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lee LaU.a Merica 

- D-

Deteaae .. .,taco Jollb 
Sea J'ia aaoiq, Go'farn.en\ 

-, -
J'abral .. ,.,.,. laDI< of Jew Torlt 

.A.nUior1aaUoll for acco1111h ill ll ... , of fore1p 
..,.,.,.....,. ooYero4 'b7 _.._, \o J'Oileral 
.. , • ..,e .A.o\ -roYOil .tprU 7, 1H1; ac\lac aa 
fhoal ac•t of 17a1\o4 S\a\ea ao 1oacor 
llOOtll&fT - &/1rJ/•1 ••••••.••••••••••••••••.•. 

J'ill&aCiac, CIO'fern.•t 
Deteu • .. .,u.c- loll dO: 

latch lace, Wa44ell (par\lltr of Sidllq Welll'berc): 
Wi~a to be cllal...a of eo .. ittee \ o balldle 

ra4io hour; diaeuaaioll at 9:30 .. etinc-
&/1&/41 ••......••.••.•••••.•••.••••••..••.• 

Letter t o lltvapaper pub11abera e~1ailli"C 
caapaicn - &/15/41 ••••••••..•••••••••••.••... 

Balta rapor\ - 5/15/41 ..•..••••••••••••••..•..• 
Joft-dtftlllt ezpandi\uroa: Bi11M&D aaked conctfllinc 

tllplOJIItll\, 1uppl7 of akilled and ltai-akilled 
peraou, e tc. - 5/15/41, ....... ........ , ....... . 

Tr4iac• (S...a\or, Kar.rlaad) co .. l\\ee \o filld ¥871 
ud • ...,, of aut,...Ucall7 'balalloiac 'bwlce\ ill 
\iaea of peace: !741ac• letter, queatioaaalre, 
ud !r .. 1ur7 aaawer- 5/15/41 ••. . ••.••••••••••.• 

a ) 1111, .............. : • ...................... 
'b) lolll\ .. ao1u\1oll ......................... .. 
c) flra\ C:O..Htee roper\,. ... .. ............ .. 

- J -

lap ... 
Sea War Coftdltloaal lxpor\ Coll\rcl (Oll) 

- It -

latclll"Ca, 1fa44ell 
••• J'lullclac, Oo ... rn.aa\: DefeDae .... tns• JoG do 
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J.aUa .a..r1aa 
.t.r.-u.ua 

Pl .... ( to ..... Pluace IUahter) to YhU UIIU ... 
1\atee po .. l'blT to u......,, uuofer of k1U& 
later .. •• 111 Ar.-uu to Olllt., 1\ahe 
ooa\rol - &/l.EJ/1&1 •• •• •••••••••••.••••••••• •••• 

-.-
1111111Uoae 

Ill lfar 0oa41 \101101 Or4ulloe 

- 0-

011 
IM War OoaUUoael lllport Coatrol 

Or-oo 
a .. War Coa4lt1oae 

_,_ 
Petrol-

'" War Coadltlone: ~ort Control (011) 
Prloo Coil trol 

leo War Condl Uoae 

• ..,.,.. ll..,hloa 
lxooeo Proflte !az: 

-ll-

fr•IV7 e\at•at liT hill...., dlon ou4 'b7 BlUr, 
Polq, W11, :llOIIP, J:.W., Claetoa, hlllYaa, 

IN m 

Wnnac, Jeacill, J:aoll•'berc, lbo-q, aa4 
o. ......... - 5/ l5/4l. OooOOooooooooooOOOoOooo ooOO 4a,l25,ltl 

, ... aleo lloolt m. ,... l) 
a ) Draft e . o o o o. oo oo 0 ............ o o o 0 0 o o. o o o o . tl,l07,l0t,lll, 

( - aleo Joolt Di.o JIIICII 17, ~. 1114 353) 358,27'7,311, .. 
'b ) J1IR elY• r•eu•' of euuuoa tliroac~> 

M.te 1 h1.1.7". . • • . • . . • . . • • . . . . . . . . . . . . . . . . . . • . 188 
o) Kel'rwlac •1110raa.- .., at.lahhrlac the 

IXCIII profltl tax. •, • • • •. • • • • o •. o. • • o • •. • • 314 
4) 1\at• .. t •• ... t to J'lll for r..,hvl 

Joolt J2i, pace 59 
l) J'Dil ~.,.,., aa4 B•4erooa aelt., to 

loolt ...... - 5/19/411 Joolt m. pace 369 
e) 1\at-t ,..., •• pre .. re1 .... , 

1oo11: m. ,... a?a 
1) B..rlace reporl., _. ••rlllat - 5/15/41: 

lloot •• pace 1106; 5/lt/41 : Joolt m. pace ;591 
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f7t111C•• IIUl&M L ( a.ator, II&J'7laa4) 
••• v-ow. htF ' f or la•••'ica'loa of _,. 

M4 -• 1 \o 'M'••c• ••-U.-111' ~' la 
tlaee of peace• 

-" -
War Oon4i Uone 

.l.lrplaall l 
Dlli•ariee ~ ~••r• an4 'Jpee -

JM'GU7 1, 1~ 10, lMl ••.••• , •• ,.,,,.. 398 
a ) Cow ••• \o I'lL ...................... . --==•• •rt•t re...- - 5/lS/41 •................. 

lbpol'\ Oon\rol: 
0111 

''''' of ~,.._,, \D Japea &'O.\borisl4 'r 
lrea111117 aa4 reportl4 t o 1\a\e Depar_, -
eta/41 ................................... . 

Or4aaao" 
._1Uoul IUae• to 'be ukl4 ..-aa to ,.mlt 

••re to ctn ll!c.rr pro41aoUoo fiCVII -
eta/41. ..................................... . 

a ) Letter e.at to Sttaeon •••.•.•••.••.••... 
1) 1\t&oon-BMJr oon•erea\ion -

6/16/41: See Jooll: iii, Pa«e G2 
Price Control: 

Minuho of aoeU.oc - o • Connell .... randua -
G/lG/41 .... ..... ............................ . 

a ) 8~ loan tara bill 4iocueeo4 
'b) litaail10'0.1 coal 1n4ue\r7 4ieoueel4 
c) Iutallaen\ cr14it 4llcuniooe witb 

P141ral ll"'e"e Joar4 repor\14 
4 ) Joul ... ooll:a 111 pro4uoUoo 4h01lnl4 

Veinberc, li4Aq 
811 Ji...,Cii1Co CloTI......,\1 Dlfe111e ... i.ocl JoJ140 

110 .,., 
aao 

.. ... 
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Draft used at 9 am meeting , May 15th , 
In Secretary's office. • 
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111ft Of TIUIRY fti!IUif 01 DCISS I'IIOflTS TAl 

., ,..,. •• t .. ., h to u ..... wl tal ,.. u.. 
pN\~ et 11rp1Nt1 tuatloa 1a tile pNaODt -rpaq. 

ftat I allall Ita•• to llf 11 •ppl-DtU'J to tbt atate­

••t ••• \7 S.orttU'J VoJ'IIIIlk• wbln ttl~ ourHDt 

IIIU'lq• "" .,_.. aa te tlta nge•tl., 1114 before 

,.. n\ae, .. u, oa \lUll et tiM TrtUU7 Dep&rtMat. 

,., Trtu1U'J 11 .. u.a ~· to ... t elpiiUll tur11 

creatv tllu ltan ner Mft •41 1a ~· aatloc•a 

ptuat1 .. hhtoPJ, ua pro\a\17 creattr thu at 1J17 

perlo4 1n our b1atorJ, 1D peale or Wlr. At aulh a 

u .. wt olllllot lllptot to rtl7 oa nonul ICIIU'tll of 

rtftll1al or be oaateat with r••••• 1D DO~ -IIDho 

Wt .. t ..Sopt utnori!Jla17 •u11rt1 to 4td w1t b OIU' 

ntnt1'41Mr7 a1t•tioa. 

T•r c-ittM 11 DOW !o...Uat1D& t bucll lD OV 

tu 171t., \oth to prcrtUI tbt PIYftUII Mo4o4 to 

t1aaaot the 4tft111t np01141turea that" art .-J.ttea 

to •kt, aat abo to a1111t la •lDtd.alac tu 

ltODODlt ktalth of the aatloa. Our people bow that 

IN&t IMrlfltll _.t N ult ... tl117 'are prepart4 

to Mitt tu• ft17 rtlJ •P• •• 10 te pla ev 
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-

• I • 

.-, laaft te \e, U.7 wlU Nit falrlJ ... J•U, 
apoa all l .. l'ftlaall _. all •lMIHio 

!M tu prepa *lo ,.. wlU ,..,,,, wlU 

UHIIUlq ... 11t of MIQ' 11-\eo MJ .. \a, 

., .... b7 lteelt, .-, .,.., te M ebbpat. All 

-t H 'ft .... , MwYiro U pu\1 If & -'allo ft11 11 

......... ,. , .... U.t ...u .. t "' ,,., .... 1a ..... 

tl•• &N a a11111lt7 .... .. .....t 11ft eff11t te 

all th111 aleetlee of es..,tl~a~ •• •••lac ·~••• / 

tbat a .. appreprlata to eaa1er ooou10DI bvt toaa, 

will defeat ..r ea4a. 

t laan be• ulta4 partloularlJ to 4houa the 

es11" protlh tu, t'l.rat IMitll la tlaa taU of lNO. 

Ollr esper1 .. , wltll \t b atlU llaltll, fer ..., of 

till nhn1 ef till l.,..at ...,,,.u .. llne Mt ,et 

. Nla fll... Jan&t ~~a .. t~aa tUM, Mtlenr, t1 

aea'f1a11 fNIIIIPJ effhlall la ella,... If .-lalatratl• 

t l\at t.perhat llaul•• 1a Ule 1• ••t be M4• 1.a the 

latiNih of falralllo We &N 101111t1DI 1.,... ... bJ 
..... If t~• tu, wt tu pr~lta of a .... ,., 

llula111 th .. &N a1t 'belq tnaW bJ tM tu, 
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••• 
elan .. ""' Jftllh ... •• ••• '""" 'r IIIF 
NUIU1111 ltM ..... Io .... 11 1tri&la1J a ,~ .. te 
1N '• tM ..... liiH1T U. llllU el ~~ c:-t \ttl 
.. ttl _,.rt, II ...... ,, te Ule talk If Wb&lai 
wlWa till tu till D._ tUff et tlltONtl IZifU 

'"'"'· I _, flrat tt tdl1M tM ,r!MlJltl altk t 

Mlln. v...U ... ,,. till tuatlaa tf , .... , prtflttl 

.... a, to lulfltt """te la ~•k till pNant law 

lalla tt attort wltk ti!He ••lMlpltta .U W,., te 

'~~~~'" ptll1111t ..... 1 .. 111altla tbe c.q,., • .., •hk 

to •••1ltr, 

I • ,.lMlrlt• 

...... '"eat t011111tl .. - tla .. of , .. nte 
_, M .,,reprlateq aallj ttt,. to !leaner tuatlaa 
U.. .... kbla. ftlt ., M .... ,...,. la ..._ tt 

Uatrl'-tt tM ._..._ talrq .U tt anlt afaft.Ult 

lfiMalt "'"" tut lllpt "nlt 1 t till ........ 
.... nll .. 1a ltiiiP ..,. • 

1 ... , ... J!!fttl 

tM ftnt tnt tf prell te Dlak llln141 1a a 
,.., .. tl Wa lllal, M nlljttW te .,..1a1 tuatla 
1..,.1 ... U. pNfth taltk.., M NUiaaJtq 
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·•· 
..... -.... '' , .. ..,._, P a ... ,.. .. .. 
.... ... ... et till ... rtft ... ., till JIIJl• .. . 
.a. _. 11111111 .. n••• " • z••zl• 1a t .. . 

'• 
~ • - .. ~1\le ............ ~ ....... ... 

• ' .. a ... • ,. .... 1 .. , fiP..._ 

1a ~ ..... lt a. • peelM• " llet' a , .. 
•• .... Ill• tM IMltl-.1 '"'"' ..... tM ..,_. 
prtp • !Ill etten. et W.... •• "II .,. un...a 
tJa 1 p at tM 11Mle Mn I• 111t=. It 11 ... .....,, .. 
ueel'tlqlJ, t1 u- ~t la , .. Nl, lM,....1 la 

,..n te avtac till• perl ...... •• t• ..,..... t.uuu, 
te ..... ,. a.tiDie pntl te Pl'••ll•lJ 11111111 aet Ill• 

...... a1 ,._ euJeetlq "- te .,..lal taatl• 

,..., .. ..,. ...... .. 
fte .... lUI ., ,...tlt ............ ~ .. ... 

Jeet .. " •JHlal tuatl• .... rl ... , .. ,u. la 1 .... . 

el • .... ..., MJMl ,., • lawetel ..,ltal, 

5 
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·•· 
.,.. u ~~ retua .. W• ..... le "- ,_.. 
prler te till .. , •• ,...... a. 1111n... ,, .... 

pflll\e, wWll eftla ._ p~.ar!J, te .... 'S t, 
ll la I I ....... t. IJI~, .... ..... 

I 51tltl•• .. INl \e 11"-'WIIIt ..... t. 

., •'-'•"• llnlll , ...... u.. - ... ... 
,..t11tl .. If .. I ='1 ............... . 

~I te ....... u ll ...S'-'le ..... l~ tMt 

till tu111 pntltl ~ a\J11ttl te .,.elal tuatlv. 

r.u.. .... ,, at • tlae .._ Ilea~ taue .. , ~ lllp11 .. 

~., tlllall \e lnl .. •" tlle7 wlll ullet Hit le 

aletalalac a wll•.t...tloalq •• ...,. 'h talw • 

,.,..lalq lull IMH et tile preflh la eneaa et a 

.-..1 ret .. • lawet .. •arltal wlllut .... _, 

....... ,,.late Maknpt•J .. wltW..,.. 

1lulae11o 

I • .... tllet tM vtltl,.tlv et ertreertlurlq 

la ... pntlh _, le _, .... 1 Mft ,., ..... u, fl'llll 

wll aH9e a tlpn tlilat wwll "'"1•t lenettl 

Mfltal. "'-· u.eetu• '' t~~ne 1pealal taae _, 
........... l .. hllwll ............... .... 
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•NUl tlu at ••II l•ftl•. • .... t .. u .. ~, a .. 
...... Wt upeet ot tile prftl•, at • .. t 

,.....,., tlaat ao leptlatl• ll tftr ,. ... a .a ao 

........ 1 ... atop 1t .... taba altla ... a aot llatal'\ 

tile Htalllltlatl lahnett ot •• people. • •lmt 

t•t .. t .. lhW • ., .. tau .. •t 111c11 p..ntt ... 

•tl Uol to ao .,,. pnhtU• tlaaa • l .. hllul' • 

upeetatt• ot • ••tl•ol larao talUJ, .. .UJott 

to a llet"J tu. fth h • -ra-•1• 1114 •laallaoa -.t 

bt llplthl. 

I aa allo ann tllat tht applloaU oa ot t• 

prlulpb ot tube protltt 1D ••eett ot a aotlltu'J' 

a.....t Ntlln • ..,1ta1 lnoh11 lllflealt111 ot Htla 
prlMlpl• aaa tHiaal.... n. .. lltftnlt111 u..U aet 

be ..a.Nttt.tel, at I feel ewe tlaat • tMall Ht 

111 .. U1• tt tttal la t• •11 et ov tHitiq to attela 

t• Mia Hjottho. J 
II • DetHtt et tM pna•t 1• 

Ia tlae llclat of tile prl.,lpl•• J••t etatea, let 

•• aow tlaalat tile oaoott pntlh tu law pattol lut 

r-u, to '" la wlaet ntptttt, lt -.,, lt lalla to 

eorroep..a to~ 
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1. 1111' ?. " ..... 1up ...,. ,, .. ,... '""" 
,.. beeN P"fth fu Alit If lMO .. I eliU 

UJINel• ef c-pall•al lahat tut '"'lte ......, 

.. t If \M .. , .... lfllrt ••1• H R\jNt tl 111111 

,..nte ta. "- law, ~ ... w .. , •Ill .... tMt 
e\jlltl'fte .., .. .,....u.. tUt 1r1 till plad,al 

'-tl•lul11 If U. .,, ... , etlert .. tMt MJ1 1up 

,...,_, ·•atrub .,. pqlll Uttle .... an11 
pNfttl tu. 

Ia ,._ •••••• el ee.plete , .... , pPIIlta tu 
ntu.na • naalaatl• w "- _., ot ,.m.w 
tl .... lal .. te for avtala aor,..atl... OM 1 q ,.., 

••• proftta la lHO .... ..,.. tba 1,000 ,. .... , 
lupr tlla la lilt la n\J•t to • aMII preftte 

tu *"'"• • lMO au.lap _. tilla la a • z o 
•t·~ lilu UJu , ...... l ....... tfO allll• ,, .. , ... 
••tPNta. 1 larp etell • ..,..., *11~ 11u ,..,l.,.. 
*"• 1110 .tUl• el •et .... ... ,,..ta •• W ~~Nlqa 
la lHO et .... 17 100 ,...aat 1arpr tMa la lila wU1 

,.., .. , ..... '"n" tu. It .,,..,. tllllt aa1J 6 .. , 

el 11 lup lat..,.w ateel • : nl11 wU1 " .Uj"t 
te aMII .. elltl tu • tM lal- If lNO, altknp 

eteel • e•'" llaw la 1 1nl .... tnf llllp _,, 

8 
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... - -. 9 
•• 

~ ··· 
at .,, = ...... 

tiiHI e a '•,. utt~e • • l"ftta 

tu '"''• .... .,. •" I add ... , elI 

,..,., ef laewttl -.LW. .. 
• r"sv--'-- ¢ h 'ac tl till • 111 

,..ttta ... - 11 Uld JNftta Ia 1111 ., ...... ..,. 
• 

•• 1 "'- .......... taJltal ....... ,... .. 

till tu •••• .U ,..tltr alii uprr & • 'res r • 

..,... thl profltr ef till -.. ~· r.. &1e, -

• c ., lhla ...... lll"lrc , .. -.. ,.., .. • ..,..... 

of •P ed•W, 40 ,.,,., • lte p SliP\ I whl 

-.ltal w11l " ,... baa till ••• us JNfl\1 tu -

1 .... lr llf' ,_. ltCi1 \1 LIP ed•teq We to ,_. 

...... wlU M --~· .q- .... IMFIIIIIIa 

be u 1t..,. ••· 
~ fltU 1 et tM • tr,... alup ,.u. 

It 111111 '""" 1e ... " tJie ,will• ., .... , 

,.. ...., ..... ..-1 ". plllld., 1\1 ... 

JWlll - '•c-. ..... ,.. If till r1M ., ..... 

- '•£'1 Ia Nl&U. .. '" ........ ..,ttal. 
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·•· 
Ill I 7 "• 

~nt.s.u et --. .... ,..nu tU • ...... 

11 .... d I te, -.t II lfl tM t. ~ ef Jl'ltlte 
a1• 1 ~~~aw .._ A•••·'•• .. tu - ...- a 
_. Juaw PILl U• et ..,_ JNft .. lt ... Ia a 
Nl.ltl• la tllil I Jh I t tl'lllt • I .... -.AW. 
PNn.u 1a • .... eta ... 1 ., -lllil' ""'*-._ 
... .w liT tess., .u ,..nu .-. • •w,. 1•• 
ot llrNitol •plt&l, •••• n ... et ........ ""' .. 
IU'Blqo. 

'Diotoo ..,.. tM Malo e' r 111tl ot tbo ,..__, 

oaooe protltl tu ,..,. ..... ot lN>, IIIII 1t h tide 

)l.aa. 'lllth ..aut .. u .. 4lotaW liT ~. a.t 
• llllgUt. la tMt , .. , ... 1 ..... u ......... 
en I tu !Me tMlr e&ralap 4111'1ag tM a.. pep! .. , 

.. - ... tMa JO ..... , et llrN.W ... lt&l. .... 

nu, U....,. ..-w a •·• ..U.t ot ' ,.. •• , ot 
SineW •pltalwltll e ,. ... , an 11 au.. nm 
tiiiO,OOO. ... • .._ tMt J1u a nnu• as.r. ou•l 

'JWiat-- ....... Jlll'lol , .. •" ... 
I II' I te .... 7 i«llat boo ef tu. & Iaiii& 

tWill IU?Il t7lt' I ,., I 7& lulac tbl .... Jlll'lel I M 

.• 1.0 

I 
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.... 
-. 1 ~ nu•••~••c M .. ., • .&.-s;•• 
....,. •••• • •• • 1 1 q a .. • nsltl an 
- eJ' I .. -.II I I 2 .... ., .... 

.._ * • t.111 a P a 1 ' • .. ta a 1 • 
.... u b p F II -.... I I ..... 5,. .... 

' ..... ,.. yllle- s lisa • • :ta a' :nw 
_.. .. en I te •- a 1 S ' lh1 1111 'II ezl I 

a- .. u.l. .., ... •") I • l;u I sA £11¢ 

M£ "711 et tM ~. a 5 I I 3&1 ..... 

I II lei a ll4 ..,ttal. 

.. u 

UtM J2aa ..... ttei"Uie Ill ; JMt,_.W 

.._ ..,u.11a-.. 1 sh• ~ ,. .. '•It .. 
tu Jllldlt -.11 llaw ... plte att.iats '1111 IS .. > 
tllatlllla IIIII .. • SIS 7 Nlw& alta Lisw?ll 

,. .... ,........... .. fttl 

......... wtet ltiJNt .,, I 11 leta.._. 

................ , ..... && 7:18. .. ~ .... 

1 a a Mlllillt.-M ,..ate••- ... 
w.a tt ue 1z ..a a. enur a a w1a ,.., 
_.., ..... tM .._I lei '4-. ja4' ......... 

am " ue 1 1 rtJ I " -... • a · .. Wss ,,. 
- . 
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_*-,..._, ..• ,..u .... ., .... 
.-.. lltudleJ 11 el ..,._ JNftt• Nldftl 

tr sa;att'ne *• W s••ll•lJr,... a ' r 
................... ll...tal• ... fKtw M 

.._. .. _ ... h •• ., ..... ,.w-.• 
--·., t IIIII •• .. Ill Jfllltl .. 

*•" \e ..,u.& at • J.. tJd Rte,,. •&Hw ••••••ct, 
"u..t ,... et • a a act '""" .... sa 1a ... tt 
tile .... ,.tel • tace ._ ..t Sa -.. e1 t p a 1 
., laft.W -,ltal. ,. ..... le, u ..... u. 
...... ._.., • .... ,.... ... • ••= ... " aao,ooo • 
,_.., ..U. • ,... t et lte latsdel --'tal •• 
te ..,,aao, tllll ftNt t~aG,ooo et JINilt• Ia tM 

•••t h't\11 ,... ss au " •UNlT • u t ffta 
••us ,.ertu tu. tM .at tiDO,OOO, ••;su u,. 
• l1n.u ?5 .. , ... aao,ooo ••• xnbp 

...... -·- ...Ut - ~Mute~ llllflhl. ..w .. 

..... • , 1G •••• , ' ... .., ._ ..... - tiDO,OOO 

-u" ,.,_. te .. •••'·• , ..... ;soatlu ta 
ftte1e tw. I 111 1 rate et tu " ... Jed all 
1 I Ill Ia JINft\1 llsrlac tU ..,.. ,..s.eA d :a..t 
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= •ri:f:J' llli'~ -·.~·~lf 
~ . _ • • _ ~ ~ • £ I l _, _ ~ 

r I ,ar ~ • f l £ • r j ~ • f E I I I 
1 • , . f 1 ar £ r I f ~ . ; fi l ; 1 r . . i ·. 
~a rr1 ~~~ ~•rtr( (11 
p '1 J I ~ .,} i i l . . I ' ·~ 

. · a l r f .. f f '' 

(I i I I ; ; ! 1 ~ ; f ,1 •. I ! 5 :. ~ 
I I = f £ ! t ! It '1 ' .. ·_ 

J 1 f1 n ~ ~ ~ 1 f i 1: t it 1 1 1 ' 
l lr q f :: j f J f •• I j .•f • f I I .. . J. r I I I i ( J J , . I f 
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-.Jl ... Mil~ te a ... fW etlll le J 101 1 1t 
the .. Ppllq tbo1114 II NtdNo tM fla ... lt lllllf.., 

....taia 4vlq ..... v ................. .. 
to ut pl*~• It 11 MtW te lilnl a "-- Ill I I Jllfttl 
w .,. IIHflaUI sakd ld tM1e • IIU1 .... tM 
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GROUP KEETI!G 

Preunt: 

H.M. Jr: 

Bell: 

H.W.Jr: 

Bell: 

H.II.Jr: 

Kr. Haaa 
Kr.Bell 
Kr. 'i'ho111pa on 
Kr. Cochran 
Jlr. Coe 
Kr. Schwarz 
Mr. Kuhn 
Mr. Sullhan 
Mr. Foley 
Mr. Gaston 
ldi sa Chauncey 

lla;r 15, 1941 
9:30 a.m. 

Just so ;you people know where we are at, 
right after thia meeting SulliYan, Gaston, 
Foley and I are going in to a huddle on 
this tax thing, with the exception that 
;you (Bell) want fiye .Unutea at eleTen just 
to a hake hands with Burgees. 

I haYen' t heard from him ;yet. He was to 
call up thia 110rnlng. 

I haYe cancelled e•er;rthing except luncheon 
with Puma today. 

How about ;your press conference? 

I will take that, but eYer;ything else I am 
going to oanoel, because I am trying to get 
this thing into the hands of - and I . han 

1.8 
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three aaaiatanta that have all dropped 
en17thiaa_ and are ooaing b7 plt.De. I 
have got Magill, Greenbaua, Knollenberg, 
aDd Shoup co.ing in at eleven to help ua. 
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I han got to keep 1q llind on this, beoauae 
I aa t17ing to get thh in the h~nda ot the 
Prealdent to.orrow with the hope that what­
ever ca.ea out ot the - John goea on the 
Bill llonda7, aDd I OlD aa7, "Well, he h 
talking tor the Pr11ident aD4 .. aD4 hi.uelt, • 
eo that 11 the .., till thiDC att.Dda. 

Wow, the .oat t.porteat thiliC that I .... 
to han, and I 'Rilt 7'0U to biDdle thia, Dan, 
thi • -•and• troa Cochran which I hann • t 
read, Clark aDd Phllllpa. 

Now, I outlined thia to Hopkins at lunch 
7eaterda7, and he said, O.I; so it this 
could be written, a photostat with their aig­
naturea, and a letter from me to Hopkins which 
it you can bring in at five minutes ot eleven 
I will sign it so we don't lose aD7 time. 

St.pl7 •17• 'Dear Har1'7, oarrying out our -• 
aoaething about our luncheon conversation -
"this ie a toraal docu.ent and I reca..end 
it to you as the idainietrator ot the Lend­
Lease Bill to be carried out.• 

Do 70u want to 117 you rec~nd it or troa 
the standpoint ot the TreaaU17? 

Fraa the st~ndpoint ot the Treaau1'7. I would 
appreciate aa earl7 a repl7 aa poaaible. 

We will get it thh forenoon . 

Thla other thing, dhcuuing with Hopkins, 
tor 7our guidance, and he waa outlining hie 
troubles, I mean the War DepartMnt ana the 
RFC plus the two hundred titt7 to the three 
hundred al.lllon 'llhloh the7 aa7 the7 han 
been 'Rilting to b'aJ and~ can't get, TOU know. 

I 
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Hopldns a aye, "Well, whT not let • e lUIIp the 
two things together and if it is fiTe hundred 
million dollar•, let•e wipe out the whole 
buaineu ana gin thea a fin hundred alllion 
dollar credit out of Land- Laue and start 
freeh. I don't want fOU to ae7 that to the 
!nglieh 7et, ,ou aee. 

Belli You are talking ncnr about hHng onr tiM 
oontracte plu. the Oanadiaa --

H.M.Jr: 

Bell: 

H.M. Jr: 

Bell: 

H.M. Jr: 

I aa going to pi.n thh on .{ou, DID, if I •1· Cocliran baa the deta h. You will 
do the work u uaual. 

No. 

What do rou mean, "no"? 

I aean you do the work. 

No, what I am fatting at ie, here ie the thing . 
There are two teu. I han rl nn the Endhh 
'aT word after consultation wHh the Preaii1ent 
that we would i-diatd7 take oTer three or 
four hundred aillion dollara worth of con­
tracts placed prior to the fifteenth of Karch. 

!ow, when I told - that ie Kuaber one. 
lfu.ber two, the7 eay thia. There are between 
two and three hundred aillion dollare worth 
of tbinlts that tbe7 want which they are afraid 
will not oo .. under the Land-Lease, the two 
together a.ounting to about fiTe hundred 
aillion dollars. 

Hopkins S&JI tha\ KoClo7 •11• that he got word 
fr011 the 'lihite House that the White House 
didn 1 t waat the .l1'lly to go ahead, but it h 
a damn lie . Be aala aa far aa he, Boptina, 
le concerned, be DeTer gaTe an7 auch i.natruotiGDJ 
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to lloCloy and haa nner talked to McCloy. 

Well, I am sending you a me11orandum of a:r 
conversation with VoCloy. He said that he 
had discussed this with you last week when 
you went to Aberdeen, and told you that 
there was some doubt about getting it, but 
when you had told him that you were c0111111i tted, 
then he said he was going back after it and 
he aaid he did get word fr011 Hopkins through 
Burna that we allouldn' t take onr anr 110re 
contract• because of Harold Sldth•s t eatiaony 
and he said Jeaae i a alao reluctant to go 
further than the fifty llillion because of 
that testillonr. Be didn't think we ought 
to go any further under the Lend-Lease Bill. 

Now, VcCloy ia going back to Hopkins and 
back to Jones in view of your statement to 
him the dq r.u went to Aberdeen to try to 
get them to ake out the two hundred or 
three hundred million dollara that you are 
co.mltted for, and he said he would l et me 
know within forty-eight hours. 

Well, Hopkins got quite excited. Be said, 
If VcCloy aaid he, Hopkins , told hill he 
shouldn't do it, it is a d&IID lie. 

Wow, Hopkin• ai.ply aaid "If there is thia 
three or t our hundred atilion, we have got 
to do it, and there is a couple of hundred 
lllillion - just lump it tofether and we will 
call it five hundred 11ill on and we will fix 
them up for five hundred llillion, but I don't 
want to get that to the English yet,• but 
there was every diaposition on his part to 
be cooperative and olean it up. 

Well, I thought there was on VcCloy's part, 
too. l!cCloy said that the British would 
get approxiaately fifty million dollars 
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troa R1C within the next week or ten dar 
on aoo01111t of the TeDDeuee powder plm 
md the aachine CUD plat. 

You aee, Bopldn1 mew the J.rJsrr had said to 
the English, the W&J I under1tmd it, that 
the7 were taldnc two or three hundred ldllion 
ot their appropriation md fixing it up md 
Stluon a KoClo7 boute4 all OYer what theJ 
were doing for tbl llllglilh oat of their 
appropriatlona and Roptiu lalowa all abollt 
it. He eald the7 neYer did a da.n thing. 

Well, ther han taken OYer two blmared thirtJ 
ldlHon ot oontraoh that the Brithh were 
negotiating, but had not 0011pleted at the 
tille of the Lease-Lend Bill. Of course, that 
ia no relief, no immediate caeh. 

Re said he knew he had his faot• oorreot that 
the .lrm;y was saying they would take onr thh 
thing. Out of that thing I think JOU people 
oan haTe a couple ot meetings, you see, and 
get lt boiled down, haTe the three or four 
hundred million - rou aee, Harold s.ith, not 
knowing, aisapoke hillaelf. 

J.fter that, the7 ODe back md I again re­
assured them, Phllllpa, that our position 
was not changed. After all - ao that - JOU 
clear the Canadian thing and if JOU can get 
the other thing - I think the Canadian 
thing we ought to be able to clear up thie 
week and then the othar thing a~ter we boil 
dom the RFC md the I..N:f, well, we han 
taken onr ao 11110h md how 1111ch la there 
lett, how uuch ot the things the7 can't 
buy. 

You etill haTe Kernee•aemo coaing. 
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H.II.Jr: 
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Bell: 
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Bell: 
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Bell: 

H.II.Jr: 

• 

- 6 -

That h right. Well, 70U oen tell Clark 
that it is cleaned up. 

Then ahould he go ahead'? He ia ata71Dg OYer 
todq. 

He can go h011e. 

Should he get in touch with Bopkina tor the 
workiug of itf 

Shoul4D't ha? I think ao. 

•u. he or CoJDe oertalnlJ' ahould, ana I 
think CoJUe has sort ot been giTen the run­
al'Ound. I think Clark 1a the penon. 

No, let this letter go. Let this letter go, 
and J'Oil oan put in the letter, it TOll want 
to, would he care to diseuse this with - this 
ia Treaauey to Treasuey, between the three 
Treasuries and this is what we recommend. 

Jow, I take it that he will work out the 
details. 

Oh 1es. I don't think we ought to augfeat 
to Hopkine that he aee Clark, but I th nk 

23 

we ought to tell Clark that the .. 110 ia go1111 
and if he wants to, he la free to aee Hopkins. 

0.[. Can I forget about it? 

Yea. 

These are this new scientific follow-up 
•Tatem that I haTe got. It will work for 
about three daJ'S and I will get ud and 
throw it in the trash basket. · 
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• 
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-relepboae CoaYeraatlon Follow-up: 

"Ia pho111 OODYII'IItlOD OD )(q 8th, )(r. )lorcea• 
thaa told SeoretiJ'7 Iokea he would t1'7 to cet 
aoae iDtorMtlOD on atookboldera of .U11111aua 
C011pu{ ln u. s. 1114 the one 1D Cmacla, ma 
would et Ill'. Iok11 bow. 

-.... KoJ'Ieathm aakea Jr. 1ole7 to get Wa 
lllforatlon for hla. • 

!her are abont dptr-fln peroeat the •-· 
I un cot 1 t oa ., a .. t. 
Do ,_ nat thle' 

I om re•llber it. 

You had better keep that. 

Mafbe IOOD1 Jll? 

Yea. (Laughter) 

• 

• 

He is goiDg to be in a hurrr for it now. 

"I• a telephone ooDYereati QD the Secretii'J 
proalaed Dr•• Pear1on he would tate .nother 
look at the utter of the Intei'Dal Rnenue 
Collector at Toledo. • 

The Intei'Dal ReYenue Collector at Toledo! 
18 are 1tlll watiug for a recoaaendation 
fraa 1oaebod7• 

Do fOU wmt thh a1 a realnder' 

I don't need it. I go oYer those 1ituation1 
IYel'f week, I get a w11kl7 ae1110rmdua froa 
PeraOIIDel. 

late two oopl11 of thb md gi 'ft one to th•· 
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You know what Drew Pearaon•a interest there 
h . 

I know. 

(The Secretary speaks on telephone with 
RepresentatiYe Doughten. ) 

He i s a sweet old guy. 

Isn't that wonderfUl? I think that i s 
marYelous. Wh1 they haYen't attacked ua 
in the preas on thia thing - they haTe 
just done nothing, haTe they. 

Nothing. · Kost of the heat is up there right 
now, fortunately . 

I didn' t know what the deTil I would say 
at press conference, but I will simply repeat 
this. 

At the request of • •••• 

That is pret ty nice, John. 

Very nice . He has been trying to get • 
and wanted lie to call him b&ck. I think 
I had better step out end csll him. 

Wait a minute, becauae it seems too obYious. 

Be goes into a meeting at ten o'clock. He 
sent a message ln . 

Oh. All right. 

You were going to call Jere Cooper about 
Miss Rhea. (Laughter) 

/ 
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Well, I haTen't. That is strike one , O.I., 
1 t 1a too late • 

.lll right. 

That ia all I han, 

Wonder tul. That 1e IUl'Ttlous. Go ahead, 
Dan . 

Do ;rou nnt to announce at ;rour ten- thirt:r 
... tinf that ;rou are going to coneider 
!inane ng again next wek, and han an open 
market JUtting? 

Should I say new money and refunding? 
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I think I would say a possibility - consider 
new money and refunding on the August maturit, . 

'fihat 1e the Augus t maturi t;r? 

It is eight hundred thirty- tour ~llion, 
three and a quarter percent bonda. The;r 
were eight year bonda iuued b7 Woodin 
in 1933. 

They were called the "Woodin a. • 

Spl:intera? 

I waa just going to aay, how did I come to 
issue a three and a quarter percent bond? 

The;r were issued in August ' 33, 
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What ehe' 

I hue got a lot of 1tuff that ha1 aoo~~~m­
lated, that I dida 't get to aee ;rou about 
,eeterdq. Want ae to etutv 

JJo. (Lavpter) llhat do ;rou want' You 
ahoulaa •t han aaktd ... 

•ll, I han a 11uib.r of thl,.. I don't 
think 1 twill take eo lq. in a1Dut11, 
ten aillutea. 

Let ae run &l'01Did the rooa and thm aqbe 
I will giTe ;rou f1Te ainutea alone, how will 
that be'? 

All right, fine. 

There is no criticism, Chick, on the whole 
thing. It is the aost aaaing thing. 

There ia confusion. 

Thank God the newspaper am in Waabln2ton 
are la&;r. The;r are ; tha;r are the lacle1t 
crowd I eYer saw. 

Did ;rou see Cecil DickiCil'l col1111n thh 
morning? He epoke about vr. Eccles and 
~· Henderson. 

This morning's Post, isn't i t? 

I• lt interesting! 

I 
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H.K.Jr : 
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Bell : 

Sullivan: 

H.l.f.Jr: 
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H.K.Jr: 

Haas: 
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I don't thiDlc so. It juat stnok • aa 
being routine. 

\faa it unpleasant? 

No, no. 

Ro, Juat routine. 

lhat cUd it 1&1· 

Just .. ntiolling loolea and Benderaon &Dd 
wondering whether that ftl holcUng thinga 
up. 

A little illcUoation thet the7 aight han 
had the appron.l. of the lhite Bouae. 

Be (Daughton) has &lready" made the request . 

Al!Tthing else? 

That is all. 

Can ;rou iagille it Johlln1 Banes waa handl~ 
taxes and there being nothing ill the papersl 

The New York Tilles ecUtori&l page would 
han s0111ethillg. 

(llr. Baas handed a report to the Secretary. ) 

It is just one page. I tried to get it all 
on one page. 

I have got to r ead this. 

There is onl;r one other thing that ;rou will 
probabl;r want to do something about toda1. 
Colonel AYres aa;ra he can't give us an, 
more o! those figures beoauae the Secretary 
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of War has spoken to him about it, and 
he has to get 101111 release fr0111 stilllson 
afain. He said prniouel.T he was g1 rtng 
i to us, and he thought that on tfie baeie 
that 1ou were 11111ldng up eoiMthing tor the 
President, but he wonders about this other, 
and in Tin of the fact that Stillleon spoke 
to hilll, he has to hold it up until the 
Secretarr of War says something that re­
leases hilll again, so we are - he said he 
would go ahead, however, and get the 
figures and asauaed that he would get the 
relief. . 

Write a little note to Secretarr Stilllson: 

"Jq dear Harrr: Colonel qrea is under 
the impression that you do not want him to 
giTe me anr more statistics on production -
any more production figures on munitions. 
I would appreciate it if you would direct 
him to give )ir. George Haas the figures -

f
ive hilll the information that he wants with 
he understanding that this information is 

for Ja1self - this information is onlf !or 
the President and Ja1sel!. Yours sincerelf. • 

And send it over . 

ThAnk you. That is all. 

Nothing, sir. 

We have a brief storr here on the Canadian 
budget that, as you know, is verr stiff. 
You might put it in your !ilea. 

ill right. .ln,ything else? 

I han incorporated this copy of the letter 
frtm Hopkins to Purvis on India in the 
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memo which I wrote up of Kernes conversa­
tion ;yesterday. 

There were some vacanoiea on the Processing 
Tax Board of Review. Kr. Doughten, about 
two months ago, spoke to me about being ver;y 
anxious to get a man in there but he didn't 
want to put an;yboilf in it we didn't need to 
fill the vaoanc;y, and •• reported to him that 
we didn' t think it would be necessaey to fill 
the vacanc;y at thia time. Since then Stewart 
)(cDonald has resigned to go as counsel for 
Sa;yre in the Philippinear and ;yesterday morn­
ing "Skeeter" Johnston, the Clerk of the 
Senate Finance, called and said that Pat 
Harrison had called him and was ver;y much 
interested in a special attorne;y over in 
the Processing Tax Section of the Appeals 
Division, and tho. t he would like ver;y much 
to have him appointed, and I suggested he 
write me a letter about it. I think I had 
better just write him back and tell him we 
are making a survey to see if it is necessar;y 
to fill this vacano;y. We are going to have 
a conflict between Pat Harrison and Kr. 
Doughton, otherwise . 

That is all except Irene Dunne's husband lett 
this melllorandum that I promised to get to ;you. 

Is th.at a picture of Irene? 

No. 

Well, ;you gave it to me . 

I gave it to ;you. 
able to say. 

All right? 

Yes, sir . 

That is all I wanted to be 
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How about our friend--

Yes, that - he, Weinberg, is the fellow that 
did that job on McKesson-Robbins, and this 
fellow hadn't anything to do with i t. 

Is he clean? 

Yes , he is clean. 

Will SEC give him a clean bill of health? 

They don't know what he has been doing lately. 
They have lost tract of him since the Invest­
ment Trust study. I have got a little memo­
randum. I talked to &tmner Pike and Dave 
Schenker and Ganson Purcell. 

He was partner in Goldman Sachs. He handl ed 
an investment portfolio, and it disappeared 
under him like ice in the summer, but he 
wasn ' t connect ed with the J.!oKesson-Robbins 
thing, and they didn't know anything against 
him other than that--

He has been out of it ten yea.rs. 

Yes . 

What is his business now, do you know? 

Somebody said that he was chairman of Schloss 
and Sheffield Steel Companr in Birmingham, 
Alabama. 

Is that Katchings? 

Yes . 

Do you know the story? 

Yes. 
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He wants to be chairman of this committee to 
handle this radio hour. They say he is in 
the business of advising companies. He 
isn't the kind of man that I would like 
associat ed with the Treasury. 

He is l abeled with the Blue Ridge Corporation, Shenandoah. 

That is right. 

He was in the earlier part of ~cKesson . 

llis partner, Sidney Weinberg, worked with 
Foster. 

He wrote all those 
economic subjects . 
famous . 

books , you know, on var ious 
One of them became very 

I don' t remember. Fost er was the educator 
and tax special ist . 

He has been interested in radio, music, and 
that sort of thing . 

Ferdie , What ' s-his-name isn't here today, so 
I wish you would look into it a little bit 
more . Tell him that after thinking it over 
I am perfectly willing to accept Texas Co~any's 
hour, but I don't want to accept ~addell 
Katching ' s . 

Is he the men that brought it to us? Look 
into i t , will you please? 

Is the rest of the proposed committee all 
J;'ight with you. 

I think it is a tel'ri ble commit tee . But he 
said he had to have a decision on the hour. 
If they want that, that is all rieht. But 
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Gaston : 

li. !!. Jr : 

Gaston : 

ll. Li .Jr : 

Gaston: 

H. M.Jr : 

- 16 -

I am very loath to take Waddell Katchings 
or the people on the committee . But I 110n't 
be able to hit it today . 

Our political committee held a meeting yester­
day on the we stern Pennsylvania Collector of 
Internal Revenue , and we have reached a 
decision subject to your approval wluch, when 
we inform Guffey, as we shall have to, he 
will come rushing to you and probably to the 
'.'lhi t e House with blood in his eye , but we 
don't see any alternative. That is this. 
He has named four third- rate men as possi ­
bilities, and we can find one of those men, 
who can be recommended, but, at the ~e time, 
he lets us know that he proposes to have this 
entire Collector's office cleaned out, all 
the princip~l deputi es di smissed and hi s 
ne\7 appointees put in before the Ramspeck 
Law becomes effective , and we propose to t ell 
Guffey that while we will recommend his man 
for appointment that there will be no dis­
mi ssals except fo r cause and except on the 
approval of the Commissioner of Internal 
Revenue. 

Sounds all right to me this morninz . 

