia the Maritime Commisa1on doing anything! 

No, I dan 1 t think there is anything they can 
do at the moment. 

Anything I can doT 

Bo. I think 1t has got to get worse bei'ore it 

181 
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can get better and then they may decide t o 
sell some of tha t old laid- up fle et . That 
i s about tho only solution that I can see 
anywhere . 

You two gentlemen, Cotton and White , that 
cable from Brazil, is that in your file? 

It sounds new to me but I want to be sure 
and check up. 

Well, i t just came 1n yesterday evening. It 
is routed to them. 

No, I mean this memorandum referred to in 
there . 

I don ' t remember seeing any reference to it , 
but I will go through them again. There i s 
a memorandum of Feis' conversation as to what 

.. 82 

he thought might be done , but it isn't i dent i cal 
wit h this or even simil ,r. I wouldn't want to 
say for sure , but I don t recognize anythi ng 
in it. 

Will you two gentlemen s ee Nisa Chauncey and 
see if there is anythi.ns in that memorandum 
that you are lookins fort 

Yes, we will do that. 

After that, let me know. 

Here is the report on t he Russian thing. Here 
is this foreign matter. I don't know whether 
you want anybody else to get that. 

I will read it. Joe, if you •:i ll wait outside, 
when I get through wi th Foley you come 1n and 
I will read the memorandum from Traphagen and 
I will call him up on the wir e While you a r e 
here. 

Barol df 

Nothing. 

Dan! 
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I dan ' t know whether you are familiar w1 th 
tho.t correspondence we have bad 1'!1.tb the State 
Department regarding the account -.1. tb the 
Riggs National Bank in the name of the forme r 
Spanish Ambassador, I think the first letter 
went out , didn't it, Ed, and he said that it 
wa s a conference between the counsel of the 
bo.nk and the counsel of the Embassy and that 
we didn't want to inject the Comptroller into 
it. Now Mr. Wellen comes back and makes a 
direct request that we examine t he account and 
furnish the Spanish Ambassador the information 
required. 

f/111 you b.endle it, getting proper legal advice! 

I question whether we ougbt to do it, use bank 
examining powers. 

:aJ 

If we got a direct request rrom the State Depart­
ment to do it , I think "e have go t to do it, 
because VIe would ra i se the dickens , Dan, w1 th 
a foreign power that was directly requested by 
our State Department to do so~etbing like that 
and they refused to do it. 

The trouble is, there ian' t anything to show 
that this isn' t a personal account. It bas 
all the earmarks of a pers onal account rather 
than or an official account. I don 't know how 
you are going to prove that i t isn ' t a personal 
account. 

fiell , would you and Ed handle itt 

Yes . 

And you might keep Gaston informed , ina5much as 
it 1a Sto.te Department sturf. 

All right. 

It is kind 
Oaeton a nd 
handle it, 

O. K. 

or ticklish. Supposing Bell and 
Fbley be a committee of three to 
w1 thout referring 1t back. 
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V/ha t else , DanT 

That is all I have. 

It was very encouraging to me - as I under­
stand, either seven or eight letters have 
come in from indivi duals in California as a 
result of that statement I made about the 
Bank of America and their management , every 
single one friendly and most of them com­
plalning how through Gianni ni' s interests 
they have lost their fortunes, but there 
isn ' t a single one but says go t o it. Every­
one i s praising me for my stand and it is 
about time that these fellows - about time 
the Government did s aneth1ns. I t is qui t e 
encouraging. 'lhe only abuse I get is from 
Giannini, but from the people - they are with 
me . It is interesting. Evidently the people 
believe i t is popular in Cali fornia. 

The Department of Justice says the action 
they took against Bioff is popular , too. 

'lhey didn't know tho.t or they "'Oul d have done 
it sooner. 

: 84 

The A. F . of L . i s going to pay fo r his defens e. 

Anythlna else , DanT 

No. 

Before you gp on, there ie one poi nt I forgot 
to mention. ~e have very inadequate f i gures 
of British gol d , VIe are only guessing. I 
wonder Whether you feel i t f easible to try 
to get some more information t hrough Butter­
worth, 

More whatT 

More a ccurate figures from Butterworth as to 
what they have. We don 1 t know. The last 
one we had was in Augue t and we are trying 
to suese. 
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Keep tbat 1n the back of your mind and let ' e 
wait until Kr. Gifford arrives and maybe we 
could aek him. Be i a on the water now. 

There was a mistake on that chart. 'lhat chart 
waa 900 million. It should bave been a b i llion 
900 million for England. 

You eeo , I said to you 'llben I aaw ttw.t chart, 
the moat significant thing -• tho fact of how 
l ittle - remember, I put my finger right on it , 
Harry. 

That 111 why I went back and looked 1 t up. 

And in your November report you showed much 
more. I meant to apeak to you. 

Yea, 1t was a billion nine , but i t 1a posa1bly 
lese. We don't know, but that is what our 
last information i e. We think it is almost 
the aamo, but we don ' t know. 

Well , let 1 a wait until Gifford comas over. 

You don't feel you want to ask Butterworth to 
dig around'f 

What do you tbinkf 

I don't think you should. 

I don't either. 

Are you through, Dan! 

Yea, I am through. 

How about youT 

I have a momorand\118 to General Watson a bout 
that gold medal. 

What they want ua to do 111 to follow it througll. 
for the • . 

Yee . 

185 
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Here are the oomm1ee1ona for 
and the Assistant Secretary. 
tor siSJ14ture . 

t he Undersecretary 
They are ready 

Have the two days and all thnt passed? 

Yes, t hey have passed , 

Monday and Tuesday. 

'Ihen the drinks a r e on Sull i van, and l t ls not 
t o be tomato j uice, either. 

V.ben do we swear these boys ln, today? 

I will have to get the commissions signed by the 
President. 

Fine . Is everything else all rigntt 

Yes, sir. 

O. K. 

: as 
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FOR THE TREASURY. 

FROM MATTHEWS, 

187 

To~ Dayrae, R18t and Couve de Murv1lle had lunoh 

v1th me at my house. According to Couve , reVised estimates 

indicated that ror the month or January payments by France 

tor purchases or var materials in the United States vould 

total about 42 million dollars instead or 45 - rererenoe: 

telegram or January 10, No. 49, rrom the Embaee:y - and 

t hat in the months or Februar:y and March roughly similar 

sums vould have to be paid. 

Ae yet i t ie too early to get any idea or what the 

value or French holdings abroad Vill b e ae obtained trom 

the required declarations, and it ie probable that it Will 

be l{aroh berore the 1 inventor:y1 ie ready . Couve said again 

that he thought French holdinge or -'raerioan securities were 

ceeta1n1:y not more than our Federal Reserve had mentioned; 

he said that British gold mine stocks and rloyal Dutch were 

· bought mostly Vith French capital abroad. Re said there 

are indications that there 1a beginning in France the boarding 

ot gold and or dollar banltnotea part1ou.lar1y, but that t here 

vu no a1gn or any rlight rrom mona:y into goode as :yet . 

(Personally 
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(Personally I think that sooner or later a certain amount 

of this ie bound to come). I made the remark that recently 

I h&d seen indications that despite laok of published 

s t atistics, prices are in tact starting to rise. They all 

were in agreement that this e~ected develo~ent is putting 

1n an appearance at last, though not on an ala.rmJ.ng soale 

as yet. 

The hope was expressed by Riet that in the near tuture 

t he Government would proceed With extensive rationing plana; 

he said that ' petite bourgeois' are already shoving eigne 

of hoarding foo4et uffe, as well as small local merchants. 

He feels that there is an unfortunate effect trom these 

•abuses•. 

Couve de Murville continues t o be pleased with exchange 

control operation. Be said t hat t here are no longer &Q 

1=POrtant l oopholes, since Great Britain followed with a 

regulation silllilar to t heirs tor regul.ation and supervision 

of trano deposita to foreign aooounts - reference, telegram 

No. 2882 ot December 1 troa tbe Embaee:r. Couve said that 

he had not seen any concerted effort to violate tbe control 

measures . On the contrary, Riat said, he had found a great 

deal of anxiety on the part of individuals last they 

contravene them unwittingly and inour the war ti11e penalties, 

wh1ob are relatively severe . Ther.e seems to have been 

a great change in the trad1 tional J'ranoh attitude toward 

tiaoal fraud and evasion because ot the war, Riat said. 
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Oouve s aid that there did not see~ t o be any capital export 

on an important scal.e certifying to jewelry purchases, when 

I asked him about tllla. Also, both aa to smallness ot 

volume and as to rate, be teals t hat t ha tree ~ket in 

New Yor k continues satisfactory. 

The remark was made by Oouve that he believed there 

was some danger that people in France would get the idea that 

Germany ' s deteat could be brought about by economic warfare 

activity alone; qU1ckl7 Rist and Dayraa spoke up and said that 

nowhere 1n the French Blookade Ministry did eucb an ill ueion 

prevail. Both Rist and Dayra s s everely condemned the 

attitude ot the Frenoh i nformation center as evidenced 

t hrough the radio and through the prose in giving an 

exaggerated picture ot the weakness ot Germany, and in raising 

the false hope that all the Allies would have to do would be 

to sit quietly and rel ativel:r safely behi nd the Maginot 

Line and tkat in a short time the blockade would bring about 

an automatic diaintregation ot Garman economy and subsequently 

capitulation to the All ies . Incidentally, it seemed Oouve 

b elieved that a pe.r1od ot extended inact ivity m1gbt vall 

be a more serious problea to the moral e ot the French 

than it would prove serious to t he Ger~ane. 

END SECTIONS ONE TO FIVE, INCLUSIVE. 

BULLI'l'T. 

&t.:LVY 
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They said it seems that satisfactory progress ie 

being made i n t he trade and clearing agreement negotia­

tions , although t he Swiss are still causing t hem some 

1trouble 1 • They all agree that the one responsible for 

t he 1 trouble 1 is Hr. Stucki , the Swiss Minister here, 

who is the 1 oapabls but very d1fficult 1 chief del egate. 

Although in t heir agreements they are including definite 

•guarantees• on t he part of the neutrals t o hold t heir 

BJ..'}lorte to Geroany down to 1norma1 1 amounte , t hey have 

not as yet dared to go farther than that-- t hey f elt t hat 

frequently t he 1guarantee 1 was i llusory and would depend 

on the 1psychology 1 of the neutral &ovsrnment and t he 

extent to which the government was subservient to 

pressure by Germany, It was remarked by R1st that a 

little l everage is given t o t he Allies by t he fact t hat 

at the present t ime t hey are transporting part of t he 

coal shipments t o Italy troo Holland in British ships . 

Although railway frei ght traffic between I t aly and 

Germany since t he beginning or t he t!ar has increased 22 

percent and t herefore indicates some rise , R1st does not 

feel t hat Germany is receiving a great deal through Italy. 

He said t hey had r ound out t hat except t or shipments or 

Hungarian wheat bought by Italy vhich had been going to 

Abyse1n1a 
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Abyu1n1a by we:r of the Suer. Canal, the port of '1'r1eete 

is 1dead1 • 

It was generally agreed that there had been a marked 

and encouraging improvement 1n Frenoh exporte reoently. 

R1et ea1d that at the present time exports from Prance to 

Holland are now ae large aa they were before the war, 

and J'renoh exporte to South Ameri ca, e specially to 

Argentina, are very satisfactory. 'l'he unw1llingnees of 

t he dilitary censor to allow etatietice on f oreign trade, 

prices and other economic and f inancial 1nd1cee to be 

published wae cr1t1c1zed by all of t hem. 

BULLITT 

U : EB 

191 
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CO"l"lECTED COPY 

runt GRAY 

Paris 

Dated Jc.nu.o'U'y 17 , 1940 

Rec 1 d 9 : 30 p . m, 

3ccrttary of StatE, 

Vlashington. 

89, January 17, 7 p . n . (SECTION EIGPT) 

DEposits i n the national (postal) savings muli<s dur ing 

t~e peri od December 16 to 31 totalled 329, 000, 000 francs 

an:! I"Jithdrawals 168 , 000, 000 , During the entire year or 1939 

d£QOS1 ts exceed withdrawals by 662 , 000, 000 francs , t h E 

!'>ighest for six years . 

DEposits in ordinary (private) savings banks dt~ing 

t~E QEriod DEcEmbEr 1 6 to 31 totallEd 218, 000 , 000 and 

~ithdrawals 25, 000, 000. ~ing thE entirE yEar of 1939 

dEposits EXCEEded withdrawal s by 234, 000, 000. 

Tht Frcn::h financial press has quoted ex tensivEly from 

3ri tisb jourmls on thE all£ 13td r emarks of ColonEl LlewEllyn 

l' i th respec t to thE !'utm•E requisit i oning by t h£ ~tish 

Oovcrrun£ nt of for cign sEourit i £S and thE AG£t/CE EC:N!O:IIQUE 
.... 

E'r F:rl1;.NCIERE bas hast£ ru:d t o point out tba t this would 1n 

no 11e,y &.ffEct thE Paris Bourse , As you ar£ a wart {ncr tclE ­
~ 

gra2:1 :;o , 49 , January 10, 6 :,> . m. , para gre. l)b two a lll3 prEvious .. ,., .... 
assurances reported) thE Fr Ench Government has n o presEnt 

thoug:1t of requ1s1ti onU)g priva te holdings o1' 1'or t ign 

sccuri t ics • 

Nl'L BCLLITT 
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SEcretary of StatE , 

Wash~ngton, 

GRAY 

PARIS 

193 

DatEd January 17 1 1940 

REo 1d 9:35p . m. 

89, January 17 , 7 p, m, (SECTION NINE) 

AftEr t-wo days of weakness th£ Paris sEcurities £x­

cl'angt liaS firmEr today . Most r ent£ issUE s advancEd fra c t1on· 

ally and t h£ 193? Excha~g£ guaranty issUE moved up onE franc 

fiftEEn cEnt1=1Es to 217 , Th£ improvEmEnt was duE partly to 

a mort optimist ic fEEling that Holland and Belgium will not 

b£ invaded and in part to improvEd technical position, ThE 

carryovEr ra t E on Monday ' s mid-month s l'ttlE!nEnt day was f ixEd 

at SEVEn Ei gbths pEr cEnt comparEd to 1~ at DEcEmbEr 15 and 

2~ a t thE End of » tcEmbEr , 

Official EXChangE ratES for thE b£lga 733 - 739 

(comparEd With ?35 - ?41) and (or t hE florin 2322 - 2336 

(compared wi th 2326 - 2340) , 

(END OF ,.ESSAGE) 

- ' - ' 
BULLITT ' 

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

g j 
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TREASURY DEPARTMENT 
WNFIDENTUL 

INTER Ol""f'lCE CONNUNICATION 

DATE Januar7 17, 191K> 

TO 

,110 .. 

' SUbJect: Reoen Developments in the Bond Karltet; Canadian 
Government Finance 

(1) 

(2) 

(3) 

(~) 

StiM!URY 

Domestic higb-grade securities marked time last week. 
On Honda)' or this week, however, long-term Government& 
!ell eharPlr, and then held steady on Tueeda)'. In 
oontrast1 higbo-grade oorporatee were steady both days 
(Chart I1. 

The average maturity or United States direct debt in­
creased by five months during 1939 to ten years and 
five months, while the average maturit1 or direct and 
guaranteed debt combined increased by one month to 
nine years and ten months (Chart II). 

The Dominion or Canada offered a new war loan Monday 
consisting or J-1/~ percent bonds redeemable by lot 
in five equal parte annually !rom 19~g to 1952. The 
loan ia !or $315 ~1llions, or which $115 millions is 
offered in exchange ror an issue maturing March 1. On 
a per capita basis, the loan is equivalent to $3. 8 bil­
lions in the United States. The rate or 3-1/~ percent 
is slightly below the market (Chart III). Newspaper 
reporte indicate that the oaah subscriptions are heavy 
and the loan will doubtless be oversubscribed. 

The nev loan oomee on the heels or large increases in 
the Canadian debt in recent years (Chart IV). The per 
capita Canadian debt has consistently been l arger th«n 
that or the United States, although the dit!erenoe has 
been growing emaller. 

All Canadian Government securities are higher in yield 
than United States securities or comparable term 
(Chart III) . 

In the last 7ear and a halt, Canadian long-term bonds 
have lost ground, on net balance, while United States 
eeour1tiea have gained (Chart V). 

Britiah 2-l/2 percent console and French 3 percent 
rentea decli ned, on net balance, bT 1 point and 1. 65, 
reapeotlvelr , on the tiret two days ct this week 
(Chart VI). 
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I. Domestic Bond Market 

High- grade securities markets in the United States marked 
time l ast week. On Monday ot this week, however, medium-term 
and l ong-term Government seou1•1tiee showed large price declines. 
Bonds callable in tive to tifteen years declined 13/32, and 
bonds call able after titteen years, 20/32. High- grade corporate 
bonds , however, declined only slightly. According to t he Fed­
eral Reserve Bank ot New York, the selling ot Government• seemed 
t o be baaed on the desire to reali ze protits in view ot the un­
favorable news r eceived trom abroad. In any event , the weakness 
was arrested on Tuesday, a s both Governments and corporate& hel d 
~teady (Chart I). 

There were several i nter esting developments in the tinan­
olp~ tleld last week. 

The week was marked by the tiret case ot a Class I railroad 
to emerge trom reorgani~ation proceedings under Secti on 77 or 
the Bankruptcy Act, when on Wedneada.y, January 10, the Court aP­
proved the reorgani~tion plan ot t he Chicago and Eastern 
Illinois Railroad. It is expected that a tew months will elapse, 
ho11ever , betore all the legal details are completed. 

On liednesday and Thursday , January 10 and ll , t he two top 
hol ding companies ot the Associated Gas and Electric system 
t iled voluntary bankruptcy proceedings tollowing the action ot 
the SEC in t orbidding t he payment ot dividends or interest by 
t~e Associated Gas and Electric Corporation t o ita parent, the 
Associated Gas and Electric Company. This blocked the main in­
coce source ot t he parent company which tound i tselt with inaut­
fic1ent tunds to meet $260,000 ot interest due on January 15 on 
i ta debentures . Under the authority ot present legislation, 
the SEC may be appointed as sole trus tee tor both companies. 

The USHA has announced that a second aeries or $35 millions 
ot short- t e rm notes ot local housing authorities v1ll be o!tsred 
1n t he near tuture. The tiret aeries consisted ot $50 millions 
of six- month notes sold on November l~ at a rate ot just under 
• 60 percent. 

Nev corporate and municipal bond 1aeuee !or the week ended 
January 13 vere small aside troo the $30 mill ions ottering ot 
the Ao:erioan Gas and Electri c Company. This i ssue wae very 
well received, with special preference shown tor the 20 and 
30 year maturities. 

Treasury b1l l a have continued to flow to Chicago for pur­
poses or tax avoidance. I n the week ended January 10, report­
i ng banke in Chicago increased their holdings ot billa by 
another $69 aill1ona, making a total increase ot $2~1 millions 
&lnce December 6. 
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I I . Increase in Average Katurity of Public Debt 

It was po1.nted out 1..n a memorandum last week (January 10 ) 

that as a result of recent f1.nanoing operat1.ons, the composi­

t i on by mat uri ty classes of direct and guaranteed debt has been 

alter ed si gnificantly. Further evidence of these changes ie 

br ought out in Chart II , which shows the average maturity of 

t he debt ae of t he end of each calendar year from 1929 through 

1939· In studyi ng the chart, i t should be remembered that the 

mere passage of time automatically reduces t he average aaturity 

ench year. 

':'he aver age matur1 ty of the direct debt increased by five 

mont hs during 1939 t o ten years and five months . This coopares 

wi th a low, for the dates covered in the chart, ot seven years 

and seven months r egistered 1n 1931~, and a high of eleven years 

and three months 1n 1929 · 

If guaranteed debt is also included, the average maturity 

tor 1939 becomes nine years and ten months, an increase of one 

oonth over 193g. I t is interesting t o observe that t he average 

oaturi t y or direct and guaranteed debt combi ned was lower in 

the laet two yeare than the average of direct debt alone; whereas 

in previous years, the combined average was higher than that of 

di rect debt alone. The average maturity of guaranteed debt has, 

ot course, been reduced gr eatly i n the last two years as numer­

ous short- term issues have been sold. 