Of·course Guffe7 is goin- t o be awfully nad 
because he sioply want s to ~eck that office , 
and >Je don • t think r:e ought to let him do 
it . 

Remind him about Lawrence, and I don • t mean 
"Lawrence of Arabia. " (Facetiously) 

David? 

Yes . All right . 

liow I can see Gaston and Foley and Sulliv:m 
at ten after ten, and that gives Mr . eell 
ten minutes. 
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TREASURY DEPARTMENT 

STRICTLY CONFIDENTIAL 
.t.t 11115 ibh •1'111"« ~ oUtoe -t •• Mr. J.piclao at •~t. nuo ..... t~t. 

SoorotUT'• letter 00\'US..C tlte -...taa o~Ue4 'll!r lleoero. Clark u41'111Ulpe 
io tbe o. ... , .. propoeal tor 10114-lMoliiC at &004• aotUM4 1a tM 

•tatOO 'llir Oauola *lob OGbOIQ11fttl.T eater lato upeno frq a..... io INat 
llrltUII. Niooa alaGtoo laior 1 toli!JIIM1104 \be Ooae'•n LocaUoa. llr. 01u1t­

pro•••• 01 1 opob wltll Ill'. O.po. 

1 toll. Ill'. Olpo tbai U.. I~ W -..pt ,. U.. ' n "• p.,.eal wlU. 
llan7 llopll:lu wlltoa \b. laUor l'PGIIe4 wltll tit. laeroiu7 ,.n_..., - · 1M 

Boo:ro\.IZJ ....,._, U..\ be ba4 .a. 111104 propoooo 1a al-otac tit. ....,..uloa wlill 
llopld•o, 1 tlll4e4 U..i W ba4 JGoi ... , Oftr io Ill'. Jopii:See 0 pbMoo-.oilo eow 

ibo _....._...._rat...-. !be Wfl!l ••..,... J1HJ10H4 tor tit. CnaAte .. w 
~roa.ob t1te '-4--.o e'lllaioiraUoa UrooilT io 4oioftlao WOI'II:Uc ......,.. ... 

ibo plea. 1 toll. llr. 0.,.. tlte\ w U.oacbi U alp\ be e'.Yioablo ibat 
. Clark oboUd iell:o ... ...,.,,... at bh pro- 1a Wubllljtioa io4q w ,., 4lroo\J, 
\oGob wtu. Mr. llopii:1Jlo u4 ooa wbetlt.r tit. t......,..euoa at tit. pln alpi be 

~141·••4 tllroup ib.lr perooaol ooataoi. hoa tltea oa ib. aocoitoUoao woU4 pro­
'':~!!r.:~bo·twooa Ill'. Cqao aa4 Ill'. llopll:laa 1 aoalaieah, Ooz aa4 T""'''C. Ill'. eo,.. 
I.P We .,_.uoA aDA oal4 tbot b. woU4 paoo U oa to Mr. Clark at oaoo 

ilt.D lot Ill ll:aow of donlopMAh. 
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H.M.Jr: 

Oong. Robert 
Dough ton: 

H.M.Jr: 

D: 

R.M.Jr: 

D: 

H.M.Jr: 

D: 

K.M.Jr: 

D: 

H.M.Jr: 

D: 

Bello, Bob. 

That 7ou, Benr7t 

Jtq 15, 1941 
9:-5 •.•. 

It ie, in pereon, in the tleeh. 

Bow1 e thatt 

I'• here in pereon. 

All right. .liter th1nk1ng our the 
aatter tbat JOU epoke to ae about 
reeterda7 afternoon, 70u know, about 
not ooalng down unt1l Jton4aJ, I etud1e4 
up th1e pieoe ot etrateQ and eee how 
it auite you. 

Good. 

I thought 1t aight relie•• the situation 
a little all around. 

Please. 

You eee, yeeter4ay we didn't get to 
work auoh ae we had to be on the t loor 
ot the Houee aoet ot ue and d14n 1 t 
oonduot hearing• in the afternoon, eo 
we 1 Ye got quite a nuaber ot witneeaee 
that were calendared tor todq and 
rea41 to be here toaorrow troa out ot 
town, •• aanr •• we oan hear. 

Yeah. 

8o I thought I 1d Juet aeeuae the 
reepone1bilit7 ot I&JiDC that I didn't 
th1nk 1t wae ta1r to hold theae out-of­
town w1tne•••• here o•er until next 
week and that the Treaeur7 oould co•• 
at oon•enienoe and I'd Juet take the 
reepone1bil1ty ot eayin& that we'd take 
oare ot theee out-ot -town w1tnee••• 
todq and to.orrow and that I 1 d requeet 
rou all to ooae lllondq. 
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H.M.Jr l 

D: 

R.M.Jr: 

D: 

B.M.Jr: 

D: 

R.M.Jr: 

D: 

H.M. Jr: 

D: 

R.M.Jr: 

D1 

R.M.Jr: 

D: 
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Well, Jou'r• a loutbem pnU-! 

Well, I'll Juet take the reepone1b111tJ 
and JOU ••• tbat rell•••• JOU ot aDJ 
eabarraeeaeni an4 11••• •• a perteot 
Juet1t1oaUon. 

Well, tbat'e wonderful. I'•• Juet been 
elok about U . 

Well, ot oouree, I alaed to ba•• ba4 70a 
to -• to110rrow and let the .. otbeJ" 
people 10 ner, 'but JOU ••• tbat 11ne 
not oD17 a aood exouee, a IQOd Jaet1t1oat1oa. 

Wall , John will be up theJ"e llon4&1 rea4J 
io SO· 

Well , we 'll tell thea JOU t olke were -
are JOU ooa1ns or Mr. 8ull1•an? 

Ko, John w111 be there. 
Monda7 

Oall on h1a t or the t1ret v1tnee~and 
g1•e h1a all the t1ae he wante. 

'l'ha t' • r ight. 

!hen we'll so o•er two or three 4&7• 
eo 1.t aDJbo47 wanu to rebut wbat be 
•&J• wb7 the7 oan do 1 t. 

1fell, I oan 1 t tell JOU bow auch I 
appreo1ate that. 

Well, I Juet tbousht that would be a 
good W&7 to eol•e the e1tuat1on and 
there would be no or1t1o1 .. 1n the 
world ot J ou t or poetponlns 1 t troa 
4&1 to daJ. 

Well, 1t'• a br1111ant •ucseet1on. 

Well, thank 7ou. Thank 7ou. Oood-bJe. 
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RE T!XIS 

Preaent: 

B.II.Jr: 

Blough: 

H.ll.Jr: 

Blough: 

B.II.Jr: 

Blough: 

lfl'. Foleyv 
llr. w .. -
llr. Inollenberg • 
lb-. Helnrillg~ 
lb-. Blough~ 
llr. Shoup' 
llr. Jrnhn. 
llr. Greenbaum' 
Krs • .llorgenthau "' 
llr. Gaston" 
Jbo. Sulll van" 

Professor Blough. 

~u. 1eu 
l0t80 p.a. 

• 

Well, we have got the next dratt, all but the 
last r.ce which 1e still in the hands o! the 
tnle s. 

Bow are fOil !eelillg? 

Jell, so tar! tine. Let'• 1ee. I have not 
too UJIT cop ea here, UD.fol'tuDateq. 

Well, you are goillg to read it out loud, 
aren • t you? 

Tel. 

I 
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"Jt" pal'pOH todq 11 to cl1101111 wlth J'llll 
the pi'Obl• of OOI"pOnb tu&tloa la the 
pJ'IHnt .aJ'JIIlOT· lbat I lhall ba-re to aq 
11 nppl-ta17 to tbe etat-t _.. lit' 
S.oreta17 llorpiatlwa -.. the owrat ....,_ 
lJial wen op.IW4 acl to the leqpltl .. la14 
belon ~ •~UT oa beMlt ot thl flolallu7 D.parbllat. 

•The TPH1111'7 11 odle4 1lpOil to ••t ·~­tv•• ar•at•• tha han ..,... beq •ell 1a 
the utlcm' • peaoett. Jabto1'7, u4 pi'Obabq 
gn&bl' tlalll at &117 pel'io4 1a ov Jaht01'7, 
la peaoe or ftl'. At •oh a tt. • CIUID.t 
lzplot to Plq Oil DOJ'al SOU'OII Of J"nme 
Ol" be oontent with l"eTeiDle la nonal. ._ta. 
We mat adopt txtJOaol"cllDal"f •&IW"ea to deal 
with our extJOaoJOdinarJ situation. 

"Your Caul ttee is now fol'IIUlatlu changes in 
our tax qetem, both to prOTide tlie rennues 
needed to f1Dance the defense expenditures 

• that w are c01111111 tted to ll&lce, and also to 
a11lat 1n Minta1n1ng the econa.J.c health of 
the nation. ~,feople know that n &1"1 faced 
with a gzoeat 111g1. 'l'h17 know that gzoeat 
aacJ01ficea .uat be made and the7 are pl"epared 
to uka th•. 'l.'he7 J"ely upon us ao to plan 
our financial progzoaa that, however aenre 
ita bUl"dane ~ hAn to be, they will rest 
falr)T and juat}T upon all lnd1Tiduala and 
all buelnuaea. 

•'l.'he tax !fgl"aa 'llhich you will propose will 
aeceeeal"i cone1at of .aDf el ... nta. ADf one 
tax, Tien by itself, -.:r appear to be 
ltl'ingat ud oppn111Te. .lll ••t be Tined, 
h-.nl", u parte of a whole. 'l.'hh h an 
-l"lft07• Tuu that would not be propo11d 
1la peaoe tiala ve a nacuaity now. We cannot 
giYe effect to all those nlcetie• of ex.-ptiona 
and laYing clauses that are appropriate to 
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H.ll.Jr: 

Foley: 

H.U.Jr : 

Foley: 

Blough: 

H. Jl. Jr: 

Blough: 

H.ll.Jr: 

Kuhn: 

Blough: 

H. Jl. Jr : 
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euler oooaeiou bat todq will defeat oar elll11, 

•I ban been uked partiCIUlarlT to dian11 the 
e:roue profi h tax, flret enacted ill the tall 
ot 1940. 0111' ezperienoe with it 11 atill 
ll.a1 ted, for ILIDT of the return• of the large at 
oorporationa have not 7et bee filed. IDoup 
haYe bea. filed, howner, to oonYillOe Trea11117 
offioiala ill Gbarge of adelnlatration that 
illportant ~· ill the law met be ..ta 1n 
the 1ntereatl of fa!Pillu. We are oolleot~ 
large. _. 'b7 ••• of thh tax, bat the pro?ita 
ot a good II&D,T balilllll firu are not being 
tou.ohed 'b7 the tu, although thoH profits 
appear to be exoeae profi h 'b7 &JI1 etudarda 
that ae .. reaaonable.• 

Wait a minute, pleaee. 

Insert •to be. • 

•Appear to be,• ie that it? 

That 11 right. 

Yea. 

Juet a aeoond. •Appear to be exce ae profite 
b7 1D7 - • can't 7ou--

·~ reasonable standard. • 

· Well, :'lJt &1JT - • I aa th1nkhg of the word 
•nol'Ul. I don' t want to use 1t too llllch. 

Instead of •ap~ar to be,• •thoee profits are 
exoeee profita.• 

"Although all tllose profits are excess--• 

•liT &1JT reasonable standard, • 101111th1ng like 
that. 

I 
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Blough: 

H.M.Jr: 

Blough: 

- ' -
"Here is oertainlf a place to broaden the base. 
Surely the skill of this Committee and ita 
experts is adequate to the task of bringing 
within the tax the known cases of corporate 
excess profits. • 

Just one second. You see1 there has been all 
this stuff in the paper about broadening the 
base, which means we should make the person 
with smell income pllf more and they bring it 
in here, the place that we think is the plaoe 
to broaden the base is on people who aren't 
pqing excess profits which I think is nrr 
clenr. I didn't write it, so I can say it . 

That is )o(agill. 

"I want first to outline the princinles which 
I believe should fovern the taxation of excess 
profits; second, o indicate respects in which 
the present law fails to aooord wi th those 
principles; and third, to suggest possible 
remedies which the Congress may wish to con­
sider. 

"I - Principles 

"Under present conditions some kinds of profits 
mar be appropriately subjected to heaver taxa­
tion than other kinds. this may be necessarr 
in order to distribute the burden fairly and 
to avoid unfavorable economic effects that 
mildlt result if the revenue were raised in 
other •Yl! • 

"1. Defense profits• 

These headings, of course, you will drop out 
in reading the statement . 

"The first type of profits which should, in a 
period of thla kind, be subjected to special 
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H.loi.Jr: 

Foley: 

H.M.Jr: 

Foley: 

Gaston: 

Sullivan: 

H.U.Jr : 

Sullivan: 

- 5-

taxation comprhea the protlta which •1 be 
reasonablJ attributed to the defense program. 
Such profits are being made out of the saori­
fioea of the people as a whole and should be 
returned to the people in taxes, insofar as 
~ be possible Without destro7ing necesaarr 
incentives to produoe defense goods. 

47 

"In a majority of oases it is not possible to 
distinguish with precision the additional 
profits due to the defense program. The effects 
of defense spendinf are dif?Ueed throughout the 
whole economic 17s em. It is necessarr, accord­
illglJ, to aeiiUIIle that in general, increases in 
profits during this period are due to defense. 
Some relief can and should be granted where it 
is clear that thh h not the oae~.. Inabillt, 
to measure defense profits precisel7 should 
not di scourage us from subjecting them to 
speci al taxation even at the risk of hitting 
some incomes not due to the defense program. • 

Just a minute, please. 

What is it, the word "due"? 

Just the "Inabilit, to measure defense profits 
preciselJ should not discourage us from sub­
jecting a speoial tax - • this part. "Even 
at the risk of hitti!!8 some incomes not aue to 
the defense program. • 

"Coming from the defense program.• 

"Not arising from.• 

The sentence before that is the one that 
disturbs me. 

What is that, John? 

"Some relief can and should be granted where it 

/ 
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Blough : 

Sullivan: 

Blough: 
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is clear that t his is not the oase.• 

What happens to your exoeas pro.f'i ts tax pa.rt 
under that sentence, Roy? 

Well, this is increases in profits, and it 1a 
under this one section on defense profits. 
We may have to reword that to make sure we 
don't want to let tham out enti rely. It ia 
simply under this title, as you might say. 

I think we had better--

It ~ be the sentence as a whole could be 
taken out . 

r~ollenberg: Isn't that an i~vitation to t he kind of' tamper­
i.ng--

Blough: 

H.M.Jr: 

Blough: 

Gt-eenbaum: 

Foley: 

Greenbaum: 

Blough: 

Kades: 

In view of' the .f'act that the last sentence 
indicates the possibility of' not measuring 
it precisely, it may be that that sentence 
shoul d come out . 

Why don't you put a bracket around it and 
thlnk about it? 

.All right. 

In the first sentence there, do you want to 
say, "In the majority" or "In 118.111 of' the 
cases•? 

"In~ cases.• 

"In ma111 cases," I think, ia better. 

All right. 

At that point, Roy, would you want to say that 
relief' has already been granted through the 
amendments made this year? And some more 
perhaps should be made? 
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&lllin.IU 

K&dea: 

Blough: 

&lllin.n: 

Blough: 

H,W.Jr: 

Sullivan: 

Blough: 

-'-
Jo. !bat tJPe of relief baa' t belll gNDtecl, 
Chuok. 

Ia't this almozw.l pPotfh that TOll ve lpUk­
b.g of? 

'l'here baa belll ,.,.. relief lll that a'baoz s 1 q 
lailr 1JlOOM ill the ball rrlod &114 10 OD, hal 
bac1 relief gnntea to 1 ana it baa bea aa­
Jut.a &lid the Co.halODII' h gba power to 
IR&ke oertalll other &ajut.Dh. 

That ham' t deplll4ed upon whether 01' DDt 1 t 
waa der1Yed fro. a defense prograa. !bat is 
what I aa afraid of. 

i'hat 1a true. It baa deoreaaed the profits 
in scae oaaes, I mean deorea11d the apparent 
profits for taxation. Perhaps we migbt giYe 
a little more thought to that point. 

"2. Profits in excess of a neoessarz return 
on invested capital 

•The other kind of profits that can properly 
be subjected to special taxation are profits 
in excess of a necessary nor.al return on 
ilrnated capital, enn if this return was 
being earned 1ll the ;rears prior to the defenee 
progna.• 

•xeoeaaar;r nozw.l• bas been put in to replace 
the •reasonable: which ;rou didn't like. 

Whloh hla Papa didn't like. (Laughter) 

Would not have liked. 

•The exlatenoe of 1uoh profit., while o!t&D 
due pri.Mrlly to good li&Daga.tnt, lte 1ll -rou• 
oases due to .onopoly, t.perfeot oa.petition, 
or !Qrtuute oirouatanoea, and not to Ull 
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H.M.Jr: 

Blough: 

H.M.Jr: 

Blou~: 
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ouhtuaSng Nnioe to the publlo. 'ftle11 
proflh repr .. nt in large part 11011.,- taltn 
frill OOD--rl 1Jl IZOIII of the UlnDlt 
neoellal"J to p!'ocbMi till goo4l or 11ni011, 
1hn the bllerteotica• of ov eOCIIaOIIlo •ohlAe 
hen ~..-1 th4 thh to hlp~D, 1t h equ1 table 
&Dd deairable that the ezoe11 pl"'tita 6e IDb­
Jeoted to ~olal taiatloa.• 

lzouae aa, this la niW, iiD't it? 

No. 

Isn't thet ac.ething MWf 

The onl.J' t!dng that 11 MW h •tortlmate oil'­
curutancu"inpJue ot 1IUIIt aa4 ollalloe, whioh 
hla Papa didn't llb either. 

"Furthel"'IIIre, at a tiM when he&'7 tuea lllllat 
be ~oaed ther should be leT1ed where thq 
will aasiat beat in maintaining a well-func­
tioning eoon~.· 

Tbat 1• to replace "herd OD the ecODQIJ,• or 
wh&teTer we had betOl"e. 

50 

"To take an eapeoiallT large ahere of the 
profita in ezoeaa of a no~ return OD iDTeated 
capital will not cause uq oo.paniea to go 
into bankruptor or withdraw froa buaineaa. 

"I aa aware thet the antioipation of eztl"&• 
ordinuiq lufe profits u:r in IWI1 ouea 
haTe put aeOUl" tr price• well aboTe a figDI'I 
that would Np!'llent hnated capital. 'ftle 
illpoaltioa of these speoi&l tazu ur ••• wah to 111d1T1duala ilho hen plll"'heled thoae 
IIOUl"itiu at auch lenle. We cannot entireq 
diaregard thla •:ret of the pl"'blaa, bitt .. 
IIUit re.•ber tha no leghla tiOD h eTer 
p&llld and DO prOgNIIiTe atep h eYer taken 
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H.li.Jr: 
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which dou not cllaturb the utablhhed 
intereeta of 10111 people. We IU'Ial t that 
11tabliehed expectations of high pJ'Ofih are 
entitled to no acre protection than an indi· 
Tidual 1 a expectation of a continued large 
aalar7, now s::Aect to a heav tax. '!hie b 
an ... rgency ab.angea 11111t be expected. 

"I ua also aware that the application of the 
principle of taxing profita in exceaa of a 
neceaaarr normal return on capital inTolTea 
clif.tioultiu of both principle and teclmique. 
I feel IUl'l that we should not allow the11 
cliftioulti11 to atand in the war of onr seek­
ing to attain the aain objectiTe. 

"II - Defects of the present Law 

"In the light of the principles just stated, 
let us now examine the excess profits tax law 
passed last year, to see in what respects, 
if any, it fails to correspond to them. 

"1. Failure to reach large parte of defense 
protlte 

"The ixceaa Profits Tax ict of 1940 was a 
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clear expression of Congressional intent that 
profits growing out of the defense effort should 
be subject to excess profits tax. The law, 
howeTer, has not achieTed that objectiTe. 
~ corporations that are the principal bene­
ficiaries of the defense effort and that hold 
large goTernment contracts are paring little 
or no excess profits tax.• 

Juat one ainute. You wouldn't sq here, at 
this tiaa - I ua just rai:!,:f., it - inatead of 
a&flng "Congruaional" br gin the fact that 
the President sent a aeaeage on excess profits? 

• 
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Well, the bill na't HI}IOilaln to the ••­
sage, n.s it? 

The message preoeded it, if I r...aber cor­
rectl;r. 

Yea. The ae11age supported the 'l'Hallll1'1 pro­
posal whloh na•t adopted. 

I .. thln'king of the fact that •• are go!Dg 
back to it. If we r baolt to the President• a 
••Mge and briug 1 ill here--

ihen ;rou would han to dhtlugubh betna the 
auaage and the aot that •• aupported bT the 
aenage and what beOUM a law. 

Then let' a consider it again when we go back 
to our last ;rear' a propoaal &Dd poaal'bl;r bri.Dg in 
the President' a meaeage. What? 

Yea. I think it would be good to get that 
baolt in there. 

ihat alght be - and to quote acae of it. Bas 
&DfOoq got that? 

I will get it. 

lllll ;rou pleaae? 

Go ahead. 

We are at the end of the first paragraph. 

•tn the abaenoe of complete excess profits 
tax returns an exllllDatlon haa been ade of 
published financial data for certain corpora­
tiona. One cO,&Df Whose profits in 1940 
were aore than ,000 percent larger than in 
1989 is subject to no exoeaa profits tax 
whatenr on 1940 earnings and this ia a coJIIP&IIT 

• 
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whloh hal thu1 fu recelnd .,.. .. $'10 allllOD 
of defen1e oODtraotl. 1 large 1teel ~ 
which hal recei Ted OTIP $250 aillion of aefeue 
OOiltP&ota u4 had 8&1'111nge in 1940 of Deu]T aoo percent larger thu In 1939 will N 110 
e%0111 rofltl tax. It appeue that Ol1.lT 
5 out o 12 large integrated 1teel cCMpanln 
will be wbject to exoe11 profite tax 011 the 
incoM of 1940, although 1hil ccapaniee haYt 
in general receiYed huge ...unta of defenet 
order e. 
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•These co.panits pey little or DO exoes1 profitl 
tax becauae they are alla.e4 a wtnlpgp oridlt 
ot 8 pero111t of inYelttd capital. 

•2. Failure to triJJOotih in non• of a 
neceeearr no J"etU!"I1 

•1nothe!" eeJOious shoJOtcomiug ot the 1940 exceee 
p!"olits tax law is that p!"ofits in excess of 
a neceSS&J'7 normal retu!"l1 on invested capital 
aJOe not subjected to the tax unless such p!"olite 
also repJ"tlent an incJ"ease oTe!" the p!"Ofite 
ot the but period. Po!" uuple, one ccap8Di1 
which tuned durw the ba11 peJOiod 111 annge 
ot approxi..tel,y 40 percent on its i~:•ent 
inTnted capital will be fJOee fi'Oa UOIII 
p!"Otita tu on incoae in 1JJ:f yeu e~iil to 
approxiutely this 40 pe!"cent and w be taxable 
011.Q' on 111oh increases in inoo• a a it -.:r 
enjoy. 

•'l'hia failure of the law to naoh a large por­
tion of exoe•• profits wae due to the p!"OY!aion -• 
or h a&it - •to the pPOTilion of & CHcl1t for 
en1'7 oorpontlOD eqUal to 95 pueent of ita 
base pel"iod e&l"'lingl, rep.rdleu of the lilt 
ot thOse tunlnga In !"elation to its inTeeted 
capital. 

•1u - RtucUte 
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1ReYi1ion1 of the IZOIII protite tax to be oon­
eidered adequate, mnet reach the two kinds of 
proti h which I han been dhouutnf. 'nle 
tax can reach a ach larger proport on of de­
ten•• profit• b7 redaoing the 8 percent credit 
on inYtlttd capital. Profit• in 1xces• ot a 
neolllll'J' noru.l. return can be reached by 
taxing all profits aboYe a 1tated peroenlage 
of inYeeted capital, regard!••• of aYerage 
ba11 period e.rninge. 

'!hlee wtre the ba1io el ... nte of the Trea~ 
exo11e protite taz propoeal of 1940, and it 11 
thh pliD, 'lll.th 110dltioat1on1 dictated bJ 
ezperlenoe, that •• euggut. In that propolal 
oorporatione wre to be allCJIII'ed, tax tne, 
their earnings dlll"ing the bue period, but 
not more than 10 percent of inTeeted capital. 
HoweTer, th11 were granted a miniaum credit 
ot 4 percent of inveated capital with 6 per­
cent allowed on the tirat $500,000. Tbua, 
under the Trea~ plan a concern which earned 
7 ierc1nt dUl"ing the base period would be 
al owed to continue to earn 7 percent tree ot 
taz. ! concern which earned onq two r.roent 
dUl"ing the baee period would be pel"lllit ed to 
1&1"11 4 percent tree ot tax. ! concern which 
e&I"Ded 15 percent dUl"ing the baae period would 
be allowed to earn 10 percent tree ot tax. 

'Under the i'rta11Ul'1 proposal it aa reoogniaed 
that it bueineaaea were to be expanded and 
inYe1tore were to put aontf into new corpora­
tiona, an opportunltr 11111t be allowed to earn 
a aub1tantill rate of retUJ"n on new capital. 
The plan allowed an 8 percent retvn, regard­
leae of the earning experience during the baee 
period on old capital. 

'It the Treaau17 plan had been applied in the 
eza.plee preTiouelf preeented, the tax resulte 
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1IOU1d ban ben ~te different. 'l'he corpora­
tion whloh had tlie ~ perout return on ih 
iDnatea oapltal 1D the baae period woald ban 
paid e:roeu proti te tu 011 about halt of ita 
lncaM 1Date&4 of on about one-twntieth 11D4er 
the preaat law. '!'he large steel oa.pa111 
woul.a han ll&id ezoeea protita tu Oil crrv 
one-thlrd of ita !DoOM and the other o~ 
w1 th poor e&l"lliDga 1D the baee period ~a haTe 
paid on about Olll-titth of ita lnoOM 1Deteaa 
of both oCIIp&Diea being antireq eze~~pt. 

•IYan thle plu, hneTer, -ld han tailed to 
reaoh aubatutial -h of deteue protita 
reoe!Ted liT oorporatlone which lwl eepeoiallT 
poor ell"Dinge dur~ the baee perioil. \'o Met 
this detect we woula suggest reTiaing the 19~ 
proposal to prOTide that where the anrage 
ell"Dings ot the bue period were leu than the 
minlll!na ot 4 percent, the excesa profits taz 
should be applied .~ a low flat rate, rsaiblT 
10 rroent, to that part ot the curren protita 
tha 11 1D uoua ot the base period earnings 
but not in ezoe11 ot 4 percent ot iDTeated 
oapital. For example, if a corporation earned 
durlzag the baee period an aTerage ot $100,000 
a rear, while 4 goocant of ita laYeated capital 
laOUDb to $300, , the first $100,000 of 
profits 1D the ourrant taxable year would be 
entirelY eze.pt traa exceaa profits tax, the 
next $20o,OOOi re~eenting the d1fterenoe 
between tha $ 00, anrage earnings and the 
$800\.000 creaJ.t on iDneted capital, would be 
t&DCl u ·10 ~l'OUt and &liT lll"DiDgl OTir 
$800,000 wvald 'be IUb}ect to the regular 
uoeaa protlta tu r&tu. 'l'hla apeolal rate 
ot tu iloulcl aubjeot all 1Doreuu 1D profita 
dRring tha detenae period at leaat to laM 
UOell protlta tuatiOD while at the 1- tl.­
not 'beinc hlgb. uough to illpo•• an Ulldue burden 
on OODCel"DI whoee 1Dorea10d earnings are not trulr detaae protlts. 
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... would 111ggut abo that the rate •llCIIftd 
on nn capital be the .... ae the an'- rate 
allowed on old capital, na.q, 10 percent. 
iDf .aximaa return on capital must· be a aa.e­
what arbitrar, figure becauee bueinesaea dif­
fer widel1 in the degree of risk ther face , 
!ccordinglr, it is deeirable not to set too 
low a a•xlpgp rate of return. 

•SlldlarlY, it would be deeirable to keep the 
tax rate low on that part of the profit ilhloh 
11 l..ediateq abon the credit. To thh eud 
we euggest that tax ratee be graduated in 
accordance with the rate of return on lDTested 
capital with a IIOderate initial rate. It 
should be possible to raiee the desired 
reTenue with a lower rate scale on the aTerage 
than under the present law because of the 
larfer amount of profits that will be subject 
to ax. • 

Wait a minute. I don't understand that sen­
tence . 

•xt ehould be possible to raise the desired 
rnenue, • whatner llDOunt rou want from. thh 
aCIIU'ce, 'with a lower rate scale scale on the 
aTerar than under the present lair, • becauee 
we ge in aore profi ta under the tax br the 
ohangee which we euggeat. 

ADd an additional nUIIber of corporations, too. 

Baaed wider. 

That 1a the broadening of the base. 

Cke7·doke. 

"MDreOTer, with this new broad nce11 profite 
baae, it would be poasible to adapt ouraelTea 

56 

Regraded Uclassified



~lllvan: 

Blough: 

Sullivan: 

Blough: 

57 

- 15 -

quicklY and muoh more easily to a need for 
still larger revenues if the .mergency should 
eo require. It is far better to have auoh an 
instrument at hand than to patch up the present 
law onlr perhaps to find ourselves confronted 
with the necessity of improvising a broader 
base at a later date. 

wiV. Possible alternative 

wThus far I have outlined what seem to me -• 
now this is all new from now on - "Thus far 
I have outlined what seemed to me to be the 
principles of excess profits taxation that 
should be followed in this emergencr period ani 
have indicated ways in which the existing law 

fails to put these principles into operation. 
If you bel ieve with me in these principles, I 
believe you will agree that a plan simllar to 
the one I have outlined is the logical method 
of putting the principles into practical opera­
tion. Variation in details is not a matter 
of concern, so long aa the plan adopted ful­
fills the clear purpose to 1mpose taxes both 
on defense profits and on excess profit s, 
which is something the present law does not 
do. 

"If these principles are not to be the guide 
for tax~ corporations under the defense 
program--

wDuring•, shouldn't that be? 

wDuring the defense program.• 

"During the emergency period." 

• •••. during the emergency period, it seems 
to me t hat you should consider carefully the 
disadvantages of having a tax which involves 

/ 
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the extra administration of the present 
tax, but applies onl1 to part of the profits 
that it should reach. It .a7 well be that in 
such case a simpler, more easily administered 
and more uniform plan would be to abandon the 
excess profits tax and to increase the cor­
poration income tax b7 enough to produce the 
desired revenue. Such an increase in corpora­
t~on income tax should, in m, judgaent, have 
as an integral part of the plan, relief froa 
the tax to the extent that the earnings of the 
corporation are tm.ediately made subject to 
the indlTidual income tax, by the distribu­
tion of dlTldends or in 'D1 other ftT• • 

I think that 1a a trifle vague, Ro7. Instead 
of 8&11ng "to the extent that, "of that portion 
of the earnings which ia distributed in cash 
diTidends. • 

Well, we were intentionall1 vague because we 
didn't kuow whether 70u would want to exempt 
all of the tax, all of the increase, or just 
something else, and we didn' t want to get too 
far out on the limb at this stage. Perhaps 
we could make it sound more precise and still 
be connnientl7 vague . 

This is disguising the undistributed profits 
tax by using about four times as ~ words. 

In reTerse. 

"SUch a pla.n would be in harmoi!J' with the idea 
of integrating the oo~ration and the 
individual taxes, plao chief reliance on the 
taxation of income to in ividuals. With our 
experience with previous plana of this general 
character, mAD1 diffioultles previouslY met 
oan Tei'f likel7 be noided and equitable taxa­
tion of profits to the indiTidual stockholder 
prorlded. 

• 
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"I do not set forth this plan as one that 
carries into effect the principles which I 
preTiouslT discussed. It is baaed on principle• 
of ita own and is suggested as an alternatiTe, 
not a substitute . 

"The reTenue measure 70U are considering--• 

Just a second. Let u just read that part. 
O.I. 

"The NTimll •anre TOU are couidering is 
1)&rt of a broad plan not cmq to spread the 
&arden falrb' but also to prnent tM price 
lnel frCD rlalng un"nq. !he aale of""Defenee 
SaYings Bonds h another part of that plan. 
Both tuatlon and Defanse Bond• can absorb· 
.,ne7 that would otherwise fiood the ~arlcet for 
ciTilian goods where it might drin prices 
up. The TreaiiUJ7 reoognlaes ita responaibili ty 
for aaais~ing in the deTelopment of a fiscal 
polic7 that will preTent inflation. This aim 
can be achleTed onl7 if the proper proportion 
ot total expenditures h ralaed b7 taxes and 
b7 the sale of bonds that draws in mone1 which alght 
otherwise force the price leTel up. That 
proportion will change u our defanse prograa 
proceeds. For the tLae being, I belieTe that 
n can continue aloDg the linu that I 111gguted 
when I appeared before 7ou at the Bearings on 
the Public Debt Act of 1941--" 

That 1hould be Secretarr llorgenthau. 

Tbat ehould be S.cretarr llorgenthau and it should 
be--

I thlnlc it ia terri blT funn7 the7 han got the 
word "• • in there. 

'lhat is so funn7 about it'l 
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You don't th1Dk lt 11 10 ~. (Lupter) 

I thiDk 1t 1a a .,., utunl IPPOr. 

In other worde1 pat 1t oa thb bill all4 not 
Oil the f01'11er Dill. 

'1'ha t b right. 

Y011 hadn't Hen the heari.np on thh bill, 
had 10117 

lo, I hadn't 

• •••• that ia, ala at ral•iac approziateq 
two-thll'dl of the expellllitv11 "T tuatloa Oil 
a tull fiacal year baaia. At least this is ao 
it the publio responds by i.nYeatl.ng 1.n Savinga 
Bonds substantial SUIIlS of money that would 
otherwise have gone to swell the stream of 
non-essential expenditures. " 

I think that 1a a da.ngerous aentenc~1 Ro;r . 
I think that raisee doubt as to whether or 
not •• are going to raise the money in 
Defense S.Tings. 

It ie a matter of a eafeguardlng sentence for 
the two-thirde, of couree. 

Yea, I u.nderetand, but it llight be picked out 
allll used out of the context. 

I don't know, h that dangeroue? It eqa to 
people, -rou had better bll1 S&Yl.nge Bonde it 
you don't want to han higher tax11. • 

You are already sa;rlng ;rou are aiming at two­
third•, one-thlrd. You are not prOIIieing that 
:rou are going to etlok to that. 
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I think John la right. It indicates a doubt 
and unoertaint)r &I to llbat that will be. Of 
course there ia a doubt, but I hate to empha­
sise it. 

The people han to be told, I think, prett)r 
plainl,y that it they don't out their conauap­
tion through inTeatment in SaTinga Banda, it 
is going to han to be out b7 taxee and the 
sooner they lea~ it perhape the better. 

I am not sure, John, I agree with you. 

ill right, air. 

I am not s\ll'e. I would lilce to take another 
look at all of thia in the morning. 

Yea. 

"But at a later stage the proportion that we 
need to raise b1 taxation will be higher." 

Now 11181be you would want to qualify that. 
·~well be higher. " 

"The Treaa1117 is atud,ying thia problem and, aa 
the defense program deTelops, will f rom tiDe 
to time be prepared to suggest the proper 
proportions and the aeana of tranal&ting them 
into practice. 

~e cannot expect to deTise a painless tax 
bill.. 

Just one minute. Couldn't you poasib!T put 
in here - I want to reread that part &D1W81 
beginning with fifteen . Thia thought, that 
we can tey to do our part, but there are 
other things which the Congreaa ~ do -
now I don't know - auch aa the ei ty-fin 
percent parity of Agriculture, w ch may 

/ 
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o011pleteq thl'ow thh whole thing out of 
ita proper perspective and .ake it t.poaaible 
fol' us. I mean, I a Just l't.hing that. I 
don 't know whether I want to 1&7 that, but I 
am just raising it. You mq not want to be 
definite or simply sa71 "We can do our put 
but we t.l~s want to bl'ing respeottull7 to 
Congress' attention that the7 m&f, on the 
other hand, do som.thing that no .atter what 
we do, it throws the national eoon~ out 
of geu. • You don't han to mention eilthq­
fin percent parity, but so•thing. I a.on't 
want to get it in the people ' s mind that, 
after all, taxes and Defen*' Bonds C&D solve 
the intlation problem, puticularlf 1t Congress 
can do what the7 did here the othel' day thl'ough 
statute, fix the pl'ices of a very large pl'o­
portion of the agricultural products. I mean, 
fOU might just be thinking about that, fOU 
see. I mean, it is jus~ - kind of throws 
the thing into their teeth. 

It should give them a sense of joint responsi­
biliq. 

Yes. So thq can sq later on, "Well, the 
Trea8U17 -said it we gave them the kind of 
tax bill thq wanted and it their Defense 
Bonds went well, eveeything is going to be 
lovelf about inflation. !h{ didn't it work? 
The Trea8U17 said it would. Here we ue 
putting in a hedge. Would fOU kind of--

Yu, indeed. 

Thanks. Go ahead, Ro7. 

"We c&nnot expect to devise a painless tax 
bill. The situation onlla for sacrifices . 
As Secretar7 WOrgenthau has all'ead1 told 7ou, 
we have had unmistakable evidence that the 
people are willing to make aacl'itices according 
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to thell' abillt7. It ae•• to • penlaeible 
to reUDd OW'eelna again that outeide the 
tax field greater aaoritioee are being aaked 
and 111111t be aaked. 'l'hare 11 no belle ot oOIIl­
parieon of the eaorifioe of thoee who are aaked 
to ex~ the eeourity of a job and .a hoae tor 
a eoldier 1 pq and a aoldier 'e hardahipa with 
the aaorifioe ot thoaa who are aeked to pq 
enn drastioalq higher ratu ot tu:. • 

H.ll.Jr: <& the whole, I think it h a wonderful atate­
•nt. 

Xnollenberg: I think it 1a a Mlterpieoa. 

H.ll.Jr: I think it 11 uneloua, RoJ. I can't tell 
you how pleased I am. When you oonalder you 
etarted this morning at nine and here it is 
eleven at night, it 1a amazing. Just this 
one little thing, Roy. "It aeems to me per­
missible •••• greater sacrifices are be~ 
aaked--• it se8DII to me you oould aay, "are 
being asked and being made." 

Greenba1.111: 

Blough: 

H.ll.Jr: 

Kuhn: 

H.ll.Jr: 

Sullivan: 

H. ll.Jr: 

"Have been cheerfully givan." 

"ire being aaked and cheerfully given •y 

Soaethlng like that. 

Ro7, do you have to say that "It seeu to 
ae per.issible to re.ind ourselves"? Couldn't 
you just say that outside the tax, sacrifices 
are being aade and cheerfully given? 

I am jealous ae hell of you giving this. 

Want to out the deck? 

Do you mind, Roy, beginning again on page 
fifteen? 
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•'l'he rn~~~~~~e ••nre 7011 are 00JU1ideri11g 1a 
p&l't of a broad plan not onl.7 to epread the 
burden !alrl7 but also to preTent the prioe 
lnel !1'011 rlelng und~. 'l'he aala of 
De!enae S.'rillge Bonda 1e another part of that 
plan. Both ta:ration and De!enae Bonde oan 
absorb money that would otherwise flood the 
aarkat !or olnllan gooda 'llbere it alght 
driTe prioee up.• 

How, right there. "Where it alght drin 
price• up.• Ian't it atroDg enough ~at to 
-.y •tlood the .. rket ! or clTilian goode•? 

I haTe a suggestion there. 

Do you want to say "where it might drin 
prices up•? 

Be clear wha~ the meaning is. What we are 
fearlng is a rising price. If it is, it 
ought to be left out. 

I am just thinkine. "Would otherwise flood 
the .arket--• 

How is this, air? 

It is the purchaaiDg power. I mean, I just 
don 1 t think - it is terms of money tloodlDg 
the market. 

It is not Te1'1 clear. 

I mean, it le this excess money, extra money 
which is going to aake this tr111endoue demand 
for the goode with the result that the pricea 
will go up. I think if you don't alnd - if 
you just put a question mark at that aen­
tenoe. 
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I han a .,...Uoa oa that. 

Oo lheacl, .Joba. 

"Both throQh tuat101l &D4 through the aale 
ot Detlllle Bcmde we oaa u4 lhouU abiOr'b 
p!U'ohuing poRI' lldoh othei'Wbe aipt 
ooatr1bate to 1D!lat1on.• 

Sauthbg ale~~~g that Uae. It 1a all the 
._ 141&. Ji1ibe that 1a the a asr. I 
th1Dk it that NatiDM ooa14 'be wol'b4 onr. 
I Mill, thh 1a the til'et dHtt. 1Jaa14 71111 
go lheaclf 

•the fH&IIU"J' l'eOOaiSII lh l'l~l'bllltJ' 
for aaai atlng iD t'- deYelopaent of a flao&l 
poll07 that will prennt inflation. • 

Juat a 110ment, please. Inetead of aqing 
~ecognizee•, wbT not ~ "aooepta"? 

"Thia aim can be aohhnd onlJ it the proper 
proportion of total e:rpend1turea is ra1Hd b7 
tu11 and bf the aale of bonds that drur iD 
110ner11hich mlght othei'Wlae force tbl prioe 
lenl up. • 

fluochuing power, perhapa, nther th&D 1101111 

ap.in'l 

That i a all right. 

•That pi'Oporiion will ohaDge u 01U' deflllle 
pi'Ogr• pi'Oollda. For the tiM 'being, I 
bellen that •• 0111 continue along the linea 
that SecretU7 lilrgenthau auggeated when he 
appeared before rou on thla bill,• or aoae­
thlng like that. 

"'hen he appeued 'before thla c-lttee at the 
opening ot the pi'ISIJlt hearings. • 
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-·-
Blough I "'ha he ppeu-el Won We c-1~ at 

the ~ ot the Pl'•••t: laeu!-f:l that: b, 
alii a niaiJI& a~oU.teq tft ria ot 
the upeacU.hn~t tuation. .At l .. at: 
thle 11 eo lt the ~Uo napoa4a :J meat:llag 
in Sa:!:f: BoDaa aubatnt1al auu o n_ 
that otherwlle baYe gone to .. u 
atreaa of DOD•eaaential ezpeDditar.a. Bat: at 
a later etage the patoportlOil that wt ne.a to 
niae-• 

H.ll.Jr: ~x ....... Jor. ColaUD.'t 7011 ~· •u lAit 
thll 11 10 it the Callgnll will pall th11 
bill ula it, • aDd so Oil to the un th1DCf 

Blouf)l1 .lad thea f!t in abo the idea thlt JOU JUD.· 
t:loa.a a ttle while aso aboat not upaettiag 
the apple C&l't. 

•aut at a later stage the proportion that n 
need to raise b1 taxation may well be ~er. 
The Trea81U7 i a atu~ing thh problem , u 
the detenae program eTelopa, will troa time 
to tllle be p!!~ared to suggest the proper 
f!oportiou the 11ena ot trauhtlng th• 

to practice.• 

H. lL.Jr: How, <lou tbat IIIAI&n, )(r. SulliTan, ;rou are 
soiag to han another tu bill this rear? 

Sullhan: It ai~t so be interpreted. 

H,Jl.Jr: Well, c1o you thlnlc n ought to hen that hedge? 

SulliTan: <ll, I think it a need arlen n don't need 
&IV' hedge. 

H.ll.Jr: I think it is all right. I aa just question-
1ng it. 0. I., Roy. The rut c! that, do 7ou 
llilid? 

Blough: <ll, no. 
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H.ll.Jr: 
llra. 
llorgenthau: 

H.V.Jr: 
lira. 
Vorgenthau: 

H.ll. Jr : 
lira. 
llorgtnthau: 

H.W. Jr: 

llrs. 
llorgenthau: 

H.li.Jr: 

Xadu: 

-·-
... oe a t upeot to am .. a ,.,., ... tu 
bill. !1M altutloa oell1 tor eaorltloee • 
.l1 S.orebq Jlorgeathau hal 1lr114Y toll JV!lr 
.. han bacl maietabbll m4Roe.tlaat tU 
people are wll.llu to ab eaor1t1oe1 a....a­
iDg to thair abilit,. Olatllu the tu tlela 

t r eaorlfloe1 are beillg alibi ..a o!IHr­
..a.. 'l!lere h no b&ah of ...-.!,_ 

aaoritioe1 of tboH wbo are ali:ecl to 
ez~ the ••CIIU'lV of • Job .a a.._ tor 
a eoldlor'. pq ana a 1014181'1 • llaN&Upa-
wl th the aaoi'ltloee of tboH 1lho are alba to 
pq l'hD clnetloelq hlper nte• ot tu. • 

IUDor, 11 there ~ lOIII' DOte 1D there? 