III. Canadian Government Finance 

CMadi an war loan 

The Canadian Federal Government offered ito first public 

wnr l oo.n Uonday. (A orevioue war loan offered in October 1939 

was sold exclusively to banks. ) The l oan ie for $315 all~ions, 

of whi ch $200 mill ions ie for oaeh subscription , and $115 mil­

!ions for retund1ng or a .3 percent bond i ssue maturing Llaroh 1 . 

1his is a very large ieeue for Canada, and on a per capita 

basis i s equivalent to $3. g billions in the United States. 

Accordi ng to prees dispatches today, cash subscript i ons are 

heavy and the loan will doubtless be heav~y oversubscribed. 

The loan w~l bear 3-1/~ percent interest, which is some­

what below the ma.rket yields on e:deting Canadian eecuritiea of 

coaparable mat ur1ty. (Che.rt III). 

Redermt1on w~ be &lot 1n five equal parte, annually 

!'ro:n 194a to 1952· An interesting devi ce reeulte 1n providing 

a sli ghtly higher rate of interest for the parts to be redeemed 

in 1951 and 1952· Unlike the t1ret three redemptions , which 
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will be at par, the 1951 part will be redeemed at 100-1/2, and 
the 1952 part at 101. Prinoipal and interest will be payable 
in canadian money only. 

:98 

The subscription lists opened Monday, and will remain open 
teo weeks unless closed earlier by the Klnieter ot Finance. 
aonds will be 1esued in denollll.nations ae low as $50. In order 
to tao111 tate purchasee, the chartered banks wUl aalte three­
Month loans up to ~0 percent ot the princi pal amount ot the 
bonds. These loans will bear interest at 1/~ ot 1 percent per 

annu•n. 

Growth ot public debt 

The new Canadian loan comes on t he heels ot very large in­
creases in the Dominion debt in recent years. Chart IV com­
paree the direct and ~ranteed Federal debt in Canada and the 
United states trom 1914 to date. The eoale t or the United 
States is shown on the lett -hand side ot the chart, while that 
for Canada is shown on t he r i ght-hand e1de. The Canadian scale 
has been enlarged twelve times over that tor the United States 
in order to correct tor t he ditterence in population. (In both 
1920-21 and 1930-31, t he respecti're censuses showed t he popu­
lation of the United States to be approximately twelve ti~es as 
large as that of Canada.) 

It is interesting to note that t he curves representing the 
direct debts ot the two countriee t ollow about the same course. 
The direct debt of both countries increased sharply i n the 
World War years, decreased during the decade ot the Twenties, 
and increased again sharply in the depression years. The cana­
dian curve, however, is always higher than that for the United 
States. This i s a reflection of the tact that the per capita 
debt of Canada has been cons18tently higher than that ot the 
United States. In the last t en years, however, the Uni ted 
Stat es direct debt has increased more sharply than that ot 
Canada. 

The co111parat1ve situati on i s not coe~p1ete, however, unless 
guaranteed debt 1e also considered. In the last twent ;r years, 
the guaranteed debt ot Canada has increased tremendously, prin­
cipally as a result ot a great expansion in the guaranteed 
railroad debt. It is interesting to note that t he deoreaae i n 
the dir ect debt ot canada whloh took place in the Twentiee aa 
war debt was retired was more than ottset by the huge increase 
in guar anteed debt. Considsr1ng guaranteed and direct debt to­
gether, however, the United States has stlll been showing much 
sharper increases in recent years than Canada. 
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At the preeent tiJie, it 1e eet1•ted that the Dolli.Jiion d1-
reot and guaranteed debt a.ounte to elightl)' leu than $5 bil­
lions. On a p er capita basis, this would be equiYal.ent t o 
about $60 billions in the United States. This u.y be compared 
with the present Federal direct and guaranteed debt in the 
United states ot less than $48 billione. 

I n t he oase ot prortnoial and m .nioipal debt, Canada coa­
pares even more untavoNbly with the United states. Total pro­
vincial, JDUnici pal, and local guaranteed debt. in Canada a110unt 
t o approximately $3 billions. On a per capita basis, this 
would be equivalent to about $36 billions in the United States, 
or almost double the aggregate State and local debt in the 
United s tates. 

It ehould, ot course, be reuabered that co~arisone ot 
the publio debt i n ditterent oountries are subject to .. D7 
qualit1cat1ons. 'l'he relationship ot interest charges to na­
tional income and the amount or and character ot assets avail ­
able tor otteet against the debt a r e particularly important. 

Relationship be tween ehort- and long-term yielde 

All Canadian Government aeouritiee are higher in yield 
than United States securities ot comparable term (Chart III). 
The curve expreesing t he relationship between yield and term, 
moreover, ie much sharper in t he case ot Canadian eecuritiee 
than tor Un.1 ted States eeouri ties. Consequently, the Canadian 
curve nattena out 1a1ch sooner than the United States curve. 
As the chart shows, the yield on Canadian ieauea with a tera 
ot eight yeare la approximately as high as on those w1 th a 
longer term. This repreeenta a nattaning ot the curve approxi­
mately ten years sooner than takes plaoe in the case or the 
United St atae curve. 

For a tera ot approxi .. tel)' nine years or leas, the yield 
on Canadian 1eauea ie at l east doubl e thet on United States 
i ssues; and in the case ot the ehorteet maturities, the dif ­
f erence is tar greater. 'l'he yield on a Canadian ieaue ot 
October 1943-45, tor example , was 2.32 percent on Janu&r)' 13, 
aa compared with a yield ot .55 percent tor a United States 
1asue with the same call and maturity dates. (Both issues are 
selling at a preaiUJil, and are therefore t1gu.red to the call 
date . ) 

Although not as striking as this, the ditterencee are alec 
very large in the case ot longer teras. A Canadian ieeue due 
1n June 1958, tor ex..ple, yields about 3.25 percent, as com­
pued with 2. 30 percent tor a comparable J.aerioan issue. 

199 
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It should perhaps be observed that CanaAUan Government 
securities do not possess any right or exemption fro~ i noome 
taxes. The interest on United States Treasury bonds, or cour••• 
is exe!IIJ) t from the norcal income tax or the Federal Government 
and frOM State income tBXes. This ditterenoe in tax treatment , 
however, aocounto ror only a very small part ot the yield dif ­
ference between Canadian and United States Goverrrnent securities. 

lllnetv- deY bi lls 

The average rate on the last i ssue (due April 15) or Cana.­
dinn 90..day Treasury bills was • 7S percent. While this comparee 
verr unfavorably wi th the rate in the Un1ted States, which was 
ne :nt1ve again last week, it is much lower than the r ats 1n 
Great Britain, which is still 1.11 percent in spi t e of the steady 
r eductions which have been taki ng place recently. The rate on 
Cnnadlon bills increased with the outbreak or war, but , compared 
wlth the i ncr ease in Britain, the Canadian rise was negli g ibl e. 
At the pr esent t i me , the Canadian rate is about midway between 
the nre-war l evel and the war period hi gh in Septeober. 

Recent t rend in long-term bonds 

Chart V compares , b eginning with July 193S, the movement 
or lon~-term Unit ed States Treasury bonds and that or Canadian 
J -l/41 s of 1956-66 , an issue wh ich 1s payable only i n Canadian 
funds. 

The two aeries behaved about t he same during 193S except 
th!lt the Co.nad1an issue lost slightly more at the time or the 
Uun1ch crisis. In 1939 , the up~o.rd movement of United States 
';'reesury bonds, whicb reached i ts peak in June, l'as not matched 
by the Canadian i ssue , which reoained relatively stable until 
Auzust . As a result, the yield differential bet<a·een the two 
series became approx1mately half as large again uy early suamer 
as lt had been at the begilllling or t he year. 

In the crash which accomoanied the outbreak or war, the 
Canadian issue did better thaD long-term United States Treasury 
bonds. Otr icial suooort was given the market in both countries, 
however , so the decilne was artifioially impeded in both cases. 

Since the Seotember low ooint, the Canadian bond has reoov­
t red Only about one-third of its war-crisis loss, and the yield 
di f ferential , as comoared with long- torm Treasur.' bonds, bas 
been reachi ng new b1gh levels . At the present time, the dif fer­
ential i s approximately double what i t was a year ago . 
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IV. Britlllh and i'renoh GoTel'llllent 8eourit1 .. 

'rbe Brit1eh g1lt-edged urket, which wae buoyant laet week, 
to•>k a a harp drop •>n Monday, Januarr 15, vben 2-1/2 percent 
uoneole tell 1-1/~ pointe (Chart VI) , After a r ecoY&rJ ot 1/~ 
on Tueed.&y, the pr:l oe stood at 70:3/~, t o 7ield 3· 57 peroent, ae 
coayared with 71-1/~, yielding 3.52 percent, a week ago 
(January 9) . 

r renob 3 peroent rentee, wllich have been 4eclin.1ng tor the 
paot two weeke, te~ 1. 05 pointe on KondaJ, Januar7 15, and a 
:urther .6o pointe on Tueada7. At the oloee on !ueeda7, rentea 
et >od at 7J.70, to 71e.ld 4.07 percent, ae coapared with 75.90, 
;·1eld1ng 3· 95 percent, on Januar7 9· 

A\ ~aohlllenta. 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

To Secretary Morcenthau 

Mr. Cocbru CONFIDENTIAL,. 
!'he ! ordp exe~w~&e Ill&!' kat vaa quiet apiu tod~Q" , aDd tbll rate for ehrl1114 

cootiaued ita dowverd DOftaeDt. lloth eo,.,erciel eoDCerDS aDd forelp bulca liP­

penrod "" oellero of oterl1D4 on bal&Dce. After opeDiug at 3 . 96-3/S, oterliac 

decl ined s teadily to a 1ov of 3 ·95-3/8 at the close. 

S&leo of opot oterl1114 by the four r eporUD& bulca &Dd tbll ll'ederal R.ser... 