Jo, aa tar ae I • able to OllUretud it, it 
11 Tl'l'f goocl • 

.&Jilthlzag that etrlkes 70u ae sour? 

Ho. 

lo talee note? 

I lib it. 

1!dllk Walter Llppun can UD.deretand it? 
(Laughter} 

If I uaderetand i t , ien't thl• pnoticallJ 
what roa expeotea to ao 1D .lU~D•t or Septe.ber 
when the bill •• pa11ea ana 7ou ea1a - ien't 
thle Juet a ooatlnuatlon of tbet? 

'l!lat 11 right. 

Bow, 11bat ala the J'loelident •1:1 1D hle ••­
•age? 

It h 1'8'1'f llhort, Mr. S.oretU'7, eball I read 
it? 
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B.ll.Jr : 

Xadu: 

H.V.Jr: 

Sullban: 

H.ll.Jr: 

SulllTan: 

68 

-·-
It 70il pl ..... 

"We are engaged in a great natiOD&l. effort to 
build up our national defeuea to ••t u,r 
and eTII'f potential attaot. We are allldDg 
eTen our humbleat oitiaena to oontribate 
their lllght. It 11 OIU' da~ to 111 that the 
burden h equl tabl7 dlltri 'bitted aooOPdlng to 
abill tr to Pll' eo lbat a fn do not gain frca 
thl aaor1tioee of the IIUII• 

"I, therefore, re~nd to tha Collgreaa the 
enaot..nt of a ateeplT gradaated ezoeea profita 
tu to be applled to all 111d1Ticluale IJid all 
oorporate orpnlaationa w1 thoat dlloriaiDa­
tion. • 

That h the entire thing. 

Well, I just raiae the point, if we don't 
want to aa7 - I mean, I am just rah~ it, 
ab:plT say, "It we want to car!7 out tlie 
thoUght IDd the spirit of the President's 
11111age, we feel that not onl:r that the 
pre11.nt bill falla short of that, but the 
follcnring lllgglationa we ban in lliDd would 
o<De ach nearer to carJ71ng it out, • -­
thing along the t 1111•. 
lhat? 

I don't think the aeaeage ia sulficientlT 
definite to help up b7 quoting it. 

'l'hinlc thq might react . against it? 

I had a letter froa Senator Vandenberg this 
week about ezcess profits tu on indiTiduale. 
I called h1a up and e~lained the difficulties 
to him, and he eaid, •111 right, don't bother 
to anner the letter, • but tlih would refresh 
that whole probl•, I thinJc. 
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B.V.Jr: 

Knollenberg: 

H.V. Jr: 

-·-
Well, I • Jut nlllac 1t. 111at ao Jail Wall:, 
Ill'. bolliUel'lf 

I don •t thiDir 1 t ~·• 1111 d1tfel'ftee cme ~ 
or the other. :1 

Do J01l w.Dk 1 t etl'l"gthn.e the etate.at? 

Knollenberg: Jo, tmle11 lt lllJJlt ute lt Ml'l aoaeptable 
to the Pl'lliaat. 11at ae far ae the plabllo 
11 ooaoena.a, I a-.•t t1W1k 1t Willa. 

B.V.Jr: 

SulUnn: 

B.J.I. Jr: 

Sullinn: 

H.V.Jr: 

Greenbaua: 

B.V.Jr: 

Sullinn: 

lo, ~ 1111t. 

It woal.d be aloe 1! .. oould lnell't lD theN 
t» ••sage that he 11111la a- the II01'D1.Dg I 
giYe the stat ... nt. 

What do 70u mean? 

I mean it he .. re to aend doa the new meaaage 
Mondq 1101'111ng, that would be nioe to han in 
there. 

'lha t do ;ron thlnlc, Eddie? 

Slnoe the Pl'llident 1 a atat ... nt na ao general 
and wasn't dlNot}T polnted up to the Tl'IUUI'f 
Pl'OVU• whlah na 1101'1 apeoltic, I w.Dk 1t 
h Jut as well not to -uon it, because 
here ft are ..ntionlng the Tl'I&IU1'1 progra 
with theae 110dlf1oat1on•. 

Well, who has urt ngp1t1cm~ thq ant to 111 
go into this thing now! 

I han one, llr, on page tJP.:rtlln. 'ftlere is a 
new parafaph 1n there. lloreonr, with thla 
new broa exoue proflh tax bue, it would 
be poas1ble to adapt ouratlYes qnloklr and 
lllloh 1101'1 easl}T ~o a need tor etlll larger 
rnenuu it the ... rgeuq lhould 10 Hqnire. • 

• 
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H.K. Jr: 

Sullivan: 

H.li.Jr: 

Fole7: 

H.li.Jr: 

Sullban: 

Gt.atou: 

H. H. Jr: 

Shoup: 

H.li. Jr: 

. -. 
_,_ 

'ftlat aa ., IIIIPitica, u4 I t:1W* w U. 
one added jutltloatlca tor thla propoaa1 
that • hanza't alacnuaeclup to Dlllr, ..a tlaat 
1a that .. &l'e llTlg 1n & Rl'l4 1n 'llhloh 
things happen 'NI'f fast &114 wl that 'NrT 
11111oh actrailoe notloe, u4 lt w u.a a lOt 
ot 1101111 1n a h1anJ, n -·t 1Milt to walt to 
tU:e three or fOUl' 11011th1 oat to rm11 
exoe11 pl'Otlt1, ad Dlllr, while n an WDI'!dac 
on oV NY_. 'blll, W 'Yif7 nll Uldat obaaie 
thla OYer 10 that lt U.. ael4 .... lor a 
repld ezpeall011 of CIU' fW'NIIIIe, tiM •oJa'"l7 
will all be thiN ..a - ou tab tiM u.. 
DGIIr bat - a.•t bolr ather- wl11 'be a1lle 
to lue that a 7MI' tJoca no~r or llz -thl 
tJoca 110"-. 

So you suggest what? 

Changing thls ncnr, going baok t o the 'l'reu111'1 
plan 10 that 1t •• then han to expand, w 
O&ll do 10 aerelJ by ohallgillg the rates. 

'lho agreee wl th .Tohllt 

I t 1a all right. 

Toa Mall 10il would put that ill there? 

Tee, I would, 1n aplltioatlon ot this pare­
graph. 

It is apell1ng oat, illl't it Johll, that idea 
that 1a ill theN nowt 

lhat do 7011 thlllk, Shoup? 

I thiDk it 1a a TePf good idea to llllphasise 
the haate el-t and tha ponib1l1ty ot harlDg 
to hlU'I'f. 

0. 1., Ill'. Inollaberc. 
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-·-
Knollenberc: I acr""• 

H.ll.Jr: Iaale! 

GreenbaUIII: It I UDderetaJIIl lt, I •ere• with lt. 

H.ll.Jr: Well-

Gre enbawa: 

Sullinn: 

Greenbawu 

Ji'olq: 

GreenbaWil: 

SUllivan: 

H.ll.Jr: 

SUllinn: 

H.ll.Jr: 

Sullivan: 

H.M.Jr: 

Gaston: 

lfore fiexibWt,., JOU aMII, .Tolm. 

Jo, I MU tu aohlaa11 11111 be theft. 

Yw haT•'t alcl Juat 11bat 1011 Wll1llA fAT• 

Be eqe lf :rou llld.toh tn. a war prottta over 
to 111 exoeee proflta, 1011 haTe got tu 'but 
utabllahed to ralae mch aore rne1111e 11 
the need ulaea, and all 1011 have got to do 
1a increase J'OUI" ntu. 

You are not auggeating chufing this, ;rou 
are suggesting adding that o it? 

That is rigb.t1• and wbT we are doing this at 
this tille, although we are not in •r. When 
we get in nr, we won't han tiM to make the 
change, although I wouldn't want to •1.1 that. 

Ban rou got anything else? 

Bo, air. 

Is it aatiafactorr to rou? 

Yea, sir. 

Herbert? Have rou got &DT suggeatione? 

I han notlling except a trifiing thing in that 
insert, that latter part. I don't know what 
the page la. It is where it 1&781 •This alii 

71 
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SUllinn : 

Blough: 

Guton: 

Shoup: 

Gaston: 

Shoup: 

B.M.Jr: 

Gaston: 

H.Ji. Jr : 

HelTering: 

H.M.Jr: 

-:i~ .... ~It Uae. ,..,. • ...u. 
of eapa41t•••· • I Wilt tllat •iateaoe 
11 • .ttle Utnnlt. I wwld na-n tllat 
"1t ~ aah!en!ralt the proper pro-

total tvu mud • tau• 
ale ot • drure ill !10817 wlal-' _..11.. 'be ezpn41Cl in moh a ..,. •• 

)1'101 leTel. • 

'be, "AD4 eo 1~ ae the .U.. ot 
._yea the el-t ot a.M;. 

II tllllt alztea, Jlei'Mri! 

PlftMa, tllllee puotere ot the _,. U.. 

'l'hat 11, I think, "the total ezpell41tvee 
rabed bf tu:ea ...a eale ot bolide • 'fV'A an 
realq epeakiDg aboat tft proportions, it 1011 
do that. 

ot course 1 t ~· rr--
It orutu a llttla oontuion. Yon _,, "It 
the proper proportiOD 11 rai11d bf tu:ea and 
the eale ot eeour1tlee,• ot oonree the whole 
thing 11 goi!lg to be railed bf-

Well, we can rephrase that. 

u,thiDg elae, Her 'bert: 

lo, that 11 all. 

OIQ'? 

Well, I just nnted t o ooapliMnt thea Oil 

their excellent erpoee ot the other alteraa­
tin plan. 

You ll.ke it? 
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Belnrlng: 

H.},(.Jr: 

Helveringz 

B.K.Jr: 

Ot'eenbaua: 

• 

_.,_ 

I th1Dt it b a...,.._ .t&'-t. 

Bat •• to tM 111aole thiq? 

Cll, ;rea, to aohlne the obJeotln that • 
wut to aoh1ne. 

1441e? 

I nat to Jo1D., 'nloe 1a :m~ 
'llbat I th1Dk 11 a ...n&ble 101 of 11irk. 
I etlll t .. l • JI&P alzte• t 4011bt 11 
oaet !1PC1D tbe Sn1MI lloDI ...Up. I WU 
that l..illna«e ooal4De '..-"!el apaa. 1t 
leut thh Ia ao. •u • ~· napc8la 'b7 
!Jl'nat~ art1aga tiDla.• _. t .. UDg 11 
there 1t 7ft go baok to the othn part wheN 
;rou are =l»at the two thirda, J011 
ldght aa:r •~ to the etteot that thi1 
11 upon the Ullllp ion that the publlo will 
reepond ·or •~ lingaage which 011ta no doubt 
there. The aae thciuglit that John ezpreued 
before. 

And then one othll' Ter:r llinor thing, OD ~ 
two, I don't like the u1e of the wurd •opprll­
ain. •h17 one tax, Ti .. d bf ltMlt, ~ 
appear to be ltringent &D4 oppre11i'Ye.• I 
han no alternetin word, but I think that 
oqht to be replaced bf IOM other wurd. 

SUllhan: "Bar lh • 'l 

Greenbeua: •~~arm• 11 about the - u •oppNuln. • 

!nollenberg: -unfair•? 

Greenbaua: •stringent• alone would do it. I don't· thlDk 
there ought to be an adahdon that it appeal'• 
oppre11ln. 

B,M.Jr: .b;rthillg elM, 144le? 
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Greenba~a: 

H.ll.Jr: 

Fole;r: 

H.K.Jr: 

Fole1: 

H.K. Jr: 

Greenba~a: 

Fole7: 

Greenba1111: 

H.K.Jr: 

Fole7: 

Sullinn: 

Fole1: 

H.K.Jr: 

lo. 

Folq? 

·11-

Well, I would Ute to au It ID4 at pap 
tittea. 

lheret 

Page tittea, at the 1114 ot the puqaph ap 
at tbe top. 

Jo. Yoa ..aa JOil 4cnl't Ute that other ltutft 

lloal4 JOil fHl Wfel'llltq if that appe...a 
1Ja - other plaoet 

lfo. I juet don't - I would rether juat ad­
Tooate the old e:n and atop. I kind ot thlDk 
it h like putt the Baptlata and the Dello-
crata together. 

I Just had the feeling that that at the end 
there didn't bel011g right there. I like the 
idea, but I don't Ute it at that place. 

Like ae~ Herbert Gaatoa up to lew York 
to repreaen! the Protaatanta. 

'!bat 1a right, Catholloa. (Laughter) 

1h n.enr had a report ca that biDge, either. 

lo, n will han to look into lt. 

Well, 1t 11 eaq to 4l'op lt. IAt'a le&Te it 
the ~ it 11. I rr•oilallT - 1t happened to 
be rq idea. I f11 tbat ..,. I k11p forget­
tlng it 11 not • atat-at, but I thiJak it 
11 - it haa bea bzo:=~~ h~ to ae ao moh 
hare th11 weelt. I • oan do Clll1' put 
and .. &PI doing 0111' part. and .. a•- that 
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Folq: 

H.li.Jr : 

Folq: . 

H.II. Jrz 

Fole7: 

H,li.Jr: 

Greenba1111: 

H.II.Jr : 

Blough: 

H.II.Jr: 

Shoup: 

Blough: 

H.li.Jr: 

Bloulr)l : 

-a-

I dcm't f11l Te'f7 lltroqq about it. I aft 
1101'1 obJeotica to the - to Glair'• Jiflllal tJ.a 

I do to the SaYiDca lloJid Plac• 

I Wilt ft ban oroeald tbat bridp .U 

aftii'IIOca. 

I 111D1l't ..U lilT polat ot lt. I Jut }IHfv 

1 t the otlaer ~. 

Yn ••• J011 wa;lda't han ..,t1W1af 

lo, I 11'01114 )ult 1114 1 t wl th cat propoaal 1114 

aake a plea for lt aDd that h all. 

Well, I th1llk that thh last part that 7011 

want onld "n'f7 Wll fit 111 louwMH lUI. 

'!'hat h wbf I aatld ld that, beoauae it l111't 

&IIOthiP propoaal. 

It ooald be f i tted ia right at the beginni ng, 

It h lither at the Te'f7 begllllling or at the 

Tflf7 IMo 

I thlllk lt alght be better at the Te'f7 begla­

lllDc· 
II thla fittel!l or al:rteenf 

!hll b the SaTing• Bcmd p&ftll'&ph. 

•u. u 11 ... thaD that. 

.. u. I • 1ddt1f71Dg it 111 hb aJ.Da that 

...,.. 
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Guton: 

Blough: 

H. ll. Jr: 

K&dea: 

H. ll. Jr: 

Kadea: 

Foler: 

Kadea : 

.. -· 76 

- 88-

I 1houldn't like to Me it at the atart, be­
cause I think it delar• and contuses What 
TOU are talking about. 

We preferred lt at the end for that reason, 
that having eald 10UI' •ar' then rou han a 
few additional c-nh to aake of a gaeral 
character. 

It struck 118 all right. 

Chuak? 

Well, lfr, Seont&rf, I huitate to clhHDt 
011 the 1mdbtributect profit• tu, but it ,.., 
to .. that the 'floeaiUJ'T ou 1 t go before the 
War• and Jleana eo.aJ. the and 10 llllhtq rec•­
JMnd an undletrlbutecl profits tax fn auch 
ngue tel'lls and without &!liT supporting ni­
dence at all. It 11 ring to be a tr811endOUI 
shook to eTe1'7one. I will ooae ae a o3Iete 
surprise, and it h done in a rather dain 
fashion. If these principles aren't a gu1 e--

Dalntr' did rou aq? 

We step llf~:tl.Y, u though we were on egga, 
but we don t gln th• aqthlng that is 
clefinite, tangible • . We •lllplJ 1&1, •u rou 
want ao.ething that h euler, ron llight take 
the undletributed profit• tax.• 

I agree with hla. I would like to end it at 
page thirteen. (Laughter) 

It ae .. to 118 we llight ..,, "The exce•• profit. 
tax b not the aoat equitable q•t•. We ou•t 
han a reallJ equitable 11•t• u long ae we 
don't tap nch a lignitioant el-nt of inc­
•• undlTlclecl protit1. I think thl1 coaadttee 
ought to OO!lllder credit tor d11tributione to 
1tookholder1 u a pa~mt part of our tax 
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Shoup: 

H.il.Jr: 

Sloup: 

H.l!. Jr: 

Foley: 

- M -

system, but that 1a a long-range alternatin 
and that is not s0111ething for this emergen07. 

What do you think, ShOUJ;l? 

Well, I am rather inolinded, as I think it 
onr, to atop at pa~ thirteen IIJ1&elt. That 
is, it is not terribl;r iaportant to do so, 
but I am uneaa;r about gethng ouraelns tied 
up too specifical!T for ~ particular kind 
of undistributed profits tax approach 7et. 

You mean 7ou wouldn't give &n7 alternative? 

Well, that is a •tter of broad pollc7 which 
I find it a little difficult to !mow, not 
having been in the background of discussion 
in the past week or two, you see, but just 
coming to it fresh as a sort of layman on 
that subject. From the point of view of the 
wa;r it looked .to the publio, I would sa;r, 
•111 not just say what we want, and if they 
don't want it, let them take something else; 
but I hesitate to apeak, Ur. Secretary, be­
cause I have not been in the discussions for 
the past week. 

No, I feel this wa;r, that down through the 
middle of par. thirteen, it is a strong 
forthright a ataent, and we are hitting right 
straight !rca the shoulder. 'lhen be~ nni ng 
the possible alternative, we are beg1nning 
to pussy-foot and there i s no question it 
terrifioall;r weakens the first part of the 
statement . 'l'he' whole thing ia in a different 
tone , and they oan _perfectly .. u aq, 
the commentators, ~ell, which does tne 
Treasury want, and why don ' t they say what 
they want?" 

That is r ight. 

• 
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Shoup: 

H.ll. Jr: 

Foley: 

Shoup: 

SUllivan: 

Foley : 

SUllinn: 

Foley: 

H.W.Jr: 

'le bow 1111at .... t up to p&p thirteen. 
BqoDa that .. doa't Nal.l:r Dow ret juat 
what ... Rllt ua .. ·- it b7 the .., we 
t&l.k. 

'l'ba t 11 r ight . It 11 partl:r beoauae it haa 
been c1ou 10 re0111tq. ~the other hua, the 
thing that • •re afraid of ua I th1Dic the 
thlDg .Tobllh afraid of h that .. r. up 
thel'l ua ~. ·!hl• 11 what we ..a ,• but 
that 11 IUOh a llar__lD the faoe that thq 
&1'1 going to aq, •• Ood, the !haiUI'J h 
jult a lot of atlabbol'll people, ua thq 
want what tlwT - w baYe tol4 th• .. don't 
want u.• 
Tiaea are a!fferent. 

They will still think eo, enn with pages 
fourteen and fifteen. 

It takes a little of the ourae off. We have 
alreacly to~d them we would dilouae three or 
four alternativea. 

'!'bat •• beoauee, John, we a!dn't lmow what 
we 1a11ted. I think we han learned a lot 
e1Doe Jfond•f. 

'lell, that ~ be, but Chuck talka about how 
IUI'prhed thq would be hearing ebout una!e­
tributed profit• without &Jl1 edY&noe notice. 
!hq are going to be .ore IUI'prhed at our 

r.iu back to thla old plan than thq would 
e aEout una!atributed proflte. 

I don't think Chuck 1a worried about the 
ec-lttee, ha 1a worried about the oo1lllti'J. 

'lell, 1t 11 an hiPortant deohion. You are 
kind of puttlng 11; up to the Preddent, 
whioh, 1n a lillie, hn't fair. I lib to giYI 
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Sullivan: 

H.ll.Jr: 

lbllinn: 

Shoup: 

H.ll.Jr: 

Shoup: 

Greenba1111: 
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hla -w. I ..U... 1a ..a let hla C111iu1p 
1t Jae wanta b, ba.t 1 t 11 aort ot expeotlllc 
hla to a.o1ae Wa tJa1Dg wltJaout Ul7 'baolt­
grcnm4. I han got the word that ha wute 
1 t at tiD, bllt Jai Juat anh the Milage 
the_-. I thoqlat u woula. Be aoen't ant 
UJboq to ... OftJ'. 

W.U, I • Y11'7 a.tWteq 1D taYOr ot it. 

I w1U bet 7011 f011P to Olll that 1a the WIT 
he nala tw lt, too. 

I uan•t -. the oaa •• 
liP. lltoretar,, aa loDa u the '111141atribllted 

rJOOti h part ia 1101'4aa pl'loiaa}T the n:r it 
a now 1101'4ed, I han the illlpreaaiou that the 

Tl'aa1111'7 would ba on eata gr011nd, that it 
110uldn' t eYer han to go baok ou au.vthing 
it waa aqing there, but I don •t like to go 
befOnd that 1D UJthing I • .,, ana that does 
raise a quaation ot 'llhather fOU want that ldn4 
est a atat-t taoked on to the end o! the 
C)ther . 

Wall, 81~, lat'a Juat approach it - I .. u 
Shaap, let a approach it thla n:r a alDute. 
It I ~. let's gat peraonal. BaTe fOU &n1 
doubts at all aa to the aoUDdneaa, aa a tu 
eooncalat, up ud through page thirteen? I 
.. an, ao fOil think we &l'e on groUDda that ... 
oan detena OUI'aelTea ou? 

Tee, I do. I th1nlr: n oan defend OUI'Hlna 
oertalnq through page thirteen. We oan 
defend OQI'aelna thl'ougb page IITentaen. 

I teal that the altai'D&tln ahould be put 1D 
beoauae I !eel with the eo..iaaiouer that it 
JOU atop at page thirteen without that, fOil 
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Kuhn: 

H.li.Jr: 

Kuhn: 
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are not being forthright in the Ye'f7 real 
administrative probl .. e that confront 70u 
and in dealing with the exceaa profits tax. 
I think lfr. Fole1 and llr. Kadea are per­
!ectlf right that it 1a an important thinf 
there and it ehould be made poaaiblf a li tle 
clearer that that ia not wlut the Trea111U7 1a 
adTooatln.g and that mi~t be eaphaaized at 
the bottom o! thirteen where 1ou aa7, "I! 
these principles are not to be the guid.e, • 
b1 l&fln.g, •rt, on the other hand, 1cu do 
not accept these principlea aDd 1ou han 
aaked us !or another alternatin, we are 
eubmitting this !or 10U1' oonaideration it 
1ou reject our reca..anclationa,• or sa.a 
language such aa that, rather than putting 
thia propoal as the Treaau't7 proposal. Show 
that i t is something that 1a eubmitted in 
response to an inTitation and also at the 
same time it giTes 70u the g~yortun1t1 of 
registering the Terf real a nistratlve 
difficulties that are necessarilY implicit 
in the excess profits tax. I thlnk it ought 
to be in there in some such wording. 

Ferdie, i! fOU were back at writing editoriala 
on a paper and fOU had this to write an 
editorial about, what would fOU do about i t? 

I wouldn't write an edltorial on taxes. 
(Laughter) I wouldn't dare. No, I would 
alW&fs be impressed with the fellow who came 
out with a hard-hitting, ·straight-shooting 
scheme which he outlined olearlf aDd then 
defended sincerelf and well, and I think 
that 1e wbf this is such a good statement . 
It does that ve1'f thing. 

You would leave the whole thing as ia? 

Well, would 1 t be possible to take page thirteen 
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B.li..Tr: 

Kuhn: 

B.li..Tr: 

Kuhn: 

B.li • .Tr: 

Gaaton: 

I 
•• 

81 

-·-
llariq out the altel'll&tln, 1.114 ret putt~ 
1ll - arc-at that 11 1ll here 1ll bihalf of 
fOUl' na a~? !hat 11, right dOIID to the 
a4 of pag. thlrtaer&,&lld then Jw.p OYer to the 
Sanap Baella 1.114 tha need of noidlng lll­
tlatlon. 

lo altel'D&t1Ye aohel.e? 

Well, I wwldn't aq that it was neoeeea17 1ll 
the atat-t that ~ were preeentillg on 
thh oooulcm. Ian t the Trea1UJ7 ~lng 
iDYited to oo.e up to present ita plan, ita 
pldanoef 

lo, 11bat n Rre atriotq inn ted to do •• 
to oo.e up, oritloiae the present tax bill 
aDd g1Ye ~ aeYeral alternatiYe plana, and 

thq would tab the plane aDd work out the 
details. Thq didn' t expect a perfected plan. 

That •• the inntation. 

UDder thoae oircu.atancee, then we OUght to 
han ao• alternatbe too and alee clear 
which one we prefer and will• 

We are to giYe th .. eeYeral alternatiYea. He 
wu ney clear. He eqai "You lean it to 
ua to work out the datal a. W. don't want 
JOU to OOM up and Jdn a defiaJ.te plan. Dlat 
was the t.preaaion I got. 

!hare ia another aapect of stating this alteraa­
tin that I haYe th&t I huen't heard lll!ltioned 
and that h 11bat n are-ving h that the 
preeent ao-called exceea prot! h 11 not a trae 
exoe11 protita, and "if 1011 are not goillg to 
adopt - plan ach u •hat we propoeea a 
rear ago then 7ou had better drop the e:roeu 
proflta !dea altogether aDd not haYe a phon8J 
exoeaa profita.• !hat ia what that altel'll&tiYe 

• ..... • ' •• ·~ -.11"1.' • t 
.• • ''~,1~ ' I 

.- . . . " ' . 
•' ... ·. . . 

• ( 
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Gaston: 

Knollenberg: 
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eqa, in one phase of lt, "that 7011 had better 
drop the whole idea of exoeaa proflta lf JOU 
are not ~ing to have a thorough-~ing exoeae 
protlta plan and go to a01aething elae, and 
here ia something elae.• 

And JOU think we ought to aq that? 

I would be inclined to aq we ought to leue 
it in. 

Jlr. ltnollenberg'l 

Well, I find lt dlttloult to .alee up WIT ll1nd 
on thia. There ia one 11-nt that I ebDuld 
like to lmow before attapt!DK to awing the 
balance one 'AT or the other In WIT llind and 
that is whether or not the Treaaurr plana 
at some time to advocate an undistributed 
profits tax. If it does, I think it would 
be valuable to get in a caveat at this tt=e. 

That was one thing that was in rq mind that 
I didn't aey. I diatinctb' would like to see 
it, aa Chuck Kadea e&Ja. l think n inevitablJ 
must ooae to it for a long-range corporate 
tax plan. 

Well, aa you probablJ lmow, I han been a 
very W&1'll advocate of it ever since Oliphant 
first proposed it, but I think 1t we are not 
going to do that, if we don't have a rather . 
£-alate intention of doing that, that I 
would agree that it would be better to leave 
it out, not leave out pages fltteen and six­
teen, which I think are excellent, but 
thirteen and fourteen. 

If we do plan to do it, then I would like to 
aee it at., in here aa a sort of advance notice 
to which we could later refer back to and aq, 
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lnollenberg: 

B.U.Jr: 

Knollenberg: 

li.M.Jr: 

Blough: 

. - . 

- 40-

"This im't •-thing 1t&l'tlillg. We had 
alreaq indicated th&t we thol!Pt thh 
had aerit at an earlier tiM. • But to 
begin, probablT call the heading, •Po11ible 
but not recommended alternatiYes,• to 
giYe notice t..ediatelr and not .. it until 
the last paragraph to lndioate that we are 
not reco-ding this ae a eubstitute, and 
thm to--

That would help. •Possible but net reoca­
•nded." 

It wouldn' t be read out, probabJ.T, at the 
oral presentation but would be before thea 
in that fashion. 

And then begin on page fourteen, the fifth 
line, just with the simple statement. · We 
haYe been so direct and concrete right 
straight through that I would like to continue 
that tone, ann we would continue that tone 
if we began right in the midst of the sen­
tence on page !~een. •A simpler, more 
easilT administered and aore uniform plan 
would, of course, be to abandon the excess 
profits tax and to increase the corporate 
income tax by enough to produce the desired 
reYenue . • 

Where would fOU ae:~ that? 

That would begin on page fourteen. Then we 
continue that alllplicity of statement and 
directness and cut out all of this rather 
ngue and offensin sounding language there 
and go right into that direct statement. 

What do you think of that, Roy? 

I think that would work out all right. 
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H.li.Jr: 

Sullivan: 
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That 1a a good suggestion. 

I think that is good. 

--- 84 

On that headlng how would it be •Poelible but 
not preferred alternatives"? 

Knollenberg: '!hat ie good. 

H.II.Jr: Yea. 'lbat? 

Knollenberg: Yea, I th.illk that 1a all right. 

Foley: 

H.Y. Jr: 

Sullivan: 

H.li.Jr: 

Knollenberg: 

H.ll.Jr: 

You see, .llr. Secret&J7, it rou were goi.Dg to 
JUke this etat ... nt, I woulan' t llllce the 
objection about pages fifteen and sixteen, 
but tacked on to this atrictl1 tax atate­
aent--

I think ;you are rifdlt. It is going throlWI 
MY mind. This will be safe for another tfme. 
I think that is right. 

Yea, I wondered about that Mfaelt. 

I get contused. 

I would like to attack that proposed change 
in the heading and lean it stand because, 
as I read it now, ;you get to this saving 
clause at the end eo qulckl;y now that I 
don't think you need to change the heading. 

Let's agree on this, that we will leave the 
St.vinge Bond and price etuft out for Jlorgen­
thau to aa;y s01118U.llle. We are sort of telld.l.ng 
to leaving the other stuff in. What are ;you 
going to do about Chuok Kadea feeling we are 
lust kind of slipping them sCDething on the 
undistributed profits t~? Have these recent 
.uggestions at all taken care of what ;you 
had in mind, Chuck? 
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Foley: 

H.!.!.Jr : 

Foley : 

i! .!.!.Jr: 

Foley: 

11. 11. Jr : 
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I think what lolr. Knollenberg has in mind ia 
pretty much the same thing as I was teying 
to express. 

Do you think this would sort of take care of 
it, his suggestions? 

Yes, sir. 

I think we will leave out the prices and 
Savings Bonds and so forth and so on. Jlrs. 
~rgenthau can use that on the quiz hour 
when she goes on. (Facetioualf) 

And ;ret, isn't that going to le7 this whole 
statement open to attack on the round that 
it doesn 't show anr conception o the needs 
of defense controlling inflation? The 
shouting is going on in the papers. 

True, but Professor Sullivan is going up to 
talk about excess profits . He i s not going 
up to talk about prices. 

That is only a phase of this whole tax pro­
gram. This is John 'a second appea.rance and- -

Whose side are you on? 

I am on your side. 

Go ahead then. (Laughter) 

I am talking against Ferdie. But I still sa;r 
that if it were the Secretary's comprehensive 
statement, I think it has a part in it, but 
I don ' t think that the charge that you make 
can be leveled against John when he is talk­
ing about excess profits, and he has addressed 
himself only to that part of the subject. 

John says that I can use that pert in ~ 
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H.II.Jr: 

Kedes: 
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atat .. t before the Saata 11Duoe ec.­
aittee. 

&lre, that b all right. 

I •u, that 11 Jolm'a auaaation. 

Row, how far d1d I rtf I got to lolq. 
I got to Iaclea. D1 I pt to 1011• 1erd1e'l 

Well, I had onlT two or tlll'le .,.., llinor-­

bcnall •, were 7011 throagb, Chuok'l 

Mr. Seoreta17, it I ..:, uke one •re point-­

That is what :you are here for. 

I am a little bit disturbed about the un­
distributed profits tax etill, although I 
like Kr. Knollenberg's suggeetion, because 
the Whole emphasis on the - in the rest of 
the statement ia on eaTinge. Now, one of the 
principle purpoaee--

That ie out. 

But the undistributed protits tax, the irin­
oiple purpose of the undist ributed prof t a 
tax is to tax corporate aaYings, and enn if 
rou leaYe out the SaYings Bond portion of it, 
1 t seau to 11111 that :you are in the position 
of &dYooat~ spending rather than saYing, 
wbioh is contr&17 to t he gist of our other 
tax proposals. 

Ro, it isn't. It is forcing the corporations 
to pq out in diYidenda 10 that we oan clip 
thea with the indiYidual surtax rates. 

86 

If :you had a tull penalt;y undi•tributed profits 

Regraded Uclassified



H.Jl.Jr: 

Blough: 

Kades: 

Sullivan: 

Blough: 

Mlivan: 

H.li.Jr: 

l.uhn: 

H.II.Jr: 

Shoup: 

H.I.I.Jr: 

taz, that would be 10, Jolm, bat that h DOt 
what thh rropol&l. b. Thh propol&l. 1a that­
an UDdbtr bated profl h surtu Oil top of a 
noral oorporate awtu. '!'here im't golJag 
to be much roo. after a corporation pa,a a 
thirtT percnt corporate taX. 

Clmok, 1011 an gettJ.nc bqon4 WT depths, ud 
1t Bloadl oan tate 1 t after I r h-., 'IIOIIU 
rou a1Dil blklnr; with h1a a'bou itt I aea, 
will fGII? I uu, I • DOt ti'Jbg to &hilt 
rou oft. TOll are "!StJ:: a "fW7 teolml-Oal th!Dg, a1111 I • u~, bitt if 
Blough baa atlll cot len in h!.-

I think we ban •t hi a point, but I will be 
Tel'f glad to talk to h1a about lt. 

Well, I just wanted to raise the point. 

I have just one thing. Page thirteen, the 
"Possible alternatiTes." You end the first 
and third aantenoee uactl1' the sau n7. 
You put those principles into operation, see. 

Yu. 

And rou end the third tentenoe with "'Putt!ng 
the prinoiples into practical operatlon.• 

Ferdie? 

Juat a couple of ll ttle thing• I can talk to 
Ror about. 

All rl&ht. 

I ban had rq sar a1r•ad7. 

Ro7, do rou want to dhouu Ro7 Blough? 
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Knollenberg: 

H.!.!. Jr: 
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- 45 -

No, I want to sq that you don • t need to 
blame this all on me, that Shoup helped all 
afternoon, and a lot of this is Gaston and 
llagill and Sulli'ran and other people, and we 
have just tried to work it in. 

I had one more suggestion, a minor one, but 
it is again standing in the ahoea of what I 
think ia the t7Pioal bueines- and his 
reaction, and that is a statement on page 
fin 11hich I would like to read for Jour 
consideration. It is the statement - it is 
the sixth line on page five . "These profits 
repreBIInt in large part mone1 taken from 
consumers in excess of the amount neces-
sary to produce the good• or lerYices. • 

Now, if I were reading that and had not had 
the explanation of .Mr. Shoup this afternoon, 
I should have thought that that meant that 
the Treaslll7 was indicating that it thought 
all profits were, in a sense, improper. 
Now, llr. Shoup explained that an economist 
takes into account that a normal return on 
the capital represents par t of the necesaarr 
expense to produce goods, but I don ' t think 
the average businessman would appreciate that, 
and I, therefore, would like to have that 
sentence cut out. 

It i a all r ight with • . I don't think it 
is sufficient1Jiaportant to leave it in. 
It is again the consumer price thing, and I 
am per fectlJ willing to leave it out • 

.leything else? 

No. 

Well, I will tell you, Ror. I don't know 
whether you can do this, p~si callJ. I wish 
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1ou WOilld ananr it. 1CJ ala ie to pt it 
in the Preddent' 1 banda b7 ten. 

It will be in 10Ul' hand• b7 a quarter of ten, 
if you wiah it. 

I would llke to haTe it in rq hand a by nine 
ao that I could read it onoe, ·7ou aee. 

'lba.t 1a 70ur trouble, atenographi c trouble, 
RoTl 

'l'hat 1a the onlT trouble. I think I can handle 
that . 

Well, we han a girl here at eight o' clock. 

Do 7ou haTe a pica t7Pewriter? 

Yea. 

All right, tine. · If I can uae ~our girl. 

Well, now, who will want to aee it at nine? 

I will. I would like to aee it . 

Well, IJI1bod7 that is here, that can aake it. 

Xnollenberg: I should like to aee it if I can get adlliaaion 
down here at nine, before ni.ne it possible. 

H.U.Jr: 

Foley: 

Gast on: 

H.l4.Jr: 

Yea. Well, l et ' a put it thla wq. I would 
like JOU all to be here at nine if 70u can 
uke it. '1'h1nk 7ou can 1111b it, Ed? 

~e. 

I often get down here by nine o' cloolt. 

Well, we will all be here at nine, then, 
7ou \Blough) 

exoept 
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BlOIIgh: 

H.ll. Jr: 

Blough: 

H.ll.Jr: 

I will be ben at lllu llllleaa ,_ cloa't oan 
to haTe • ben. 

CIJI 1 t get UOAg wi thoat 70il o 

Then I will be hen at Dine. 

ill right. lnr 10 •ala obUpa to~. 
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Ia \!111 norpao:r perle& a. rou.nac pnru. 

11110'114 be nbJ .. to& to apoo1al tuaUMt 

(1) IaenaHI 1a pnt1h U..o tiM bn1 et 

r .. oat; JO&rl (ann.p 1')6-193') N&Haa'll17 .. ,r1Mtable 

UreoU:r ar 1a41Notl:r to tM 1aenaH4 ~11111 .. et tale 

uto&H PNII'U• 

(2) ,...tuo 1a •-•• or a Naooao)1o ,..,.. • .._ 

(porllapo 10 or 12 porooat;) or n. 1••••••4 oapUal or 

a eorporaUoa, WbetMr Ill' .. , nu pNrUo H&IUht;o 

aa 1a&Naoo onr tale preruo or tale MH porto&. 

(a) ftio prlaolplo 11 aooopto4 &e11J11W 

1aoq.tUoo whlela .-, ronl.t; to 1a41•1&aal 

otooklto1&el'l . 

OU,t;or II - ~~orooh et t;llo 1!1'!•••• law 

(1) ftll a1a1- en4U et a porooat; ot 1an1to& 
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or ...., IIQ90NUoao &erl•o& rNa n. &or .... PNII'U· 

(I) n. laok or a~"" It rotva •• 
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(2) !1M .... 114 f.ef••' ea 'H rlaii1M Q' plaet-c 

aa apper lt.U •• profU• WbJ.ell ea 'H e&I'DM free fl'Oa 

(}) !he orlpll&l !reaevr pnpo .. l eoatial.ae4 llo\ll 

or th••• reae41••· 

(4) fbi proT1e1oa of a -~ rehn oa l.aT .. tle4 
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Durt or & .... ••anti ux I!AR w /O. H 

P./11. 

llJ pupeM •MaJ' la •o &lanaa w1n , .. .u 
pHblta at Hl'peNW tuaUoa la •tw •"-" aarpaq. 

nat I allall un M IQ la aappl-atlu:r b tile atlate­

•••ul.•'ll:r .. aretu:r .. rpaUianea.._ ....... , 

1Mar1ap "" apeaa& U1& , .. .._..u .. laU 'llat..,. 

, .. ••"~~...-·•~ oa ""'"', er .... ,......, ••• ••· 
ftla 'fNUVJ la Nlla& wpn •o MO. OJ111811ti'-a 

creaur \Me U.a n.r Mea .... 1a * u\1•'• 

····••1•• hlator:r. aa4 pre---~ sreatar tbaa at .., 

perlol. 1a au hiakr:r, la paaH or war. A• nu a 

tlaa we aaaaot a~ot to ral:r •• aoraal ao...aa of 

renaae ar be ooataato nth ronaaa 1a aoraal aaoaah. 

Ve aaat a&opt anraor41Aar:r ......... to &aal wtto'll ou 

extraor41aar:r altaatlOB. 

tRr O....S.Uaa 1a ... toNIIl&Uq ehaapa 1a ov 

tax a:ratoa, 'lloth to prortb tiM ranaa .. aaa4a& to 

ttauM title &ora ... n:palltitaraa toMt •• are a-s.ua& 

ta U.U, 1114 &lao M uaht la ll&la,alalq tM 

eooaoata baalth of tba aauoa . OV people llr:ulr tbato 

•• are taH4 wttoh a sreat oMUoap . flw:r 11r:u1r tollat 

II"" aaor1t1aoa ... , M ...,.. aa4 •h•:r are prepare& 
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IO ukt liMa • flwJ NlJ lq)OD ao 10 M plu OV 

t1oano1al proa:raa tba t, l:lowonr 1nore U1 lllaNeu 

aaJ baYt to bo, tba7 will Nit fa1rlJ aa4 J••tlJ 

IQIOD all 1D41'1i4aall aa4 all 'bv.l1• .. •••· 

n. tax PI'OP'aa Wb.lu 10• Will propo10 Will 

MOOU&J'il)' 00111111: of M11J oleMUI , MJ OM 1lu:, 

Y11Wt4 b)' UMlf, -1 &ppt&J' W bo 11:1'1J110at AliA 

oppMU1Yo . All aut M no..,, bow•or, •• p&J't1 of 

a Whole . nit il &II ... l"pDOJ, !&DO tbat WO.U &Ot 

be propooo4 1a poaoo t1ao1 &1'0 a aeooo1it7 aow. Wo 

oannot 11•• tffoot to all tho1o aiottiol of exeap­

Uoa• an4 &aY1Dg olaueo• that &1'0 appropr1ah to 
• 

10111r oooao1oao but to4a)' Will 4ottat our oa4o . 

I ba•• booa &lko4 putio~rlJ to 41oou•• tho 

oxo••• protito tax, tirlt oaaoto4 111 tba tall ot 194o. 

OW' nptrioaoo with u 1o 1t1ll 11aUo4, tor..., ot 

the rohrao ot tho l&J'g .. t oorporaUoa1 ban aot JOt 

bu a t U ot . &aoap ban booa t1lo4, hownor, k 

OODYiaoe !roaoarJ ortio1alo 1a obal'so ot a4a1D1otratioa 

that iaportaat ohaaso• 1a tho law •••• bo -.Ao ia tho 

latoreot• ot ta11'Dtol. •• aro oolleotiag larfl waa• bJ 

110 

• 
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aean• ot thh tax, but the prot1te ot a goo4 li&IIT 

bue1neee f1~1 are not be1ftC t ouohe4 ~ the tax 
~.{...c... WJ I 

although t holl prof1te appear~ exoe .. prof1tl 117 &111 

etalldarde that eeea reaeo~~able. Here h oel'ta1alT a 

plaoe to broadeA the ball. Bunl:r the lkUl of tb1e 

Ooaittee &A4 1te expel'te 11 a4equate to the tea of 

b1'1Jl61ftS v1 tb1.a the tax the UOWll Oalle Of OOJ'pOl'&te 

uo .. • prot1te. 

I wa~~t til'et to outl1Ae the pr1Do1plee wtL1111l I 

bel11Te ehould sonm the taxaUoa or exoeu prot1ta; 

eeoon4, to 1nd1oate reepeote 1n wh1oh the pneent law 

ta1le to aocord with thoee pr1no1plee; and third, to 

eugg .. t pou1ble reae41u whloh the OonSJ'eU aa:r 

w11b to oone1der. 

I - P1'1no1plee 

Under preeent con41t1one eoae k1D4e ot protlte 

1181 be appropr1atel;r subJeoted to heaT1er taxation 

tban other lln4e. !hie aa:r be nl0111&1'7 1.n order to 

d1etr1bute the burden ta1rl:r and t o aTo1d untaTorable 

eoonoalo etteote that a1ght reeult 1f the reTenne 

were ra1ee4 1.n other wa:re. 