Bflllk of llev York totaled 1,561,000, from tbe follo¥1114 oourceu 

3y commercial coneern•·· · ·················· · ······· · ·····' 226,000 
B7 foreign banks (Europe , ll'ar :East aDd South i.uriea) .... &. 235,000 

lly t he l'ederal Ruern B&Dk of !rev York (for ~olaTia) . &. 100,000 
fotel .... &. 561,000 

l'llrchues of opot ohrllD& &liOUDted to 1.317 ,000, u indicated be1ov: 

'!'be folloviDf: report1D& bulca oold cotton billa tot&li114 &.llz,OOO t o the 

Eritioh Contr ol at the official rate of 4 ,02-1/2: 

lo 25 ,000 by the Natioual City Bank 

15,000 b7 tbe Olarant:r fruot CoapaQT 
2 , 000 by the Ch&oe National Back 

10 42 ,000 'l'otel 

fbe rate for the jl\11\der, after fluctu&t1D4 vithln a narrow r&Dce 110st of 

Ito day, receded t o a lov of · 5312-1/2 1u tbe late atteZ'llOon. fhlo decline re­

oulted f rom the appear&Dce , in a t hin market, of aD order to oell 200,000 gnlldero 

vhich the lrrl114 'l'ruot Coq>&DY recehed from a bank in .U.terdam. The guilder 

closed at . 5313. 

fbe other iaportut currencieo clooed aa follovo: 

J'rench traDCo 
Svioo fr&DCI 
lleJ.cao 
Canadian dollar• 

.0224-l/S 

.2242-l/2 
.16153 
11-15/l~ 41ocount 
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!bt,.. vert AO cold tranoa.ctiona con-ttcl. b7 ua tocl.a,y. 

!be ftdor&l. !teatrn llanlt or !lev York reponed to ua tba rolloviDg ahipooenh 

or cold: 

$J, 4Jl,OOO troll tba llet berlan4a, ehippecl. by tho 1Jetbtrlan4o llank to tbe li'eder&l. Re­
oerTe llanll: ot Nev York, to be earmarked tor account or tbe lletberlancl.o 
llanlc. 

2,741,000 trom South Africa, shippe d by tbe South Atrio&n ReaerTe ll&nlc to tbe 
Foder&l. ReaorTe ll&nlc of llev York, to be e&rll&rkecl. tor account ot tbe 
l!et berl8ncl.e ll&nlc. 

2, &JO,OOO trom O&Mcl.&, ahippecl. by the ll&nk ot Canada, l~ontre&l, to t he J'edora1 
=-;;;::;;-;= l!eoern ll&nlc or lJev York, for a&lo to tho 0 , S • .t.aea:v Office . 
S$,802,000 Total 

!be Lolldon opot and forvucl. priceo tor oilnr were both ti.Jtecl. a t 22-5/84, a 
rile o! 7/164 on ao~:~e ocaJ.l l!!.ci.1A11 b1JT1Dg. Tho 0. S. tctuh&lenh vere llo.Jll# and 
1;0.14;. 

Eand.r and B.arman• a aDd the lfreasury1 a price• tor f oretc;n a11Ter were uneh•nced 
at 34-J/'4; &114 35~ reopacUvely. 

We m&cl.o aeTon purchaaea ot ailTer totaliDg 550,000 ounce• under the SilTtr 
Purcbaao Act . Ot thia amount, }00,000 ouncoo repruented a&l.ea from i nventory by 
'wo ot t be refining comp&l11es , and t be renaininc 250 ,000 ounce• consisted ot now 
roductlon ai1Ter !ron foreign countr ieo purchaatd for forward deliTory. 

CONFIDENTIAL 
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• J anuary 17 , 194o 
1 :15 p. m. 

Secretary Hull call ed me a t t he suggestion of 
the President to say t ha t the British had appr oached 
h1"1 yes t e1•dey t o eay t hat t hey wished t o inform t his 
GoverMent that the Finne wer e t h inking of taking the 
~10 , 000,000 which t hey wer e getting f r oo t he Export­
In,ort Bank to buy agricultur al pr oducts in the 
~n!ted States , ship i t t o Engl and , sell i t t o the 
En~l1nh ; t he Engl1eh ftould give then money and with 
this ~oney the Finns would buy n"1.,un i tion in the 
·rnHed Statee . !!r . Hull told the Engl18h t hat he 
thou~ht lt would have been an i mpertinence f or then 
:o t~ll us Pbout t hl e deal. 

If t he Finns , on the ot her hand, wanted to ship 
A~erlcan a~icultural pr oducts t o England wi t h the 
~10 , 000 , 000 they got f r om t he EX?Qrt- Import Bank and 
sell lt t o the Engl ish , and with the money they r e­
ceived f r oo t he English buy Ql!lmunit1on ~11th 1t in 
Englnnd , l'.r . Hull gave me the iml?r i'Seion he thought 
thnt would be all right . Personally, I can ' t see 
th~t there ls a great deal of difference bet1·1een 
ei ther proposal . 

I asked l~r. Hull why he was lett1ng ne know 
Pnd he sai d he wne because t he President asked him 
to. I told hio neither t he Finne nor the English 
had epproached me on t b1s matter . 

~'r . Hull t hen went out of b18 way to say that 
he knew that when the Presi den t wrote a l etter to 
Congr ess on lendl ng ooney to Finland that be would 
~et Jus t t he kind of reception t hat he d1d get. ! 
Still don ' t know why ~!r. Hull called me but I will 
try to find out from t he Presi den t . 

210 
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Januarr 17, 1940 
1:15 p.m. 

Secretarr Hull oalled me at t he euggeet1on of 
the President to ear that the Bri tiah had approached 
hie r esterday to say that ther wished to inform this 
Government that the Finns were t h1nlti1'18 of taking the 
~10,000,000 wh ich they were getting from t he Export­
Imi)Ort Bank t o buy agricultural produot a in the 
United States, ship it to England, sell it to the 
English; the English would give them moner and with 
this moner the Finns would bur ammunition in the 
United States. l~. Hull told the English that he 
thought it would have been an impertinence for them 
to tell us about t his deal. 

If the Finns, on the other hand , wanted to eh1p 
Acer1can agricultural products to England with the 
$10 ,000,000 they got from the Export-Import Bank 
and sell it to the English, and wi t h the money t her 
r eceived froc the English buy ammunition with it in 
England , !Jr. Hull gave me the i mpression he thought 
tha t would be all right. Pereonallr, I oan't see 
that there i s a great deal of dlfferenoe between 
either proposal. 

Ur. Hull said that the President asked him to 
call me and tell me about t he above. 
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PARAPlllU.SE OF TELEGRAM RECEIVED 
j 

FROM: American Embassy , Berlin, German:y 
via Rome 

DATE: January 17, 1940; reo 1d January 21. 

NO. : 134 

CONFIDENTIAL. 

"12 c. _ 

Reference is made t o telegrams No. 12 or J anuary 3 

and llo . 38 or January 6 !rom the Embassy. 

According to information available, t here bas been 

delay in the announcement or the new war financing measures 

tnich had b een expected shortly after the first or the year 

because or alleged differences within th e Government as 

to the b eat uays and means tor absorbing s everal billion 

reiohsmarka or excess purchasing potrer or ita nationals . 

On good authority it is reported that at present the 

Finance Hinietry has under consideration t1 ve ditterent. 

plans tor tinancing; some or these plane e~asize better 

utilitation or savings and stimulation t hereof, while 

drastic tax increases are suggested in others. Plans tor 

insti tution or compulsory saving are reportedly meeting 

•~tb serious cr itioiam, indicating that there seems to 

have been a certain shift in government exper t opinion. 

The leader or this opposition is reported to be 

Dr. Heintr.e, wh.o is t he President of the German Savings 

Banks Association. It i e said that this compulsory sa!ing 

la obJected to on the ground that it Will Jeopardir.e voluntary 

saving, particularly as restriction on withdrawals of old 

voluntary aavi.ngs depoe1ta raay be neoeaa&rJ. Heintze, 
~-
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ncoording to this information, therefore has submitted 

his own plan; under this they would stimulate savings by 

tax privileges, and persons would fall in a lower taxation 

group if they undertook to save a epeoified part of their 

i ncome; Heint~e suggests that savinge available for 

investment in bonds of the Government >IOUld more t han offset 

any lose in direct tax revenues which the plan might cause. 

Another plan it ie reported he made is to make savings more 

attractive by introducing savings certificates with a low 

i nterest rate but with premiums ellotted by drawings; t hie 

policy would amount to a lottery loan in practice. 

Dr. Ley and the Labor Front are reported to sponsor 

another plan, under Which a certain p&Dt of wages and salaries 

should be paid in savings certificatee or eorip, which 

would be credited toward higher old age pensions later on. 

Further reports are that the Finance Ministry is 
profite 

considering other plans which propose to increase to 50% of / 

or even 60% the corporation income ta~ ( which is 40% at 

present) and also to raise the war surta~ on the personal 

income tax, which at present is 50%. 
On the other hand it i s alleged that the Oovern11ent 

has abandoned for the' time being the plan of a high turnover 

tax on ealee of non-rationed goods ot 20 or 26~ because 

the Reich Price Commissioner objected, pointing out that 

if 
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it this plan were adopted, il would be difficult to 11a1ntun 

the exieting wage and price l evel. 

Available information ie to t he sttsct that among 

Government financial experte there eeeme to be a coneeneue 

ot opinion that the present aituation can hardl7 b e met b7 

tax increases alone ; it is bel ieved' that the dec1eion 

which 18 likel)' to b e taken ahortl)' !1187 be a compromise between 

the promoters ot plans t or encour88i.ng aav1ng Yhich would 

not be based on open compulsion but rather on soae method of 

indirect pressure, and those who advoca t e higher taxes. 

It i s requested that you inform the Treae~ ot the 

foregoing. 

END OF MESSAGE. 

K~. 

..., • 
-(. --

~ ,.. 

"" -... 
Oc.> 1! _, .... 
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noon. 