1. Detenee prot1te 

!he t1ret t:rpe of prot1te wb1oh ehould, 1a a 

per1o4 ot th1e llll4, be eabJMt14 to epM1al taxat1oa 

ooapr1e11 the prot1te wtLloh ~ bl naeonabl;r 
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aUribii'M w •• ... ran propoaa. luh pro1'1h an 

btiAI lldt ou' or .u taor11'1t .. or t:bt people at a 

YbOlt aJI4 tboul.4 'bt rttiiJ'U.. to the ptoplt sa •u .. , 
111toru al M7 bt po .. 1'blt W1U.0.' .. ttboflai IIHti&U'J 

iao.aU••• to procJiloe ... r ........... 

Ia a •Jol'it)' er tutt u 11 aot po .. l'ble '' 

41et1ap111l wit:b pNt111oa tU a44U1o~ prort•• 

due h tu ... r .... pi'Op'... !b• err .. te or ... r­

epell41q art 411'1'Ute4 thro,.hout the wboll -oas.. 
171t... It 1a autt.al'f, aoooi'41.,1J, to at .... 

that 111 s•aal'&l, 1a0l'tal .. ill pi'Ot1tl 4111'1q thll 

period &l't 4ut •• 4tt••••· 1o .. rtl1tt oaa aa4 

ahould 'be pute4 when u 11 oltu thd th11 1a 

not the oa••· Ia•b1l1tJ to aea .. l't 4tteaat profit• 

preol .. l;r aboul.4 aot 41aoouast va 1'1'011 .. bJto't-c 

thea to apeo1al tuatloa ana at tb8 r1ek ot h1UUC 

eo.. 111oo .. a aot 411t to tbe 4ttl&" propoaa. 

2. t~f!!:.I-e~'O:!ffait a ••••••arr rttlrl 

!he othor lt1a4 ot pi'Ofltl that oaa proptrlJ bt 

wbJeote4 to tpulal tuatloa an protU1 111 uottt 

or a ••••••ar:r aor.al rettra oa 1BTttte4 oap1tal., 

11.2 
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1na 1t tb.U renn -· lle1ac l&l'IIM 1a ~ 1 .. r, 

pl'101' t o tba elateD .. Pl"'IJ'U • !be IXilttDOI of IUb. 

protlh, wbile otha Clao pr1aart17 to pe4 ......... ,, 

al'l 1a auel"'ue .... , Cl.uo '' aoaopol7 , i.apel"foo' 

ooapet1t1oa, er fertwaato e1r ... ,, .. ,,,, aael aet to 

lll1 .. htuel1a& ,.n1oa te tb.e palllie. !beao Pl'lfUa 

"'P"'' .. ' 1a lU'p PaJ" ' ' "7 •u.a fl"'D •••-n 1a 

IXOIII If tba UOUt DIHII&J'7 to pJ'e4aH , ... pMI ll" 

een1ou . n.a the t.pol"feeUoae at ov ••~• 

uob1ae ban pozw1Uo4 tbie to llappoa, U 11 oq'litallla 

aa4 Cleelrablo tb.at the esooaa pl"'f1ta bo aabJeoteel. to 

epeo1al taxat1oa , Fal'tb.erwol'l, at a t1ae wb.ea b.laT7 

tun auot bl 1apoao4 tb.e7 eb.olllel. be lnieel Whel'l tb.e7 

will 11111t blat 1a aa1at&1a1ag a well-faaot1oa1ac 

eooaoDJ. !o hke aa .. peo1all7 lU'p allaN or the 

prot1 h la osoeea or a aol'lt&l l"'hl"'l oa 1anate4 

oap1t&l w111 aot oaaao DD7 ooapaa1ee to co late ~-

1'11Ph7 II' W1 tbll"&w fl"'a bali DIU, 

I u &WU'O tb.at the aaUo1pat1oa or Oltti'UI'4111&l"117 

large PJ'Of1ta 11&7 1& DDD7 IIIII UTI pat IOaal'1'7 pr10II 

Will &ltoTI a f1,...a tllat woalel l"lpl'IIIDt 1DTII'eel 

oapU&l, !be 1apoa1t1oa or \heao apooi&l tau• 11&7 

•ua b.arala h 1D41T14ula orb.o ban pvollaee4 tb.oll 
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"our1U .. d auoh lent.. •• oannot eaUnlr Ue­

rtpr4 tbU aapeot or the problea, but wt aut 

reataber tbat no leg1alat1on 1a eYar paaae4 aat ao 

progreea1Ye atep 1a eYer taken Wb1ob 4oea aot 41atarb 

tbt aatabl1abe4 1oteneta or ao .. people. We aubait 

thd .. tabl1aba4 expeotat1ooa or b1gb pror1ta an 

tnt1tlo4 to ao aore proteot1oo thaD aa 1D41Y141l&l'• 

exptotat1oa or a ooat1.nao4 large aal&rJ', aow aabJeet 

•• a ba&YJ' tax. 'fbi• 1a ao eurpoor ao4 ohaape ... t 

bt n:peote4. 

I aa alao aware tbat the appl1oat1on or tbe 

pr1no1ple or taKing pror1ta 1n exo••• or a neoeaaarr 

noraal return on oap1tal 1nYolYea 41rr1oult1ea ot botk 

pr1no1ple and teehll1qua. I reel aaro that we aboul4 

not allow the .. 41rt1oult1ea to ataa4 ia tha war or our 

lllking to atta1a tbe aa1n obJeotiYe. 

II - Dereota or tkl preaoat law 

Ia the 11pt or the pr1ne1pl.. Jut "-'o4, let 

111 now exaalne tho oxoe .. pror1ta tax law pa .. o4 laet 

7t&r, to aet in What reapeota, it &DJ' , it ra11e to 

oorreapon4 to thea. 
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1. fail!r! to E!•tb l&rl! par1t or ''''"' p£9fl1t 
'l'be b:ouo Prof1h !u: .lot of 194<1 wao a olaar 

expreoa1on of Coagroeo1onal 1ntont that prot1to ~ 

out of tho 4ofenoo effort ehoul4 bo oubJoot to ozoooo 
protito tu:. 'l'he law, howeYer, hae not aoh1oYo4 that 

obJeot1Ye• KaD7 oorporat1one that are tho prlDo!pal 
benet1o1ar1oe of tbo 4ofenoe effort aa4 that hol4 larte 

goYornaont oontraoto are pa7ing little or ao ozoooo 
prot1U tu:. 

In tho aboonoo of oo~loto oxoooe prot1to tax 

retorno aa oxe•1n•t1on hao boon aado of publ1oho4 

t1DaDo1al data for oorta1n oorporationo. One oo~&DJ 
vhoee profit• 1n 194<1 were .. re than ),000 peroellt 

larger than i.n 1939 1o oubJeot to no ozoua protito 

taz wllatuor oa 194<1 oamillgo aa4 thia 11 a ooap&DJ 

which hao thne far rooo1Yo4 oYer t7o a1111on of 4ofenoo 

oontraoto. 4 largo otoel oo~&DJ wbioh hao reoe1Yo4 

oYer t250 a1111oa of 4ofonoo oontraoto an4 ha4 eara1Dgo 
1n 194<1 of nearl)' 200 peroent l~U"ger than 1n 1939 wUl 

paJ no exoooe prot1to tax. It appearo that onlf 5 out 
ot 12 l&rge 1ntogroto4 otoel oo~anioo w1ll be oubjeot 

t o exoeu prot1to tax on the 1nooae of l 94o, althougb 

oteel ooapan1eo haYo in general rooe1Yo4 huco a.oanto 
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of 4etenee or4era. 

!beeo coapaa1ea pay little or DO exooaa protita 

tax beoau .. thaT are allewa4 a 11111~ ora41t ot 

~ percent ct 1DYoata4 oapitalo 

2. 

Another aerioua ahorteolliq ot the 19llo exoou 

profite tax 1- 1e that profita 1D exoeu Of & neOUe&rJ' 

noraal return on 1DYeata4 capital aro Dot anbJaota4 to 

t he t ax unleae a110h protita alao repreaent an 1Doreaae 

oYer tho protita ot tha baae perio4. ror exaaple, one 

oomp&nJ whioh earne4 4ur1Dg the baa• per1o4 an aYerage 

ot approxiaatelJ' llo percent on ita pr111nt inYeate4 

capital will be tree troa the exoeu protita tax on 

1noou 1n IDJ' Tear equal to approxUaatelJ th11 llo por­

oent an4 v111 be taxable onlT on auoh inoreaeea 1D 

1noo .. aa it 8&7 enJOJ'o 

fhie failure of tho law Co reach a large portion 

ot exoe11 protita waa 4uo to the proYidon of a ore4U 

tor eYel'f oorporation equal to 95 percent ot iCe baae 

perio4 ean1nge, regar4l.eaa of tbo aiu ot CillO .. 

earning• in relation to 1Ce 1n't'eete4 capital• 
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bTidODI It tiM IDUI protUI tax to lie eoa-

11411'14 ad.eqaate, au1t naell the two lt11141 ot prot1b 

wbiob I ban biiD 4110'11111... ft.- 'u oaa naab a 

nob luopl' pzoopoPUOD et bt1a11 pntUI 'bJ N&u1q 

tbe ~ piPIIDt 11'141' Ia 1UIItH MpU~ , betUo 1a 

IUIII If a UOIIIDI'J' DOl'IIDl. 1'1~ MD lie N&ollo4 b7 

tuiDC all prot1h abeYo a Ua'ecl peroeabp et 

1anUe4 oapU~, l'lpftllll et DTINIO Mil per1o4 

IU'alDga, 

'fblao WIPI t)W MilO elOUDh Of 'be froaa'III'J 

uoe11 protU1 tu propoa~ ot 1~, aa4 U b th11 

plaa, with ao41tloat1oao 41otate4 b7 ·~rleaoe, that 

n aacsea'C. lD that propo1~ oorporatloaa nn to 'M 

allowecl tax trot thelr eDI'Din&• 4W'lac the baao per1o4, 

blat aot aol'l than 10 peroent et 1Dnete4 oap1 tal . lknr­

ner , tbe7 cruted. a allll.aul on4U ot ~ per11at et 

1DTtlte4 oaplt~ With 'peroeat ~lowed. on tbl t1r1t 

. 500,000, 'nuaa, 'IID4ep the !naiVJ pl DD a OODOIPD whlob. 

eaPDe4 7 perooat 4-"iag the baa• perlo4 wo'lll4 'M ~lowecl 

to OOfttlD'III to larD 7 poraoDt fl'al Of tax. A OODOaPD 

whlob tDPDe4 oD17 2 poroant 4ur1q the baa• perlo4 would. 
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be pera1tted to earn 4 .percent tree ct tax. A concern 

whioh earned 15 percent during the baet period would 

be allowed to earn 10 percent tree ot tax. 

Under the Treasur.r propoeal it wee recognized 

thet it buaineaeea were to be expanded and inYeatore 

were to out aone1 into new corporatione, an opportun1t1 

auet be allowed to earn a subetantial ra te ot return 

on new capital. !he plan allowed an 8 percent return, 

regerdleea or the earniJ18 experience duri~ the base 

period on old capital. 

It the Treaaur.r plan had been applied 1n the 

example a previously presented, the tax resul te would 

have been quite ditterent. The corporation which bad 

the 40 percent return on ita inYeeted capital in the 

base peri od would have paid exoeee protite tax on 

About hAlt ot ita 1noome 1natead ot on about one­

twentieth under the present law. The large eteel 

company would baYe paid exceea protite tax on 

over one-third ot ita income and t he other company 

with poor ea rnings in the base period would ba•e 

paid on about one-titth ot ita 1noome instead ot both 

being entirelJ exempt. 

118 
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.EYeD th1e plaal honwer1 woal4 ban ta11t4 to 

reaoh eubetanUal &IIO'IIIlh ot 4eteue protUe Nol1n& 

b7 oorporat1oDe wh1oh ha4 eepeo1all7 poor earn1ace 

during tile bue per1o4. 'fe alit th1e 41tlot •• woal4 

aaggut I'IY.ie1ac the 1940 propoeal 1:o prow141 that 

whart thl awerace o&l"'UUIge ot the llaee per1o4 WIN 1811 

thaD thl a1111- ot II- pereoDt1 the exo111 protUe tu: 

eholll4 be applle4 at a low tlat N.te 1 po11lblJ 10 per .. at1 

t o that part ot the CIIUTODt prot1tl tbat 11 1n lltOIII ot 

the baet perio4 tarn1Dge bat Dot 1n exoeee ot II- poroent 

or 1n'fute4 oapUal. For o:u.aple 1 it a oorpoN.Uon 

earned during the baee period an awerage or 11001000 a 

Jear1 while 4 peroent ot ~tl inweete4 oapital aaounte 

to 13001 000 1 the tiret $100 1000 ot protite in tbl 

current taxable J•ar wOilld be enUI'IlJ e:aoapt trea 

IXOUI protitl tu:1 the aoxt $!00 1 0001 l"'pi'IIIDUDg 

the d1tteNDoe between tht $1001000 anrage earlllDc• 

and thl $)00 1 000 orodit on 1nnete4 oapUal1 woald be 

taud at 10 poroeat aa4 &DJ oarn1nge onr tJ001000 

WOald bo IUbJeot to the l'lplar exoell protih tU: 

ratu . rue epeeial rate ot tu: woald eubJIIt all 

1noreaeee ia protita during the detenee perio4 at le .. t 
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'' 1oae exo .. a pi'Otl\1 \.-UoD 11hllo •• tho laM UM 

DOt bol!lg hip ODOliCk to t..poao aD •114•1 'b111'4oD Oil 

oonoerlll wboae ill0roaao4 O&rllillga are not tralJ 4efollee 

protiU . 

We woul.4 augoat a11o that 1:be ro.u a1low4 oil 

Aew oap1 hl 'bo 'be - a1 1:be ll&lliaa rate a1low4 

120 

on ol4 oapUal, -lJ, 10 porooa• . AaJ .an- rohl'll 

oD oopUal. aut 'bo a 1caonat AriiUro.rJ fipN boN ... 

'bu1Dnlu 41ft or W14olJ 1a , .. ucroo or rillt tboJ raoo. 

Aocor41nglJ , it il 4ol1rable not to 1et too low a aaxt.aa 

rate or returD. 

111a1lar1J, it would 'be 4edra'ble to uep the tax 

rate low on that part of the profit whioh ia i&MdiatolJ 

a bon the oro41 t. ~o th11 olld w augg .. t that tax ratu 

be gra4uah4 in aocor4anoo W11:b the rate of retura liD 

1nnde4 oap1ta1 with a aoderato 11l1Ual rate. n lbo1114 

be poui'blo to ra1H tho 41111'14 renllue With a lewer 

rate ecal.o on tho ayorago thaD Ulldor tbl preeont law 

beoauo or the larpr -out or prof1 t1 that Will 'bo 

eubJeot to tu . 
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lfDreoTor, wUh t:ll1a new broa4 exoe .. proflh 

ba11, 1t would bo pooo1blo to o4apt our1olYoo qu1oklf 

and .uoh liON oao1lf to a nood for oUll larger 

I'IYIDUOI lf tho -J'SeDOf lbould 10 ro~UlMo It 11 

tar bettor to haYo ouoh an 1netruaent at hand thaD 

to patoh up tho prooent law oDlf perhape to t1a4 

oaroelToo ooDfranto4 with tho noooee1tr of t.proY1otac 

a broader baoo at a later date. 

n. roo11blo alhJ'I!&UTo 

flml far I han outlined what 111a to ao to be 

t b1 pr1no1ploe of oxoooo prot1 h taxation that ohoul4 

be tollowo4 1D th1o .. ergonor per1o4 an4 han 1D41oato4 

Wl\11 1D wh1oh tho ex1ot1Dg law ta1lo to put thDOI 

pr1no1ploo 1Dto operation. It rou bol1no with .. 

1D thleo pr1Do1ploo, I bolloTo 7011 will agree that a 

plan e1a1lar to tho one I han ouU1Ao4 1o tho logloal 

aetbod ot patUns tho pl'1lao1ploo 1Dto praotloal operation. 

far1at1on 1D 4ota1lo 11 not a MUir of oonoon, 10 lons 

ae tho plan adopted tult1lle tho oloar parpo01 to 

1apoeo taxoo both on 4otoneo proflto an4 on oxooao 

prot1 h, Wloh 11 10aeth1DS the priiiDt law 410 II DOt do. 

It thllt prlDOlplll aJ'I DOt to be tho p141 for 

tax1ns oorporatlono 1UI4or tho dotanoo proiJ'P, U 
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ltl81 to .. tbat JOU Rolll.4 OOII814er aanf1lll7 tba 

41ea4nntag .. of baY1JIC a tu 11h1ah 111Yo1Yaa tba 

extra a4a1111atrat1on of the praaent t~, ~t appllaa 

onl 7 to part of the proflta tbat 1t ahoul4 raaoh. 

n aq wall ba that 1A nah oaaa a alllpler, •ora 

eu1l7 a4111.1l1ahre4 and Mra u1fon plu would ba 

to allall4on tba uoeae proflb tu aA4 to 1aera .. e 

tile oorporaUoa laoo• t u 117 a.,._h to pro411ee tlae 

4ta1ra4 rnana. laoh u 1aoreaee 1A oorporatloa 

1aoo• tu ahoul4, 111 ., JacSc-aat, ban .. u 

integral part of the plu, rel1af fro. the tu 

to the extent tbat the eam1nge of tile oorporatlon 

are 1ae41atal7 M4e eubJeot to tbt 1114h14ual 

1nooae tu, b7 tbt 41atr1 butlon of 41 Y14en4e or 1D 

&111 other ,.,. 

Such a plu would be 111 barllon7 with the 14ea 

of llltecratlllg the oorporatlon u4 tba 1ll41rt4ual 

taxea, plaolJIC oh.laf rel1uoa on the taxatloa of 

lnoo .. to 1D41rt411ala. With our exparleaoe wUh 

preYloue plue of th1a general oharaoter, a&Q1 

41ffloultlea preYlouel7 ••t ou •er7 11kel7 be 

aYo1484 an4 equitable tuatlon of proflta to the 

1n41Y14ual atookhol4er proY14a4. 

122 
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I dO DOt .. t tor1ih tiUo plu ao ODO 1ibat 

oarr1oe into orroot tho pr1no1ploo wh1oh I pr&Yloual7 

41eoueeod. It 1e baao4 on pr1no1plol ot lt1 own ud 

11 •1188 .. to4 ao u alt Ol'llatlYo, not a nbl1iU111io. 

fhl reYODUO aeanro J OU ar8 OODeldOrlDg le part 

of a broa4 plan not olll7 to aproa4 tho bu1'4oD ta1rl7 

but &leo to preYont t ho pr1 .. loYal troa rlolo& ~7• 

!he ealo of ».ronoo lartDg1 BoD41 lo a110t~r part ot 

that plan. Both taxation aD4 ».ton1o Bondi au aboortl 

110ne7 that would othorw1 .. Uood tbo aarll:ot tor 

o1Y1l1an goode wher e 11; a1gbt 4r1n pr1ooa "P• fhe 

Treaeur, rooogalao• 1tl reeponelblllt7 for aee1et1ag 

1D the donlopmut ot a rleoal pol107 that will prennt 

lntlaUon. \'hlo a1JI oan be aoh1oYo4 onl7 lt tbo proper 

proportion ot total oxpon41tureo lo ra1eo4 b7 taxoa 

and b7 tho oalo ot bondo that draw 1n 110n07 wh1oh 

alght othorw1M toroe the pr1oo lnol up. !hat 

proportion w111 ohallgo ao our dotouo proaraa proooe4o. 

ror tbo t1oe be1ag, I bellno that wo OOD oonUaao 

along the llneo tba t I qgo11io4 when I appoaro4 

before 7011 at the Bear1ngo on tho Publ lo Debt Aot 

ot 19~1 - 1ihat 11, ala a t ra11111S approx1aatol7 two­

th1r4o ot tho expon41turu b7 taxaUon on a tllll Uoool 

123 
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1ea:r baa1a. At leaat thia h 10 U till pabUe 

reapond• b7 1ueating 1n S.Y1D.ge Bonde nbetut1al 

IIIJII ot 1011e7 that would otherw1 .. haYe sone to IWIU 

t he atrial ot noD-eueDt1a1 expeDdtt•ree. ltlat at a 

later etas• the proportion that "' a .. d to l"a1" 'b7 

hx.at1on will be h1gher. !he !reallll'J' 11 -'acl71ac 

tllie probl• aa4, aa the deten .. prova~ a.Yelopa, 

wUl t roa Uae t o t1ae be prep&Nt w aqg"t the 

proper proportion• and tbe aeua ot trullat1ns thea 

1oto praot1oe. 

We oaonot expect to deYiee a pa1nl••• tax bill. 

The eituat1oD oa1le tor aaoritioea. Ae Beoretar,. 

Morgenthau hal a1rea47 told 7ou, we han hd 

ullllietakable n14eDoe that the people are w1111D.g to 

aake eaoritioaa aooord1Jl8 t o their abi l it7. It ..... 

124 

to •• pera1 .. 1ble w rea1D4 oureel Y .. aga1D. that outa141 

the tax tield peater ~aor1t1oea are baiq uked aad 

1111et be alked. !'here 1a DO bal1a ot ooapar11on ot the 

eaor1t1oe ot thoee who are alked w exohaqe the 

eeour1t7 ot a Job aa4 a hoaa tor a eoldier1• P87 and 

a eol41ar'• hardeh1pe with the eaor1t1oe ot thoee who 

ue alked to P87 neD 4raatioaU7 h1gher rat .. ot tax. 
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RE TAXES 

Present: 

H.M. Jr: 

l!r. Gaston 
Jlr . llagill 
J.!r. Sulli nn 
Jlr . Gt-eenbaUIII 
lfr. BloUP;h 
lfr. Knollenberg 
llr. Kades 
l!r. Foley 

~ 15, 1941 
11:00 a.m. 

Well, I appreciate this outside help. We are 
in a spot Where we need i t badly. What we 
are trying to do here is thia, and this ia 
what 1111 understanding i a with the leaders in 
the House and in the Senate. They are per­
fectly agreeable that the - that Sullivan 
come up there and point out the defects in 
the present excess profits law. They also 
inTi te him to llllke suggestions on how the 
thing can be changed, and thff, fortunateq 
for ua, are reserving the ri t aa to how 
to work it out, which makes t perfect. 

What we have attempted to do here since I 
sent out an SOS was to get this thing down 
into three categories, really four. We 
started with the history. life will give you 
a memorandum which was prepared last sUIIIDler 
br one Magill, one Randolph Paul, one 
Sulll van and Foley, which we gave to the 
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President setting down the principles that 
we were trying to get and really, from that 
day to this, we have nner diacuued it with 
the President. 

Then we started ahead and wrote the bill. 
Now, we thoURht -what I have got to do is -
I mean, I a~ed the President whether he 
cared to see it. He does. Mr. Dougbton baa 
been a perfectly ewell aport . Instead ot 
aqing we weren' t ready, he has announced 
that he would gin the out-ot- town witnesaea 
a chance to testit,r tomorrow and hold us 
over until llonday, ao there hu been no 
leaks, and he has been perfectlY awell about 
it, which took me ott a very ambarraasing 
spot, not to say SUllivan ' s embarrassment. 

So what I am trying to do is, if it is men­
tally and pblsically possible, to g~t some­
thing to the President tomorrow, because he 
has been ready since yesterdal to receive it, 
and it is our fault and not h s, and I think 
to refresh your memories and for those who 
didn't work on it , I think it would be as 
good a way as any to read the memorandum that 
we rve the President last summer outlining 
wha we thought we ought to get in the W8J ot 
profits in view of this situ.ation. Of course, 
nobody - at that time we were talking about 
a tour billion dollar nat ional defense and 
today it is fortr billion dollars, but the 
memorandum that was written last summer still 
looks pretty good, so--

l would like to hear it. I haven' t seen it 
from that day to this . 

We haven' t discussed it. People ••{• ~ 
hasn' t the President said anything? Well, 
it is just - he doesn' t like taxes any more 
than I do, to talk about them. 
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H.li.Jr: 

Blough: 

H.ll.Jr: 

Foley: 

H. l.I.Jr: 

- s -

I doa't know &ll1 better '-T unleaa &DlHboq 
baa a better sugge1tion to atart than to 
read this aemorandua Whioh we worked on -
who baa it? 
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Here it is. It ia only a copr, Wr. Secretar,r. 

Then I will let rou read it. Tour erea are 
rounger. 

I had a copy I .ade, Wr. Secreta1'7. 

Well, will you read itt 

All right. 

This is prepared by Sullinn, llagill, and Paul 
and submitted--

If it is agreeable - do you want to hear the 
whole thing or do you want to interrupt him 
as he goes along? 

Eddie? 

Greenbaum: I can't tell until I haTe heal'd it. 

H.ll.Jr: All l'ight. 

Foley: This was submitted to the President on the 
eighth of July, 1940. 

~eation. Shall we adopt, A, the war pl'ofita 
or emergenoy profits principle adopted in 
England and. in part, in eanaaa md whioh tu:ea 
profits above the pre-emergency level or, B, 
the excess pl'ofits principle adopted in our 
1918 act whioh taxes pl'otita above a stated 
percentage of inTeated capital. Eight pel'cent 
in our 1918 act, or C, a combination of both 
principles. 
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"Comment. 1. The trouble with the straight 
war profits principle is that it will not 
reach oorporations with a high level of profits. 
It would virtually exempt mAD1 of our largest 
business units which had immense pre- emergency 
profits and, at the same time , it would burden 
heavily their more unfortunate competitors 
which have not done so well in that period. 
For example, J. C. Penney is believed to have 
made a high return on its invested capital 
year after year. 

"2. The trouble with the straight excess 
profits principle is that where the invested 
capital 1s large, it will permit the escape 
of huge emergency profits. For example, 
American Car and Foundrr has a large invested 
capital but a low rate of return. It would 
pay little or no tax, even though its profits 
increased greatly. There are a good many 
companies which have not made much of a return 
on the investments for years but whose profits 
will be greatly increased because of the 
defense program. 

"3. A combination of the two principles seems 
essential to a fair workable tax, one which 
wi ll tap a max~ of emergency profits and 
excess profits on a broad basis with a mini­
mum of disturbance to business incentive and 
emergency preparation. 

"Proposals. It is therefore proposed, per­
centage figures merely illustrative, the tax 
shall apply to all profits in excess of the 
rate of return on invested capital which the 
corporation has actuallY realized in the 
pre-emergency period subject to two quali­
fications. 

"l. The company shall bs allowed an exemption 
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of not less than !our percent o! invested 
capital, and 

"2. In any case it shall be subject to the 
tax on what it makes above 10 percent of in~ 
vested capital. 
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"For example, A., if the company made an 
average of five percent on invested capital in 
1935 through 1939, it is profits above five 
percent in 1940 will be subject to the tax. 
B, i! it made an average o! only two percent 
in the period 1935 to 1939, any profits in 
1940 above four percent will be subject to 
the tax. • 

Above four percent? 

"Above four ~ercent will be subject to the 
tax. C, if 1t made an average of fifteen 
percent in the period from 1935 to 1939, the 
tax shall apply to any profits in 1940 in 
excess of ten percent. This scheme gives 
greater flexibility than the rigid 1918 act 
scheme of eight percent recently suggested 
by Senator LaFollette and is closely allied 
in principle to the seven to nine percent 
scheme of the 1917 act. It will obviate 
much criticism because invested capital is 
not the dominant factor but merely the limi­
tation factor on the use of pre-emergency 
profits as a standard. By permitting a 
reasonable capitalization of pre~emergency 
earnings, it may, to a certain - may, to a 
certain extent aid pre~emergency high profit 
corporations but, by the same token, it will 
save from undue hardship conoerns which use 
invested capital but which also depend largely 
upon individual enterprise and skill of manage~ 
ment . It will also cause less eoonomic dis­
location because it more gradually transforms 
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our tax ~stem. Excess profits taxation of 
individuals should be avoided because they 
are alreaQ7 subject to much higher surtaxes 
than the taxes applied to corporations. 
Uoreover, individuals, unlike corporations, 
cannot accumulate surpluses free from 
individual t axation. We are givine further 
stuQ7 to the matter of differentiation be­
tween small corporations and large corpora­
tions . If a general exoess profits tax is 
enacted with a st eeplf graduated rate which 
you propose, the provisions of the Vinson­
Trammell Act with respect to excess profits 
should be repealed.w 
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The Secreta17 read that at a meeting at the 
White House which - at which were present 
Secretary Uorgenthau, Sullivan, Foley, Magill, 
and Paul, and the President asked some ques­
tions, and Randolph and Roswell explained 
the operation of the four to ten percent 
proposal, and, after some discuesion, the 
President said, "I understand it, and I think 
you have hold of something pretty good there." 
Then he said he was satisfied in principle 
with the scheme that had been worked out. 
Then, of course, that wasn't adopted. This 
ot.her thing was adopted. We have had some 
experience with it . We are examining the 
returns now, and we have got to make some 
kind of a recommendation to the Committee. 

What was the date of that White House con­
ference? 

Julf· a, 1940. 

Now, if it is all right with you, and if Roy 
is ready - I don't know if he is ready - are 
you ready either on your principles, which I 
don't thlnk you could improve much on - have 
you got that? 
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Well, I have-­

What have you got? 
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Seven pages of material. That is all I have 
been able to get. But I do have that much 
and it goes 'through the statement of principles 
and through t he - practically through the de­
fects. It does not get into the remed1 side 
of it at all. 

Well, you said you wouldn't be able to, but 
let's hear that. You read it, will you? 

There are not enough copies to go around, 
but there are a few to share. 

You see , we are trying to divide this up into 
three chapter s. 

All right. Go ahead, Roy. 

This was dictated - it has just been dictated 
once . I don't want to alibi, but it is not 
a finished Job. I dldn ' t have in mind the 
idea of a history in here at this time, either. 

"In response to the ldnd invitation of your 
Chairman, it is my desire this morning to 
discuss with you the special taxation of 
certain kinds of profits , commonly referred 
to as excess profits. I shall endeavor to 
outline the principles whi ch I believe should 

fovern the taxati on of excess profits, to 
ndicate respects in which the present law 

fails to accord with those principles and to 
suggest various possible remedies which the 
Congress may wish to consider. 

"Chapter I - Principles 

"Any departure from the general taxation of 
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corporate profits reflects a belief that 
some kinds of profits may be a.ppropriatel7 
subject to heavier taxation than other kinds 
of profits, either because of considerations 
of equity, or because the effects on the 
economf of imposing taxes on such profits 
would be less harmful than raising the same 
amount of revenue from other sources . 

"1. Defense profits 
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"The first type of profits which should, in a 
period of this kind, be subjected to special 
taxation comprises the profits which may be 
reasonab!r attributed to the defense program. 
Such profits are being made out of the sacri­
ficee of the people as a whole and should be 
returned to the people in taxes, insofar as may 
be possible without destroying necessary 
incentives to produce defense goods. 

"In a majority of cases it is not possible to 
distinguish precisely the additional profits 
due to the defense program, since the effects 
of defense spending are diffused throughout the 
whole econom1c system. It is necessary, 
accordingl7, to approximate profits due to 
defense by assuming that in general, increases 
in profits during defense period were due to 
defense. Some relief can and should be granted 
where it is clear that such is not the case. 
Inability to distinguish just what are defense 

i rofits should not discourage us from subject­
ng them to special taxation even at the risk 

of hitting some non-defense profits. 

"2. Profits in excess of a return on invested 
capital 

"The other kind of profits that can properly 
be subjected to special taxatio~ comprises 
profits in excess of a reasonable return on 
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invested capital, whether or not this r eturn 
was earned prior to the period of the defanse 
program. The defense of such profits" - I 
am sor~. "The existenoe of such profits, 
while often merited~ __ are in very numerous 
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cases due to monopo~, imperfect competition, 
or luck and chance, and not to any outstand­
ing serTice to the public. These excessive 
profits represent 1n a large part money taken 
fr0111 consumers 1n exce sa of the llllount necea­
sa~ to pq for the goods or aenicea. Whan 
the imperfections of our economic aachine peradt 
this to happen, it is equitable and desirable 
that the excess profits be subjected to special 
taxation. Furthermore, at a tlae when heaYJ 
taxes must be imposed, ther should be levied 
where t~ will have the least harmful effects 
on aeon c activltr. To take an especially 
large ahara of the profits in excess of a 
reasonable r eturn on invested capital will not 
cause any companies to go into bankruptcy or 
to reduce the scope of their activities . 

"I am aware that excessive profits and for 
that matter the expected defense profits have 
been so anticipated by the financial com­
munity that securitr prices have become 
adjusted to them and that the imposition of 
these special taxes m...,. hit some owners of 
corporate securities harder than others. 
While we cannot entirely disregard such 
vested interests, we must remember that no 
legislation is passed and no progressive 
step is taken which does not disturb the 
establi shed interests of innocent people. 

"I am also aware that the application of the 
principle of taxing profits in excess of a 
reasonable return on capital involves diffi­
culties of both theory and technique. I 
feel sure that we should not allow these 
difficulties to stand in the way of our seeking 
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to atta!Jl the a1ll objeot1Ye, M1J1b tM 
apeoial tuat1011 of prof1ta wh!CIIa 1hnla 
be subjected to such taxatioa.• 
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~ I 1nterl'1.1pt JOU there? I think~ haYI 
don• an lUlling job. You onq 1tartta thh 
at ten th1rtJ? 

NiDI o' olock, 1lr. S.ol'ltaJ7. 

11De o'clock, all right. I think 1t h 
-in&· 
1tter IIYiral Jl&l'l of work. 

.lll right. (Laughter) Well, the 1'1&1011 I 
think It h ... zing - nll, after all, we 
han been ... ating on th1a thing now for I 
don't know how long and it looll:a ae t hough 
we are going to eee dql1ght. 

"Chapter II • Defecte of the present law 

"In the light of the prinoiplea juat atated, 
I wiah to e:uaine the exoe11 profits tax law 
pa11ed la1t aum.er, to ••• 1n what reapecta, 
lf &Dfr it faila to oorreapODd to tho•• 
pri.nolpl11. 

1 1. Failure to reach ~ put, of dlfenae 
~rot1b1 ~ iid thit •• wr ta ait Dlillt -
tbi lioeaa Profits taz !ot of li40 wae a 

olear ezpre1ai011 of Coagre11ioaal i.ntat thlt 
pPOtlta growi.ng out of fhl dlfean effort 
&bDald bi auhjeot to exoeel profitl tax. 
t'he law, honYir, ha• not aoldned that 
objeot11'1. lku oorporat1one that are thl 
prlnoipal benetloiarlel of the defenao effort 
and that hold lar~ pu11111Dt oontraota are 
~ little 01' no IXOIII profits tax. SO.. 
of tu11 oorpont1oa• are not onlT •king 
JI01'I pl"'fi h than ther do 1n nonal t!M1 
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but are findw it neoeeaaey to expand in 
order to fill aefenae contracts. 
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"In the absence of excess profits tax returns 
an examination has been made of published 
financial data for certain corporations . One 
compaey which, through Uaroh 31, 1941, had 
received $73, 000,000 of defense contracts" -
this is American Cal" and Foundey, incident­
ally - "and whose profits in 1940 were lllOre 
than 3,000 percent larger than 1939 ia subject 
to no excess profits tax whatever on 1940 
earnings. • 

Roy, you are a 1118.11 after rq own heart . We 
are getting down to brass tacks now. 

"The financial data of one of the large steel 
companies which has received nearly $400,000,000 
of defense contracts• - this is U. S. Steel -
1ndicates that its earnings in 1940 will be 
nearly 200 percent larger than in 1939 and 
that it will not be su~ject to excess profits 
tax. It is reported in one of the financial 
periodicals that only 5 out of 12 large inte­
grated steel companies will be subject to 
excess profits tax on the income ot 1940, al­
though 1t will be borne in mind that the steel 
companies have in general received huge amounts 
of defense orders. 

"These companies escape excess profits tax in 
whole or in part because of the allowance of 
a minimum credit of 8 percent of i nvested 
capital. This provision was inserted by the . 
Congress not to protect these corpora-
tiona, but to aid corporations thAt were 
small and growing, newly £onned"- I think we 
had better strike - "or in a depressed condi­
tion--" 

We meant one kind of depressed condition, but 
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it may be misunderstood. 
11 

• ••• Slll&ll, growing, or newl.r fol'llled and 
that needed the safeguard of a minimum untaxed 
r~tu~n o~ invested capital. The law did not 
d1st1ngu1sh among kinds of corporations and 
as a result did not either tax the defense 
profits or adequately protect the corpora­
tions needing assistance. 

~e have been besieged bf legitimate requests 
for relief. An amending bill was passed in 
March of this year to give such relief and 
there are still cases not provided for . • 

That needs some trimming up. 

"2. Excess profits other than defense profits 
not taxed 

"Another serious shortcoming of the 1940 excess 
profits tax law is that profits in excess of a 
reasonable return on invested capital are not 
subjected to the tax unless such profits also 
represent an increase over the profit s of the 
base period. For example, one company which 
earned during the base period an average of 
approximately 37 percent on itspresent invested 
capital will be free from the ~xcess profits 
tax on income in any year equal to approximately 
this 37 percent (the average earnings credit 
being only 95 percent of - " that will have to 
be dressed up - "base period earnings) and will 
be taxable only on such increases in income as 
it may enjoy. The failure of the law to reach 
a large portion of excess profits was due to 
the provision of a credit for every corpora­
tion equal to 95 percent of i t s base period 
earnings, regardless of the size of thos~ • 
earnings in relation to its invested cap1tal. 

That is as far es I have gone. 
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H.II.Jr : I think t hat is Pell. 

Greenbaum: Vecy good. 

H.V..Jr : Don 't you, John? 

~llivan: Oh, yes, he has done remarkably well. 

ll. li.Jr: I think he has done an amazing job . 

~llivan : When I heard this example of the American 
Car and Foundry l ast night , the quest ion 
i.Dmediately came to rq mind, would they have 
paid the tax under the Treasury proposal? 

Blough : 

~gill : 

~llivan : 

Gaston: 

Blough: 

H. I!.Jr : 

Blough: 

H.I.!,Jr : 

I think not, sir. Even under the proposal--

You mean under this thing last summer . 

ThRt i s right . 

You mean the7 didn ' t reach four percent? 

I don ' t bel i eve so . I have checked that , but 
they are sti ll very low. Maybe I have the 
figures r i ght here . 

;vell, do 7ou mind just holding it because I 
just want to get the whole outline before 
these people and ask their help. 

Have you, in your mind, any recommendations? 

Well, I have the rest , pa.r t 3 of that outline 
which I handed you this morning, in which the 
purpose was t o indicate , if not a recommenda­
tion at least some of the remedies which might 
be given, and I can just read that sect i on if 
you wi sh. 

Please. 

l 
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"Chapter III - Re.edlea• 

This ia just a brief outline. 

"1. The first detect" - that ia, naaelf, tba 
tact that m&nT ot theee low earninga companies 
are not being taxed beoauae ot the ei~t per­
cent ainimum. "The first detect DB1 ~e r .. edied 
at least in part b7 reducing tha aini.ua ex-.p­
tion below eight percent, either through; A, 
reducing the percent ot credit; or, B, doing 
the sa.- thing in effect b)' diullowing tba 
ncrul tax aa a deduction ln cc.puti.Dg the 
exceaa protits, or both, tor that .. tier. 

"2. The second detect• - that is the high 
earnings companies' base period, which have 
no tax because - or ver, little tax, no tax 
on those earnings - "The second detect can 
be remedied b7 placing an upper limit on profits 
which can be earned tree from tax. • 

This job was done ver7 rapidly. I don't know 
it the organization will stand. 

Then, "Then the originel TreasUrf proposal 
contained both ot these remedies, at least in 
part, in that it had a lower ainilll1IR ot tour 
percent, six on the first five hundred thousand 
ot capital, and it had an upper limit of t-n 
percent. • 

And then I think that in any suggeation ot 
remedies we should hasten to aq that the pro­
vision ot a 11n1m .. return on invested capital 
or, tor that •tter, 1111 use ot invuted capital, 
but particularlr on uxlmlm return, involves 
70u in great ditticultiea in detinlng and measur­
ing invested capital equitablf, so that if 
thq c011111 back and aq, "Well, now, what are 
1our suggestions?" we will at least have warned 

Regraded Uclassified



H.li.Jr: 

Blough: 

Gaston: 

• 

139 

- 15-

them that we realize an application of thdse 
principles is not aa easy aa fallinR off a 
log. And that was the line along which fUrther 
writing was to proceed. 

Let me ask rou thia, Roy. If we took this 
recommendat on which we made to the Preeident 
Julr 8 and then put in there a floor, that 
no matter how thh hlta &111 c0111pan;y, thay 
han got to PIT a llinilla.a of so much, would 
that take care of anr possible loopholes t 

The ml nh•111 tax, in 1113' oplnlon, is prettT 
much a failure as a - a conte11ion of failure 
of an excess profits tax beoauae the minimum 
would appl7 to eYecybody, whether he made a 
lot of return, whether he made a little re­
turn, whether he had defense profits, whether 
he had excess profits or not, and it is just 
a flat rate on eYerybody in effect, and I am 
just wondering whether lt doesn't gloss oYer 
the tact that you have not succeeded in measur­
ing. 

Now, if companies in general aren't paying 
enough, then you can put in a minimum, but 
that min.imum will appl,y to a great III&DY com­
panies besides the colll1lan1ea that you are 
trying to get, and that is the onl7 thing I 
feel about it. 

How would it do to sw:geat a rather low rate 
of excess profits tax on all the excess oYer 
preYious earnings, quite a low rate, and then 
come in with your ati££ rates when thay reach 
a certain ceiling, auoh as tour percent in the 
proposal of last year or some higher figure? 
That ia, a progressive rate of taxes which 
would be abided quite low in the area between 
what they w~re making and what may be judged 
to be a reasonable rate o£ return • 
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We suggested that last summer when we wer e 
in the swamp down there trying to get some 
where . We suggested that we take the higher 
credit of the two and on the earnings over 
the hi2ber credit of the two apply a full 
r at e of t ax, and then on the difference 
between the higher credit and the lower 
crediti apply a lower or partial rate. We 
have a so given some consideration to that 
this year, but it meets the same criticism 
that all these attempts to get at invested 
earnings over percentage ot capital meets. 

14.0 

Roe, you see just how tar we are, you see. 
Have you any suggestion - I aean, with this 
talent here - you people were kind enough to 
drop what you have been doing to help me out 
- how we can make progress in the easiest 
and most successful manner from this point 
on, do you see? Do you see whet we are try­
ing to - how would you proceed? Have you got 
any suggestions? 

I haven't given it any thought. Llay I just 

five mf offhand reactions to the situa­
ion as it has developed here? As I said, 

I hadn't seen that memorandum of last summer 
from t hat time to this. I didn't remember it 
at all in detail. 

Don't you think it is a pretty good memorandum? 

It seems to me, yes, as tar as I look at it 
today, that that proposal is very much better 
than the present law, and I think with this 
elaborat ion which Roy has given, so tar as I 
can see, you get a workable scheme ot things. 
As I underst and and aa I get the picture 
here , the only corporation about which - the 
only type of corporations about which you 
would be much concerned would be your American Car 
and Foundry type , that is, a company which had 

' 
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a big invested capital, oo.parativelT low 
earninfs, even with large detenae profits 
taken nto account. I uan! a COIIparatin}¥ 
low rate of return. I would--

~ I interrupt you? 

Yea, please do. 
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Let ' a get - this 1a blportant , That has 
been our t rouble here. 'l'e haven't understood 
each other inside the· Trea8UJ'1. We are not 
onlY worried about those, but in the light of 
what is hapb"!ing and in the light of the 
aaorificea t we are asking a million and 
a quarter men to make, we don't - the man who 
is getting a thirty- six hundred dollar salary 
and has got to go in and work for threebmdred 
and sixty dollars a year, we just ask him to 
make that sacrifice. That is hie contribu­
tion. And therefore, we feel that aside from 
these American Car and Foundry type, a com­
P&nl who, over a period of years on account 
of whatever the peculiar circumstances are, 
have been enjoyiilg a very hi.ld:l rate of return 
on the origillal iiivested !!Eitel, that they 
should be called upon to e additional 
contributions, even though they might not 
have a dollar's worth of defense contracts. 

I made two notes on thla aa we want along. 

I mean, don't jump on me , John. You had a 
chance. 