PABAP!DWIE Of TELEG!Wl RECEIVED 

J'BOM: .AIIerioan lmbaee;y, Rio de Janeiro 

NO.: PI7 

ll.t.'l'i: Jan11.a17 17, 1940 

lleterenoe ia ll&de to a:r no. 16 ot Jan11.a17 13, 1940, 

I .. told b;y Aranha that ;yeeterd&T he and Preaident 

Varga• talked oYer the debt a1tuat1on and that the latter 

agreed to a proY1a1onal arrangement vbereb;y pa;yaanta 

would be reeuaad under the Aranha plan on the t ollov1ng 

baaill eo percent ot all dollar pa;ymenta due the t1rat 

year under the Aranha plan With larger pa;yaente 1n eub­

aequent r•ar• aa aet f orth 1n the Aranha plan. I called 

to h1a attention that wh en we had talked the other d&7 

he had mentioned onl;y eo percent ot all dollar pa;yaenta 

V'hioh would bet due in the t1nal rear ot the Aranha plan. 

Aranha said tha1 there waa not such a Yer;y great differ­

ence between the two ;yeara; howeYer, he added, 'AnJvar, 

you make a repl;y and g1 n me ;your opinion and I Will tr;y 

to get Preeident Vargu to accept 1937 aa the baae rear 

tor beginning pa;yaenta.• 

Aranha atated that a lleet1ng ot the cabinet Will be 

held !hurad&T afternoon, Januarr 18, tor the purpoae ot 

considering th1e debt queetion. 
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t o go · to Bueno a .A1rea., 

I ~ appioeo1ate 1 t 1t rou v11l let .. ltDOv wbat 

the Department ' • attitude 1e. 
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TREASURY DEPARTMENT 

WASHINGTON 

Januacy 17, 1940. 

~- H/;v ~. t~J 
L, .. ..V " ----, ~,y 
c. ,w~ 

In cooplionce •~th your r equest to Mr. Foley, I conferred yesterday 

Lftemoon with llessrs . Foley and Irey r egarclina the proposal to secure a 

co'.ITt order in tbe Indi.o.na ae.tter to coapel teatillony rroa Bo'I':IIIIUI Elder, 

!'orner tret1surer of the Hoosier Democratic Club (Two Per Cent Club) . 

!!e ... crs . Crt..veo, SUllivu.n, and llenchel •ere also present . 

!o~ rill rccnll t hLt oubstnntial 8Um:l of mney lulve been traced to 

Ler, ... trOGsurer of tho Two Per Cent ;:lub, including certain l!a)UDta 

•.id to him by beer and liquor doclero licenced by t bo State of Indiana, 

:.n t..'.ct he hns not ootinfnctorily accounted for tho disbursement of 

t ('$"' !N.CIS. 

>co . Fol•y expressed it e.s Ilia opinion thnt it would bo pr elllllture 

t thi. tkc to secure tho proposed court order . Ho felt thd if &fter 

t·~c!l l.1l order,, which l'lould be a ~~atter of public record, tho investiga­

Uon thould develop nothing ' arrnnting prosecution of t he persons in­

Yt>l;-c-d, t!!ere r.ould be danger t.'lat t he public aight &Din t he ill)lression 

ll'" t the Depnrt~~ent •bad ~?con cnlled orr• fro• the investJ.& .. tion . 

lb- . Irey f<.vored action to secure the order iaoed:Lstely . Rio view 

• c t·.~t the public is elrendy fUlly nwo.rc tlll:.t the investicntion is 

lJ·ocecdln&, and t hnt , in fact, it i s believed by t he pcrsono involved in 

In.il!ru that the Depat-t.ent ban now chnnged ito mind about attempting 

to co11 >el Elder to testifY. It us his opinion, nccordi.n8ly, that there 

. ould be li tUo danger in asJd.n« for tho court or<!er at thin til:w> . He 

eorrt"etly pointed out that without such nn order t here will unavoidably 

be &lCh delay in ca.plet:lnf; the inveatication. 

Kr. Foley celled ~ttention to the fact thnt evidence has been dia­

eovered by our investigatorc appearing to oonneet the !Centuelc;y P.ock 

>o;>.'>alt Compnny of Louisville, K,y ., 1<itb illpTOper paYJielltS to Elder aa 

treumrer of the T• o Per Cont Club. Ho auegested that steps to secure 

court order egainat Elder should be postponed pencil ne further investi­

' .. tion of the trnnsacti ona involving this COD !)anY, Ilia opinio:> being 

thnt •ith evidence a'ro.ilable of J>031U!Dta to Eldor from a corporation 

o•tside tbe State of Indiana the DepartDent would be on stronger £rOund 

in ~eelting tho proposed order. 
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Al t."o'.l;;h not q;:-ceir..:; t ith :.:r. F'ol • , t:.nt. t.h~ Do~ tcr-,t <r.lld incur 
1 »rl .nt riel< in procecdi::l(; im.;.eJic.tel,y to :ecure t eo-..u-t order 
.c 1 r, I do not see r..n;,· objectt"n to tlclcyinc brieny to percit 

the fllr t.hor ox.llor"t.ion of t he Kcntuc'<y f.oc~< AopbAlt Com>O.n;,• matter . 
r•. t ·act.l~oc 1u.ve nccordin;;ly been giv~n to tho invrotJ.entors to concen­
t: t '>r th~ :>rocont on this phnoo of t ho i nvocLlgc.tion , &nd to develop , 
L' "•· t:>L• , evi dence connectL1~ t he Kentuc1cy Compu.n:r , Uh pa~nts to 
'1 •r . .~·. :'ol oy b··a c iven silllilar instruction£ to tho t ttorn•yo r.bom 

cr.. 1 1od to th~~ case. 

• · ,_,inio'l ia, h~• ev· r , tr.at r:hether or not a"ch evidence is f orth­
o ::1oulu n')t dol,.;,;t ;m.eh lon~er in 11:::ki!1·· "'or < court order to 
otl._,"\:1 fror;a <J.der . J..c t.hc M t ter no~ an!'C<..rc, I do.lbt the 

"'Ct.;>Oni."l. tnis bcyorui G !)eriO Of ten d:i.:fC . 

"'19 "- -

t:.; of • ·;>lu>P t ion, : Dit•ht c.da th:!.t t co .a-t order '3f the !<ind 
l>.>vc 1:. de·:ic: not i!lfre ac •tl. recorted to L'1 the inv•:ti-

. ll o ... t:.: - fr 1 c; ce= to co::a~l te£tlDOI\)' !"rog relac~..~tt '.fld !lllCOO~r -

• '·: v ...... Such .:.n orjer does tot !lecec. rll;r i.ntylJ- ~ny euilt on 
.. t. l;."' th .>er:..o:l:. '.LTJ.dcr i..'tv~stt,z: .. tion , bJt i mcrol.;r ~- ML.!\C of 

1·!. t ,.~,_, tion not ot.~e!"l-isc t v\;. i L Ill• to ~t'i.llt ._ dct3roa.int:tio:1 
l!"~ .1 ''1£t.hor t he!"e ?!as been !'rt:.ud u~n th rev~"-nac:; . 
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J t.llu.ry 17, l ".140. 

lA cocp"·n~ rlt.b JOUZ r«,UN1. to lr. r ole,., I OOAtvred 7actordoro¥ 

&JWmooo ri t.b lleaera. Polq and Irv repni.1Aa u.o propoeal to ~ a 

court. ordw iA U.. lnoll cna •Uer to ooapal toat.aoa;r n.. eo-a n.s.z., 
torur U.aurer of the Hooaier o->cr&U o Club (two Fer Cent Club) . 

Yo..1 rill recz.ll U:Lt cubotu>U.&l. .... or -.,.haft been tra-s t.o 

W.r, u trMr.uer or the !wo Pv c..1. Club, t a e ), .. t"' ovtaill ,_ta 

paid to Ilia by beer and liquor .s.len liceoused b)' \1>5 S\ata ot Ia.diua, 

aDd \b&~ be hae DOt MUatact.oril,y ........an1.ed fOl' tile cllablu--1. ot 

t.hae -· 

ltr . foley oxprtoued U u hi a opiD.1.GG t.b&t 1 t would be p~ tll1"8 

~t W a u- to ._.... the propo..S oour1. OJ"CMr. no rea till.~ it attor 

r.1ch .., on!er, whiob •ould be a •t.1.v ot palllie ...........t, t.be i unat.ip­

Uoo eboa1A d....,lop not.biAc MLrnJ>U.,. proucstJ.oo or the poNG>a u­

..,hecl, theno -w! be dan&w t.bot ~ public lli«bt. piA tbe iapreuton 

u-.,.t t.be Dot,arlMilt. "bAd bee co.lled ott• bca the isftot4atJ.oo. 

lr. Irey f n oncl actlao to oecure tile order ialodiatel;(. liia riew 

""" IJ~at the public 1e ~ 1\U..l,J ll1IU'e t.het the l.J>ftlltl.gation 1D 

proceedlll&, e.nd t.bot., 1n fact, 1t 1o bell.....S b)' the .,......,.,. iawolnd iA 

w an.. tbot u,. lle~t bu ..... chanced i ta a1ad abaul. at-ptt.oa . 

t.o oo:apcl w.r to taet.Uy. n waa bi& opinloo, accordinl.l.f, t.hat. t here 

.,-.,~1; be !.itUe dan&v iA ut:1nc t or tbe oour1. order at. t.hl.a u..... U. 

<»r. ect.J.,y pointed out tbet ritbou\ ew:b ..., order t.here •11~ tma'IOic!&b.J.,f 

be IIUCh del..o,y 1n oo.plet.Lac the iuw~l.ion. 

ltr. You , .....u.s al.\<lat.l.oD to the to.c~ tbel. erld.,oe b<ul beca dia­

~•red br our L<rn>.Ucotoro a ppeuin& t.o co:mec1. U.. '-l.l.let;r 1\oclc 

! a,)hal\ CoooP'417 of Lou.ri.lJ.o, It)'., Ylt.b a pzoj)el' P":r-tt.l W l:l.der U 

tre>-r..~.nr or the bo Per Cent. Club. ae :uat"oted t hat at.epa to ~ 

L OOOU't order O&&inat tlder lbi>W.d be iJOIJt.poned PI""' •c t'nrtJ'.er in'ftaU­

t•Uon of t.bo t.mnaaot.iowl iowlrinc t.hl.a -~, hl.a opinioa belll& 

l.buL • lt.b nidcce U 1 .. U..ble of ~t.a to E.Ld.ar bca a corporet.lOil 

o•t.ol~o ~ Stat.. or IAJ.ia>& t.bo Dotp: n..M\ -..J.d be an <rt~ c:z'O"''d 

In ""•otinc tM J)l'Opoaed order. 