But I mean, the facts remain that if the man 
- if everybody who puts original money in 
Coca-Cola were still the same crowd, they 
are getting forty-eight percent return on 
their original money. It 1a also true that 
if I bought aabare of Coco-Cola today, I 
would only get five or six dollars, see . 
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Because I uan that h • •~thing lib that, 
70u see. But the fact remains that there are 
a great Jllll1 COJ!Paniea who are earning thirtr, 
tort1i up to titey percent. The7 111 due to 
pecul ar circumstances, a patent or a monopolT, 
and we simply feel here thit that group tod&J 
should be Called upon to make an additional 
contribution toward the erpenee of arming our­
salves, even though the7 don't have a dollar 
of defenae oontracta, and that is the place 
I think poaaiblT where John and I haven't sean 
e7e to e,.. 

That is correct, air. 

Is that correct? 

Yea, air . 

That is where 70u and I haven' t aeon e1e. to 
eye . 

That ia a fair statement . 

So 70u get the whole picture. 

Of course I haven't had the benefit of the 
discussions wbich 70u 1111et have had here, and 
I honestlY don't know too much about the opera­
tion of this excess profits tax. I see it 
cro:ppl.ngup_ eveey once in a while, but I 
don't rea~ know veq 1111oh about it in 
actual tact. Dealing ott the cult, 1q in­
clination would be to agrse with 7ou. 

Take 70ur J. C. Penne1 Company, tor instance. 
There are undoubtedlT thousands of people who 
own Penne7 stock who bought it on the basis 
ot a return on the price at which the7 bought 
it and that didn't take into account the 
possible excess profits tax grounded on a higher 
rate of return which Penne7 is making. However, 
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I think ;rou answer that in two ..,,, one 
technical and one another one. Technicall;r, 
our tax a;rst811l baa been baaed, I think, 
poaaibl;r wrongly, but still that is the W8J 
lt is baaed, on treating the corporation 
as distinct from the individual stockholders 
who own the corporation. le tax the earnings 
ot corporations w1 thout regard to tha a took­
holders. We certainly han been doiDg this 
since 1936 w1 thout relation to who owns ths 
at all. Consequentl;r, I think ;rou can support 
technicall;r a continuation o! that .ode ot 
taxation b;r crac~ the Penne1 C~a, be­
cause it is mak~ 6ig profits, irrerpective 
ot the tact that It 111&7 be owned b7 a lot 
ot r.ople to whom that mode of taxation 
ian t particularl;r fai r. 

Then, aeoondl;r, I can illustrate what I have 
in mind b;r an oblique attack. I don't 
honestl;r believe tliat ;rou people in Washing­
ton here realize as well as we do up in the 
stioka in New York that times have changed. 
These aren't peace times. We are in an 
811lergeney situation here. I think people 
are prepared to sacrifice ver;r much indeed, 
and I don't think fOU have capitalized on 
that as much as ;rou can. 

I was talking, !or inatance--

Ya;r I just interrupt ;rou a minute? 

Sure. 

For the benefit ot Roy, it we agree to 4~ta 
thing, I don't think that we have been au!­
ticientlT waving the American flag and point­
ing out that we apeJ)t the other companies to 
make it on a basis of national unit;r, even 
though it ma;r se811l unfair at the first blush. 
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I don't think that that thing baa been 
stressed enough, you see. 

That is the defect I noticed here. I think 
it ought to be preceded by an introduction 
whioh will set the stage of the al tuation 
we are in now and the demand for great 
saorifioea. 
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That is a thing Herbert oould do verf well, 
but I wouldn't erpeot Ro1 to do it. I don't 
think we are auffioientl,y d-gogio in our 
presentation. 

You ought to get a good newspaper IIW1 or soiU­
thing like that. 

What is the matter with Herb? 

I don' t know, what is the matter with Herb? 
(Laughter) 

I think that thing has to be driven home. 

I agree, Mr. Secretary, but I just don't happen 
to be able to do that, and I would rather 
turn it over to somebody that can. 

We have got enough people around this shop. 
I just think that has got to be blown up. 
Excuse me. I am sorry. 

To go on, I was going to sq this. I was 
talking to Carl Shoup the other da7. Wh1 
it is in these times that the Federal Govern­
ment doesn't propose a taxation of the interest 
on all state, municipal, federal , any damn 
kind of bonds--

I haven't said a word. 

Tax exempt or otherwi1e. Now, in peace times 
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I wouldn't adTocate that because I have alw-rs 
thought that it was a sort ot breach of faith 
these securities having been issued the -., ' 
the;r were. Toda;r it doesn't seem to me that 
it is. I don ' t know wbr;rou can't sq that a 
fellow that bought this bond, nen thinldng 
that it was going to be tax exempt. "Now 
look, ;rou are enJo;ring three, tour, five, or 
whatever it ia, percent return on these 
securities, and who are ;rou to aq that ;rou 
shouldn't be taxed at all b;r the Federal 
Gonrnaent. I don't care h01r ;rou got thia 
bond, a.-it, rou hue got this retlll'Jl on this 
inveat.ent, ana it other people are going t o 
par taxes on their inc011es and rour thirt,'­
eix hundred dollar soldier getting three 
hundred sixt;r dollars and eo forth • - I 
didn' t know he got that Dlllch--

There is some question whether it is twent.y­
one or thirty. 

I thought it was twenty-one. 

"Well, wh1 shouldn't rou fellows par, • and 
really I , personally, have been amazed at your 
reticence and resti'Jint in that particula.r re­
gard. Well, if that general philosoph;r is 
correct, then I don't for a minute see wh;r 
rou can' t sa;r to the Pen:!{ Compan;r, "You 
fellows, after all, are lng twenty- six 
percent. How, we know that there are a lot 
of widows and orphans and ao torth in the 
world, but still the fact is this tax is on 
;rou and ;rou are making twenty-six percent, 
and in times like these we think that what­
ever you are making above ten could be taxed 
at such and such a rate." So I think you 
have got a good case for the sort of pro­
posal which we have in mind here. 

The onl;r alternative that occurs to me is 
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quite a different one. I advance it with a 
good deal of reticence, but I advance it 
~ecause I have~ thought about it and I 
think the rest of you might have it in mind 
at least, if, for example, John is worried ' 
about the inequities of this proposal, which 
are quite clear, would you feel any better if 
you gave corporations some form of credit of t 
dividends distributed? 

!low, in an excess profits tax, they could 
avoid the tax to some degree if they distribu­
ted the excess profits to that extent. Now, 
that has been proposed before. That is not 
original with me. I think it has a certain 
amount of m.er it in it, but again, purely off­
hand without thinking it over very much, nrr 
disposition, if I were advising you in this 
situation, would be to say to you to take 
that program of last July plus what Ro;y has 
got here and recommend that to the boys now 
without any such ~adgets as this credit. You 
have got to do a Job if you are going to in­
crease the excess profits tax rate. You have 
got to do a job on this present tax law. You 
can't justify increasing rates with the present 
law on any decent basis, it seems to me. For 
one thing, the damnlaw is crammed full of 
exceptions for every kind of thing that every­
bodf can think of. 'nlose were all stuck in 
last summer, as wa know. Some of them are 
quite justifiable and all of them have scme 
shadow of justification, but still you are 
just trying to dip water with a sieve when 
you use that last summer ' s law. 

Somebodf said sarcastically, "If a corporation 
didn' t get the exemptions it needed, it was 
just because it didn ' t have the price to hire 
a lawyer. • 

• 
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I think that figure ot speech ia awtulq good, 
Roe. We might use it in the talk. 

I don't think there were any more lawyers to 
go around. They were all up there . 

There was one technical matter here that Roy 
mentioned at the end that bothers me a good 
deal, and I think I would go a little beyond 
what he suggested. UDder this proposed 
scheme, the computation ot invested capital 
becomes about twice as important as it is 
under the present law. Because UDder the 
present law plentr ot corporations don't han 
to compute invested capital at all in ID1 
technical fashion . They just compute it in 
a rough war to see how they are going to come 
out under it, and t hey use average earnin~s 
instead. Under this one they woUld certa1nly 
have to compute invested capital. 

Now, I don' t think that a layman understands 
the tremendous difficulty of that computation 
in the case of most any corporation. It is 
extremely hard. I was looking at one, for 
instance, the other day which I think is 
typical. The corporation lutd ita Ol'igin about 
1906, and then it began collecting other corpora­
tions and, in its particular case as tar as I 
could make out, they were all non-taxable re­
organizations, ·so that in each case you go 
back to the coat ot the predecessor company. 
Well, the books ot the predecessor companies 
are not in existence any more and to ascertain 
the cost is just literallY impossible. You 
don ' t know what it is. There was finally in 
thia oase a big reorganization in 1927 . That 
again was a non-taxable reorganization, so 
again you have to go clear back. So that 
here 1a a company whioh ie - has very large 
invested capital, but they don't know them­
selvea whether it la one figure or another 
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figure that is more than twice as much, and 
there is literally no way to find out. 
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Well, to come to the point then, if you are 
going to do something like this, it seams to 
me you must set up maohiner1 in the Depart­
ment whereby you get n quick and, if possible, 
advanced determination of what invested capi­
tal is in these tough situations. Otherwise, 
you are going to be draggtagaround for years 
on this thing because the material just isn't 
there. 

I don't think the present law gives the 
Treasury enough leew&f with respect to the 
determination of invested capital in these 
cases of the kind I cite. I would suggest 
there certainly some kind of machinery in the 
law whereby you get buey and determine this 
invested capital and the Commissioner has some 
kind of discretion to fill in the blanks where 
there are blanks. It is a bad business, but 
I can't help it. 

ur. Knollenberg? 

Knollenberg: lYell, I feel very much as J.!r. Magill does. 
In fact I see eye to eye to him. 

As an original proposition, I was very strongly 
in favor of Herman Ol iphant's general plan of 
having only a very ~light excess tax, perhaps 
on corporations and forcing tbam to distribute 
their profits and then collecting it under 
the income tax law, and I have always been 
wedded to that theory, but we are so far away 
from it now that obviously we can't cross -
get on to the other side of the stream at 
this stage and so having once pursued the line 
of treatini a corporat i on as an entity, per­
sonifying 1t as we have done in this emergency, 
it seems to me that we have to continue along 
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that line and to adopt this proposition that 
you suggest, that rich corporations have to 
be treated - I mean rich in the sense of 
making a l arge return on their invested capi­
tal, have t o be treated as if they were indi­
viduals and forget what the position of the 
specific st ockholder ia. I don't think that 
is equitable, but I think our whole corporate 
tax structure is inequitable and this further 
exte.nsion of it doesn't particularly pain me . 
It certainly is the way to raise the money. 

There has been a suggestion made that we have 
a flat tax on corporations, say, of forty 
percent and then a very stiff undistributed 
profits tax to go with it. 

Knollenberg: Well, that is the kind I would like. Perhaps 
not as much as forty percent for the excise 
tax, but an absolutely drastic undistributed 
profits tax that would force corporations to 
distribute. That is what Oliphant believed 
in and so do I. 

.:&gill: 

It has always seemed to me the sound system. 

That is what I. was trying to tell you on 
Saturday. I think Nollie has expressed it 
very well. 

The fairest way that I know of for taxing 
corporate earnings is to tax them at the rates 
applicable to the individuals. Now, I rather, 
as I tried to tell you in a memorandum, I 
rather think that the Supreme Court at the 
present time would uphold that method of tax­
ation. That is, corporate earning~whether 
dis t ributed or not , are subject to tax pro 
rata to the individuals that own the stock. 
But that is a t remendous change from anything 
that we have done, and so I don't think it 
ought to be proposed at this particular moment. 
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I think you have got to build it up a little 
first. 

I think he is right. 
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The alternative to that would be Nollie's 
stiff undistributed profits tax which doesn't 
need to be called that. Don't be frightened 
by the name , if you are. You can propose a 
corporate tax and say it is fifty percent and 
say, "O.K. , boys, this is what you pay, but if 
you distribute you get such and such a cred.it." 
I don't know whether fifty would do it. But 
somewhere in there. 

The corporations would say, "Well, we had damn 
well better distribute and let the stock­
holders pay the tax." 

Is there any reason,because Congress has given 
us permission and invited us to come up and 
give three or four alternatives, why that 
couldn't be suggested as a possible alterna­
tive? 

I think it would be well, if I am correct in 
my philosophy, that in all probability at some 
time you will want to come to the type of tax 
that Knollenberg and I are thinking of. It 
might be well to give them some kind of an 
inkling of whet is running through your mind 
at the present time. 

There will never be a better time, because I 
was amazed when they agreed that we should 
come up and, one, criti ze this bill to our 
hearts content and, two, make as many sug­
gestions as we felt was necessary as possible 
alternatives to raise the money necessary from 
the corporations. 

The only trouble, Mr. Secretary, with that is 
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that you are liable to upset unduly the 
situation that exists now. 

What is that? 

1.51 

Well, you have got a bill. Everrbody admits 
something has got to be done about that bill. 
But if you revolutionize the thing and you go 
back to your undistributed .profits tax theorr, 
you may - you may undulj upset the whole bual­
ness level. 

Thnt is what I was going to inquire about. 

I would rather, if we are going to do it, and 
I think we have got to do it soce day, do 
what Ros says, give them some inkling of 
what was running through our mind and tell 
them that t hat is what we are working on, but 
give them a concrete proposition now to take 
care of the existing law so that we get the 
revenue and at the same time we remove some 
of the inequities that exist where a few 
corporations aren't paying anything and a 
large number of corporations aren't sharing 
in the defense program and another group of 
co,orations is carrying the whole load in 
so ar as your excess profits go . I think 
if you do a shotgun job now, you may get 
everything all upset. That is the only thi.ng 
that bothers me. 

Ed, I think this can be stated in such a way -
I think we owe it to the Committee to show 
that - to let them know that the Treasury 
has never given up the idea that this taxa­
tion of corporate profits.to the individual 
is the correct system, and I think that we can 
handle this suggest ion of the forty-fifty 
percent corporate tax with an allowance for 
distribution. We could handle it in such a 
way as to indicate that we are thinking of 
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that as a long-range, equitable plan of tax­
ation, as indioating a long-range, equitable 
plan of taxation, but we are not urging it 
now. 

That is all right . 

But suggest it to them. 
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Knollenberg: And a simple plan, not on11 equitable. 

Gaston: 

H.li.Jr: 

l!agill: 

Greenbaum: 

H.li.Jr: 

And i£ they like it and want to go on it, 
what hara? 

Yes. 

I hope if you do that, for goodness sake, you 
will explain to them that to do what they did 
before, to compromise the whole scheme as they 
did in '36, simply ruins it. They had better 
leave it absolutely aloni instead of going 
into this compromising business which they did 
before . 

It is not clear to me just wha t we are discus­
sing. As I understand i t, Yr. Blough's state­
ment indicates the objective is to make 
recommendations in regard to the present 
excess profits tax, to reach the profits on 
defense work which are escaping from it now, 
and the other inequities which resulted. We 
are r'ing far afield from that. In spite of 
the l.llvitatlon extended to you, is it open 
or advisable to go on other things? 

Ros suggestathe question of income taxes on 
individual holders of state and municipal bonds. 
Now we are t.alking about the undistributed 
profits tax. What are we limited to? 

I don ' t want to bring in that taxing of - I am 
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not readf ., .. u ret for that, I uan the tu­
ing of outat&Ddlng state and municipal bonds. 
We have got a lot of things started on that to 
do it the other ftT around. Thls suit with the 
Port of lew York Authority and all the rest of 
the stuff. 

I mentioned that simplY by war of illustration, 
Eddie. '!'hat nan' t polnt one of 111f progr11111. 

'!'hat ia what I understood. If we want to 
lillit ouraelna, ~ ian' t the thing to do 1n 
view of the fact that you want to get a01:1ething 
to the ihi te House tomorrow and you ban to be 
reaq on llond111, to go back to the Ju]J- 1940 
suggestion? We will see what - if those had 
been adopted, what would have been the con­
sequences of these cases pointed out? 

As I understood, in answer to a question of 
John' s, the American Car and Foundcy situa­
tion wouldn't have been buttoned up with that. 
Why shouldn't we follow f rom what Roy Blough 
has, going back to the July '40 to see that, 
and then also,incidental]J- and parenthetical]J-, 
~ation the undistributed profits? In another 
form it would be real]J- a credit for distri­
bution. 

H.K. Jr: Well, Eddie--

Greenba1111: I think you would get much--

H.V.Jr: I agree with you. On the question of sugges­
t ions which come under what I call chapter 
three, the way I feel now ie that the most 
consistent thing to do is - and I even raise 
the point at this time of poasib]J- publish­
ing our memorandum to the President of last 
Julf to show just where we were, and this 
ian' t something that is being jammed down 
our throats by certain people. 
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&It then taldng this thing in the light of the 
time that has gone b7 and simply strengthening 
it where we see that suggestion of last Julf 
was weak, that is all. If there are certain 
plaoea that are weak, just strengthen the111• 

Could that be done, Roy? 

Yes indeed, it could. 

What would you suggest in view of what we mow 
ncnr? What loopholes would be lett open tr011 the 
July suggestion? What would we han to do to 
strengthen that? 

I think the one that Herbert 111entioned, namely, 
that even the four percent leaves out, as Yr. 
Sullivan pointed out, the American Car and 
Foundry situation. Now, it occurs to 111e that 
a somewhat lower rate of tax could quite prop­
erly be imposed on profits in the current 
period in excess of profits in the previous 
period even below that lllini111um so long as the 
tax was ~be ten percent or something like 
that, wasn't too awfully heayY, ao that it 
would hit a lot of people verr hard that you 
wouldn • t want to be hit so hard. 

Well, if I could ~ up - if this could be 
done, alW8Ts provided that you people think 
I ua right . It you don' t, I know that 7ou will 
tell ae, It we started out pointing out that I 
we are considering a revenue bill to raise a 
certain uaount of money, that this was our 
position last July when we were talking about 
four billion dollars worth of national defense , 
and we are now talking about ten times as much, 
that our fir st job is to raise the revenue, 
but the second and collateral thing is that we 
want to be able to skim off a certain amount 
ot money to keep it from being used to b111 
aercha.ndlse and aggravati.ng the shortage which 

• 
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already is beJdnning to exist of goods. We 
can do so mucli by getting the people's savings 
in defense bonds and so much in the tax law, 
but on the Treasury is the responsibility to 
keep inflation from getting worse. As I see 
it, so much through the people's savings on 
the defense bonds and so much through taxes. 

But the first i s the revenue. I think if that -
as I say, I am just thinking out loud, if that 
could be pointed out. Then hit awfullY hard 
the unequalities in the present law ana u.lce 
it perfectlf clear that we not onlf want to 
get the excess profits which are due to the 
money that the Government is spending, but 
in vi ew of these unusual times and unusual 
circumstances and the sacri fices we are call­
ing on the draftees to make, we think it is 
only fair that the companies who have enjoyed 
the special privilege of large profits over 
a period of years should also be called on 
t o make their contributions, and then third, 
and last, make as good a suggestion as we 
can for the kind of bill that we think would 
accomplish it. 

That is right. 

But I - you see, we can do so much from getting 
the people ' s savings throueh defense bonds. 
Then we can do so much U,r ,klmmln~ off the 
money through the taxes. I will JUSt be re­
peating JD¥Self. 

Now, that is the way I look at the problem 
and what I would like to do is, if I could 
get it to the President, say to him, "Now, 
are you and I seeing eye to eyei because we 
don't want to go on the Hill un ess we can 
say the President has approved this," and 
he may have different ideas. I f he has , cer­
t ainlf he has never been hesitant to 881 so. 
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You su~~ested before, Wr. Secretary, t he 
possib1lity of publicly referring to that 
July 1940 statement. Why wasn't that given 
publicity then? The President approved that . 

Didn' t think of it. 

Before two weeks had elapsed he told Pat 
Harrison and Bob Doughton to just get him 
anything that would be called excess profits, 
and he didn't care what was in it, to get the 
bill out and go home. 

I had in mind some thin~ like that . It might 
be inadvisable to publish it as something of 
last year, 1940. 

As I say, I am making suggestions, and I want 
you fellows to knock i t down. 

I hadn' t thought of that, but I don't think 
we should give that out as of last year. 

But, at any rate, i t i s the President 's 
property. 

True. 

Until he con.sents to publicizing it . 

I would like to ask Ros a question. 

Go ahead. I just wanted - do you mind just 
one second? Couldn't we release Roy now so 
he can go ahead with the se ideas and do some 
more dictating? Should Roy hear what you 
(Sullivan) are going to say? 

No . 

Wouldn •t you be gainine ~ime? 
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Eveey minute. 

You might order your breakfast then too, Rof. 

I will t 17. 

Hasn't he had &Of breakfast? 

No. 

Didn' t you have any breakfast? 

I had enough. 

Rave some coffee. Nothing at .all? 

No . 

I had a. U ttle something • . Don 1 t worry. 

That is easy enough. We can take care of that. 

The question 1 wanted to ask,Rosiia whether or 
not you think the effect of plao ng a ceiling 
on profits such as we propose to do in the 
original Treasuey plan woUld have any substan­
tial effect on the market or create any kind 
of disturbance that we ought to worry about. 
That is what you (Gt'eenbaum) had in mind, isn't 
it? 

Yea. 

Well, that is real~ two questions. I should 
think it ought to have an effect on the market. 

Oh, I don' t mean that kind, but I mean ia 
there anything about it we should worry about. 

Well, I think yes . The trouble with &Of excess 
profits tex, you have to decide on all of 
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these things that have been .. ntioned, it 
is necessarilr .ore or leaa of a .. at-axe 
proposal. It auggeah corporations of all 
sorts of oircumatancea &Dd position• and 
what not, a more or less uniform rule. 

1.58 

Now, the Tre&111117 propoad, I thillk, 1a better 
than the present liw in that regard bee&uae {011 
do hue a ll ttle slldi~ scale In there. Bu. 
I think it unquestionabJT would be tl'lle that 
the corporation would reflect - tor lnatana., 
it it refunded a certain bolld iasue and saTed 
s0111e _,ney on the interest, that the effect 
alght be to create an excess profits at a 
hi~ rate of tax and hence you had better not 
refund the bonds. 

The effect o! the thing, I think, will cer­
tainlr be to make business interpriss much 
more conservative because the penalty for 
making money is going to be pretty severe. 

Did I interrupt you? 

Ko, not at all. 

I thlllk the place that Roy is going to han 
the aoat difficulty is - lf aDT one of you 
could be drafting on that - is on the aug­
geationa for the changes. He is going to have 
his gre&teat difficulty there. 

You need to suggest, tor your purposes, much 
110re than this last year' a u_,rand1111. I 
don't think I would because the thing has 
got to be redrafted. There is a terrible 
lot of det&il work to do. 

Ther don't want us to do that. They said 
just make the sugge1tiona. 

You are not charged with that? That is not 
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,our respona1b111t,? 

Well, !,wondered if we gaTe, sar, Roy, until 
three o clock, to haTe something again, and 
then we coul d meet again then. I would l ike 
him to - to get what JOU fellows han got and 
what Gaston has got so he would han the bene­
fit of that. ~be .. could just sort of rest 
until three. 

Gaston ou~t to be able to help hia a reat 
deal b7 dictat ing a couple of pages o 
introduction to this. 

You haTe got same of that ~· 

I had something in here , but I think maybe 
I can do better than that. 

(Yr. Kades handed cow of Ur. Gaston' s memo­
randWil to the Secretary.) 

This is Mr. Gaston's? 

This is Ur. Gaston' s and ours combined. 

Is it part of Ro7' a job nolf to analyse the 
July 1940 statement as a proposed r1111ed7 &lid 
aee how that would work in? 

Yea. 

Could 70u people be back, sa,., at three? 

Greenbaum: Yea. 

H.M.Jr: Does it make it a little better for 1ou people? 

Greenbaum: Yes, it would, unless there is somet hing you 
wanted of us. 
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I thlllk 1t 1011 OCIIllcl be baolt at tJuo11 IIDleaa 
you han got 10111th.J.u you wut to auggeat 
It el ther ot 1011 thlu w ue ott on the ..;ong 
toot--

No, that makea real aenae to me. 

Thillk we are ott on the WI'ODg toot? 

Xnollenberg: By no uana .• It h e:roellmt. 

H.ll.Jr: 

Sullivan: 

H.Y. Jr: 

Geston: 

H.ll.Jr: 

Foley: 

H.V.Jr: 

Sullivan: 

I th1nk lt we will juat adJoum now. 

Get thla thl.Dg ot Gaston ' a to Roy now, 1dll ;you, 
John? • 

Yea. 

Are you going to do something on the i ntro­
duotol'7 paragraphs? 

Yes1 there is something of that in here, but 
I nll go at that - it 1a wonn in with some 
etuff about the present excsss profits tax 
law, and I think we want to eliminate &ll 
reference to suggested changes or what is wrong 
with the law in this int roductor;y paragraph, 
but just try to atats t he orisle we are iD 
ana the need tor aaoritioea. 

ire you happy aa tar aa we han gone? 

Yes, air. 

How about you, John? 

I am all l"ight. I can go ahead on the plan 
last rear on the basis that we haTe been dis­
ouaaing todar, that it ia a meat-axe proposal 
and th&t we are now in & national emergency 
and we can' t be concerned with the niceties 
ot the a1 tuation. We will han to aak tor a 

/ 
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lot .noe .. .,. than tluoee aDd a halt billion 
dol.l.&r1. 
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'fell, I think 1t will produce more money, but 
I think .. will need it, don't we? 

11h&t? 

It will pl"ocluce it, but we need lt, don't we? 

To fill the three and a b&lf billion dollar 
propa1 _ ~ 1a allklng for me blmdl'ed thlrt,­
four al.lllou froa tlie oorpon te tuea. I 
think we ..,.. golllg to, 11' thlf adopt our 
.ugge•tion here - they al'l going to produce a 
bill that will yield at lent a billion and a 
half, and there ia no loae there. We will 
han onr four billion instead of three and a 
halt billion. 

What does the present proposition contemplate 
producing? ib&t is the estimate on tllat? 

Niu hundred thirty-four aillion. 

Froa excess profitl, how .uch? 

Between fin aDd six, im't it, John? 

We wlll oollect in tiacal ·~. lix hundred 
anenb'-fin allllon, but the calendar '41 
liabilities UDder the preaent ~ are a bil­
lion twnty-fin alllion. '!'bat il without 
&IV chaugea in the law. 

That 1a an aaslllg increue, ian't it? 

It 11 Tel'1 llllCh higher • 

.lnd thia will briDg it IIIUCh 110re, thla plan. 

·'-
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I had DO idea it •• aa big u that. lb' golh 
1011 ued to talk about two hundred aJ,lllon ' 
whlll I •• a bof. 
Won't 7fll1 be up ap1D.at th1D.g• there then? 
You lll'l ptt!.D.g .aoh 110re thiJl n1 oont­
f~ted, IDd DOW 10U lll'l oritioising the faot 

t 1t ia't rrriJllll produo1D.g moagh. 

Jo, DO. 

'le are apeD.diD.g fort)' billiou now. Last -
aer n nro apeD.diD.g tour . 

Eddie, let ae get thia to you it I •1· This 
11 the th1D.g that I thillk you just can't 
defend When the man on the street understands 
it, IJld that ia how some of theae ver1 big 
corporations with thue - get a'nl" with what 
thq are ring to get under the present law. 
I aean, i will aeep down, &Dd the people are 
going to sa:r, "Well, why does auoh and such a 
corporation uke such and auoh abnoraal pl'Ofits 
wha we• - I keep talking about the soldier, 
and hell, he ia the only fellow todq thet ia 
doiD.g lllf1:h1D.g to 1D. an;r wq aaori ti ce. lhen 
I have got to give up 111 nice three or tour 
thouaand dollar job, rq&ole tut!ll'e, 1D.tertero 
with rq whole Ute and go out and work tor a 
dol.lu a a.,. low, wban thoae thiD.ga oau 
down, I juat thillk it ia goinf to .U:e tor 
great diaaatiataotion and rei l1aanea1. It 
Ian' t juat - I aa not juat think1D.g about how 
ach IIDD.If we are going to take in. I IIR 
think1D.g about - here JOU are oall1D.g on 
theae tellon to do thil thing, and nobody 
is trring to make up the difference to thea 
nCIIJ. Juat because they happen to be under 
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B. ll. Jr: 

Greenbawa: 

B.ll.Jr: 

Greenbaua: 

B.ll. Jr : 

Greenba11111 

H.ll.Jr: 
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& oert&la &p u.., .... pt to ao lt. 
I •ere• tbat c01114 11e at .... .a. ~~at 1t .... 
to .. th ... 1a a-.Wu that baa liMa on.­
lookea ln thia atat-f. It 11 tne tut tJa1 
etr111 11 011. the ~1t1ea ot tU ~aat 
lawi but the aaol'ltloea 7011 &N propoq to 
oal Oil people to .ake 1a DO AoJolftll oca­
p&Pid to 'llb&t the IOldliPI &ft 4olq. It 
11 a aaorltloe tbat otur ~ IIIIVI ..._ 
tbat lur ... todq ..t~u. IrJ1N ... pttlq 
iaoau like t:het 011t ot rt - I WU ,a 
abould ltPIII _, .. the J.uqullt111 Ill~ 
the prOYlalOIUI ot the tu law &ll nll u theM 
other Aoritloee. 

I agree with you. 

Showing th&t everr tax ~II' h todq - all 
except those who are be ~referred ~ thie 
inequality, are todq mat ng eaoritioea. 

Yea. 

I th1.nk it 1a Ter'f lllportant to lhow, partiou­
l&PJ.7 1n the light ot tho11 t igurn that John 

CYI, 'llhioh nre a big IUPpPile to u and to 
... u too, that tax pqere todq on the 

exoeae profit• tax are p~, and JOU can 
..,, •12lt~rf'llllT pqing, • lUge I1DII 1n tU 
fora ot 11oritiot1 and what not, and the idea 
11 to Mb tholl who ehould be pqillg it, ao the..... 'l'hat -.q be & WOP rlnt, but I 
thlnk it 11 illportut to get i ln. 

I think lt 1011 two 'far De~nt tellon will 
oa. baok here at thrt1 n will han ,_thing 
tor you fUrther. 

O.I. 
Gln .. oredlt tor the taot that I g&Te 1011 ott 
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H.li.Jr: 

llaglll: 

-60 -

troa tweln to three tor lUDch. 

(llr. Greenba1111 and llr. Knollenberg lett the 
oonterenoe.) 

I think I will break th1a up now. 

164 

Now, Ros, how oan I make the 1101t Ull ot :rou? 
Do ;rou want to go 101111where and r11t? 

!li.I teel ~11. It 11 juat ., e:re, that 11 

/ 

.. 
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IXCISII PIIOn!l !AX I!ABiiii'i' 

Ia reopoaoo to ~ k1.t 1aY1,at1oa or ,.., Gbalrsaa, 

U 11 A1 4111rt th11 110raiq to 4110&11 WUla fO& ~ 

opeo1al •a:u.uoa or oona1a k1.to or protlh, oo-alr 

rerorr.4 h ao oxoou preruo. I Hall n41anr to 

o~tllao \he prlaolploo Wllloll I -.11••• ohoa14 109•ra 

the ta:u.Uoa or OXOOII protltl, to 1a41oa\o Nopooh 

1a Whioh \he proooat law fallo to aooor4 wUla thooo 

pr1oo1pl oo &D4 to 1&&1'1\ Yari .. o pooe1~lo ~·• Whioll 

the Oolllftll _, wloh to ooal141r. 

Ohapter I - Pr1ao1ploe 

AD7 41par\'IIJ'I troa the aoaeral ta:u.Uoa or oorporatl 

prot1to rerloo\o a bol1ot that ooao k1a4o ot prot1\o aar 

bo appropr1atolr oobjooto4 to heaY1or ta:u.t1oa thaD otlalr 

lt1114o ot protlh , oUhor booauo of ooae14oraUoao or 

oq•Ur, or booa- ~ ottoou oa tho ooo110111 or 1apoo1q 

tuoo oa oaoh protUo woa14 bo loll b&Nfal thaD ra11111C 

tho lUI aaoU\ of J'OYI&U f- Otilll' IOVOII • 

1 , Doroall prtt1U 

!ho tiro\ \JPI of prot1h Whioh ohoa14, la a por1o4 

ot th1o lt1a4, bo 1abjooto4 to opoo1al ta:u.\1oa ooapr1ooo 

tho prot1to Wh1oh .., be r.aooaabl7 a•tr1boto4 to the 
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tett .. • P"IJ'U· ... ~ Jlftf1h are M1 ...... en of 

tilt eaor1t1o .. of Ult peeplt u a 'ftole aa4 will& M , 

~tlll'llt4 to the people 111 tu .. , 1uofu •• .., M 

po .. 1blt w1Ulo•1i ... v.,. ........ 111'7 11101111:1~ .. .. 

pro4aoe &eftlllt po4•. 

111 a -JorU:r of -• u 11 110' peau~o w 
4UUap1u proo10ol;r tho o44U1aaal. P"tlh bo to 

$M ttttuo propoaa, 111100 , ... lffooh 1f &efoiiH 

apell41 .. are 41fta•o4 thi'Oacbft' Ulo Wlllle ooo..t.o 

IJI1itll, I\ 11 IIOOOIRl'J' 1 UMN1ql:J 1 h approzlaa'o 

protlh bo w 4•feuo ll:r •••..tac tha' 111 p11era1, 

1oorea••• 111 prof1'• 4111'1111 4oftiiiO por1o4 woro a .. 

t o Aefouo. loao rol1of oaa &114 •ho~ M ,...,o4 

Wbo~ u 1• oloar \hat noh 1• ao1i 'h• ... o. lllall1111i:r 

to 411Uap1u Ju' ..... , are &efouo prof1h IIlio~ 110' 

thooUJ'OIO u fro. nbJooUac a... w •peo1al tueUoa 

•••• •• 1ibo P1ek of h1'1i1111 .... aoll-&tfOIIIO prot1'•· 

2. PI'OtUI 1a ODOII of a rot.ra Oil ~OI1io4 
!!J)iGi 

!be ot!lor k1114 of prot1 '' \ha1i oaa proporl:r M 

tabJeoto& to tpeolal tua1i1oll ooapr1•o• prot11i• 111 

•x•••• or a roa1o11ablo rot.ra 011 1aYot1io4 oap11ial, 
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......... or .. , UU.a "'- ... .....a pl't.N' '- ~ 

per1e4 ot ._ utoan pnpu. !M eunoan ot ••* 
prot1 u, 11h111 otha Ml't. ,_., .,.. 1a YOI'J •-1'011• 
oa11 • 4u 'o aoaopol.7 , U,OI'foot _,.u Uoa, or lau 

&a4 OllaaOI 1 aa4 80, '0 UJ oaUtu411C Hn1H to till 

publ11. ~II OZOOialYI pnt1'1 Npi'OIIBt 1a 1arc- part 

aoatJ takla troa ooa .... r• 1a •sao•• ot till ..... , 

attoll&l'1 to p&J tor tho po&a or 11n1ne. Willa tlll 

lapll'ttoUou ot oar ••~• aaokiae ponU We '­

ll&ppn, u 11 oquUaltlo aa4 4o•1nltle tllat no uoo11 

prot1 U ltl ••bJ .. to4 to 1po11a1 tuaUoa. ,... ........... , 

at a t 1at whoa ht&YJ taxo• .. ,, ltl 1apo11& tboJ lhoal4 

be 1••1•4 Wbol'l thor w111 ba•• 'Ill 1•••• h&l'ata1 etteote 

oa eooaoalo aou YUJ. !o tuo aa 11pn1a117 lup lbal'l 

ot t ile pntUo 1a ouo11 ot a naooaoltlo "'111'11 oa 

1a.,.tte4 oapUal wlU ut oaan UJ _,.alii '- p 

late 'ballkftphJ or to rdaoe .- .. .,. ot tlll1r uurt­

uu. 
I aa &WBI'I that oxoo••1•• prot1•• aa4 tor tllat 

aaun 'he oxpooto& &otoan profUI hen ltl .. H aaUo1-

pah& ltr till t1aaao1al .. -ur that 11ovUJ prt.o11 

II&.,. ltloou a4Jaato4 to thoa u4 tbat till 1apoo1Uoa ot 

t11&10 opoe1a1 •au• u.:r bU •- owa•r• ot oorpont• 
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110VlUII llai'UI' tMa 1~. ftlll w .._., 

eaUH17 Uel'lp1'4 I'Uia Yll'l& 1a,ll'llh, w -· 

r•••a'lllr 'ha' .. llpll&Uea u ...... u1. .. ..,_ 

p-ull•• .,., 11 •au• Q.leb a. .. ••• unv'b till 

u\ab1UII.M 1a''"''' .r luella' PIIPll. 

I U alii &ftl'l Ula' , ... &pplli&U• If a. 
p1'1DI1p11 If ~ pi'Of1'1 1a lz.lll If a l'l&l..ab11 

1'1\VI 11 NpUal 1a .. 1ne a1tf1•U111 If NUl Ullei'J 

u4 Ullllll... . I feel eve ,~~.~., w ell.o.U ao\ au .. 

\bill Uffloal\111 \o 1\&111. 1D \be W17 If e.r lllkliC 

\o aUIJ.a \be u1a e'bJIIUYI, ulD17 \11.1 epeo1al tua­

Uoa of pl'lfUI Q.lell. 111.1Dl4 'Ill nbJII\14 •o 1.011. 

\auuoa. 

Gllap\n II - hf11h ot •• m•••' law 

Ia till llp\ ef till pl'laolple• tu• e\ahlt, I 

Willa \0 IDalDI \111 1&1111 pl'lfUI Mx laW .. liM 1&1, 

·-·· ..... 1a ... , ......... 1f ..,, u falh •• 

oorreepeaa to Uaoee pl'laelpl.ee . 

1. h1lve •• Haab lal'p parte ef ... f••• pNfUe 

!'11.1 &alii ll'lt'UI taz AI' If 19110 -· I 111&1' 

•llPH111oa of Coap .. .tollal u•••• ,~~.~, ~efUI po111ac 

OD' of •11.1 aeteUI ltfll'\ lll.oal4 'Ill la'bJII\ \1 I:UIII 
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pretU• w.a. fM law, ......... 11u .. , Mlllne& .._, 

tbJ .. Un . 1laa1 ...,.ntlou tllat AN •• l'ftMl.-1 

btattU1 .. 1 .. at a. a.taa .. ettan u& tlaat 111114 1up 

so••r ... at DO&tftltD &N PAJ1&1 11''11 II' M IZIIH 

p.rotU• •u. 11M fl ... , .. ..,...u ........ , 11117 

uklll& 110ft protUa t11a tllil7 &a 1a MN&l •s..• "' 
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... t111Cl1ac u ..... ..., - tJipUII 1& •rt.• .. tUl • .. , .............. . 
Ia ca. •-•••" et ezeeaa prott•• w.a ret.ra. aa 

txaa1aa•1•• laae -... .... et ,.-11•~ f1aaae1al &at& 

for oer•u• eorporaUoaa. Oae _,.., whJ.Dil, 'lamp 

ll&l'oh )1, 1~1. lid. rDH1n4 tn.ooo,ooo of tef••" 

ooa•r•••• &D4 who•• prof1'• 1a 1,-e were aore t1aaa 

) ,000 pereeat 1arpr \baa 193' 1• nbJ .. , ' ' ao ex ... , 

prot1 h taz wbahnr Oil 1,-o e&Nlap . ftD f11lalle1al 

hta ef oae ef tile larp 1atepoaW '"'1 Millin' .. 

whioll laaa rDH1we4 aearlJ .-oo,ooo,ooo ef &afDDM 

OOUI'Dth 1D41oatt tlaat 1 te eara1act 1& 1,.. Will be 

•• .. 17 200 pereeat larpr tllaa 1D 19)' u& tlaat U will 

aot bt ••liJ•" •• ezee•• profUa taz. u 1• repone4 

1a ••• of ta. t111&11o1al pel'1t&1eala that •&17 5 eat ef 

12 larp 1atepoate4 •tell -paa1•• Will M n-J .. t ' ' 

Regraded Uclassified



UOIII pretUI \az II .a. l- 1t 1,.,.., lll..a.·p 

1\ wlll 'Ill '1111'111 la alllll bat .a. n .. 1 MllfUlll 

1.86 

11an lD IIMrlll J'l .. ln4 llap ....... 1t 4etlaN 11'&1r1 . 

"-11 leapaalll lle.pl IZMII pret1tl tax 1D wbl11 

or la part: '111-•1 1t .a. 1111-M ot a ala~ eNU' 

of 4 per•••' It 11lY11h4 oapUal. N• pNY111n wu 

ianr\14 'by tu CloJICNn ut; t1 pretu' t;lllll .. rpe...­

Uoae, '*' w &14 IOJ'Peft\loae t;llat; wn n1111 ... 

IJ'IWlDI• ~ fl ..... , II' 1D a &lpNIIM eollllU•, ... 

\hat a eeb& t;lll llt1p.u'4 1t a aiaiaa u\&U4 renra 

oa 1Dnde4 oapUal . "- law 41& not: 411Ullpilla &MDI 

Ua41 If oorporaUoal aa4 &I a rUIIU 414 not; eUUr 

tax tbe 4et•••• protit:a or &Aiq~~&t:ely preteet: t:lll oorpor­

at:1on• aee41DI ae1iet:anoe. 

We han HID 'blaieged by lept:iAaU NC(Uet:l til' 

relief . Aa uea41ng bill wae peue4 1D llaJ'eh ot t:ble 

7ear to pn .. oh 1'111et aa4 \Mn 11'1 eUll e&H• not: 

pro•1414 tor. 

2 . &so••• !i'tltl o\Mr t:IIID 4efeaee pref1te 
aot tax 

Allo\Mr ur1ou ehonooaiaa ot t:lll 1~ exon1 prot1h 

tax l aw 11 nat: protUI 11 IZNII et a NaiOD&bll Nh.nl 

oa 1a.uw4 aap1 t;a1 11'1 aot ••bJeotl4 to t;be tax 'U.len 

IIIOb prot1t:l aliO J'IPJ'IIIDt aD 1DOJ'eall ITIJ' ~ prof1tl 

\ 
• 
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or tho ba.. per1o4 . ror ozaaple, o11o eo11PU7 Whloh 

ur11t& 4ar1q tha baoo per1o4 u anr ... of appro:Uu.tol7 

37 porooat oa ito prooent iiiYOo\o4 oapital Will bo troo 

troa tu oxoo .. protib tu o11 i11oo.o 1a U7 J•ar oq•l 

to approziaatolJ thio 37 per•••' ('bo &Yorap oarn1qo 

oro41 t boiq olll.J ~ perooat or 'he baoo per1o4 oarll1~~p) 

u4 w 111 bo tuablo olll7 oa ouoh 111oroaooo ill 111- ao 

u .. , OIIJOJ. !be fUlvo of the law to roaola a 1arp 

porUoll of ozoooo prefUo wao 4v to \bo pronoloa or • 

oro4U tor ner7 oorporaUoa oqu.l to 95 perooat or Uo 

boll per1o4 oa.na111go, regar4l.eoo of tho 81&0 of thooe 

oarn1ago ill relation to 1tl 1DYioto4 oap1tal. 
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IIIIJr: 

Opera tori 

IOIJrl 

Oraot 
1\lllJI 

IIIIJr: 

! I 

IIIIJr& 

!I 

IOIJr& 

Tl 

IOIJr& 

! I 

RMJr: 

!I 

! I 

IIIIJr& 

T: 

RMJra 

! : 

Ballo. 

11111 '!1111J. 

Ballo. 

Ballo. 

Gtoaoat 

Yaa, Ill'. llora\arf. 

Good nllliq. 

Goo4 naaLDc, 11r. 

Goo4 attemoon 

(Laupa) 

.., 15, 1~1 
11)2 , ••• 

You'll ba eaa1ns tha Jra114ent, 
wont JOU, eo•tt1aa tb1t atternoont 

Xu, I azpeot, probablf about tour 
th1rt1 or quarter of t1Yt. 

Qoo4. Wall, DOW baYI JOU 10t I 
penoUt 

Yu a1r. 

I '• bq1Dn1DC to "' 41Jl11ht on 
our tax etat .. ant . 

Yae. 

An4 we'll 1urtlf bin 1t raa41 
bf tan to .. rrow .orn1ns. 