. ' • 
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.U~ .n -.ne!al n Ul h . 7elq tba\ Ule DeJIN"-\ .aU 1DCIU' 

U¥ ~t r.Lu 1a ,.., ... ,~ t.e4Uwq to - a _.. ,..... 

.,..wt. !lMr, :r .. .n - ..,. •J..u.o. -~ ~ \o persl.\ 

\U NtMr ·-~ et • Ia-- .... Aapllal\ 0....., •''-· 

IMtrucrtt.ou baw ·~ ..._ 11- w tile lawn .... w -­
vaw tor • pa••• '• W. ~ ot \be ~"-• tlllil w ...,,:a..,, 
1.1 poatlba, ...W.. 11 ,,. .. \be Ia__, Cu c nor wUil F'li \a w 
llder'• .... ~baa pw. atef ler fe ........ fet tD tlae ............. 

M bd &&I~Wtbl -· 

II:J' epSat. 1a, llllowwilr, \ba\ IIW1' r • -' .,... ..W... S. twtll­

~. w .....U ao\ 4elq _. ~ 1a •lllliac r.r a _. ..._. to 

~ \lft1alllr ,_ a... .. Ull _, __ - .,....., :r 4oiM .... 

n.sa. ot ,.n,..w., \Ilia ......, • Jl4l'f,.ld ot tea -.. 

8J-., ot upleaaU•, I ldP' Mel Ul&\ a -'_... et Ule llilld 

rtlerrC to &111ft l a a ..n... .n ~ n111W w 1a Ula law.U.. 

c•U• et ~ - • &Hpel te.U..., ,_ ralanu\ u4 _,...._ 

\lft • 1 \lll lll o IMia U ......... De\ MBUIII'iq 1ap1f.., pil\-

\.be part of tba peru 1 ...s.r iJnouUpU., -.n b ...,.q a - et 
MWr1DI 1DIDJWI\la .n eUial'w1M a wll e h ! e .. p&IW.l\ • ..._,_,t.. 
117 the Jlureall •u..r \bee llu .._ t'I'Md..,.. \be IWC -· 

C •..trer. 
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TO 

"''"' 

TREASU RY DEPA RTMENT 
I J I -

INTER Or,CE COMMUNICATION -
Secrete%7 Morgenthau 

Joseph P. Cotton, Jr. 

' 
OAT& Jauuar,y 18, 1940 

Re• !xport-t:aport Bank -unc, 
JaJn1ar7 18, r e !"1nn1ah Credit, 
and diaeuaaion of Sc.endinnian 

x-u.. 

llr. Jones called a meetinc to reccaoend to the Exeeutbe eo-ittM 

tbat tho Bank aaa-.me, in addition to the $.3 aUlione alHed;y auu..cl , the 

balance of the existinc $10 m.1111one l'1nnish cOilaitaont 1 ~ $7 .U­

lions which it was or1g1n8.l.l;r agreed that the Rf'C would undertake. Ka . 

pointed out that the P'inne do not 1rant to 'bu7 •v1cultw-a1 products and 

aaid that the Rf'C had no power to f ill&Dce the export of other than agri­

cultural products. Be had hoped to be able t o secure additional capital 

for the Bank from Congroes before tho Finns needed to usa 110re than 

$3 111111ons, but the queation of i ncreutnc the B&nk'• capital baa beco.e 

anar l ed up with the P1nniah loan 1n Congress . 

llr . Feis questioned whether aaawaption of this additi onal c.-J.t.­

sent would be j ustified 1n now or' tho $100 llillions statutory Um1tat1on 

oa tho argregate or loans which the S.lllt U1f haYe outatandi.ng at tUI;f one 

time. llr. Jonea Slid he would ass1111e personal responsibillt7 that tha 

assumption of tho comaitaent was justified on the basis of t ho present 

financial condition of the B&nk. Feia raised a second point - tbet he 

hsd 1nstruct1ona hoe Jlr'. llul.l to insiat , as a condition of tha c.-it­

cent , t hat usa of the credit should be 11m.1ted not onl7 to the purchaae 

for expert of noiHDili tarr goode 1 but that auch good a could not be sold 

bT t ho l1nns in ' other couctriea. llr'. Jones &aid be was Tel7 aucb againat 

the latter condi t1on and, at raia • auggastion, &aid be would iron it out 

orith Mr. Bull. He said thst thia count%7 could act pollee what happened 

after the good a were exported • 

The Ccxloittee approyed, in prinoipla, a resolution to be drafted 

to &&allllle the above c~taent, the State Departaent to be repatored 

as •oting in fa•or 1f llr'. Hul.l'a a pproY&l could be secured. 

llr. Jooea went on to diaeuaa tho P1nniah and Scand.1naYiaD aituation 

ge.,.,rallJ". He aaid that be had told the Congreaa1onal c...ttteaa eo~ 

sl.derlng the Finnish loan that the exeeutbe had been will1ng to take tha 
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r .. poDIIibUJ.ty to .U. a....U.ble an !xport-])lport Bank oreciJ.t whUe 

congreu no not in aeui an, Out that now it -• up to Concreu aDd 

that , eYeD 1£ t\mda were ..de aTeilable tor tha !xport-IIoport Bank, 

no turtber loan would be -.de to P"nlarx! llllleaa Coogreu apecit1cal­

)J' acted in tha Mtter . J1e eaJ.c1 there -· DO crit1eia in Corcre .. 

or the $10 111lllono credit -.de a't'&1lable . B1a idea with reprd to 

the Balli< is that Coogreea abould authorise the ~ to &d't'anee IIOftiT 

to tile B&nt to create a NVol'fill8 t'lmd . Be ea.1cl that be could ba't'l 

put tbie acroea a couple or weeka ego but that it bad beec.e carled 

up with the lilm1eb loan. 81• idea wu that both the Mtter or ad­

ditiooal capital tor the Bank aad the lilm1eb loan problea should be 

allcnred to cool ott tor a whUe aDd be queotiooecl Tery .ueb wbetber 

it would be ad't'iaable tor Secretary Bull to appear before eoncre .. -

iooal Ccndtteee in 1111pport ot the linniab l oan at thi,e tiM. 

I ulced hill about the reported poelib1lit7 or credit• to !lor­

·~ and SWeden. He eaid that be bad told thaa tbat, iD ao tar u 

agricultural comoditiea ware i mol't'ed, the RFC would be prepared 

to make e't'&ila ble $10 111.lllooa to each aey tillle thq noted it. 

• 
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Treaeury Depar~ent 
DIVII IOn of Monetary Research 

Date .. _ January 18, 19'(). ..19 

ecr•Lary llorgenthau 

An•nded 13 a r e1,ort , prepared by lolr. l:.dcly 

~lvl l lon of Monetary Res earch, on Lord 

reck ' s article on Gold and War Debts which 

rec•tsted . L.r. !:.ddy's ea:cnents are somewhat. 

•'•"'"' to Lord lleaverbrook ' s view• than the•• 

r • , •ot even so Lhey inclicate Lord 3eaverbn'Ok 

r "'lOerably Oistorted t he facts of the 3itua-

UR. WHITE 
Branch 2058 - Room 208 

' .. . , 
.. 

• -

>: . 
·;: 

•. 
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• TREASURY DEPARTMENT 

INTER OFf'lCE COMMUNICATION 

DATE JAnUary 1?, 1?40 

fO ' r . u1:-.ite 

PlltOM 
• A. Eddy 

' : 
Lord Ecavcrcrook ' a Article en t.olc. ar.d nar .uebts 

avcr"urool: ' ~ 1n-ticlc r.>1de th<: Iollowit • point3 : 

1 . c;:;;s he m1nts t.o t"ll tho "Lrue" "Lo1·; of the Yl&r debt" , the 
o; treir ;:;ttc:::ptcd pn;rent, etc . , in ordct tc odif· critici~ on 

c.~ o: !!J'l7land's pollcy. 

l..o 

c:ld.:.s thnt 11 it er ti'-..e r:i.t:.~!" •.. or e ~ .. :.criea.r.s ~lievcd 
::cmtr;, ':"fo:lld sec~: re~z,Lent o~ tr.e ',..r t:; . .lhen -r. ,.llon 
:.. r ouo~t or a :::et.tlc~nt i n 1-, ~~ ::...::tl a a !UI?ri~e . 

zJ.tiTiin- <llot: 11 ·1-c=e~.t ,l,2J) '" J.or•:«i •::on the ill and 
r , onar L:-·. 

1 
cepi tc the Pr£rt.ior 1 ~ arm pl'C\-1.our ~t~1ctions 

.. t.nl..r .... z oi \iimston Churc~.ill , ··-c ·· nt.lr , ... Ma, J . _ . :.e:rnes , 

overbrook . 

"2" ' -

t . a! r.tai.nin7 pD.j'!f.cnt:J ~nder the "·re<m.cnt 1 nl<r>pt~" th<> ri tloh 
•• c.. c:air.ed ::.n•lnnd ol 2 billion old C:o:U"-rt' . Tl:e ;nite Stntu 

l • -.!::.t.b:tr rltiah ~c..s t~or rltJ.s.-~.in~ A crica.., se.c.;r:tien, 
... "';,U.c 01"'~:~ t"~ in "'ld7 "tihicil ·.:-a!" '"tO~ ":":.LUSted. -~ dP,.._ t 

nt ".,..re:.o~ 1,. ~ncvit.nb~ to ritain':s: ~in"" forced O-~ ...... J.c_ . 

1r.rri~a. 1 ! 1.4.nA.'1cial cri~is , on the other hard , did not .!'orce 
nt. oi -old, oineo '•6 still r.a<i 4 1:;1 llon o. ·clt • 

ritish holdoro of hrerican .-ol d bonr= ond o1 -old located in 
.. • • ·- r<re ro· uired tc tnl:o depreci ated p:1po1 <loUars . T'ni~ repudiated 

• >ut of kr. r ica ' s dcl.t in the hands of th• ritinh. 