Ye'•• baen work1, 411 an4 n1pt. 
I'll either 1an4 t oYer or br1ns 
1t oYar, WbiobiYtr 11 aae1er tor 
h18. 

Ytl. 
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JIIIJr : 

1' : 

RMJ r : 

f l 

HJCJr : 

fl 

HliJr : 

t : 

IIMJr: 

T: 

IDCJr: 

!: 

IIMJr: 

'f: 

JDIJr : 

- 2 -

Xou aight rea1n4 b.1a I ban not 
4ieou .. e4 ~·• (Lauch•) wUh b.1a 
1in01 JulJ 8, 194Q. 

I 111 11r. All right. 

And tllat we so on the R111 llondq. 
'l'btJ po1tponed h unt11 llondq. 

!ill llondaJ' X11 11r. 

Douehton wa1 wndel'tlll. about u. 
He did 1t in a ftJ tllaf there oolll4 
be no - well, he d14D t lit out tllat. 
we weren ' t rea4J. 

Xee, I , ... 

But 'tlbtD WI SO liP lloDdaJ , I ftllt 
to ban lul.lhan to be able to NJ 
that hi' • talk ins. 
Yea. 

Both tor tilt Pree14ent an4 tor 
IIJIIlt. 

x ... 
An4 it the Pree1dtnt could SiYt 1t 
a little t1at .oae tiae t oaol'l'OW 
aol'll1Ds, 'tlbJ , it would be nl'J helptlll 
to ••· 
All right, li.r. Let •• call J OU back 
later In the atternoon or 111'17 ••ID1nl 
and let J OU know. 

I - I would taJ :rou s o t the piotlll't. 

x ••• 
I oounted 1t llonda:r, 4ea4Unt, Wb.1oh 
we llaYI now - I atan we could put dOwn -
But JOU will llll'tlJ ooat llonda:r, and I 
eaid poe1 t1•el:r. 

Xtt. 
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!I 

JIIIJr l 

Tl 

JIIIJr l 

! I 

- '-
Ull lulL 

Aa4 1t tho •no14en' wUl tie a 
11 Ulo aoaorou, _, 8qM be 
ooul4 belp ao aot 'llr· 

All l'l!Ebt, llr. lo•ourr, I'U 
1190 b!a tho aoo..,o. 

'ftlaak , ... 

All riP'· all'. 
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RE TWS 

Pruent: 

H.JI,Jr: 

Blough: 

B.V.Jr: 

Blough: 

llagill t 

B.V.Jr: 

Sullinnt 

lla.glllt 

Gaston: 

liJ'. Jlagill 
liJ'. ShOup 
)(r, Guton 
)(r. rol•r 
liJ'.SallYen 
Jlr. Belnrinc 
)(r. lad .. 
Kr. Iuhn 
ll1'. Blough 
Vr. Greenbl.llll 
ll1'. Inollenberg 

llaJ 16. 1941 
SsOO P.ll. 

Dicl you haTe aoae aoup? 

lu, I 11a all right. 

I think JOU haTe got a little aore color. 

TUn hu been no tiae for coaedJ, I 11111 
UIUI'I JOU• This ie the preunt draft, 

191. 

lre 70u goiug to aake thh atateaent, John? 

I 11ill lllner JOU· Tea. I a that right , 
John' 

I understand ao. 

I woulcl haYI put ln a couple aore acljectl••• 
it I had lalo1111 that, John. 

Ben b alne. I clldn't conault Ro7 at all. 

I 
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H.II.Jr: 

Gaat0111 

H.li.Jr : 

~!~gill: 

Blough: 

Vagill: 

H.II.Jr: 

Vagill: 

H.II,Jr : 

GutCil: 

llaglll: 

B.V.Jr: 

Guton: 

Vaglll: 

R. ll.Jr: 

)(aglll t 

1.92 

- 2 -

Row let ' • tee. I han a:ot Bor Blouch 1 t 
elenn fifteen ! . II. I hue pt JOil on a tiM 
aohe4ule, Ro1. 

Now let • just get thh. Thh h 10Jll'l 
Herbert? ' 

Tu. I just gan aou llltrocluttlon llonc tM 
background line, the ne.a tor --

aa ban 7011 pt •-tiWtc, IDa, toot 

!11, air. I ....te tile MflmWll of Wa 
'bulJalu that - of Blwp •· 

!11 11 lA with me. 
I wrote it with Blough. 

It ia aelaea in here? 

That h right. 

But this is s eparate? 

That la aeparate. 

I t U1 be that n han oonrea the •- thlllga. 
'II •1 nnt t o out out aOM aoM 'llhere. 

ADa this h rou, Herbert, this ou? 

Tu. 

lq I aek who wrote 1our other atahMnt, 
lr. Seoretur' DU TOU ao it rouratl " 

aioh one? 

The Olll that fOU ha4 when fOU appeare4 before 
the o~ttee flrtt. • .. thtt thh ... e groap? 
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B.ll. Jr: 

Blough: 

1\Ubn: 

Vag ill: 

B.».Jrt 

Vagillt 

B.li.Jr: 

r;ubn: 

H.M.Jr: 

V.agill: 

H.ll.Jr: 

Gut on: 

llagill: 

B.li.Jr: 

Kagill: 

B.K.Jr: 

• 

- 8 -

1bo au that for .. , 

Ferdie. 

1.93 

Ro7 Blough mel loti of people were ln on lt. 

I thou&ht ~t waa an awtull7 good pleoe of 
wort. 

What .a. 7011 thlnt I did it? 

Beoauae lt waa auch a goo4 phce of 110rt. 

I aoa•t bow. BOll IWI7 people WN 1D - thatt 

Gee, I don't blow. 

You lal011 I nner write a atahMnt of ~ 0111. 

Tilt. tut. tut. 

Who waa it' I don't blow who it wu. 

Ferdie did 110at of it. 

It waa an awtull7 gooa Job of writing, wboner 
did it. 

Well, diclll' t 7011 racopbe that !lew York "rl.aea 
touoh' (Laughter) 

That h tbe paper rou lon to t o11Ch, lan't 
it? 

low, huiug identified all theae things, I 
wi ll read Herbert'• firat . 

"111 purpose todq h to dlacuu w1 th ;you tbe 
proble• of corporate taxation ln the present 
eMrgenCJ· What I ahall han to aaJ h 
IUppletaeDtUJ to the atat .. ent llacle b7 
S.cratUJ Jlorcanthau when the current bearing• 
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Guton: 

H.ll.Jr: 

194 

- 4 -

.. re opened azul to the lliUIItlOD later laid 
befo~a JOU on behalf of tii Tre&rurJ Departaaat.• 

You don't e&J UQ'thing about loolle or Benclereon 
here. (Laughter) 

Ho, .. are not npplaoting tla-. 

Oh. 

•Before att-.ptinc to rnin till pre11nt 
pronl1011e of la with r11peot to oorporat1011 
tazea and before offeriac euggeetiona in thla 
field, I nnt to aq eOMthing about the 
aituati011 which OCIIfl'ODh Ul and Wei urgentlJ 
DICIII&l"J the work JOur oo.al.tt .. 11 uncler­
talcing. 

"I clOD' t think •e oan uke &nf proper approach 
to our problem •ithout bearing oonetantl7 in 
alnd the faot that •• are in the aidet of a ••rr urioua national eurgenoJ. 'le are under­
talcing aa a llhole people to exert a aui- of 
effort for the national defense . ie face the 
urgent need of great additional re•enue to 
finance that effort. 

"The Treaaurr il called upon to •et expendi­
ture• ueater than han enr b11n •cl• 1D the 
nationT• peacetiae hletor.r, and probablJ greater 
than at &DJ U• 1D our hietor.r, in puoe or 
•ar. lt auch a tiM •e oan not expect to relf cn 
norul aource1 of rennue or be o011tent with 
rennue in norul •ounh. We 8llt adopt 
extraorcllnar.r MIIUNI to deal with 0111' extra­
orclinar.r a1tnat1011 • 

._, can not expect to de•i•e aJainleee tax 
bill, nor one that h tree of 1 inequitiu. 
That is not poaeible at &Df ti .. , and it is 
certain17 not poaeible in the light of our 
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llagi ll: 

Gaaton: 

H.ll. Jr: 

llqlll: 

R.V.Jr: 

Gaston: 

H.ll.Jr: 

- 5 -

pruent u .. d. .&11 that .. 0111 hop11 to do 
ia to ainiaiae 1Dtquitha llld to aiatribuh 
the burden 11 fabl:r u w hnwul:r 0111. 

195 

"The situation otlls tor eaoritioea. 11 
Seoretu;r KorgiDthau hu alread:r told ;rou, .. 
heve hed unahhkable n idtnoe thet tbe people 
are willing to aake aaoritioea aooording to 
their ability. 11 we oell upoa th• to lllke 
tho11 eaoritlou H ahould acain, u tar u 
bnw•nl:r poaeible, .. aaure the aaoritioea w 
oall upon thea to •kl aooording to tMb abillt:r 
to •b th•· It IIIU to • peraiaaible to 
reaiDd oarael,.a that ontaide tbe t&~ field 
greater aaorifioea are beiug aaked IDd .uat 
be aak.a. There la no balia of co~~parieon ot 
the ncritice of tho11 who are uked t o ez~• 
the ooaforta of a job and a ho.. tor a aoldier 1 
p&J 1Dd a soldier'• hardship• with the aacrifiot 
ot tho11 who are aakad to pa:r e~en draatiotll;r 
higher rates of tax. 

"To obtain the revenue we .ust have for sufficient 
support --• 

lla:r I 111gfllt that ;rou change 'oollforts" to 
'hourit;r. 

'"· 
I think "ccatorta" haa a connotation. 

I think 'houri t1" la a batter word. 

j],l right. 

That ia all right. 

"To obtain the revenue we .uat ha~e tor antfioient 
1upport of our defense effort we need to inoreaae 
eubahntitll:r the ;rhld ot our corporate tuu. 
'fa have alraad;r augguhd and the c~ttae ia 
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Blough: 

ll.li.Jr: 

Shoup: 

H.!I.Jr: 

Shoup: 

R.II,Jr : 

Shoup: 

H.II.Jr: 

Shoup: 

H.II.Jr: 

196 
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oona14el'l~ baaYJ laoreuoa ln tu11 upoa 
in4iYi4uala. OD tba baale ot abillt7 to p&J, 
•• oaa ta1r17 oal1 up011 oorporato tarDlDC• 
to boar • larger aaaro ot tbe 1oaa. 

"It 11 1D tho light of thoao ooallaoratlou 
aad, boal'l~ ln llln4 that lt h tho !nanr,'a 
N1iOIIIib11ltJ to .-ko l~ltlODI &U to 
analfM tho ottoob ot tu 1awa ad propo1011 
tor oh&ngoa in tho 1 .. , wb11o it ia tho 
oalldttoo'a ro~poulbllit7 to prepare tu 
billa, that I now wllh to otter - -•t OD 
tho . uhtlag law ani llldlltlODI u to llow 
a44i tloul NYODUO MJ M obtalui. 8 

Well, that h a gooa atart. low, Mr. BloiiCh, 
if JOU will road JOur a, plta11, wo will bo 
glaa to llahn. 

Now, thh etarta out --

:Bxoueo 1111. Shoup, hae eoMb047 ginn JOU 
tho baokgrouna of what happonoa thh aorning? 

Yoa, thank ;rou, Vr. Seorotarr. I han all 
that, I think. 

So I needn't bother? 

Yea. I know what ia baok ot it. 

You mow the backgrOWid 11 Juat oae word, 0117, 
hoa4aoho. You (~oup) are all rlghU 

Yo I· 

You oaa go right along w1 th ua. 

~ito. 

Fino. Di4 JOU ooae down b7 plane? 
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Shoup: 

J!,}I.Jr: 

Bloug)u 

B.li.Jr: 

Blough: 

- 7-

t .. , 111'. I OIM dcnm thh •PDlAc· 

Wtll, I appreolate it. 

'l'h11 h th• eltnu o'olook batt plu a p• or two at th8 begllllllJI& b7 lli'. Jlldll 
plDI lllgettiOill IJl4 Pl'lillODI bf lfaaill 

1 

Alld !liUNPt Dlul a tall a tbat wUD~t • 
at eleYen o'oloot. 

A tall aa br Blnch. 

Blncta, S~a~Np, aa 111c111. 

197 

"Toar eo..lttee h u1111 acqed 1D to..tatlllg 
ohug11 1D ov tu: ~ta to aoo011plhh two 
alu objeotlwu {1) to prona. tile total 
reYGUII that we ued to enable u1 to tlnanoe 
the &l'tat dtftuae e~peuditurea that we are 
ooamltted to aake; ua {2) to aaaltt in 
llalntalDing the eoouOIIio health ot the nation. 
Our people know that we are taoed with a great 
challenge. Ther know thet great eaorificee 
1111et be •d• and tber are prepared to aka 
thea. Tber relr upou Ul 10 to plan our tlnauoial 
progr• that, hllllner unre lh burden• .., 
ban to be, thar will rut fairl7 ana juatlr 
upon all lndiYiduala aua all butinauea. 

•The tu: progr• which rou will propou will 
uo11aarllr oonaht of JU111 eleaaute. 1117 
ou tu:, Yiewed b7 it11lt, .., appear to be 
etrlngent ana oppreuin. lil -..t be Yiend, 
harner, u parh ot a whole. !hue are war 
tiua. Tu:11 that would not be propo11d in 
peaoe t1a11 are a neoeui tr uow. we cannot 
g1Yt tfftot to all tboae nlottltt ot ez-.ptlone 
and saYing clauata that are appropriate to 
eatler oooaalona but tod&J will defeat our 
enda. 

/ 
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"I han been atked putloularl{ to tlhnu the 
eXOIII profitl tax, flrat IDaO etl in the fall 
of 19..0. Our nperhnoe wi tb it h ttlll 
11111 ted, !or IIID7 of the return• of th• lug .. t 
corporations haTe not 71t betn filed. IDougb 
han been filed, howner, to OODTI.Doe Treuurr 
offioial• in obarge of aa.tnittratioa that 
haportant ohangee in the la ••t bt ..ae I.D 
the intere1t1 of fairn•••·" 

lxoue• u. Treuurr offioiala in oharge of 
dainhtratioa' 

Well, I put that in beomu I thought that 
na a - if rou nnt Internal Rnenue offioialt, 
but I thought it would be Will to let th8a 
undentand that thea• auggettiQu .. ,. ooaing 
froa the gran roots, 1t rou like, troa the 
people who are actuall7 in charge of aa.tniater­
ing the law and that ther were not aoaebodf'• 
academic theoriea froa the top, aoaewbere. 

Uke ae? 

Yea. 

O.IC. 

Uke Shoup. 

Bow tl'Ue. 

All right. 

'We are collecting larc• 111111 b7 uau of thh 
tu but the proflh of a potl 1W1.J other bull· 
nen tlraa are going ent1nl7 untaxed, altboo.lda 
those profits appear exc•••1Te b7 anr •tandaraa 
I ~ow how to applf· Here 1• oertainl7 a place 
to broaden the bau, Sllrelr the akill of thh 
Co..ttt•• and ita expert• ia adequate to thl 
tuk of bringing within the tax the mom caaea 
Of eXOIIIiTI buai.Jlell profitt. " 
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Excuse me. I like that. This ia the place 
to breeden the base, and not on the poor 
fellow. That ia good. 

I didn't get all JOUr raaarks. 

1.99 

I eaid, I like this. Thia ia the place to 
broaden the baae, rather than dolnf it on 
the poor aan. I Man, that la wha this saJ•• 

Tee, I underatand. 

I 187 I lib thh. I uan, there has been 
all the talk about broadening the base, but 
whenenr the7 talk abont broadening the base 
the7 mean increase the taxea on the poor aan. 

' want first to outline the principles which 
I belieTe should goTern the taxation of excess 
profits; second to indicate respects in which 
the present law fails to accord with those 
principles ; and thl rd., to suggest various 
possible remedies which the Congress may wish 
to consider. 

"I - Principles: Under present conditions 
some kinds of profita aa7 be appropriatel7 
subjected to heaTier taxation than other 
kinaa to get a fair di stribut ion of the burden 
and to aToid unfaTorable effects on the defense 
program or on business in feneral that would 
realllt if the rennue had o be raised in I 
other W&Je. • 

Juat one eeoond please. O.K. 

That is Shoup. (Laughter) 

"1. Defense profita: The first type of profits 
which ahoU!d, In a period ot this kind, be sub­
jected to epeoiel taxation comprises the profits 
which a&J be reasonabl7 attributed to the 
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aet... pro gr... Slloil profl te are be lug ..a. 
oat of tbe aaorlfloea of tile people aa a wbole 
and aboulcl be retuned to tile people in tu11, 
lnaofar aa -.r be poaaible without cleatroJing 
neOtll&l'f inoentlYtl to pro4uoe clefenae 100cl1. 

"'n a uJorit:r of ou11 it h not PC!IIible to 
cliatlngulah with perfect preoialoo the additional 
protlta claonatrabl;r clue to the clefenn prograa. 
The effeota of clefenae apencllng are diftuaecl 
throughout the wbole eoonoaio IJ'Ita. It h 
neoeaaar,r, aooordingl:r, to cleter.lne profit• 
clue to clefau b:r aaau.iug tbat in 11neral, 
inoreuea in })roll te clW'lDg tiM clef an pel'ioa 
are due to delmu. SoM relief oan ancl ahOilld 
be granted wbere it la olear that thia ia not 
the caae. Inabilit:r to dlatingui•h juat wbat 
are defense profits should not diacourage ua 
froa subjecting thea to special taxation eYen 
at the rlak' of hitting aome non-defense profit•. • 

Who ia thla? 

I gueaa thia i• .oatl:r Blough, with reYiaiona 
b:r Magill and the others . 

"2. Profits in exce11 of & return on inYeeted 
ogitil: the other flDd ot protlh thit can 
properl:r be aubjeoted to epecial taxation are 
profits in excea• of a reoaonable retum on 
lnnehd capital, enn it thia returo wu 
being earned in the 711r1 prior to the clefenae 
prograa. The exi1tence of auch profits, while 
often due priaaril7 t o good aanac .. ent, are in 
Yei'J nuaeroua ca•e• due to .onopol:r, t.perfect 
c011petl tion, or luck and chance, and not to an:r 

' outatandiug aerYice to the public. These excea­
aiYe profits reireeent in large port aone:r taken 
froa 00Diua8rl n eXCIII of the .. ount neoeaaai'J 
t o produce the goods or aerYioee. When the 
h1perfectlona of our econoaic uchine hen per­
aittecl thla to happen, it i• equitable and 

\ • 
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desirable that the exceas profits be subjected 
to special taxation. Furthe~re, at a ti .. 
when heaYJ taxes .nat be iapoaad the7 ahould 
be lnied where the7 will ban the lust huaful 
effeota. To take an eapaoial17 larfe &hare of 
the profita in exeeaa of a reaaonab e raturn oa 
inTeated capital will not oauae 11r oa.panlea 
to go into banltruptc7 or withdraw frca buainua. • 

Just a aeoona. O.I. 

"I am aware that excestiTe profits and for that 
aatter the expected defense profits aa7 haYe 
been eo anticipated b7 the financial ooa.an!t7 
that eeouritr prices aa7 han bee- adjuated 
to thea to eo .. degree. The iapoaition of 
these epeci al tuea •7 hit aoae owners of 
corporate securities harder than others. we 
cannot antirel7 disrefard auoh Yeated interests, 
but we .ust remember hat no lefislation is 
paaaed and no profreesiYe step s taken which 
does not disturb he established interests of 
some people. We submit that Yeated interests 
in high profits are entitled to no more protection 
than an lnd iYidual~ interests in a large aalarr, 
now subject to a heaYJ tax. These are ti.ea of 
war and changes .uat be expected." 

That sentence takes care of Fole7, doesn ' t it? 

That ia KagUl. 

But I mean, that is what Fole7 haa been hollering 
about. I mean, about hie twent7-fiYe hundred dollar 
contribution. (Laughter) It ia all right. 

"I aa also aware that the appl ication of the 
principle of taxing profits ln axceaa of a 
re~onable return on cepital inYOlYea di!fi­
cultiu of both theorr and technique. I feel 
aure that we should not allow theae d~fficultiea 
to stand in the wa7 of our seeking to attain 

Regraded Uclassified



H.l.l.Jr: 

Blough: 

H.M.Jr: 

Shoup: 

H.!.I.Jr: 

Sul li 'f&nt 

B.K.Jr: 

Xuhn: 

H.M.Jr: 

- 12 -

the main objeotiTe, .. inl7 the apeoi al taxation 
of profita which ahould be aubjeotecl to auoh 
tuation. • 

That cloean't aake .uoh aenae, that oou~e of 
linea. 

1Hl J'OU ub a note Ro:r - JOil.., hit 1t 
later on, but the .. lu eoonoahh - lt fOil 
hann't aalcl aOMthlDg about the Det ... 
Sartac• Bollcle plue tuatloa taking - alrtw'•c 
the ore• ott ot t!w anlage. It fOU henn't 
&ot •-thlllg on that. 

That 11 not 1D thle clJoaft, no. 

You tu ecoao.iah gin ae ao.ething on that. 
Do fOU follow .. , 

Yea, I think I clo. 

I mean, it i a a ooabination of these high taxes 
plua what we take for Defenee SaTings Boucle, 
Whioh ie the Treaaur{'' contribution towarcl 
keeling - well, to a teapt to keef ue froa 
hn ng inflation. I think it we ake - well, 
7011 aee if it ie - the taxee woulcl be whet, 
Dine or ten billion, John. 

line billion two plus the three fiTe, i • 
tweln anen. 

Let'e oall it thirteen. It ie aafe to sa7 
that we onght to piok up whet, three or four 
billion in Defense SaTing• Boncla? 

Oh, I hope more. 

Let'e aay thirteen and four are aeTenteen. I 
cion 1 t mow whether I want to uae any figure 
but I want to throw that at 7011, that we aight 

/ 
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plck up aeYenteen or ~lchteen billion, ana 
are we doing our put in takliiC out or cirou­
lation thla .oDeJ, froa lpeDdiDCo JOU aee, 

!11. You lllght not wut to u11 detlDl te 
ti~el, Kr. SeoretiJ'1, but the ceneral idea 
1a all right. 

•en we cet throvch, it I oould till a 11 ttle 
bit .a then arpe w1 th JOU whether .. ao 01' 
don't, It it oftlcl be properl7 worded I 110ulcl 
10rt ot lib to pt that ln. We Ul'l 1D the 
f!'I&IU1'1 f11l that h 011r l'llpouibillty tc .. rcl 
bepln« aW&J troa a I"'IIR&J arket. 1111 JOU 
keep 1{ 1D alnclf 

I haYe neYer aeen it fu•t put that wa7. There 
i a a definite reapona bllit7 on the Treaaur7 

, to do that, I think. 

qh Jel, IUI'elf• 

It we could word that. 

We can oertalnl7 gl•e the idea or the reaponai­
bilitJ. I would want to be a little eautioua 
about the exact figure•· 

!I'UI, but I think it would coae 1D the beglDninc 
Wider prlnciplea, alu. 

Probabl7 earlier in the •tat ... nt. 

!11, in the beginninc. I a11n, -.bat l!'e the 
ataa, what are we t!'7ing to 1hoot at? It 
would oertalnly be ••• •• •• • 

You want to guard agalnat the poniblli tr or 
thou fello• on the Bill aa7lng, •rr JOU ue 
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going to get thia aone7, MJbe tbls tu 
need not be so high. " 

Well, I don •t know but whc we get through 
I would like to haTe theae econoaiata, the;e 
tu econoaista - I would like to he&r tha 
ugue oongat theuehu, what proportion 
ahould we t&ke out ln aninga ed ln tuation. 
I llle&n, it it h a nlnet7 billion dollu oolllltPJ 
how •ch of that - what pe roent ought we to 
take out. What ehaU we aia tor! 

!CIIf, we UJ aha lt. Sllould n take tittec, 
twent7 percent, twent{-fiTe PtrOIIIt? 1bat 
ehould n attnpt to ue, JOil aee. I han 
neTer seen that put b{ &nJbOdJ traa here. 
I don't know, a&Jbe i baa been written on. 
I D aure it baa. But I ae&n, what ia a good 
eoono.,, how anch should be taken oft when 
auch a large proportion of the goode we are 
JIWlubcturing are being IIWlufactured to kill 
somebody and not for productiYe purposes . 
They all beco• froun. You han got ;your 
exceaa earnings going to ;your workers to be 
apent and how mch of that should we try to 
take a'ft1 troa thea. What? 

It ia a Ter;y real technical problea, Kr. 
Secretary. The problea can 1 t be ansnred by 
anJ one percentage. It ia going to Y&PJ with 
tlae, but I would like a chance to diacuaa it. 

• hann•t set it, and I tblnk it h an awful 
good t iae to ••1 it. 
But we don't want to calldt ourselYes to 1117 
figure r i ght now. 

We o&n talk theory. I would like to argue and 
Haten. 

• 
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a. Ju•t ftlliiM4 111'1 tlJIC a book about that 
Kr. SloratUJ, ' 

D14 ., 

Wam't that 'lllaat it .. , abouU 

.l phoe of a book, the beciiiDiJlc, 

_Ia it publhheat 

Jot quite ;rat. 

205 

Then bow lhoula I bow. (Lauchter) You han 
got i111iie iDlor.atiOD, 

I will bring JOU the fll'lt oop7, Ill-. Seoret117. 

Thank 10U• Then I u talking to au expert. 
When we get through will 7ou run a 11 ttle fol'Wil 
on it? 

I will be ney ghd to. 

Pace dx. 

"II - Detect• of the ~reaent law: In the light 
ot the prlnolplea )ua atated, 1 wiah to exaaine 
the exce11 profita tax law pa1eed la1t .u.aer, 
to 1ee in what retp1Ct1, if 1117, it faila to 
corre1p0nd to thoae principlea. 

"1. Failve to reach lar~e parte of defenu 
proti ta: The iiCt1a Pro r h fax lOt of 1940 
waa a ol•ar expre1aion of Congr•••lonal intent 
that profit• 'rowing out of the defen1e effort 
ahould be IUbJect to exce11 profit• tax. The 
law, howeTer, haa not echleTed that objeotiTe. 
KaDy oorporetion• that are the principal bene­
ficlarie• of the defe111e effort and that hold 
large goTera.~11t contract• are paring l i ttle 
or no exoeaa proflta tax. Soae of theae 

I 
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corporations are not only making aore profits 
than they do in normal tl .. a but are findi 
it necessary to expand in order to fill def!nse 
contracts. 

"In the absence of complete --" 

Excuse ~· When {OU say that "necessary to 
expand 1n order - I thought a fellow - that 
ia something wrong that they are doing. I 
don't see wbT you haTe got to leaTe it in • 

.lll right. 

As though it was wrong. What? 

l(nollenberg: I agree with that. 

!lag ill : 

H.M.Jr: 

Blough: 

Foley: 

](nallen berg: 

l! .M.Jr: 

If he can put in "and " instead of "but. • 

I don't see why it is necessary. These corporations 
not only making more profi ts than they do in 
normal times - do in normal times, period. 

~by not strike the sentence? 

What he is saying is that business i s so good 
that they are buildinf new plants and they are 
expanding their actiT ties. 

Then they wi ll come back and say, "The reason 
we are making more prof i ts ia because we are 
expanding, which we are treating as capital 
expansion. After the war i s oTer, then we are 
goin~ to lose as a result of that.• I think 
the Secretary is r ight on that. That is just 
the wrong kick. 

It hit me that way the first time . Put a 
question mark, will you? 
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lh7 not atrike the aentenoe? I think I agree 
with rou. 
Then let•a atrike it out . 

"In the abaenoe of oo.plete excess profit• tax 
returna, u exwnatlon hu been ..ae of pub­
liahed finuoial data for certain corporation•. 
One OOIIp&JI1 which through lfaroh 81, 1941, had 
reoeiYtd orer 10 alllion dollar• of defenae 
OODtraota &JII! WMit profi tl iD 1940 Rre .ore 
than S,OOO percent l arger than 1939 h aubjeot 
to no exoeaa prof it• tax whateYer on 1940 
earninga. The financial data of a large 1t1el 
COIIpaDJ which haa reoehed OYer $250, 000,000 
of defense contracts indicatl that ita earni~ 
in 1940 will be nearlr 200 percent larger than 
in 1939 and that it will not be aubject to 
exceaa profits tax. It ia reported in one 
of the financial periodicals that onlr five 
out of twelve large integrated 1teel companies 
will be subject to exceas profits t ax on the 
inco1111 of 1~0, although it will be borne in 
mind that the steel companies have in general 
receind huge mounts ot defense order a. " 

I don't mean to ju.p on the ateel companies 
part icularlr. KaJbe it sounds too much like 
that and we ought to --

"These coapaniea escape excess profi ts t ax in 
whole or in part becauae of the allowance of 
a alni- credit of eight percent of i .nnated 
capi tal. Thia proYiaion waa in1erted b7 the 
Congre11 not to protect these corporat ions, 
but to aid corporations that needed the safe­
guard of a minimum untaxed return on i nvested 
capital. The law did not distinguish among 
kinda of corporations and aa a result neither 
taxed the defenae profits nor adequatelr pro­
t ected the corporations needing asaiatance. 
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thi .LV.U exceu p prot1 ta 
in exceaa ot a reaeonable return on inYeetea 
capital are not eubjeoted to the tax ~1••• 
euch protita alao repreaent an inorea11 oYer 
the pro11ta ot the baae period. For exa.ple, 
one Oo.pUIJ which urned dur~ the ba11 period 
an •••rage ot approxLaatelJ 40 percen~,a ita 
preaent inYeatea capital will be tree !Paa 
the UCIII profit. tu On incOM in U1J ,.&1' 
equal to approxlaatel:r thh 40 percent ana will 
be tuable onl;r OD IUOh incl'lalll iD incOM U 
it U1 enjo;r. The tailul'l ot the l n to !'lach 
a large portion ot excees profits wae due --• 

There probabl;r should be a paragraph there. 

"The failure ot the l&w to reach a large portion 
ot excess profits was due to the proYiaion of 
a credit tor eYery corporation equal to 95 
percent ot i ta base period earnings, regardleu 
ot the size ot those earnings in relation to 
i te inns ted capital." 

That may not be enough there. I don ' t know. 

Well, go ahead. 

'III - Reaedi ea: ReYisi ons ot the excess 
profits tax to be considered adequate, .ust 
elLalnate the two gapa which I haTe pointed 
out are preaent in the exi ating l aw. The 
exe.ption ot defense profits made by tinas 
that haYe had large dormant inYested capital 
can be stopped by reducing the eight percent 
credit ot tax-tree earnings on inYested 
capital. The gap resulting troa allowing 
an unliai ted anrage earnings cre.dit can be 
reduced by requi r ing all corporations earning 
aore than a stated percentage on their inYested 

• 
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capital to pa7 an exceaa protita tax, regard­
leta ot their aYerage eai'Dinga. It will be 
recalled that these were the baaio eleaenta 
ot the Treaaui'J exce11 profits tax propoaala 
ot 19.0. • 

I diloonrad •~~ I got throe that I hadn't 
made 1117 reoQimelldat iona, eo ! added a 
reoa.aendati011 in pen at thie point. 

"Jnd it 11 thia plan, with aoditioationa 
diotated b7 experience, that .. auggeat. 

""In that propoaal corporation• were to ba allowed --• 

Excuse •. Do 70u go along on that, Shoup? 

Yes, air. 

"In that proposal corporation• were to be 
allowed tax tree their earnings during the 
baae period, but with a minimum and a maximum. 
Th.e minillllll waa tour percent of inn a ted capital 
with aix percent allowed on the first $500,000. 
The maxiiiWII waa ten percent. Thus, under the 
Treaaur7 plan a concern whlch earned fiye 
percent during the base period would be allowed 
to continue to earn fin percent free of tax. 
The concern whlch earned onl7 two percent during 
the baee period would be persi tted to earn four 
percent tree ot tax. The concern which earned 
fifteen percent during the base period would 
be allowed to earn ten percent free of tax. 
thia combination of a tax on defense profits 
and a tax on excna profits waa calculated to 
reach a large proportion ot both kinde with a 
mini- ot hardship. 

-onder the Treasury proposal it waa recognized 
that it buaineaaea were to be eiended and 
iu.eatora were to put new •one7 nto corporations, 
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an opportuni t7 .1111t be allow4 to tam a 
aubatantial rate of ou new oapi tal. 
TM plan allon4 an ptroat retnn 
Npjodle11 Of the duri.nc 
the batt period 011 old the Tria 
plan had bee11 applied ill pre'fio~ 
preatntaa, the tu reaulh bttll quite 
dltfere11t. 'l'lle corporatlou ch 11aa a n 17 
high rate of retur11 011 ita iDYeattd capital 
ill the baae period would haYt paid exoeaa 
profi h tu 011 halt of 1 ta illocae inatt&Al of 
OD abOilt Olle•ltYtDth UJid.tr till pNttllt law. 
Or:le of tha nupltt of a oorporatl011 which b.&Al 
poor e&l'lliJica during the batt pario4 woula 
han pala notta profi ta tu 011 onr Ollt•thil'll 
of ita l11o- ana tilt otlllr 011 abOilt Ollt•fitth 
of ita i~ooat iDttt&Al of both being tntirelJ 

.. IXt-t~t• 

H.V.Sr: 

Blough: 

•ifen with thttt tu illcreatta, howtYer, the 
Treatur, plan would haYe failed to applJ apeoial 
taxation l:o aubatanthl uo1111ta of dtftnae 
protita rtotiTtd b7 the corporati0111 with 
poor tar~~inga during tiM batt period. To 
•et thia aeteot n would aug11t rniaillg 
the 1940 pror:;al to pronae ·that wh•r• tlie 
anngt t&rD 1 of tht batt ptrio4 were of 
tht batt ptrio were leu then the ai~ 
ot tour ptrctllt, tht exc••• profit• tax 1hould 
be applied at a lower rate, poaaiblJ ten perctDt, 
to the ourrt11t profits in excttl of the baee 
period t&rDinge but not in exceee ot tour 
ptrotllt on inn a ted oapi tal." 

Wait a ainute, explain that. 

Poulbb tht corporatiOII cl14D't t&rll &DTthlng 
ill tbl \att period, haa sere. It haa &A in· 
-w oapltal of a ailllon dollan. UJuler 
tht Treaaurr plu we would han allowtd it 
roughb fift7 thouaud dollar• ot orecllt and 
it could dt4uot that tift)' thout&lld dollar• 
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tl'Oa l ta ourl'et eal'llinc• bet ore it would 
han UJ tuabll protita . 

211 

Kow, thil pl'Opolal would 1q, on that tltt;y 
thOUIIDd dollua, IIJ.nl.sa Ol'edi t OTt!' and 
&boTe what the;y e&l'De4 during the haae ptl'iod, 
which W&l ano, we will t..po11 • ten percent 
tax. 

~ tiM titt;y thouun" 

Oil the tift;y thou11acl. 

Couldn't ;you l&;y •tor lllllple~ ana then put 
that exaple in? 

I a nl'e we can Mke that clear, 111'. Secret&1'7. 

I think ;you could. I think ;you could spell it 
out juat like that. 

Sul'el;y we can do that. 

Spell it out just like that. 

Spell it out with an ex.aple? 

!ea. 

• 

•ru, 1pecial rate ot tu would nbJeot all 
iAC1'8alel in pl'Ofitl &gring the defen1e period 
to •- ~peclal tuation while et the .... I 
u .. the rate would not be hig)l enough to 
oaue undue hardship to .concel'DI ..mo .. in-
Ol'e&le in e&l'DiDgl OTel' the low nte nceind 
during tbe baae pel'iod did not reflect defen1e 
protita. 

"We would nggeat. alao that the rate allowed 
on new capital --

lxw•• •· Ian't that golng to be graduated 
b;y liu? 
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I 0- to the craduatlOII 1D jut a lllnte. 

.Ul rlcht. 

... IIOill.d IUCCIIt abo that the rate allond 
on nn oapl tal be the •- u the .ut.a 
rate allowed aa ouhtaaMJI& oapltal, a.-l.J 
ta peroct.• ' 

101r, that 11 a olwl.r• boa tbe other aad 
111" • ._ a4 l botli prefer tbe to to tile 
elpt u·- - cet n. 
•n alloall • nwplsed that UJ •rl 
retva • aapltal•et be a e0M11bat arl1ti'U'7 
flpn ......... 'llulD11111 dlffll' wldtl.J 1f1 th 
reapeet to tbe """ of rlek th•J faoe. 
!ooorllnclJ, lt le 4eeirable a.ot to aet too 
low a •it- rate. 

"Further.ore, lt would be 4eeirable to ohaDge 
the type of rate graduati011 froa that exietlng 
1D the preeent law ao that a relatiTelJ 
low rate of tax w1i1 be applied to the alightlr 
exoeeelTe profit• aad the higher rat•• applied 
to profite that are aore olearlJ exceaaiTe .• 

!hat h, U a oonoem ha4 a four peroaat rate 
on an lDo_, the firat peroea.t abo•• woul4 
be ••h lonr thaD the higher 0111. 

I would lib thle lut part beoauee it h a 
little DIW to .. , artatd a ilttle bit, the 
proe ..a oone, tbe laet two PIC••· 

That of oourll, hae the whole aeat of the 
reo-naatlon. 
You haYe cot to haYt a oonolueion on thla, 
too, ao,.-
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Oh ,.,, it liD't •~lte doa1. 

It oaght to be fiai1hed off la the 
•trle ia which it •tarted. 

... 
lllat h the Mthr with thh, Ronell'l 1ibat 
OlD be the criticla'l 1ibat cu the u. s. 
Chaaber of C~I'Ce 117 h the utter wl th 
thbf 
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Ola, I would thlDk the7 -ld go right to the 
enter of it ud aq thet ID7 tax Which hu 
u ih bue •- rate of ell'lliJI&a oa illnatecl 
capital h boUDAl to be a bad tax. !he7 will 
aq, too, I 1houlcl thillll:, to qpheliae the 
degree of rhk el ... nt, thet •- corporations 
in order to get aoner lnYeated la a bUeineee 
at all beYe to glYe a higher retUI"D aad other 
corporation• are eo atabiliaedi like Public 
Utili ti.ee, thet the7 oaa get a oag oa a low 
retui'D, that this tJPe of tax doesn ' t adequatel7 
dlatinguleh betweea- thea, 

!hen I think the7 wi ll aake the point we 
dlecuued tbie aorning, thet undoubtedl7 
ture are plentr of illnetor e who han bought 
etocka 1n ea.e of theae co.paniee at a pr ice 
which doean 1t 7ield thea ID IXCelliYe retUI"D 
on their 1nYeetaent. The co.p1D7, howner, 
will now be confronted with a large exceu 
proflh tax and thu1 the retui'D to the 
lndl ddual 1tock holden will be cut clown. 

That hn't what I uaa, Roa . I a aori"J• 
Thh lut two pagee. 

Ola, tu last two'l 

111. This le thie new thing. Thie auggutioa 
for correctinf tu laat Jl&r' 1 TreuUI"J plaae. 
I .. ID, th11 a entirel7 new to • •· 
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Tea. 

I doD't thlnk there will be 1111 ol'itloha of 
~at at all, JIJ'. StoretaPJ. UD.ited Stat01 
8tool ad .a..rlou Car 1114 FoiiiiAlPJ will -

Tn Wllk thh lut --

ftat part ot lt I hoartllJ acreo with, ,. •• 

1llwl thq realhe Ollr plan, I thlllk lt will 
be all l'lgbt. 

Thoi'O ian't aDJ doubt abOilt that iD 11f llilld. 

To~A think that takee oal'l of i t'f 
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Of the inveeted capital fellow who ie getting 
awa7 with .urder, 1••· 
If I underetand it oorrootlJ, if he i e below 
the four peroent ho doeen•t even caae in on 
that aad then he i1 going to have to pay ten 
peroont --

Of tha iDcroue in earning• onr hi• bue 
peri od, up t o the !our parcent. 

Up to the fov? 

.lbovo that he pay• a 1tandard rate, what 
ovol'fbody elae paJ•. On the now .oneJ he 
will be per.Ittod to earn ten perooDt. 

Both of thoee, I think, are liberalising 
providODI ae anJbodywould ngard thea. 
I ah01aldn • t think there would bo a very 
aeriODa attaok on either. 
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Jll ough: One h not a liberallaiac pl'ftlttea. 

Sullivan: The fll'lt One la't llbtrallaillll tbat h 
tightening up. • 

J{agi ll: Well , lt h llberallllDJ ln thia, that :rour 
rate h low. loa art noatl~~g an nc11e 
!roflta tax fraauatea froa a ca.parativel:r 

011 rate to be hifher rat" which n bave to=. TOll art no abocatl~~g tbtt th11 • 
to rate 'llhlch :row ban now be appllt4 
a- at the bottca of the laaaer. 

Jow, u that will actual!{ work out, I aboula 
think aoaebo4~ llb .t.lvo will think, "Wtll, 
that h flDe CGIII I can Ull thlt &I a 
lever to urge that the whole rate aoale be 
liberalicea ana .oditiea, lowerea.• 

Greenbawa: How do lou juatif:r :rour ten percent on the 
new cap tal aa oowparea with the present on 
that baaia, Ro7? 

~lHvan: TOll can't do that w1 th the blL coapan:r 11ho 
geta bia 1110ne:r for two ana a 1t or three 
p.rcent. 

Greenbawa: The Secretar:r il uldng fOU whither :rou would 
ba picked on --

SulUvan: You are going to be picked on there. 

Greenbaua: For :rour new .one:r. 

Sullivan: And I don't aee •hi we don't go back to our 
oriflDal Jropoaal of lut •-r 11hich wu 
tba on e - 11hich waa a fraauation allowi~~g 
th .. a hundred.f'rcent on be tiret- on 
borrowed capit tbat didn't bri~~g the total 
aaaeta up over five hundred thoutand ana tba 
aixtr•ix ud two third• on further borrond 
oapi a1 tbat didn't bring the total aaaeta 
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abon a lllllloa aa tla• ou tlalr4 aboYe 
that, bHIIIIH lt wort.a oat tlaat tllo11 
••• about the rat11 tbat CCIIIpualll of tlaat 

·· 1lH -1.a laan to p., tor new aonq Joa 
recall tlaat, ao., . 
Y11. 

.. u what-
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Carl, ;rva W bitter a.t..a tlah "••••• ~· 
h reallT J'OV HbJ. 

!aa peron tt 

Y••· 
Sl~l7 thia, tbat a 171tea of priTate enter­
prl•• le not going to function unleaa it haa 
a chance to r.t not onl7 what .. think of 
aa a fair in ll'llt rate, but a good deal 
higher ln order to ooapenaate for the rleke 
inTolnd. 

Now, a good aaDJ bualneaaea will not need to 
get aa hl£h aa ten peroent, true, but we are 
lu a poll tion, I think, wbue 1t we &1'1 going 
to laaTe the 171h• tunctlOD we han to let 
1- CCIICel'lll &Dd loat bualn11111 rt 10..­
wbat liON, perlaapa, than tb17 woul rtall7 
n .. d in order to keep golD& ao that .. MJ 
be 1art tlaat tbe bulk of a qatn lceepe on 
l'Wlll1DC• 

Let • pat it thia war. I think that the 
bulk of nn capital nttda a proahe of at 
lea1t to percent lf it wine, because lta 
ohances of wlnning are often rather alia 
or at leaet somewhat doubtful, eo that I 
ahould ,., the bulle of new capital will not 
go lnto bualneaa unleas it baa the chace of 
lceepluc to percent 1t it win• out. I ahould, 
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aa a aatter of fact, be inclined to put the 
percentage hifher, aake it eYen arouDd twelye 
percent, but recognise that there 1a a good 
deal of difficult7 In gettins that point of 
rtew acrou ana I • not trJtng to be dogmatic 
about a particular percentage up in that leYel. 
I think that tha eugution w1 th reepect to 
bori'Oirecl capital h oerhinl7 aouna. 

I would onl7 sq once n han got our innstea 
capital concept atraigbtened out, then let•a 
be u liberal aa n au with new capitlll in 
order to keep tha aJStea functioning. 