1' 
~ 

_.:.r.ce 1),;) ritain has hnd to de ote all r. r pcnt•.rs tc r<m~i,,. 

-x:::-ent 

po!.r.t in ~rv .,-..;!&verbrooit ' s ar!.iclf" ll'hieh er:~ to ~,.-e cost 
it · < ti'.nt tnere r.as a probl= in inter . ..ational P"'J't:.e::ltS r.".ich ..-aa 
'a:.poraril;{ ::olvcc durin • the 1920' s 'h> A-lerican loans tc Gew.an~ , 
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lot 1:; 

t -

o e~rt!.clo :ocs not ~ri= t.h15 out) . .is points th3t no repo.~l':ent 
t.tr ,,,.< cv~r intended, th3t the :ettlct.ent "WaD rather forced, al1d 
:1t: drained En:;lllnd of "'Old are all untrue , nhilc his contention 

eoulo not resume full p~cyment.s in 19)~ and after ie <>eb:>.teble . 
ants on hi• 'eparate points follow : .. 

• • 

.. 

• 

.. 
" . 

-· 

ccavorbrcok ' s esire to allaJ criticiom 1a natural . 
nouevcr sincerely "e believes it, his " true" story of v:nr 
·(.vclcpt<.nt s nay be c"llcd citt.e1· a o;.1crepi'E!sentntion or a 

1u ... \.u account . 

"l. ootle speec!"..e:; .-:ere c.:l.Ci(: f avorin · "1. vil""~ :::one:t or rup!':!lles 
, ne oUicial ~otti-.uC:e dia not contor.pl.r.tc M;-thing except 
ll leans . ':!:e corre~ponecnco 'IIi tll ford on r prese:>tatives 

or.:.pnalloa.'lS reco(Jl'.izes tllis; ir.t&rcst. .. as paid (out 
) .1 to 1919, ""d tr.er-e is '·"en ot:~<::· c'1.utoncc that rep<>;1:ent 

the !" as-..;r:· deelnred a. t!':roe-~ ear ·ora tori .:r. on .. ~r-cebt 
o:o<.i., c::c•l2!1·e (but not o eccr.dn• lnt<.rest chnr;:es) . At 

e sttl.blished n co::::.ittcc to ho.r.dle ~.e debt:: , anu 
tent notices ol' a:zount.: due . ..l< · e •t , or tr.e laat step, 

to r.:;.ve slipp ... d Lor eavcrbror"':-: • W.nd . 

• , 1 

t :""'e people thcug;ht the we~:· a bt o r<.ements !.r !lO""i ble to 
J.< oubt. .dl;. true . ':he sane or oUm· people "<>V~ ei:..ilar 

l 

t tho 1 epa!'ation:; ri.rlch th!t Allie .... ea·c cwpell.in T ~err..an~' 
ct ter th~ 1-e m:..s a.~· spec:..al e.:.rcur:: .ru·.::o , hich :creed the 

.o·; r:=nt to ::.al:e a cc-i v.c-. a ·lli~t its tett.c r jucl-ncnt 
:U:- to a:certt.in, thou-~'l it :ceos do'-IHful , .er.s :>e;otiated 

-:. . , t. en ~ t.nee ..lor o: "t.!"-.e i.Xchec:,:J r, end 1 c:r.Ul 'U • o:c:.a. , -:i.th 
or di.!.c :.ssion T,ith tl".e r~:i~ ci' t..":c .ICV'-t,..=ent, .oul.C st:e:J 

:e .. air ::orx!.i~oef: . 

• • 4u;; "est1on that the war eebt pa;r.ent: etri. pod En!;).znc! of 
l.L :.~:res tho facts of the case . :..n-l4nd't ~ld ct.oct:: s.~OT"'ed no 

.r-•. .:.ts 1920-24 level to 19)0. On Ju.te )0, 1931, aner the 
1~ t •:~r .J8 t p;..;'l:ent before 60illl; off gol<i , it . lll>.S as hi&h as it 11as 

t -··. rcvioll!> title except temporarily in 19 2&. Even had there been 
• ••t , •;· ent~ , it 1o by no nea!ts sure thD.t Ert;)land muld have accumulated 

l: !' ·r!" ·ole. reserve . 

"o oention is nad.e of the feet thnt in the la.te 1920' s En!;J.and 
~ • r cd v: n. from the Central. Povrers and her Allies sli&htly 10ore than 
z::e ~.at: to pa;• the vnitcd states. In the entire 1924--31 period, includiTI!! 
~ "' etu"liet· years before full pn~ents r.ore boiTI!! recci ved f'roo: the 
~::tral • cr..crs and Allies, En&J.anc paid tt.o United States only one quarter 

c. a lUll r ollers r::ore than she received . 
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11\o United states cold stock, at the s&oe time, showed no net 

c:..'ll ·e !roo 1924 to 1930. Thus, the u~ertion th3t England shipped u.a 

, 2 bill~on o1 her eold 1n thooe yclll'a was sinlply not true . (Incidentally 

.ord , cavor bl'OOk overotates the emount paid the Tl'Casury, by including 

0 :..1c tillion of interest •paid• by borrowin;; more and. now lapsed into 

c.c!Ault. ) 

Jln'jland 1e debt pa)lment of ,;160 million a yoar to tha Un1 ted 

J~~t.es o:ts only one item - and. a comparatively s..all it""' u that -

i.~ h r b3lnnc:o of international pa)'Cents . Any serious mGJ.ysis of 

rn :lnnd ' s i ntel'national economic position durine 1924- 31 Ttould have to 

tcl.~ !nto a.ccou.1t the over-valuation of the pound 1n the return to cold 

L. 1,25, tho loss oi' "Xl&]And 1 s export mrkets resultine partl.Jr fr<:tm the 

0\'tl-v~u:.tion of oterline, her excessive f oreign lending, including 

!\1.1<'~ oent to this country to buy securities and make call loans, her 

d<:nt.tionar;· f inancio.l. policy at homo, and many other factors . 

Ao;erica bel4nced up its international pa:,.:ents mthout 1srce 

,ol l port s in the 1920' s by making b!.llions of dollars of forei!:'l loans . 

on: oi the lot~ns wore to Oennany, thereby i n effect financing her rep­

~·~tlcn .::s:1:ents to the Allles . Since t'.any of tl'le f oreign loans are now 

ir. c el:ml t , t he loss has fallen on Ar.torican citizens. 

TI>o idea that America declined to tnke securitieo no payment of 

::..':<' debt :cCIOS r.ade up out of 'llbole cloth. United Stntes Oover=ent se­

c.td!.ies •~ere and arc tenderdble as flill settlement of the dobt . other 

reeu 11 ties coulo have been liquidated for dDllnrs readily ~nouah up to 

19:!?. Either before or after 1929 it seems out oi' the (!Uestion that 

-~ ll::.C ... as 'llill1n;:: to ca:tpel surrender of private i nvestoru' J.nerican 

... ccaritiea . 

5. It is true t hat the llritiah sol d stock was reduced from about 

"i;;C mllion, the average pos t war level , to !,590 million, 1n the fiicht 

o: CQ;>ital f ollo";;ing the Austrian and Geman collapses 1n the S\=er of 

1))1. (I t should be remembered t hat there used to be less than ,.175 million 

if, t. ;C I?ank oi En[:land before the War. 11\e tradi tionlll policy always 'Tas 

to re~ upon bank rata and other Jllonetary controls, and not upon a lu.ree 

;;ol' reserve . ) 1'lhether the British were reall y forced to cbandon &old 

b n matter of controve r sy among English econonists . 

suaption of "ar debt ~ents aJ tor the Hoover • oratorium 

<>rire~ i n l9J2 would hsve been a burden on the British bud·ot since 

.-ep.; ation pa:,orents had prnctically cea:;ed, Wl<l , ,oula have tended to re­

c I.CCU!t>.ll.at ion Oi SOl d o hngland' S re1\1Sal1 hO\OOVCr , to COntinUO J ull 

n '<lt ~ents beyond 1932 or any peynenta at all beyond 19J3 can 
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t.urCil, I e ba$ed on a lack of gold . By June 1933 she had C922 million of 
1 , a nuch larger rea• rve than e ver before . The scheduled annual 

.l to the United States ..as 0.60, 000, 000. ~ December 1934 she had 
1. illion of -old and by 1937, ...4 bi.ll.ion - a m.a.ny fold .. reater 

• Wt be ever had before . If i.here ha< een S• rious concern in 
....., • ov~r any lack of -old it .U ht .,.,11 !lave taken the for:n of 

tl n. on capital outfiow:> sue~ a:: sent several hundred cil.ll.on 
111 • t tni& country durin the last six years • or the acquisition of 

, and deposit balanc, e . ~ch concern h3s not been shown. 

'!'he argument (point 7) that after 1933 she had to conserve a1l 
~. 1o1· Tlllr raises this queotion 1 if the fear oi 1.ar ,.,a. responsible 

1 ,, 1 ssal in 1933 to pay the 1.ar debt, Y/hy >rere not annament 
~t·n"<S increased materially until 1936? i'hc a11ol'"ed "preparation• 

a. •~·6 to have been at first lar..,ly at the expense of the United 
r; asur:· · The truth of the matter appear:> to be that the AJ.lles 

~i..!.lln;:; to tax or borrow to pay war cebts once 'Ain..an 1"'}-.:ents 
to? .x>t.'>. ! ranee and En:>,lat·!d ha<! er.oueJl ·old 11 they wanted to 

a. , bc1i vu· little good the "'ld woula ~.ave done u&. Or either could 
~ 1"': •. -t.,ci to forei gn e:xchan ·e control to re<isce the m our.t ci capitcl. 
.;,, ,, ..., to ~o into "~curitio:~ Dnd dollar lla.o.encos . 