There certainl7 will be oritici .. about it. 
There wu critlciD hat au.er that the new 
capital would get eight while the old might 
get four or fin or six. I don't think it 
waa a Yalid criticism, but there are people 
who differ. 

•n, of course I nenr heard Shoup aal this 
before, but whet Shoup said on new cap tal, 
allowing them ten percent - I uan, it seeu 
to me that there ia a t reundous aaount of 
diaoouragement aaongat buaineas and if on the 
new capital we allow th• to aake ten percent 
profits, it doea giYe thea ao.e induce .. nt 
to go in. I thlnk tbe7 need it prett7 badl7 
and that wouldn't bother ae, to let the new 
mone7 haYe it, because if the7 lose it , the7 
take a hundred percent loaa. 

We gin thea no refund. 

And we don't let them take an;y allowance, 
do we, in their returns? 

Practicall;y not, because if a buai~eas reall7 
loaea, the business goes out of ex1atence. 

So that part wouldn't bother • . 
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.. 11, bat J011 gho th• tn pero•t Gil an 
IIOiliJ 1a u ola eatorprhe u4 la that not 
lf lt loat out, it would juatJo 11 • offaot 
t~alut tho inoOIU ot the pro oaelJ banetoa 
oapltal. You are thinldng olll:r of a an 
'bllelUII, lt what JOU lllld would 'bo tNO, 
llr. SIMnap. 

It ll t... that what I alld WOII14 aot bo 
11111Yoreall:r al•&J• true. lD otber worb, 
oooulnlll:r tu:r would got a rohotlaa 1a 
till for. of offeot ~gaiaet profit. but 4opaUJic 
1!pOil llow big tile O:lpllllioll 11. 

If tho Ulllon Bac end Paper'• nn torrltio 
ezpullon plut WODt W1'0JII, tho protl t1 the:r 
could uke on thoi r old big plut woulcln' t be 
enough to take care of it 10 it ie a caee of 
mowing how far to go in ghing, ehall we 
eaJ, too .uch to 10 .. people in order that 
the bulk of the enterpriee IJihll gets what 
it neocle in order to fullctlon. 

I would like to repeat a quoetion I &eked JOU 
before, Carl, that II&J clarit:r thia eoaewbat 
tor tho group bore. Suppo10 Glenn lllartin 
dooldoa to iuue another - han uother iuue 
of ttook. Tho poreo11 who bu71 that atock ia 
allo.od - isn't a11 ... c1 ten percent em hie -•J· That Mrel:r goea to eneh11 the entire 
diYidoacle for all cl11111 of atockbolclere, 
dooa it aot' 

True. 

Then what added induceMnt ia that to llr. 
tnollenberg, who ia wondering whether or not 
1M ehould bu:r aCIU of this new Glenn llartin 
atoclt? 

Xnollenberg: That 11 rq point. 
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Well, u tar u llr. bollnberg would be 
o011oon.a ua lab npplJ of nn oapi tal 
to the oorporatiOD, aot Mrelf the puolaeao 
of outat..aiDC atook1 bat tho auppq of nn 
oapital, •• ooula OD17 aq that afhr all, 
onoo he ph bto till oorporation b.l 1a 1n 
11J7 ouo MJW04 with all tu other atook­
laol4ore ODC1 that 11 tu teru 011 wbioh 
llr. Jlarti.D ne ukiq Ida to ooae in • 
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.&re n to u- IIJ7tla1nc 41ffePDtl7 in oar 
tina, of till 1.., It 1i4etcl u 1a to g1n 
rou aoae apoolal preterntial etook or •­
tb.iJir, that woal4 bo a 41tterut •tter. Ill 
h roallf ukillc JOil to ,.. in end ahare tu 
rhb of ennbOq olao en4 I oa' t 111 that 
we oen 4o .aoh aore then eooept that prewlae. 

Well, b.ia point, Carl, la thia. Suppoae a 
conoern haa onl7 been making • ia onl7 per­
witted to .. ke fi•e or ail OD a hundred dollara 
or a hun4red aillion dollar a of oapi tal end 
now tho7 are issuing another dollar end aelling 
it to rou or ao.ebod7. That added dollar 
will, it is true, a4d the opportunit{ to earn 
t1111 o1111h aoro, bat thet will bo dia ributed 
aaong all of thea end will not go to thia nn 
inns tor. 

~ito truo . ill I aa aqing 11 that enppoae 
thoro nro DO UOIII profi h tax at all. It 
1a atill baaiol7 true thet cat )lr. llartin 11 
aokiq 7011 to do 11 to pool JOUr' dollar w1 th 
wbato•er risk all the other dollar• undergo. 

Ian ' t there another aide to it, that the Glenn 
ILartin Co.pan{ woulcin' t be dhpoaed to rilk 
the reat of i 1 aneta b7 expending end going 
out and getting new aone7 to expand unless 
it oan aee the opportunit7 of earning ten 
porout on tlao new aone7. Jot onl7 h it 
tho quoation of the innators, it la the 
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question ot the ca.pany that is doing the 
expanding. 
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You alght put it this way, that Mr. Knollenberg 
turned hie aoney into the coapany tor a new 
share o! stock, whereupon that money urges 
with all the other companies • aoney and it 
ia the company' • aoney which h now up tor 
considerat ion, and it wants to know what shall 
it do with ita 110ney and I tab it t hat the 
company decides on the basi• o! ita total 
status aa a CQaP&D7 1 that it i• no aors con­
cerned now with ;rou (lt:nollenbarg) than it 
was with • or any othn atockholdera, and 
that i t is constantly !acing the question. o! 
whether to expand or contract with the 110ney 
that it has, wherever that money may have 
coae !roa. 

I would certainly agree that the plan that we 
have in mind here doesn't give the full protection 
to Mr. Knollenberg in his hypothetical case 
that I would like to give if we had an ideal 
syatea. A perfectly ideal system I would even 
trace back to each individual stockholder but 
I take it we can't even talk of that for the 
IIOUnt, 

Maybe, carrying it one step further, the ideal 
syatea woulo abolish the corporation. (Laught er) 

Well, very possible, but since we have to take 
the corporation as one o! t hese things we have 
got, the only quest ion is to - -

Abolish it aa a taxing unit. 

Yes . 

Does the ten pe rcent give us any better chance 
for expansion t han six or eight? I would 
argue yes, even despite the case you cite. 
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Let u juet •top thle one llinate. Let • 
oont11111e it. 

I• nei'Jboq happ7 about the nn 1111111tloa 
about how to pt-the .&lltrloan Car aDa FoaiiCl 
t7P' who ukt an lnorn11d profit bat wbo P1 
don't reaoh the tour peroent, la e~erfbo4J 
t~n about thtt? l'fePJbo4J la happJ .&boat 

Tllat h right. 
• 

!hat h right. 

ADd tn percnt 11 enough? 

We would like to e:raaina that, )(r. Secret&rJ. 
I think ten percent h problbl7 ab011t right. 

Then the onl7 other thing that il lett il 
thia question of new capital, h that right? 

Jo, the last paragraph indicates that we ~o 
baok to the old Treaaury rates. That is not 
a new auggestioa, bat it h di.tferent from 
the presant 1... It ia the rates under the 
Treaalll'7 plan &Dd the7 doa't beooae ao se~ere 
ao qulcklr. There will be ao a~ch .ore profit 
111bject to tax that it won't be neceas&J'1 to 
ha~• auch eeYere ratea in order to aecure the 
deeired re~enue. 

-.at are the --

That propoaal ie juat claarl7 right, that 
lut paragraph. 

Twentr-fi~e percent on that aaount of exceas 
profits tax net income which doe• not exceed 
fifteen percent of in~eated capital. Fortr 
peroent on exceaa profits tax net inooae between -
which equal• between fifteen and thirty percent 

Regraded Uclassified



B.loi.Jr: 

Sulllnn: 

B.li.Jr: 

Sullhan: 

B.loi,Jr: 

SU111Tan: 

Blough: 

H.li.Jr: 

-82-

of 1Dnated capital ad flft7 paroat • 
tbe asoaaa profita tax nat inoo .. abaYa tbet. 

!bat ... laat •~r'a' 

That 11 laat ~r•a. 

••• tbe beat CUll tbat llr. O'Donnell oa 
Clft tbet_;ron Ulled for OD the 71eld - lMJ. 
oaleau Uullltlt~ 11114er cntr tax fropoaal 
la1t a• r, aaN tUt rata h a b 111•, 
a lnm4N4 a4 n1ut~an 111111• unc!er the old 
boUU7 pl.a u acataat a b1111on ad twantJ­
fln allll011 ador tbe pruat 1•. 
The otbel' one would be a Httle bit aoJ'e. 

1 hundred and sist7-fiTe alllion dollars acre 
for the calendar Je&r, which would aean about 
eight7 alllion- an increa11.ol eight.r million 
for the fiscal Je&r 10 we wf!l hen to change 
those J'ates. The7 will haTe to be higher than 
that because we haTe got to get at least our 
four bandred aillion dollare. 

Jell, that doesn't take i nto account the 
tan peroat on the earnings below the first 
four. 

Jo, lt doea not. I wouldn't expect that 
would UDUDt to a g!'eat deal. There aJ"an't 
a l'I!'J laJOge ~er of thoaa co!'pOrationa 
tbere, Bo7P 

It won't be a heaTJ 7ield, no. 

Well, I think that ae~~ething - aren't JOU 
co1ng to •• , .... thing about the ratee, whet 
we are talldng about, or are 7011 just going 
to leal'e that to the coaaltt•e' 
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llo, I t '- lhoW.4 'be la tben 1f 7011 
&N 10lq tci GO lt,_ 'bM&UH - 11111 b&Ye to 
1tate what tile Jie.ld 11 u4 111 11111 ban to 
ban ..... u.t .. 011 lt • 

•• 41cba't get atlnlJ 4CIIe. I .. IOI'I'Jo 

Well, oerta1D1J 1f ,.. an ri.JII to tlda t1a4 
ot a •t•te., tbe Ntee oliD to 'be lJI tba 
teru bat tbe7 "'" la ~it _p.opoeal 1ut 
-r. You - it 1101ll4 11U1UJ be jutlflUle 
to ban rates la hru of tba pr11at 1•· 

I otrtalDlJ would think eo, Ia faot w 
were conal4ering reoo ... n4lac tblt kla4 of 
rate• eYen un4eP tbe exietinc law. 

Jell, and it i1 ••1'1 ea17 to adJuat tboae 
ratea up if they want aore reYenue. 

It can be done. 

It wculd 11ea that the real probllll il whether 
the Treuuey wanta to reo-nd in euence 
ita old plan. 

Well, let'• put it thil ftJ· Ban JOU got 
anfthing better ' 

I b&Ye notbiag 'better. 

Ra..e JOU, Sboup? 

Jo, elr. 

Ran JOQ? 

Jo, 

Do J01l want to 117 ..,tiling' 
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Green baa: II Jawioaa Car ua P011114rJ tha 
aillion one? anntJ 

Blough: , ... 
Green baa: ••• the atat-t of facta that JOil cin Oil tac• liz ill recara to that aere JOG Dow 

he7 reoeind 11Y111t7 alllin ad it -. 
three thouaa peroent larcer thiD the preonlJII 
71ar, ... it wu not 111bjeot. to lllfiXOIII 
profita tu, tha wba w o- oat ·with a 
fro{haal thet Oll!J aubleoh halt ita illo-

o • exoeae pro ita u, i111 1 t thet - i111 1t 
that tl'lle? 

Blough: It la lees than halt. 
• 

Greenbaum: I111't thet leu than halt wa7 aa tar as our 
proposal goes then' 

Blough: That ia whJ we proceec'lld in the next paragraph 
to aa7 the profoaal doean't reall~ take care 
of the whole a tuation. Wa ahoul. han a 
auapleuntar7 tu in which .. would go down 
ID take &117 increase in protita clear down 
t o the bottoa. Th17 had rraot1call7 DO 
profits in 1939 and thle a tha reaaon the 
percentage ia ao tarri fio . 

Greenbt.ua: True, but it ~~- to •• llr. Saorat~, the 
naple 11 rather an unfortunate on.e, ecause 
w are ghing a oa11 that ahcoka one, that I that ot all caaea ahouldn't be aubjaot to an 
exoaaa profit• tu and than we and u~ b7 the 
new £!opoaal onl7 aubJaoting half ita incOM 
to t t, na aa Blough aa11 we aak for the 
other. 1 think wa oan do a l i ttle better 
on that. 

H.loi, Jr: I aa aura 70U can. 
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It a&J be that .. ahould baTe a better 
e~a.pla than that or atate it in a wa7 that 
wouldn't 101111d ao ahoolting. 

Certainl7 .ora ••~ appeal could be put in 
the laat put of thh •110randua. 'Ia were 
dow the lut part of thh •110rand• at 
thlrleen aiaRtee of three. 

I want to go into the "x appeal of the firet 
part of thi -randua whan lt oo•a ~ to, 
I will juat be on record aa wlahlng to lien 
an opportunit7. 

Well, :rou oan do it now. 

Well, JOU caught one of the things that 
atruclt me aa being badly worded, but equall7 
eo wae the uae of the word a number of t imee, 
"unreaaonable. • 

Now, if you are thinking in terae of a 
bueineaaman, which mf father wae one of, 
there waa nothing that he wae prouder of 
than the faot that in hie little buaineee 
the7 did earn ao high a percentage of profit 
on their inTeeted capital, because he be­
lined that that ehowed that he managed i t 
good and waa Tery capable at it. While it 
he were liYing now, he would be perfectl7 
bappJ to pay a heaTJ t ax aa a patriotic dut7, 
ba would not in tbe procaaa like to be con­
daued and thet 1a what thie eeeaa to do, 

Thoee are bad worde. Tholl 'IPOUld be fighting 
worcle to hla, aDd I think we ought to call 
thaa ahnonaal or get aoae worcl that ian•t 
going to get people angr7. 

It i• a good point. 
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J;uhn: "Undue"? 

Knollenberg: No, don't get the "un" stuff in it. 

Megill: 

Blough: 

Knollenberg: 

Vagill: 

We eay it first on page four . "In excess 
of a reaaonabla retu~ on invested capital." 
What would yoPs11? In exceu of a nonl&l 
return on invested capital"? 

Average. 

Average or noraal were the two words 1 
thought of. 

I think "average• would be good. 

Knollenberg: I think it would be even better than "normal. " 

Sullivan : 

Blough: 

Sullivan : 

Blough: 

luhn: 

lnollenberg: 

Magill: 

Kuhn: 

What was the average l&at ;rear? Vie used 
that, Roy. 

It was around six, I believe. 

For all business? 

No, concerns making that income. Six or 
eight, it is in that range. 

Would it also have aade ;rour father angry to 
have said that the aucceaa of a corporation 
is sometU.ea due to luck or chance? 

He would not have liked that. That was 
another - that is the sentence I aa looking 
for now ia that particular one. I thought 
it was unfortunate to have outlined it as 
though they were principal wa;ra. The7 may 
be, but businessmen don't like to bel1eve 
that. 

Page four. 
They all think it 1a due to their ability. 
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I agree with the unreasonable one . It has 
a long and honorable history in Public 
Utility regulation, and that is where it 
came from. 

But it has a dishonorable history in tax 
law, because unreasonable accumulation of 
profits subjected to a f ifty percent tax 
suggests something wicked. 
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We will find another one . We don't want any 
fighting words in here. 

~batever ad jective you use, there i s the subject 
of the entire f ight. We tried all last 
summer to find some suitable adjective and 
we never did find it. That is where the nub 
whole fight centers, r ight on what is reasonable 
and what is normal, what is average. 

Well, the reason we didn't find it is because 
wha t they really objected to was not the way 
the word looked, but what the word meant. 

That is exactly it. 

We heve led up in those opening paragraphs 
to a situation where we say these are not 
nomal times . You han to expect to pay 
extraordinary taxes. And the business man 
will shake his head affirmatively. And then 
you go on to say, but this is really a reasonable 
plan anyway, because you are bad boys, you are 
lll&king more than you ought to. 

I think your"normal" and "average" are better 
words. Why don • t you say, "Conditions of the 
times," or something like that , instead of 
luck or chance~ I think luck or chance do 
play a part whether ·your father thought so or 
not . 
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I know, but wb1 emphaaiu. 

We han got a couple of earoutic fellows 
in thia corner. 
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Knollenberg: I know. I han known hi11 before. (Laughter) 

Blough: 

Xnollenberg: 

Blough: 

Magill: 

Blough: 

Magill: 

Shoup: 

Blough: 

Gaston: 

Kadea : 

H.M.Jr: 

Gut on: 

You reall7 want the laat half of page four 
out'? 

Onl7 thia one sentence. "The existence of 
auch profits while often due prillaril7 to 

food lll&llagement in nrJ nwaeroua instances 
a due to monopol7, imperfect competition, 

or luck and chance. • 

He doesn't eTen like "monopoly" in there. 

That just happens to be true. 

We can change "luck and chance" to something 
alae, but do we want to rip the whole business 
out? 

Change your "luck and chance" to "the conditions 
of the times." 

Isn' t the basis of the idea that the profits 
are unnecessary? 

That is really it. 

Unusual opportunity. 

Extraordinary? 

You word artists get together. 

Well, are we going to suggest now the possible 
alternatin'? 
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!'ow just before 7011 do that, it 7011 will 
exouae .. a adnute. I will be back in thl'ee 
llllnutea. 

Gu7 asks do we haTe to baTe an exoeea prot ita 
tex, end I teke it he ie fOing to auggest an 
altel'netiTe. Ia that r i ght? 

Well , whet do 7011 think ot "ext!'ao!'clinai'J"? 

We tl'i eel that, ucl the t got the aue resul ta. 

I think JOUr fathn woulcl clhlike that ao!'l, 
Xnolle7. 

Xnollenbergt Poasibl7. 

Kaclea: 

Kuhn: 

Magill: 

H. II.Jr: 

Hehering: 

H.loi. Jr: 

Helve ring: 

Well, he would be proud to pa7 an extraorclinar7 
t&x. 

In other worde, extreTagant . 

Well, I think JOU could uae, "in exceu ot 
an ordina1'7 return. • 

(The Secretarr lett t be conference te~oraril7 
ucl returned. ) 

I would like to hear a ainute - han 7011 
(BtlTering) got an al ternat lTe suggestion, Gu7? 

Well, it ia enti rel7 alternatl •• and i t is 
an enti rel7 different thing. 

111 right, go ahead. I asked rou lest night 
tor one . 

I would like first, Mr. Seoreta1'7, to call 

rour attention. to the ditticultiea •• han 
n aclad.niaterbg an nona proti ta tax law. 
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"ow, I haTe had prepared a state .. nt. I 
have three or four extra copiea of it. 
Some of these contain eight specific ob­
jections in the administration of an excess 
profi ta tax law. 

Excuse me. Shoup, are you in a hurry to 
get back t odaf? 

No, I don ' t have to get back any particular 
tiae todq. 

Are you good until aidnight" 

Oh yea . 

He can stay tomorrow. 

Not all day, I am afrai d, Roy. 

This thing has 'to be jelled by midnight, 
anyway. Go ahead, Guy. 
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Wall, we have no advice, or course, or 
experience to gui de ua on the returns that 
have been filed, so we have got to take the 
situation as it confronts us and up to the 
present time or when this was computed, we 
had some forty thousand returns fi led, of 
which five thousand aenn hundred of thea 
are taxable returns and thi rty-seven th.ousand 
were not. 

We have had requests for twenty-five thousand -
almost twenty-six thousand extensions of 
time . This twenty-six thousand are all large 
corporations that say they have get to have 
time and so forth to find out what the situation 
la before they can make any report or any 
returns . 

Now, we find our major di fficulties are -
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I han outlined them here. Sou of thea 
are not ae major as othera, but in eight 
different aectiona, end if I .tgbt juat 
Nad that, )(r. Secl'et&J'7. 

I whb.PUwould, pleue . 
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"Deteralnation of base period incoae require• 
reaudlt of 7eare 1936 to 1939 inoluaiwe. 
Determination of inTeated capital require• 
reaudit ot all 7eara from date of incorporation,• 
if we are going to get it correct. Both are 
necaaaa1'7 where diaclalaera haTe been filed. 

I can't giTe JOU that figure becau1e I would 
hawe to take each one and figure it out. 
That ia, Mr. Secret&1'7, where the7 do not 
choose to be on an inTested capital baeia 
or the other basis. They diaclaia anJ choice 
of m.thoda . Therefore, we haTe to audit both 
of them. 

"In thia connection, aeTeral hundred request• 
b7 larger corporations for peradaaion to 
inapect recorda of the Bureau dating back 
occuionall7 oTer a period of twent7 years 
haTe been receiTed, " already oyer there. 

"'o. 2: In cases of corporations filin;: exceaa 
profits tax returns on a consolidated basil, 
Whoae incoae tax returns for base period years 
were filed on a aefarate basil, the admlniatrat iTe 
difficulties deacr1bed in {1) aboTe will be 
.ultiplled and aagnified .~o a great extent.• 

~o. 3: In all cases in which the inTeated 
capital baae ia ueed, co.putationa to detel'.tne 
&Terage dell7 inTested capital under Sectiona 
715 to 718 incluain will be intricate and 
YOlualnoul, and tlae-consualng, • with all OUI' 

agenta and inTestigatore and eTei'JbodJ else. 
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"No . 4: No excess profits tax year may be 
settled until all controversy with reference 
to any prio~ base period year has been finally 
determined, and there are t housands of caaea 
now pending in various states. That ia in 
the agents' offices being considered T~chnical 
Staff Offices, Board of Tax Appeals ~d Courts. 

"No. 6: Settleaent of cases involvi.ng normal 
tax adjustments will be delayed due to the 
incidence of excess profita tax problema. This 
will handicap opportunity to collect noraal 

· Tn·cOIIe tax. 

"No. 6: The tho~Uands of taxpayers' appli­
cations for extension of time to file indicate 
that accounting offices of these companies 
charged with the duties of preparing the 
returns and to whom the recorda are fully 
available are encountering major difficulties 
in computing excess profits tax. " 

The same applies in another objection to our 
field staff and their ••••••• 

"No . 8: llultipll.ci ty of typea of returns baaed 
on income of different classifications - normal­
tax income, excess profits tax income, declared 
value excess profits tax income, all retard the 
management of all routine procedural steps, as 
statements of original and additional assess­
ments, and management of penalties , proposed 
and/or asserted . " 

Of course , the cost of that administration will 
be very materially increased . Those are a 
few of the things that we run into and try 
to administer in an excess profits tax l aw. 

It occurred to me, Mr. Secretary, thou~h it 
may be subject to very violent oppoait1on, 
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that a apeed7 collection ot incoae taxes that 
we need, the aatis!action of the corporation 
th ... elTea in pa~ the tax, tha aaae of 
aa.ini atration, could all be raad117 paased 
on b7 a Terf drastic increaae in a atraight 
inca.. tax on corporate income. 

I can conaerTatiTell sa7 that two hundred at 
leaet, and I think t is m&nJ more than that, 
men who haTe been in .. !!ice haTe coaplained 
about the uncertaint7 the7 experienced in 
tr,tne to arriTe at a ne11 procedure a1 
a reaul t ot not mowing what the tax ie going 
to ba . Tha7 claia TerJ - the7 object Ttrf 
bitterl7 to that lituation. 

So taking into consideration, Kr. Secretar7, 
the ease of adainistration, the satisfaction 
ot the corporation anticipating this tax, 
the epeed7 collection of the tax and eTerything 
like that, I think that a drastic increase in 
a straight t ax on income of corporations should 
be at tliis time the thing to strive for , 
co-encing with a - I am just gi Ting this aa 
just a thought - commencing with a tax on the 
first two tnousand dollars o! sa7 thirty per­
cent and graduating on up b7 three thousand, 
!iTe thousand, ten thousand, until 7ou reach 
!ort7 percent with a saTing clause in there 
to preTent corporations disintegrating, I 
mean !oralng smaller corporations , that i s, 
where the same ownership split up. There had 
to be a eaTing proTision in there for that 
purpose. Jnd follow that with a surplus or 
undistributed profi t s tax after allowing the 
corporat ion thirt, percent of their net incase to 
do as the7 please w1th it . 

A big corporation ot a million dollars would 
p&f ?our hllndred thousand dollars with sa.e 
small adjustment tor the graduated scale. 

'· 
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It woald pq four bmulrea thouaa dollU'I 
in tas, three hundred thouaana of the original 
l!ecluoti011 for pl'OIIOtion purpoau or whatner 
thq nnted, ana then • fift7 peroent tu 011 
till adiatributed part of an7 that h lett. 

11/fi in thia 0111 three hundred thouana dollara. 

!hat tha7 111 thhold'l 

y ... 

!bat the7 withhold. 

.l lu of that kind, I • quite llU'e, 1IOillc1 be 
re.aJ.l7 aocapted bJ ninet7 perout of tha 
oorporat10111, becauae tiM 110at 'igoroua c011plaint 
thq han ia the unoertaint7 and the trouble-
10M innatigationa and the 110ne7 apent in 
keepinJt up there, One lliD who pa7s ua about 
three 6unared thousand dollars a 7ear waa in 
-r offioe 111terda7, and he aaid it ooat thea 
three peroent of their total net incoae to keep 
track of the tax featuree of the law. The 
tu features of their buailleaa , rather. 

So it aeeu to • that a law could be written 
here toJet tiM uount of aoDt7 we 11eed with 
praotio 17 two abort paragraphs. 

Well, what h the utter with that sa an 
alternatin plan? 

Well, I dca't think there ia &DTthlng. 1 
would like to aalt a quutioll about it of thh 
aort. I don't thi11lt the COIIdaal.oner -.phaaisea 
aa •oh aa he aight han perhapa, what would be 
true under thia propoaal. That ia, the oOIIpu­
tatlon of innated capital l.taelt l.a a terrltio 
job. 

Oh, it la terrible. 
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And it the ta~ ia to hinge on inTeated 
capital alone, aa thla proposal doea aa 
I aaid this aorning, you are going t~ haTe 
to han quite a good group of people working 
on that and not auch elae. That ia a big 
task and somebody has got to be glTen power 
juat to bridge gapa that will exiat. 

You just can't find out aoae ot the facta 
that will han to be kno1111 . )(ow, I woald 
like to aak llr. BloUJdl and llr. Shoup in 
particular .bether tiey feel that the equities 
ot t.poaing an e~oeaa profit• ta~, I aean 
equitlea aaide froa &DJ public relations 
&lpHta ot the caae, in their opinion, will 
outweigh the clear adalniatratiTe difficulties 
.bich the COIIIIIlluioner haa outlined, .bic.h 
undoubtedly exists . · 

A second point, .bich I don't think &nJOne 
needs to talk about, ia the tact that an excess 
profits ta~ has a Tery clear popular appeal as 
an appropriate form of imposition and exceaaiTe 
profits ought to be taken by the GoTernment. 
Everybody thinks that is the right idea. 

Ot course, you ra ise t hese big fellows up to 
forty percent or forty-fiTe percent if it is 
neceuary. I don't think anybody would co~~plain 
they are not paying tuea. 

Bow about the other point? Would you two 
fellows feel that a ta~ on exceaa profits 
ot the sort you haTe outlined in your proposal 
is - the Yirtuea of it outweigh the dia­
adTantage ot Kr. HelTering's proposal of 
forty percent ta~, say, on corporate profits, 
plus the adlllniatrati n dieadTantag• of an 
excess profits ta~. 

And the satisfaction of the taxpayer. 
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.&fttr ;roa, lfJ dear Gaaton, on that one, 

Wall, lat•a gat tba ieaua pratt7 aharp if 
I aa going to han to tab a atand on that. 
I will be ~er7 glad to . 

236 

In the firat place, I do think that in tt..a 
lib th11e we do need froa the point of ~in 
of equi t7 IOM ldnd of a tu llhlch at the Yei'J 
leuf gets IOM of the undoubted windfall 
unarpected, aJcaaa, unnacaaaar.r profit. t~ 
cOM with thil bQga, unarpactad, unforaaaan 
dafanea pragraa. 'Ia oan all think of ouaa 
of that ldnd. I dOD't think the public 110rala 
would etand it, to get one thing, and to 
get thea 11 auoh not juet in a..ganeral neeping 
wa7 along with nei'Jthlng else. I MID, the7 
ha~e to be singled out , 

Now, how far we should go in tr7ing to get 
exceea, how high the rate should be, how mach 

· re~enue we ahauld tr7 to get, the7 are in­
clined to be aoaewhat slower than we ha~e mo~ed. 
In other words, I aa not sure that we know 
enough 7et about co~utation of in~ested capital 
and so forth to count on getting thia bill ion 
or billion and a half, will it be, after the 
increase is allowed, froa exceas profits. 

I would prefer to ue a law llhloh perhaps got 
aoanhat leu rnenue but got it quite surel7 
froa those places wbare we, all of us, would 
agree in this 1'0011 without a doubt is excess, 
and then be a lit t le more lenient, perhaps, 
in caaea where there alghtn•t be same eJceae 
or alght be, depending upon how JOU look at it. 

Of course, I find i t difficult to weigh the 
equit7 againat the admlnistrati~e difficulties 
becauae I aa not aa faaill.ar as I would like 
to be with the aa.lniatrati~• dlfficultiea . 
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COIIII! asioner Hehering knows, of course, so 
much more about that than I do that it is 
hard for me to put it on the scales but I 
think it is worth a great effort, if you 
put it that wq, a nry great effort. 

In the second place, I would like to say that 

ixouee ... A great effort to collect the 
excesses? 

Yea, air. A great effor t to coapute in•ested 
capital and a great effort to compute the 
base period and all that. 

You mean the effort is worth i t? 

I think so , yes, 

Then the second thing I would like to bring 
out is that in my mind --

May I stop you a minute? I just want to let 
you - for the put week I ban been arguing 
along the linea as to principles, and I am 
more interested in the pr inciples . I mean, 
just so that you know where I stand, I am more 
interested to see that the pr inciples are 
carried out than I am the dollars. 

Now, mqbe that sounds silly. I think it is 
more important for unity in this count17 to 
make sure that we can aatisfy the fellow on 
the street that we are getting the excess than 
it is that we get the dollars, so I just wanted 
you to know where I stand. 

I judge, then, that our views on that aspect 
parallel nry closely, because I, too, am not 
interested in the absolute number of dollars 
so much as I am in being sure that we do get 
at least the moat flagrant cases of excess. 
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Flagrant is the word I un here. 0! course, 
I hope you won't aisinterpret it. I don't 
mean it with any bad intent, with all due 
respect to your (lnollenberg's) father. (Laughter) 

In the second place, I don't think that troa 
m, point of view I would look upon the corporation 
normal tax as the alternatiTe to the excesa 
profits tax . If we need aore re•enne than we 
can get by the kind of an n ceu profita tax 
we can handle or it we find the t 1 t is too 
difficult tc handle and need the rnenue, I 
think we ought to turn ehewhere, because tor 
various reasons I aa Tery auch concerned oyer 
the recent increases that haTe taken place in 
the corporation normal rate and I • nrj much 
concerned over future increases that aight 
take place, especially it they are Tery l arge. 

I should like to raise the point whether to 
get the billion tour hundred million revenue 
that we would lose if we abandoned the excess 
profits tax, wouldn' t we haTe to raise the 
normal corporate rate by more than just forty 
percent on the top? 

Thirty-seven point eight. 

Only se•en points? 

No, troa the present twenty-tour . 

But it is going to be thirty, isn't i t, under 
the proposed bill and to aake up the loss under 
the excess profi ts tax you would haTe to start 
from thirty and aoTe on up. 

I beg your pardon. I t ia thirty-eight point 
eight. It goes up fourteen and eight tenths 
percent. 

You only need eight percentage pointe on top 
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to get a billion four hundred aillion. 

That is right, because rou aee when rou 
have both of them, Carl, whichever tax is 
impoaed first cute down the yield froa th.e 
other. 

~it• true. 

Those are the net f igures I gave. 
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Well, at aJl1 rate, w1 thout going into the 
figures, then, and it waan• t as high as I 
feared it aight be, in an1 case I abould 
urge that we not consider a broad blanket 
application of a nol"lll&l t ax, aa an adequate 
substitute for an excess profits tax, that 
if we don't use an excess profits tax, we 
t urn instead to something a little more re­
fined and a little more taking into account 
of individual circumstances such as the indi­
vidual income tax itself to make i t worth 
even more. 

But my chief concern over the normal tax is 
that I do think it is tending to increase 
the price level soaewhat. I think that there 
ia some evidence that corporations in general 
are going to set thei r aelling prices somewhat 
in accord with --

Pass it along. The1 put i t on the price of 
the article. 

It is a little harder to do with an excess 
profits tax, because it varies so much froa 
competitor to competi tor, and 10u can' t make 
quite such an eas1 job of it, adding tax to 
price. And than, ot course , I am tlso con­
cerned over the tax of the small corporation. 
I think it has been getting very bad treatment 
in the past f ive or ten 1ears, and the place 
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where JOU Juet dhtinguiah between thea, 
JOU wonder whether JOU are going to han a 
partnerahip or a corporation. You take a 
look at the Federal tax lawa and JOD ahake 
JOUr head and aq, "Ko, I can't incorporate. • 

The buaineaaaan, not the waalthJ a.n lnnatln 
a little .aDeJ but the .oderate aiaed buainea~­
un 11ho 1IOUl.4 like to han the corporate fol'll 
but can't afford it under our lan. 

Could I Juat add a little there' 

Tea. 

In that connection now, auppoae he waa doing 
awq with the corporate fol'll and took an 
indiYidual buaineaa, our aurtax rates would 
be higher than the corporation rate it he 
made anJ SIIIOUDt of 11oney at all. 

Well, I don't think it would have to be higher, 
would iti on the people that I aa concerned 
with, the ones with live and ten thousand, 
three to five thousand inco11s, and who heve 
these 11 ttle buaineaaes th.at thsJ would like 
to incoiorate if the7 could? I know of 
several nstances like that. 

Could I point out aoM figures hare that llight 
be illuainating in thia particular diacuaaion' 

There are about two hundred fift{ thouaand 
corporations paying a corporate noOM tax. 
There will be about thirt7-ona thousand pq 
an nceaa profita tax thia Jl&l'· Mr. O'Donnel 
estt.ated that under the original TreaaurJ 
plan on •41 - on 1941 calendar 7ear business, 
there would be about forty thousand oorporatiana 
pay excesa profits taxea. 
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• • When we are dieouulng a general lncNue 
in tbe corporation incoae tu rate we &1'8 
talldng abOut an lncrea11 that talie on two 
hundNd fift7 tboueand corporationa, IJII1 DID 
we are talldng about noeu pron ta, we are 
talking ab01at a tu -.blob appll11 no. to 
thirtr-one thouund and which undn tbe 
original Tl'eaaurr propoaal would appl7 to 
tortr thouaand corporat1011a. I thilaght thou 
tigur11 alpt be helpful • 

• 
Yet al.oet without exception nel'f buainll­
that has tilled w1 th •• and I till to s­
enrr wek and nearlr nel'f dq ana aoaetlua 
two or three a da7, the7 c011plaln bi tterl7 
about tbe uncertaint7 of tuation, that is, 
-.bat ther can do as to diTidenda, -.bat the7 
can do as to extenaion of their business and 
ao forth , which brought ae to the conclusion 
that if a surTeJ was made of what theJ would 
like, if JOU would 117 to the corporations 
generally, •we are going to baTe to raise 10 
auch money, would you like to baTe this on 
a straight till or the coabination of the 
two, • and 1 will 117 to JOU that 1 would 
eatiute that two peroent of thea would 1&7, 
'\'he straight tu ao we know what we are going 
to do. • 

Two peroenU 

Jo, 1 .. an two percent would 117 on the double 
•r•t .. ae againat ninet7- eight percant on the 
etraight tu, because I haTen ' t beard a 
single one ret cbooee the straight tax, and 
the excess profite tu &I a preferable method 
against a higher straight tax, incoae tu. 

Well, could I just S&J this , and John, you 
watch .. Tei'J closel7. 

Regraded Uclassified



Sullinnt 

H.V.Jrt 

Sullh'111: 

H.V.Jr: 

ltagill: 

H.M.Jr: 

Magillt 

-62-

In rq talk outll4e 111 til Sull1 ••• tllh Mkee 
it eul .. tor tile Treani'J, lie tell a • tllat 
~!_!~ .o.e t11aa pleaeea to co before the 
.....u.ttH ..a repre11nt the Trean17 11 to 
principle• aet do.n here, 

That h Pipt. 

II that right? 

Tee, llr. 

So that uk11 tile Job 'fii'J llioll euler u 
tar u n are both oonoeroed. So then, 1t 
geta aowo to the thing we ha'fe had the lesat 
time on, our euggeatione to the Co.adttee aa 
to llternathu. 

tfow, again I w111t to atate that I han bee.n 
more interested in the principles and as long 
ae SUlli•an and I eee ere to eye on that, I 
am willing to be a litt e haEy or foggy when 
it comee to the possible alternati•ee and 
alao l(r . Doughton waa nry explioit when he 
told •• "!!ow, ;rou oan uke eoae alternatine 
but leaYe it to the Com.lttee to work out 
the detail•;" eo the Treasury doesn't haYe 
to go up with a definite, clean-cut suggestion 
and &a{• "Well now, this h the only way to 
do it, or "This is the Treaaur,r plan, " but 
I do think froa what SUllhan always told e, 
that it would be easier for ua, possibly, 
if n wnt up with 110re than just one plan. 

Then why don't we euggeet thet other one we 
were talking about thla 110rning? 

What h that? 

That waa at the tag end of the Collllliseioner'a . 
euggeetion. Too, that ia the poaeibilit{ 
of a 1 tiff tax on corporations with cred t 

/ 
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for dividend distributiona, the idea being 
to push the earnings out into the stock­
holder•' banda. 

24.3 

Well now, let qe ask you this, because for ­
tunately I don ' t han any pet plan. Yiould 
that , Ros, in any waf be contrary to the 
principlewhicb are aid down in the first 
part of this atateaent ao ably? Could they 
throw thet back in your face and say, "If 
you believe in all this, bow can you advocate 
this?" 

It aeeaa perfectly consistent to me . 

Do they? · Shoup 1a shaking his head there. 

Well, the difference - why he is shaking his 
head, I suppose, is this, that under this 
proposal here we say that the excessive 
profits as herein defined, which has two 
branches, shall be subject to special taxation. 

That is what we talk about. Under this 
undistributed profits tax ache~e, they 
wouldn't be subjected to special ta.xation. 
ill corporate profits would be taxed alike 
but we would try to put them into the hands 
of the stockholders so they would be subject 
to surtaxes. 

And what you mean, Roe, is that those extra­
ordina.ry profits would be forced out and 
subjected to the increased indiTidual surtaxes. 

To a very high indi Tidual surtax, yea. 

But they would be subjected to no higher 
than ordinary surtax. 

I think they would be. 
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See lt 70U cua eell 1t to Shoup Toa 
don't agree either? • 

It h not the , ... thing. It hee no con­
nection with it. It 1a goocJ but --
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lo laooneieteno7. I don't agree that 1' 
p&l'tlculul7 - I. t l'tinforou the othll', but 
lt oertalnl7 h not inconeietent with the 
other. 

I don't think it ia lnconeletent. It I.e 
jUIIt a different plan. 

Tee, I would agree to that. It I.e no eubeti­
tute fol' the IXCIII pl'ofita tax. Either we 
belieTe in the pl'inoiple of the exceaa 
profits tax Ol' we don•t . I don't see that 
that has neceaaal'il7 much to do with our 
decision about what to do with undistributed 
proti ta and ao on. 

If we ue for the principles of en e:rceaa 
profits tax, · let's utilize it; end if not, 
let'• not. 

Wa1 t a lllnute, I u not getting thia straight. 
We are bllclng about - we went through that 
wbole tint part • ich after a week puta down 
1n clear technical lan~age what I would like 
to see aa the Treu1117 a atandpoint. '!'hen 
we 1&7 the W&7 to do thla thing is the D1 
.. did it lest au.aer plue a ten percent tax 
on the fellow who eai'Ds leu then four percent. 

low, caa we ••r• "Gentlemen of the Co.ldttee, 
if r.u don't 1 ke doinf it that weJ, etill 
bel eTlng in the prlno plea, JOU oan arriTe 
at the sue reeult throufh a high corporate 
tax o011bined wl th en und atributed profi ta 
tas"? 

lhat? 
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Knollenbarcr lo, JOil oa•t •IT J011 w011ld arr1n at the 
, ... raault. Tb8 , ... thlnga result. 
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Sullivan: 
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Sulliva: 
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Gaaton: 

Arrive at the .... uuaber of dollara, 1••· 
Thera are IUD1 wap to g.t the aae n1111ber 
of dollara, lnoluding ••lea tax. 

!be,. h a high road ad thia h the low 
road. 

Then J011 all egr" with • that 10u om' t 
aoco.pllah the r.IUlt• throQCh a corporation 
tax plua the undhtribllted profit. tax, 10 
don ' t we get back to the thlq which John 
•IT• he doem' t like 'bat he ..,. • he took 
a Ucldn.g laat •-r and u h willlDg to 
do it egaln it ne0111U7 tor the Treasury. 
Go up ad aay, "Well, gentl-n, n can't 
think of any other Wlf. • 

Well, I think there ia a ref1necent of what 
Co.adaaioner Belvering auggaated that ia 
consistent with the•• prlnolplee. 

Let'• have it, John. 

Jnd that is what n diacuaaed earlier in the 
net here, raiae 70ur nol'llal tax so that 
the7 will all be pa7ing ao•thlng and none 
of thea will be eacaplng and then 70ur 
excess profits tax on top of that. 

You •a that enr7bod7 would have to pay 
at least a fort7 percent tax? 

That ia right. 

Then 70u have all the adainietrative diffi· 
oulties that Co.alaaioner Helveriog epoke 
about. 
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I would like to make another point here 
that I think isn't quite clear fro• what 
Shoup has said. Kr. Doughton used alw&Ja 
to make this speech about having wished to 
have hia taxes ao adjusted that we only 
caught the goate and didn't catch &nT sheep. 
That was always his speech. 

He likes to save hie money, but he likes hie 
WP! appropriation for North Carolina, too. 

Well, that is another upset of the thing. 
In this scheme you have here we SIJ in 
substance what I daresay is true, that this 
scheme will catch, we hope , seventy-five 
goats and twenty- five sheep or something 
like that, but don't think for a minute 
that the ~eople who are going to get taxed 
very heav1ly through this scheme are all 
American Car and Foundrys . Tbat is the 
thing you look at. That is the goat, but 
there are also going to be some people that 
are paying like the dickens through this 
scheme whom if they were out in front of 
you here, you would say, "Well now, wait 
a minute, let's fix this so they won't get 
caught . " 

Row, the undistributed prof its tax - I use 
that phrase, although I wouldn't call the 
tax which we have in mind that, but anyway, 
I think you all know what we are talking 
about - that also will catch a considerable 
number of goats and some sheep. Well , it ia 
not exactly the same goats, not exactly the 
same sheep, and so you can't say that one ia 
literally a substitute for the other. 

On the other hand, the undistributed profits 
tax method too has great advantage and it 
does avoid Guy's administrative troubles, 

Regraded Uclassified



Gas ton: 
, 

Shoup: 

H.M.Jr: 

l.!agill: 

H.M.Jr: 

!Aaglll: 

- 57-

u far aa that la concernecl. 

It la aore consistent with the theoriea 
•• !~fl7 to iacliviclual taxation. That ia, 
i t •• the corporate tax more consistent 
with the incli vidual income tax atl'llcture 
'but it certalnl7 h not applrtng tha exc:u 
profi ta tax pr inciple or U~Jthlng ccrreapondlJ!C to it. 

That h all I •ant . I clidn't mean to aa,r 
that this other thing wasn't a goocl ta.a • 
.la 1011 know, I think, I -cree with 70u on 
that Ech, but I Mrel7 wantecl to get across 
the idea that I dicl not think it was in 
principle the same idea u the exceaa proti ta 
tax. 

Well, Roa, in a few minutes, if rou are still 
here, is there &07 other plan, an alternative 
plan - I mean, this plan that Sullivan ia 
t alking about, that rou could Sa7 would arrive 
at the aame - mainta nurour principles but 
arrive at the same rea t as it we took the 
present tax law and aaid we would put a floor 
in there at forty percent so if we don 't 
catch them one way at least we will catch 
thea another? Put a floor ln. 