G. • c injury to .c;ritich hol ders of Arteti.can bor.ds or ~ld is 
• tl c>:o. • era t ed . The profit to hol ders of dollar asocts , arising 
,... thr tell'.porary depreciat ion of the pound, r.ao t erminated by . a 
rrce~ion ol the position of the do .la.r . To aosw·,e thht TIC ou::ht not 
e •met the no"iti on o! the dollar for ~ear o~ deprivin- fore1P,n 

lr. ~ cr ... oi a. ~-l'ld.idl ,rorit i:. indeed stran~c rea.sonin1'. ~ince t.hc 
:-;>a:·m rate osera .e~ . 5. <.4 1n 1934, -Ollar a ss,.ts .ought at the 

l,lU'i t y th01i'ed a 4 percent lo~s on exchan ·c , "'' asured froJO the fon::er 
it: , r:l~ er than the 40 perce nt he su- ;;est$ . o.ollar n.ssets hel d till 

1 3 •·O"..lu l~ve sllOTICd a gain over the l'orr.er .. 4 .cl.. rate . 

'/ . 1 J.s point ru>s been c isc:uss..c! under 5. 
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J N>U&r)' 18 , 1940 

To: The Secre to.ry 

Ro : Cudahy Pnclti llb Coii!Jlaey C11oe. 

In rceo~~e~ v1th ,our 1natruct1ons, Mr . Harold ~reTea 
:>i.Yised ~ thl>t Co:cluloner !!elverln,: vould .ubml t & coc­
~te t o r enort to you covering t hoee tax cnaea which were left 
o~en or In~ i ndefinite etat e at the tlce of Mr . !!nnea' 
Tesi ~nl\tion. 

! ou vlll r ec&ll that I ~•~tlonod t he Cudahy P&e~ 
Coo:-aey cue last llolldaJr and that you 11al:ed oe to aubDI t a 
lr>=IU""J thereo!'. De1M1 te the !6Ct th.'\t Comluloner Belverlng 
·.:n~e~ the present arr an,. .... ...,nt vill undoubtedly aubDlt & r e!)ort 
on thla cnae , I would llko to ndd 11 comment aa to Wh11t hApuened 
In llovombor whi ch wAs the l&at t ime that the matter CMo ~ for 
conaldorntlon in the Offi ce of the Under Secretory. 

Between ~o?ecber lS And ~ove=bcr 23, 1939, ntte~ts were 

::11\l.e b)' !(r. 111111""' R. ':lllflor, Counael for Cud&.'>7 In :Booton. 
And !lr. Paul Shorb , or the firm of CoYI~on, Burl!n.:;, Rubloo, 
.\choaon & Shorb, J>r Obnbly LlCtln;: under tho Ins t ruc t ions of 
~tt. Thocao Crolgh, Gonornl Attorney tor the Cudahy Pnckin,: 
Com,~~ In Chic~~ . t o reopen settl ement negotiations. 

L9at A~r11 an extrao~dinnry eQnferenee, at Which I vas 
present , ~aa told under the ana~icea o! the Under Secretar7 
"lth re;>reaent!\tlves Of both the !'.lJ'et\U and Cudllb7 for t he 
rurnooe of workinG out & co~roclee !!sure for the aettlement 
of the cnie. It v!\a ~reed at t hl\t tina by all p&rt laa that 
If aueh a f igure vera not nereed ~on the case would h&Yo to 
be settled In the courta. No aueh fl;ure was ~~eed u?On end 
the ~eau nroceedod to i aoue Ita defic iency notlcoe in the 
regular routl.nc raahlon , 

llet,.een Ap.ril Md Novecbor not hill~~ had occurred to alter 
the ~oa l tion of the Oo=mlaaloner ln thla mat ter, The ettorta 
or Cudnhy to reopen necotlationa In llovember repruanted a 
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deliberate atte=Pt to eecure the 1nterYent1on of Mr. Ranee 
and to b&Ye hill upeot the poa1 t1on of the Ooull.u1oner if 
pou1ble. 

After con..UtaUon vitb Mr. Ranee, I talked vith 

:::w 

:tours. Shorb &214 !h,ylor and informed thea tb&t the Co.Uaa1oner 
would continue t o reeeiTo tho COIIJ>leto and Vboh - beartecl 
au;> port of the Under Secretary, 

Altbough th1e unwarranted attempt to reopen no6Qtiatione 
!Riled, and doepite the fnct thAt the extr~rdinar;y conference 
lMt April vee dea1~:~~ed to end the lon& dr&vn-out negotiatione 
which bad taken place preTiouel;y, it 11 rq feel1D& that 
Cudah7 vill make eoce fUrther a ttec;>t to coll)lllcate tbb 
!llre&d;y coaplex dtuat1on ei ther b7 an appeal to 10u, to 
Under Secretar;y Bell, or eo .. other reeponeible o!f1c1al. 

~-
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Si.r: 

.&1-lE!!.I CAll CO!IS1lLAft Oi:B!l.&L 
.&.erican J'orelp Serriee. l!aJI;)i , ID1oeh1Jia, 

Janua17 1! , 191!o. 

Connraatlone vith Mr . M. :1. Sheahan 
rep.rdl.ag Trend t to Cb1 na. 

'!ha l!on.orebla 

The Secrotar,r of State, 

Yaahlncton. 

I haTe t ho honor t o refer t o ~ despatch no. Ill of 

Jan:u&r1 12, 19l!o, ~U~M~arhiag cert&in convers&tiona vith 

Hr. M. :1. Sheahan, an M erican •otor traffic apert, in 

roprd t o t he situation at BaiphoDC an4 aa to pouible nev 

route• of transpor tation to China rla In4oeh1na, an4 to roport 

the information vhich he hao made anlleble linea hie return from 

1nopeet1DC the da::!ac• done to tha In4cehi.na-Tmman llallvq b7 the 

Japaneae bombillga. 

Mr. Sheahan atruae4 the neoeui t:r of clearlag the 

port of Baiphong of cargo urgentl7 needed ~ the Chinn• 

llational OoTenment. It vonld IIPP!lV, free pruent iD41catione, 

that t he rallvq to Yunnan vill be bombed apin an4 accor41ngl7 

the nailabla C8p&Cit7 of tho railvq ehoul4 be uaed nov t o ita 

fnlleet capacity for auutial carco. Godown• are beiDC bu1U 

1n Chineee hrrUo17, aorou from the Indo chi"" frontier, and, 

insofar aa poeeible , the eaeential carco at HaiphoDC vlll be 

ruehed liT raUvq into Chinese terr1t01'7• 
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The r&l.lwa;r baa cooperated b:r eatabl1ah1~~g trana­

ahipDent serrice at t he tvo breaks in the line, .l 

preli:lillArl' eatl.aah vaa nade that about 200 t one a dq 

could be ht>.ndled, coat l:r guoline in t ina , H ght llllclrl.ner:v 

and spare part a , but I beli ne thet thia ti(!IU'e h C\lCh too 

high - perhaps about 100 tone are beir~& t uni})Orted dail:r. 

l!eavier freight vUl be t&ken acr oss t he frontier b:r r eJ.lva:r 

am vill be stored in godovno =til the r &ilva:r 1a open or = t il 

the r oad to ~~ngtu and Z:wming 1a open t o 110tor trettic. Thia 

roed h cona1dered b:r •tr. Sheahan ao being hi ghl:v impor tant , 

provided ot courae ~bat t he frontier ie not clooed as a 

r esult ot Japaneee p reoeure. 

The Caobang r oad vill aleo be uaed in clenring the 

cnrgo a t l!aip." onc, not onl:r freight b\lt trw:lta. tJntortunatel:r, 

t~ pr esent condition ot the road 1o .w:h u t o li:lit carr:vinc 

cq>aci t:v t o a pa:v load ot a lit tle over 1 t on . Mr. Sheahan 

stated, in epeeldnc ot th1& r oad , that t he Japaneae have alraad:r 

boJObed and mach1ne£WIIIed a number ot eectiono and vorking pe.rtha . 

i'hia doea not proai .. vall tor tbe tuture ot the road and other 

co=petent obaenera are not lllldnl:r opt 1m1at1c ae to this rcute 

ot wppl:r to the Clhineae llatioll&l Oover1111ent, 

Mr. Sheahan p ropoaes t hat the port ot Baipholl8 should be 

ombergoed t or the t ime bei~~g , until the congeation ot cargo i a 
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cleared or until the queation ot the frontier ia clarifi ed, 

Such Chi.neae GoTernaent fre1&ht vh1ch 11 alre&IT en route to 

Raipbon& ohould be 41Tirled to llaJlcoon , IUI4 I an giTOm to 

Wlderotand that at leaet aace ahipa ban been ao 41......-ted, Ill 

addition , aa COI:I])lete reliance cannot be placed on the fUture 

car%'1in& cspaca:v of the railway IUI4 the Oaobon& r oa4, Mr. Sheahan 

IIGJ'"•• that o.t leaot aome at the cargo at Raiphon& ohoul4 be 

tranaohipped to llePcoon, I han been ipforaed that alre&IT a 

certain count ot pool1u 1n druaa aD4 eoae uoeabled. trw:ka 

he..e been ao tranoah1ppe4. 

The centerin& ot authority in the Soutlntutern 

Tranoport at1on .Colllp6ll7 to handle all tre1C)lt for the Chineoe 

Gonrmoent at lfaiphoDC, aa auggeoted. by Mr, Sheahan, appear• 

to be a logical aoTI aD4 ohould eliminate the hitherto axiatiDC 

41T1aion of authority, Cna atep 1n thio centralisation baa been 

t aken - all Chineoe Oonrnaent depel'tunh ar• now under one r oot. 

It ia unfortunate that auch centralisation vao not undertaken in 

the paat , in purchadn& no vell aa in rec11T1DC o.nd forvardiDC ot 

cargo. 

I n auzmar;y, alth0U41:11 opUa1at1c plano tor transportation 

t o China T1a IndochiDa are 'beillC tonulated, no on• can 117 

cetegoricall:r that nell an4 auch route vill be fecaible or 

oucceaetul . Conaequentl;y, 111111r ocheaea are beiDC conddered an4 

Regraded Uclassified



of oooentlal co-o41 Ueo. 

llaopec~tul.l.7 70UJ'O, 

lor the Oonnl at 11&11;0n., 

()HJ,RT.I8 I , J1DD U , 
.berican Connl 

Orl ciD&l 84 2 copieo t o t he Dtoparlaent 
Copioo to llabaaq, CJmnc:ld.DC 84 Po1p1DC 
Copioa to Oonaulat .. , l';nna1DC 84 la1con 
Copy to Oonnlato General, BoDC :toDC 

OS! scar 
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