Or course, I am assuming par t of John' s idea. 
That h , I aasUIIe that what we are proposing 
here is going to be on top of an increased 
corporate rate. 

Now, I don't know whether you have settled 
on that or thirty percent or some other figure. 

Let'a aa1 thirt1 percent. EverybodT talks 
thlrt1 percent . 

You would have a floor under this particular 
proposal. I aa very 1111ch i~~p reaucl with 
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Gar'• adainiatratiYe diffioultiea. Tboae 
are Terr real, and I aaked the quution I 
did with that in Yiew, u to whether the 
g ... ia worth the candle. That ia, ia there 
enough adYantage out of tbla exoeaa profita 
tax to juat1f7 the great herdahip on bla 
aaoblne, whioh I think there will be. 

Jow, aa I aee it, there are two or three 
mawera there wbloh on the whole sea to 
• autticient, although I thlllk it 11 a 
oloae cue. 

Flat of all, I think thia aoral point is a YeJT 
illportant one, that JOUr public who is being 
aeked to endure this and thie and this, expects 
an excess profits tax. You can put it if rou 
want to in that form, they han been oYereold. 

Secondl7, that the exoeas profits tax will apply 
to co,aratiYely few companies. There ara 
forty housand which ie an awful lot, and they 
are the biggest ones in the countJT. The{ 
are going to be h.eadachea for oertai nl7 ! n 
rears to come, and probabl7 ten, to the ad­
llinistration. 

And then third, I still think that what we 
han eaid here is ao, as far as rour pr inciples 
are concerned. 

But --

I don 't like the thing nry well, either. Vr'hat 
real17 gin a me pause, why I reall7 han a 
sneaking affection for this alternatiYe echeae 
is that I don't think you are going to get 
this. I think rou will probabl7 get another 
one of these abortion• like you got last 7ear, 
and 1 certainl7 don ' t like the abortion as well 
as I would the alternatiYe. 
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Yoa tw in Oa;r•a plu, .Ut JOU ban to ,.,. 
ia fOUl' ltaa on JOUr other plu h thh that 
1t JOU belieYe in the exotaa profita t~ 
prino1pler. ~t fOil wut u 110111 profit. 
tu:, the uuq J'OU hue now h a abortloa 
1114 • .bellne thh h aubatutial proof, 
11hat w are reoo.en4inc bere. 

~raph 2. It 7011 don't bellne in nc11a 
protlh ud don't wut.u 11oeu profit. tu:, 
thea la.re h a aubatibltt which will pro4uce 
about the e- -e:r ID4 will be oouhtat 
with tla. prlnciplll that w applied to in4i­
rlclual inc- tu:ation. 

lhat is the •tter with ea;ring thaU Wl. thout 
using the word "abortion"? (Laughter) 

I can think of better worda. 

While Roe ia here, oould I tr;y out scheme 
three? 

Sure. 

Han JOu finished with thia one? 

Sure. You han got to do the talking. 

Here ia tbe proposal that started all the 
cUacuaaion, Ros, that now a corporation 
co-Putea ita corporate inca.. tax and that 
ia a deduction froa - in co-Puting ita exceaa 
profih tu. 

If we leaTe the ratee alone, allow ten percent 
for new capital and shift the precedence of 
deductions, we will pick up enough eo that 
we will - well, we will pick up six hundred 
ai xt:r-two aillion dollara on excaaa proflta. 
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I don't bow it I get tbat ahift. 

lbat do 70u ••an bt "ahift"f 

In o011put1nf tbe two hzta, the corporation 
fir1t oa.pu ea ita 110111 profita taz and 
that foe a deduotloa ln OCIIIpUting it. inoou 
tu .-4 the 1117 that operatn h that the 
innltl41 oapltll, the allowable rate dropa 
frca •lcht peroent to fin and a half per01nt 
and the anrage IU'IIingt dropa froa the preaent 
orHlt _,.of alnetJ-fiYe percent to aeYentJ­
Dlne pe#ilnt. 

A 80 peront tu on it. 

Juet the shift in the credi t, Roa, ia all 
it ia. 

The present norul tax, the t hi rt7 percent 
normal tax, would beooae part of exoesa profi ta 
net income instead of being out aa it is under 
the present law. 

What do JOU aean b7 • a hi tt, • 7011 aean 7011 
don't allow it? 

Jo, the ftJ it h now, wben JOII figure JOur 
corporation taxes, 7011 tlrat compute the 
regular iDeo• taz. Than that is deducted 
in arri Ying at 7our exoan profi h tax net 
incOM. 

Under this shitt the7 would tlrat cc.pute 
their e:a:ceu protite tax and that la deducted 
in arriYing at their corporate incoae tax 
net incou. 

The thing doean • t aee11 rig)lt to 11t somehow 
or other. 
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That b the •&J l t ne clone befCil'e, Roe. 

I darua, eo, but JOU ooul4D't 1tll •· 

Ro1, cl011' t r.u H-.ber- • Cul I thlllk 
d011 • .. a eou1aea for- a coupie of .. ,,, 
dOD here which • the of'cln 1D 'llhloh w 
110ula hue thea lut -r-? 

.Tult colDc back to the 1918 ln. 

!bath rlpt. 
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lllat h the idea of the thltt? You c-t 'IIOH 
aone7" 

You r-educe allowable inYeatecl capital to fi'ft 
and a half percent. 

That is the point that bothers me. Ia there 
&DJ r-eason tor doing thi a except to get the 
six hundred aillion? 

!hat ie what I ae&D. 

Well, the appeal it had to ae, Roa, wu that 
it apptaHd t o be the onl7 •11 in 'llhich we 
could r-tauce the ni net7-fi'fe percent on &'fer-age 
t&J'Dlql COIIpWet. 

Jell, I don't know. B7 the .... token, I don't 
know whether- I like i t ver,r well. 

Thue ie going to be a tight up ther-e to 
r-ut or-e tliat uinet7-ti n to a hundNd. 

Ot cour-se that wouldn't aol'fe &DJ of the 
C...Iaaioner-'a aa.lniatr-ati'fe ditfioultiea. 

IOilt at all. 

The7 wonld be naotl7 the a&M. 
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Let.me juat see if we can find a tiae for 
a .unute and then after Ros goes we will all 
relax. 

I will stay and keep you at a tenaion if you 
like. 

This is the way I would like to do it . I 
thin~ this is a good way to put 1 t up to the 
Preudent. 

We have got here a strong power for argument 
for the principles. Then ws come along and 
say, "Now, gentlemen, the beat way that we 
know to apply the principles is taking last 
summer's plan with this additional su~gestion 
of ten percent on the companies -• I nll say 
it again. Vihat I am saying is this is the 
way I think so we don't get side-tracked. 

I think the people here have given me a wonder­
ful statement outlining the principles, which 
I think is what the President wants. It 
follows closely the memorandum of last summer, 
the July 8 memorandum. Then we come alon~ and 
say, "Now, if you want to put these princtples 
in the law, the best way we know is to do it 
the way we suggested last summer, with that 
certain refinement of putti ng the ten percent 
on the people who earn less than four percent . 

'Now tilat is what we think. Vie believe in 
the~e principles. The President believes . 
in these principles. However , gentlemen, tf 
you don • t want to do this and you want some­
thing else and you don't believe in these . 
principles which we do, here is an alterna~tve 
suggestion which won't accomplish these prln­
ciples but will raise the revenues, and that 
is a very simple method of a high corporate 
tax plus --" 
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Credit for distribution. 

Tee. 
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Now, the reason I am saying this in the room 
and strictl;r in the faml.l;r is, we will go 
along this wa;r and it the President co~~es 
along at the end and doean•t like the other 
he c:n just say, "No, leaTe the last part ' 
ott, you aee. We set it up, the strong 
argu.ent the way I thinlr he thinks and I 
know I think, and then say, "!!ow, this ia 
the wa;r we like it. If you don' t like this, 
bre is another wa7 to ralee the aoney. It 
won't accoapliah what we are talking about, 
but it will raise the .oney. • 

Then the President can simply say, "Henry, 
leave it out." but if he lets it go, O. K. 

What is the matter with that, Eddie? 

That is good. I would like to know ·· 

What is t he matter with that? 

O.K. 

I 11ean, as an alternative thing. I wouldn't 
go in and try to plug for it, because that 
weakens the other. 1 will be a little intellectu­
ally dishonest and won't giTe all the good reasons 
that Guy Helveri ng has got for it. 

In other words, I em not goir.g to go out and 
sell the damn thing, but gentlemen if you 
just want to raise the cold dollars and don't 
care about the principles , here is the easiest 
way to do it . 

Well, you talked to lle about the suggestion. 

I know, and we will put it in. It will be at 
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tihte bend, an~ ~f the President doesn't like 
' e can X it out. What i th with that, Roe? s e utter 

That is all right. 

We won't give a sales talk. 

I thi~ it would be a proper thing to do. 
I don t mean as a tales talk, but as 1 waa 
sa;ying t~s morning, I think it would be a 
proper thing to do to aay in there somewhere, 
to work in in a sentence, that there are ver, 
serious admini strative difficulties in cOD­
nection with an excess profits tax. 

I don't want to weaken it. 

Has any study --

You could say in talking about this plan, 
it will be administratively somewhat more 
simple. 

All right, put it that way. 

)(r, Secretar,, baa any study been given to the 
possibility of keeping to the principle of 
the excess profits tax and still elu.inating 
soae of the administrative di fficulties? 
Obviously many of them will still remain, but 
I should think something could be done along 
those lines and an indication to that effect 
in the statement. 

Well, I wanted to submit a copy of that state­
ment to the boys here so they would have it 
as wel l as ourselves when we are getting the -
I didn't go into the most intricate and bad 
problem and that was the adjustment of abnormal­
ities in order to - in the years in which they 
occur . 

' 
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For instance, a compan7 aa7 haTe in '39 a 
atrilte and in ' 36 a fiood. The7 are going 
to clala abnormalltlea in those 7eare which 
aa7 affect thia 7ear aa well and that ia 
one of the 110st complicated thinge we han 
that Section 721. ' 

Shoup, what ia the deadline that JOU han 
to be back? 

'fell, I han an eual.nation to attend toaorrow 
aftei'!IOOD. I suppose that 11 the deadline. 
That ie about three or four o • clock. 

So I mean you could - if I want to cou back 
at eight tomorrow morning --

I can come back at eight tomorrow morning, 
just so I can get a plane back in the afternoon. 

I waa going to sa7 that a lot of our difficulties 
on the present tax arise from our desire to be 
aure not to hurt anybody, to giYe everybody 
the needed cushion and be sure he has one and 
if we wanted to be a l ittle hard hearted, 
which we could afford to do if we had a some­
what less r igorous rate scale , we could make 
it a good deal more simple . 

Taldng in more of them, 70u are going to han 
..us aan7 aore pleas for relief in this session 
ot Congress than we had i n the last one, Carl. 
I thini: that ia what Ros had in mind, with 
ita ending up aa an abort ion because if they 
accept the principle, they will relief-amend 
it to death. 

I don't aee how that fo llows neceasarily,_ 
John. You raise a billion four hundred mllion 
out of the exceaa profits tax one way or the 
other. I would hesitate to guess ahead of 
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tiM .blob aethoa would oauu a greater 
naber ot coaplainta of inttnlitr. It 
would aeea to ae it would depend in either 
Oaae 0D juat how aaD7 of thtll prOYiaiODI 
ouahiona, et cetera, et cetera ou ha4 ' 
acattered along to talce care of {he hard 
O&lllo 

'!'be ODea uillg tb. uerage earning• are 
about two to one. It two thlrde ot thea 
are &Oillg to be thi'OWII O'l'tr into the other 
bula --

It •••I .uch enhancea the adalniatratin 
41tticul b. I think the President ought 
to ban tllat warning no• etruclc in thie 
-randua. If we are t17ing to aell hia 
thie, we ought to glYe hia the out on it, 
which that certainl7 ia. 

But there ia that drawback. Otherwise, he 
ia going to hear that later, and I should 
think he would feel Yerr much aggrieYed that 
he hadn't been warned ot it. 

That ia what I aaid to Ed. 

Well, there ian't an7 doubt about tb.t. !bat 
11 where the holler h coaing troa, and that 
ia what the holler la going {o be about. 

Inollenberg: Kr. BtlYering tor one could tell hia of that 
ft'l7 aerioua drawback in our proposal . 

Helnring: I haYe bean t.preaaed a great deal and perhapa 
too 1111oh, bJ lba continued ooaplaint about 
tba uocertaintr, aa the7 nearlr all put it, 
ot.our prograa with our buaincaa. We will be 
able to do this, we will be able to do that. 

Well, their e:rperltnce la that their un han 
o011p11ted their tax and our bora ooae arolllld 
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and upset I. t and the;y don't know Just where 
the;y are. 

Thh will more than double the nUIIber of 
oorporat l.ons t hat are now in that positioa 
of uncertalnt;y. 

Two thirds of tho 11 who have filed so far 
have filed under average earnings. 

Tea . 

This will require ua to figure invested capital 
on all corporatl. on a. 

Enr;y one? 

The ascertainment of invested capital will be 
of almost nominal importance for ell concerns 
between four and ten percent and of minor 
l.mportance in determining the rate of tax 
to apply. 

Oh no, because ever;y one ot those concerns will 
have to figure its invested capital in each 
ot the base period ;years, so that it can 
deter.ine its rate of earning in the base 
period . 

To begin with, I think we can foreshorten 
that a little b;y allowing them average earnings 
l.n dollars ot tour percent of current invested 
capital or ten percent ot current invested 
capital in dollars and thus foreshorten a 
lot of that calculation. I believe we could 
do that and out out a great deal of the invested 
capital computation. 

We t r ied that last summer, didn't we? 

lfo, 
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. 1 uent ao•thlng llb that wbereb7 JOU 
could atick to JOur exceae profite the 
principle of it, end atlll re~OTe ~lot of 
the acblinhtrathe difticultiee b7 abort­
cutting, nell though there UJ be what 70u 
ban been calling hardabipa or caeee of that 
kind. 

1bJ don't JOU repeat JOUr auggeation, ll.r. 
tnollenberg, for the SeoretarJ. 

-., 1uggeatlon 'ltl.l, llr. S.cretUJ, that in 
pre1nting thil plen to the Preeldent in a 
fnorable light, we ought in fairneae to 
h1a md alao to our1t1Tt1 nrn hla that thla 
plen will greatly increue the Jlllllber of 
corporations which will baYe to compute their 
inYested capital and hence will increase the 
Commissioner's difficulties of a~nistraticn. 
Otherwise, he may be sold on this plan, because 
he doesn't appreciate ita objection. 

Well, you want to keep me intellectual17 
honest, I see. (Facetiously) 

Well, not just because it is intellectually 
honest but beoause I also think it is expedient 
that we should giYe hia the warning when giYing 
hla the pleaaant aapecta. 

I think you are perfectl7 right, and that 
would protect hia. 

In other words, before he gcea OTerboard 
on it, that ahould be pointed out. 

That is where the holler la coalng trca. 

That ia all right, let ' s do that. 

Jow, Shoup, do JOU think you could draft 
.. a p&r~graph _ ~teing 7ou ban written 

I 
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a book on it - 011 the Tre&IUI'J' a part ill 
thia eoonomc progru u to what •• ue • 
we think the tu plua the eninga bolide eboal4 att-.pt to do' 

llr, S.oretUJ, I honut17 couldn't draft a 
puqrap)a that would · UJ 'ferJ defillite17 
what the Treaeur7 ought to do, beoauae lf you 
don't IIi lid -aJ putting it in at thi a p~ t, 
thh 1tud;y I 111 going to be 011 thla •-r 
&lid of whloh I btlit'fe JOU know 10..ething, 
Dr. Gulick perhape epoke to you about it, ia 
dealing with Juet that thillg, and ia going to 
take ua a while to get aouthing datinl te, but 
I oertainl7 could put in a paracraph whic.h I 
think woula be perhap1 what JOU want now, 
gi'fing eoae general atate•nt aa to the aiJa 
and objecti'ft without committing the Treasur7 
to &nJ 1et figure or set portion that it would 
later want to reconsider. 

Could you do that? 

Yea, 1ir, I could tr, it. 

Well now, what I would like to do , it Sulli 't'8ll 
and Blough &lid the otbera can aee what we han 
got in afnd, let these fellows go to work, 
"'• and 1t '81 boat would let • co..e back 
here, I&J about ten o'clock tonight - Eddie, 
oan I do that? 

Sure. 

'l'ould you ooae with me? 

Yea. 

Or ia that breaking up your tiM\' 

Jo, that ie all right, let thea go hose. 
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Put the liquor awa;y, Ed . 

Ten, ten-thirt;y? 

260 

Ten-tbirt;y ie all r ight. It would give th .. 
more time here, too. 

I could drop down here aa;y around ten and 
take a look at it, and then if it ia all 
right, we could take another crack at it 
at ei~t to.orrow •orning. That is ){r, 
Pole;y a faYOPite hour. 

Tbe;y will ban troa ten-thlrtf to eight to 
put it into abape. {Laughter) 

Do what we did last night, Herbert. 

Knollenberg and I will like that, because 
that lets us atart work fifteen minutes 
later than usual . 

I han a few minor au~eationa in regard to 
this draft. I wouldn t haYe to take it up 
here . I could take it up with Kr. Blough. 
It would maybe aan ti.me. 

I aa beginning to I'UD down. 

well, now, let me aak, Blough, what I would 
like to aa;y to ;you, with Jlr, Sullivan's 
perldaaion, onl;y let those fellows come in 
to help JOU that ;you reall;y want, and don ' t 
be polite about it, aee what I mean? I mean, 
if ;yon get too man;y peo~le that want to offer 
to help ;you,. Juat aa;y, Well, get the bell 
out of here, see? 

Thank ;you. It will be a great ~elp . 

You han done a beautiful job, and I don't 
mow who baa been working with JOU, but 1n 
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other words, let's leave it this way it it 
is all right with you, John. You in~te any­
body in to help you that you want. 

The way I work beat is to have these people 
talk to me and tell me - give ae ideas and 
tell me how they think it ought to be, and 
then go ott by auaelt and work alone. 

You did a beautiful Job, didn 1 t he this 110rniag, 
John? 

Yea, he certainl7 did . 

So, you work the wa7 you want and I will drop 
down here tonight around - oh, it will be about 
ten-thirty, you see. Is that all right? 

Sure. 

Can you take it physically? 

Yea, indeed. I am still pretty tough. 

Could I ask one question? 

He ia young and strong. 

I think he ia . Well , you can look foNard 
whenever we get this and the President okays 
it, troa then until Monday you oan go to bed. 

To rewrite it. 

lfo, it will be finished . 

The uestion I was going to ask was this . Are 
we n~w going to have Just two suggestions? 

Well, isn't that enough? 

/ 
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well, I don't know. We could haYe three or 
toar • 

.. are coing trca •bat .. take h the b .. t 
to oar1'7 out the principlee on the oae had 
to the ai~leet thing to get the .one1 on 
the other, 

I think 1t would be a great a1atake to add 
&DJ aore to it . It would aake a joke out 
ot the thing. 

I thiAlt h han ocae a long W&Js since Jfonda7 
Dipt. 

Te•· 

JDd I would hate to see - show a state of 
coa!uaioa here, publicl7, that could be picked 
up b7 the press and uaed as a criticism of 
the Treuur7, and I think ney well that might 
happen. It we have too •&DT things that are 
just proposals, things that we haYe used ib 
the put, d1 ecarded and thrown back at the 
Co.al ttee agai.n. 

lhat JOU are proposing now ia clear-cut. You 
.. ke a definite reca.aendation or one plan. 
You aaJ, "It 7ou don't belieYe in this principle, 
here are wa7s JOU can raise the revenue. • 

Eddie? 

I a in tnor ot onl7 two, beoauee I !eel that 
the one thing ia the basic principle raYoring 
excua pro!i ta and the other thing 11 the 
legitiaate alternatiYe or pointing out the 
aa.!niatrative dl!ticultiea in a si~le method 
which would rahe rennue without doing the 
other, and I think we will onr-c~lieate it 
it we go be7ond that. 
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Shoup? 

I should prefer to ha'fe no more than the 
one al terna t1 n • 

.Agreed. 

Oh 1e1, I think you will contuae it to get 
1101'8 iD there. 

There ia your anner. 

Then it the Co.aittee inquirea U we han 
aade &111 study of iapro'ffng the preaent law, 
our answer baa to be yea; and we ha'fe rejected 
the reaulta. 

Now wait a minute. 

WilT ian' t thia a way? 

This ia the way to lmpro'fe the present law. 

Oh well, I know, but this ia going to acme­
thing entirely different. This is going to 
an exceu proti ta ta.x law in lieu of the 
present war profits tax. 

That ia what we wanted in the first place . 

I understand that, ,Ed, but if the7 ask ae 
it we han •d• any study of iapro•ing the 
present war profi ts tax act, our answer baa 
to be yea, and we ha'fe rejected it. 

In ta•or of thia . 

This ia our proposal. 

Yea . 

/ 
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In tnor ot this. 

This is the onl;y reoa.mendation we have to 
ll&lce. 

And until we know how the Ca..ittee feels 
we don't know in what direction they will' 
go . 

And this doe an' t preclude US froa ll&king further 
suggestions tor lmproveMnt. 

We WOilld have to auure th•, thongh, that 
we 'Miuld help and have suggeetions on an;y 
laproveaent in the pruent -law. 

And we have none at the preaent ti•e. 

Now, don't make it too difficult, John. 

No, but I don't want it to be too difficult 
for me Vonda;y, air. 

Jell, ;you can aa;y this, that we aren't pre­
pared because for a very good reason, we 
expect thirty-seven thousand returns and 
we have onl;y got f ive, is that right? 

Sevent;y thousand. 

How 11Wl;y7 

We will have aevent;y thousand returna. 

And ot which how many have co:u in? 

Well, I said those who wi ll pa;y exceaa . 
profits, report on the excess profits bans. 
Five thousand are in now that will pay a tax 
in all probability, and thirtr-seven thousand 
are in that will have no liab lit;y according 
to their returns. 
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Wow, all the big onea, which leaves another 
t wenty-eight thousand , or all the big onea 
twenty-five thouaand or thoae have asked r~r 
an extension of time. 

I think that ia your answer, John. 

I don't want to prolong the diaoussion, but 
I 111 afraid it ian' t; because it we are not 
prepared to pua on the praaent, we are in 
difficulty in the other, but I will --

Well, 70U think faat on your teet. , 
I will talk that out with you later. 

You say you are not ready. 

Could you say this, that aa to suggestions 
for improving the present law, you will be 
glad to go into them in executive session 
ot the Committee at any time they want you 
to or something like that? 

Tee, if they are satisfied with that, that 
ia the easiest way out. 

Well, think it over. 

Yea, sir. 

Do you think we are all r ight, l[r, Knollenberg, 
on this? 

Yes, sir, I do. 

Ferdie, how do you feel? 

I think you are always under one handicap 
when you oome up to recommend a ch:fe i.n 
aoae plan that you have presented on Y a 

• 
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few weeks before, and the but 1111 to get 
over that is to show that 70u have principles 
and that you are stioldng b7 th• and that 
those mean something in the alterations 
which JOU are proposing and I think this is 
a swell statement, ver7 orderlJ and clear 
and it needs a few more examples added to 
aake it perteotlf understandable and then 
it ia good. I 1 ke it. 

Well, the point ia, the worat thing the7 
can accuse ua of h aaJing that the Treaaur, 
is a pig-headed organization and the7 thought 
that way last summer and tbe7 haven't changed. 

But JOU are not pig-headed it 70u now go up 
and make a change, but the change baa got to 
be in accordance with aome principle that you 
hold . 

Well, we are not changing. We think we were 
right last summer and we still think wa are 
right; and aa the returns begin to come in, 
the evidence ia on our aide. 

)lay I ask one question~ It may be the result 
ot ignorance. In the alternative proposal 
ot the straight corporate tax, would that be a 
graduated ta.x to take care of small businesses? 

Yea. 

It would be? 

Yu. 

Knollenberg: It could be baaed on income? 

Sullivan: It is now. 

Kuhn: I mean, it would continue to be? 
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!he rate would be relatively higher, though, 
ITen for the smaller onea. 

Are you coming down hera tonight, Herb? 

At ten-thirty. 

I will pick you up. 

Perdle, will you be back, or have 7ou got 
IGMthing elae" 

If JOU would like me to be, if I can be of 
1117 help . 

No, but you started with me and I would like 
to have you see me through thia . 

Sure. 

Could you come back, Yr. Knollenberg, or is 
it asking too much" 

No, I will be delignted. Ten o'clock or ten­
thirtf? 

Ten-thirty. I think we will call it a day 
now, aa far aa I aa concerned. 

Adjourn until half paat ten" 

Yea. / 

.. 
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\&&lac prefl\l a -~~ ef a ru1-'llla n\va 1a -.tMl llftlftl 

4lft1nlUee of '-tit. \1111"7 _. \eellalc'M• 1 fill nro \lllo\ "' 

1lt.nlt1 .. , &llw tllooM 4ltf1nltl11 to 1\utl 1a \lloo ~ ef .v 

11ekiac to a\Mla \lllo ala o'IIJel\lft, •lalr tlo& opM1al tuetloa 

of pnf1U wll1all alt.nl4 '- n)Jio\M \e nlla \&&1\lla. 

I 
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n-lal perlof.loalo \llat 0&17 ~ ""' of 12 larp la~w. 

otoel ,....,., .. will boa .,.Joot \o ozoooo profUo \ax oa u.. a­

of 19llo, altlln&ll U will 'bo llorao b. •1114 \bat u.a ,, .. 1 .._,.'-• 

.,. •• la pAoral roooln4 lnp -•h of clofoAoo orclora. 

!b.oto 0011p&A1oo oooapo ozoou protl h \ax la wb6lo ~r la 

part 'booauo of \1!. allo-o of a a1at.a. oro4U of 1 perooat 

of lAYoatot oapllal. !hie proTltloa •• 1a~tno4 ..,, u.a ~ .. 

ao\ t o pro toot \Mao oorporaUoao, boat \o aU oorponUou tlla\ 

aao4ot U. oa!ec-N of a aw- •laset rotva oa lanott( 01plta1. 

fb.o law 414 aot 41ott.acu111l -.s lr:iJo4o of oorporaUou .... u a 

roal1lt aol~r \&xacl \1!. clefoa11 protlh a.r o4o~\olr pro\oo\ocl 

tho oorporaUoao aoo41Jic aoobtoaoo. 

2. lzc••• proflto o\hor \llaa clofoall profit• aot \&zo4 

Aao\bor oorlou tbortooaiac of tho 191j() oliColl profUo tax 

l aw lo \bat profl\o la ezeooo of a roaoooa'blo ro\ara oa la•ootocl 

capital aro Aot oubJootocl t o \bo tax walooo owcll profl\o aloo 

roproooat aa laoroaoo OYOr ~ protl to Of tho 'ball perlocl. f or 

oxuplo, oao OOIIjlUQ' mtoll oarao4 4vlac ,.,_ 'baoo perlocl aa 

&Yorap of approrlaatolr llo percoat oa Uo proto&\ lano\ocl .-pltal 

vlll be f1' .. frOa ~ UCOOI proflh tax OA laoOao 1a aiJ:f 711Z 

aqllfJ. to approziaa\olr tbio llo pe1'0oat &114 will l>o taxable oalr oa 

o110b. laoroa111 1a 1ao- ao u ~ oaJor. !bo fallvo of ,.,_ law 

t o roaob. a l arp porUoA of ozeooo profl h vao cluo \0 ,.,_ proYiolu 

of a crocllt for ... .., corporaUoll oqllfJ. to 9~ porooa\ of Uo 'bato 

porlocl oarataco, ropr4looo of tb.o olio of tllooo oarntaco la rel&Uu 
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RerYitlooe of the e.xceaa p.rotl\t tu to bt contlltre4 adectute, 

ouot ol181aato \be two c-po wb1cb I hoYt point ed out oro prooon\ 

in tho oxioting law. fho exo~t1on ot 4otoooo protito ~do br 

tiroo thot hayo had l~go dor.aot inYoltod oapital O&D bo otoppod 

bT reducing the S per cent cro41t ot tax- freo ~n1ncw on 1nuto4 

capital. fho PP reoulUJ~g troa allow1nc an UDlialtod anro.co 

earn1nc• oro41t C&A bo ro4uco4 b7 roqu1r inc all corporaUono ~1DC 

aoro than a ot.ato4 percentage on \heir 1D• ooh 4 capUal to P'T an 

exco oo protito tax, regor4looo ot \boir aYoraco ~Dingo . 1\ will 

be rocallo4 tho\ thooo wore tho baoio ol•a ento ot the !?oaourJ 

exceoo proti\o tax propoaalo ot 194o. 

In that propooal corporationo were to be allowed tax tree 

their earningo during the booa period, but with a a1niauo and a 

aax1eua. 'l'lle aini.oua wao II percell\ ot iDYooh4 oapUal wltb 6 

percent allowed on the tirot $500,000. !be oax1ano wao 10 percent . 

!bue , under the !reaaur,r plan a concern Vblch earne4 5 percent 

during tbe hooo period would be allowed to cooUouo to aan 5 percoot 

free ot "-"· 'l'llo concern which oarno4 olllT 2 percent durillg tho boot 

period would be perai Uod t o eon II porceAt troo ot tax. !be concern 

wbich earned 15 percent during \bo baoo period would bo allowed to 

earn 10 percent treo of "-"· 'l'll1o ooabinat ion of a tax on defonoo 

profito a.n4 a tax on oxceoo prot1ta woo calouloto4 to rooch a larco 

pr opor tion of both k1n4o w1tb a a1niaua ot hordab1p. 
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tr.Ur U.. tr.u...,. JIZ">PPMl U w.e l'eOOph.t \loa' lf 

bulD.eiHI were M M npe•4H. au loYootoro •ro h ,., -

.oaq la\o oo~raUoao, aa oppor\•U7 .,.., bo all- \o ..ra 

a oubo\o.aUal rah of ro\ura oa """ oapl\al. !bo plaa allovoi ao 

8 poroo11\ ro\vn, rocar41ooo of \loa Olll'llloc o.,orlaaoo 4Vloc \b. 

baoo p.erlo4 oa ol4 oapl\al. lt t~ 'froao111'7 plaa 11114 booa IIJII>llM 

11 \be oD~~ploo preY1oul7 proooa\14, \~ '"" ronlh wo'Ol4 two.o 

booa qai\o Ufforaat. !bo corporaUoa ""loll 11114 a Y01'7 ~~~ rat.. 

of r o\vn oa 1\o lono\H. Mpl\al 11 \llo baoo p.erlo4 wo'Ol4 beYo 

po14 o24no profi\o '"" oa Mlf of lh ~ 11ohe4 of oa al>oa 
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oao-HYOII\11 1lllol!.or \llo proM&\ law. Olio of \llo oXIIIIploo of a corpor -

a Uoo wllloll be4 poor oarallco 4vllc \llo baoo p.erlo4 wo'Olll beYo pol4 

oxcooo proflh '"" 011 onr Ollo-tlllr4 of 1\o lacoao aa4 \bo other oo 

abon\ oao-flf\h of 1\o laco .. 11otoa4 of both bolac aatlrol1 exeopt. 

1,..11 w1 \11 \~oo \u 11oroaoeo, bovoTOr. U.O 'froa0111'7 plu wonl4 

ben fallH. io "1'1>17 opoo111 ,.,..\loll to oub o\o.a\111 a.onah of 

4ofeaoo pr oflto roce1Ye4 ~7 \llo corpora\loao vl\b poor oaroiac• 

4nrllc tllo baoo p.erlo4. !o Mot \bh 4ofoo\ vo wonl4 oacceot rowiollc 

tllo 19llo propooal to ,.._t4o \loa\ ,..... u.o •••nco oara1Jic1o of tbo 

baoo p.e1'1o4 woro lou \bu U.O al.U.. of II p.ercoa\ • \bo axcooo 

proflh '"" olloal4 bo eppllH. a\ a l owor ra\o, pe oo11>17 10 pore>Hl , 

\o tho clll'l'ea\ profl\o 111 024111 of tho baoo por1o4 oarallco bn\ oo\ 

lo oxoooo of II porooa\ 011 111Yoo\o4 oapltal. !blo opoolal ra\o of 

'"" wo'Old oubJoo\ all lacroaooo lo proflh 4nr11C \be 4ofeaoo per1o4 
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to - opeolal ...._Uoa *1le at U.. - tlM u.. rate W'AU 

aot be lls.ll no.p to oa'Gae -- llatf.ollip to oo..,.ru """• 

laor .. oe la ...,.lap ... u tile low rate reoel'f.t ~vloc tile 'beoo 

period ~ld aot rotloot deteaoo proflte, 

We voal~ •-ae•t aloo tllet tile rate allovM oa ...., OIIPltal 

be tile - ao tile -.n.- rate allow•~ oa ntltu41oc oapltal, 

oaaol:r. 10 peroeato It lhoald be rooophet tllat UJ aut.. 

rotva oa 011Pltal .,..t 'be • -t u bltrar:r tlcv- beoa•• 

b1lo1Aonu Altter vitel:r vltlk reopeot to tile tocrM ot rhk t11e:r 

tao e. Acoor41Acl:r, lt le ~lrablo aot to oot too low a aut-

rate. 

rate cra4uatloa troa tllat oxlotliC la the prooeat l aw, 10 ..... , 

a rolatl'fol:r low rate ot tax wlll bo appl le4 to the ollcbtl:r 

oxoeoelYo protlto aat tile lllcber ratoo applle4 t o protlto tbat 

JtJ 
5/15/''+1 
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)If purpose todq 11 to dilou11 with JOU the 'l'r•&llD'J'• 

proposal for corporate taxation in the preeent or i»il. 

It ia llllntial. t o bear in aiJ14 that WI 11'1 in the 

midst of a ney eer ioua .. riiUJ. We are uu.dertet'nc to 

exert a IIIJt~ of ettori for national defeue. We face 

-the urgent need of gp11ot additional re't'llllle to fiuDoe 

that effort. 

The Treallll'y 1a called upon to Met expenditures 

greater than have ever been JUde in the nation' a peacetime 

history, and probably greater than at aey time in our 

history, in peace or war. it such a time we can not expect 

to rely on normal sources of revenue or be content with 

revenue in normal a~~~~unta . We 11111t adopt extraordinary 

1111aaurea to deal with our extraordinary situation. 

In searching for additional sources of rennue, .. 

han sought to arrange our tax schedules so that corpora· 

tiona, like indiTiduala, will bear their share of the tax 

burden in proportion to their ability to pq, regardlesa 

of their aouroe of earnings. 

It is not enough to prevent the relatinl7 small number 

of corporations largelr engaged on defense orders froa 
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profiteering. MaDJ leaatag and loDg eatablithed corpora­

tiona realized ney high ratea o! profit nen whan the 

business index waa comparatinly low. 

278 

Having in mind that it ia the Treaeuey' s responsibility 

to make euggeationa and to analyze specific proposals !or 

changu in the tax atl'Ucture ad that it ia the Col:lmi.ttee • 1 

reaponeibil1ty to write the tax bill, I want to outline in 

general how we thlnlc the corporate tax yield can and should 

be increased. 

When I appeared before a subcommittee of this Committee 

last summer, I recommended the enactment of an excess-profits 

tax law which would apply to all profits in excess of the 

rate of return on invested capital Which corporations actually 

realited in the period before the defense program, subject 

to two qualificatio~. First, such a law would have allowed 

a corporation an exemption of not leu than 4 percent on 

invested capital. Second, such a law would han subjected 

a corporation to a tax on those protita which it ll&de in 

excess of 10 percent on invested capital . 

For example, if a corporation made an average of 5 percent 

on invested capital in the period prior to the defense program, 

ita profits abon 5 percent would be subject to eueaa profits 
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taxation. But 1! it made an anrage of but 2 perceut 

during the period prior to the defenae progr .. , onlJ those 

profits in excess of 4 percent would be subject to the tax. 

And if it made an average of 15 percent in the period prior 

to the defen" program, then the tax would appl7 to all 

profits in excess of 10 percent. 

The Congress adopted a different proposal 'IIIlich the 

TreasU17 belined would diacrilllinate against sm.a11 and 

growing oorporationa. Because of the urgent neceaait,' for 

prompt aotionJ however, the Treasury did not press its 

objection. 

The Treasury has never hesitated, however, to come 

before your Committee and ask it to remedy a defect or to 

eliminate an inequity whenenr experience in the adminis­

tration of the tax laws baa revealed &D1 defect or &D1 

inequit)-. Since, therefore, the uthod of excess profits 

taxation whioh waa enacted into law last sumaer has proved, 

in our opinio.n, unfair and ineffective, I am not hesitating 

to come before you now to ask you to reconsider the 

Treasury's plan of last summer. 

Kauy of the inequities of the law passed last year were 

reudied in the Exceu Profits ~ax amendmenh of 1941. The 
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present law undertakes to ta.x corpora.tion profits which result 

from the defenll8 program. We renew our suggestion of a. pla.n 

vmich would ta.x a.ll excenive profits ma.de during the defenee 

program. 

The weakness of our existing exoess profits t a.x la.w 

is tha.t it erects a. barbed-wire fence protecting these 

profite of well-eata.bllahed corpora.tiona which a.re not 

• 
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M1 purpoae today ia to discuss with you the 

problea o! corporate t&~ation in the preaent e~ergency. 

What I shall have to saf is supplementary to the 

statement made by Secretary Korgenthau when the current 

hearings were opened and to the suggestions l&ter laid 

before you on behalf o! the Treasury Department. 

Before attnrpting to rniew the prnent proTiaiona 

of law wi th respect to corporation t&~n and before 

offer ing suggestions in this field) I nnt to s&y 

something about the situation which confronts us and 

makes urgently necessary the work your committee is 

undertaking. 

I don ' t think we can make any proper approach to 

our problem without bearing constantly in mind the 

!act that we are in the midst o! a very serious 

national emergency. We are undertaking as a whole 

people to exert a maximum o! effort !or the national 

de!enss. We face the urgent need of gre&t additional 

revenue to finance that effort. 

The Treasury is called upon to meet expenditures 

greater than have ever been made in the nation's 

peacetime history, and probably greater than at any 

• 
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tl..llle in our hieto1'7, in peace or war. it auch a 

tl..llle we can not expect to rely on normal sources of 

revenue or be content with revenue in normal amounts. 

We must adopt extraordinarr measures to deal with our 

extraordina1'7 situation. 

We can not expect to devise a painleu tax bill, 

nor one that is free.of all inequities. That is not 

possible at any time, and it is certainly not possible 

in the light of our present need. 111 that we can 

hope to do is to minimize inequities and to distribute 

the burden as fairly as we humanly can. 

The situation calls for sacrifices. As Secretary 

JLorgenthau has already told you, we have had un­

mistakable evidence that the people are willing to 

make sacrifices according to their ability. As we 

call upon tham to make those sacrifices we should 

again, as far as humanly possible, measure the 

sacrifices we call upon them to make according to 

282 

their ability to make them. It seems to me permissible 

to remind ourselves that outside the tax field greater 

sacrifices are being asked and must be asked. There 

is no basis of comparison of the sacrifice of those 
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who are asked to exchange the coaforta or a 'ob ana 
a ho11e tor a soldier ' a pay and a soldier' e hardships 

with the sacrifice or those who are asked to p&J 

eTen drastically higher rates of tax. 

283 

To obtain the reTenue we muat haTe tor sufficient 
J 

support of our detenae effort we need to increase 

substantiall7 the yield of our corporate t axet, We 

haTe alreadf suggested and the committee ia considering 

he&TT increuea in taxes upon indiTidua.la. On the 

basis of ability to pay we can fairlT call upon 

corporate earnings to bear a larger share of the load. 

It is in the light of these considerations ana; 
bearing in mind that it is the Treasury's responsi­

bility to make suggeationa and to analyze the effects 

of tax laws and proposals for changes in the law, 

while i t is the committee's reaponsibilitt to prepare 

tax bills, that I now wish to offer so11e comment on 

the existing law and suggestions as to how additio~l 

reTenue ~ be obtained. 
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&«•tntaterS!f the Jzoeaa Protita fax. 

Thare 18 DO edTlce to 'be had troa experinoe 1D the 
manaae .. nt of aD7 caaea UDder the 19~0 Bxceaa Profit• ~ax 
Act, einoe but 5,758 taxable raturna and )7,66~ nontaxable 
return• of an anticipated total ot approx1-tel7 70 ooo 
due to be tiled he~• 'been reoeiTed. Ro exoeaa prottte 
returna ha~• been ae yet forwarded to field atationa. 
There ba~e been 25 ,988 r equaete tor axtanaion of tiae to 
tile, repraeent1D& the .oat 1a)Ortant, difficult and ooa­
plioated returne. 

MaJor Ditticultiea Anticipated. 

(l) Detera1nation of baae period inooae r equirea 
reaudlt of 7eara 19)6 to 1939 1Dcluein. Detera1nation 
of inTeated capital require• reaudit of all yeara troa 
date of incorporation. Both necessary in eTery caae 
where diaclalaer is not signed. One or the other necessary 
where diaolalaer o( one baaia aigned. (In tbie connection 
aeTeral hundred requeeta by larger corporations tor 
permission to inspect r ecords of Bureau dating back 
occasionally oTer a period of twenty yeara baTe been 
receind. ) 

(2) In oaaee of corporations tiling exoeae profits 
tax returna on a consolidated baaia, wboee inooae tax 
returna tor baae period 7eara were tiled on a separate 
baeia, the admin1stratiTe difficulties described 1D 
(l) aboTe will be aagnitied. 

()) In all oases 1D which the inns ted capital base 
is uaad, coaputatione to determine aTerage dally iDTeeted 
capital under Sections 715 to 718 incl uaiTe will be 
intricate and ~·luainoua , and t1ae-conswalng out of all 
proportion to possible benefits. 

(~) Ro excasa profits tax 7ear aay be aattlad until 
all oontro~ara7 with reference to any prior base period 
rear baa been f inallY determined and thouaanda of oases 
are pand1D& in ~arioua stages in offices of agents 1n 
charge , Technical Staff ott1oee , the Board or Tax ~peale 
and the Court a . 

/ 
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(5) SettleMnt or caaee involviug nor.eJ.-tu edJuat­
menta will be del47ed due to the incidence or excess 
protits tax probleJIIII, Tbis will handicap opportunity to 
collect nor11111l income tax, 

(6) The thousands or taxpayers• applications tor 
extension or time to tile indicate that accounting ottioors 
charged with the duty or preparing returns and to whom 
recorda are tully available are encountering major 
dittioulties in computing excess profits taxes, 

(7) Pield officers under lese complex tax structures 
are operating with considerable ditticultiee to adequately 
protect the revenues , Kxpeneive and leugthy courses ot 
instruction appear essential to management or excess profits 
audit . 

(8) Multiplicity or types ot returns baaed on income 
or different olaasitications - normal-tax income, excess 
protite tax income, delared value excess profits tax income, 
retard the management or all routine procedural steps, ae 
etatomonte ot original and additional aeeeeaments, claime 
tor refund, scheduling or overassessment&, and management 
or penalties , proposed and/or asserted. Tho costs or all 
administrative detail in colloctore• ortioee, agents• 
offices , and in Washington will be exaggerated and 
multiplied. 
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Year Ooalthe 1e now 'DCI8e4 1n toNillaUq 

obaJI«" 1n our tax 171ha to aoooaplhh two aa1D 

obJeot1vee: (1) to provide the total revenue• that 

we need to enable ue to t1D&Doe t he great detenee 

eX'Oend1turu that we are ooaa1Ue4 to aake; aDd 

(2) to aea1et 1D aa1Dta1n1ns the eoonoalo health 

ot the nation. Our people lr.Dow that we are taoe4 

w1th a great ohalleAgl. !he7 lr.Dow that great eaor1-

t10II IIUet be Mde &Dd the7 are prepare4 to aake thea. 

!he7 rel7 upon ue eo t o pl&D our tiD&Do1al prograa 

that, however eevere 1ta burden• aaJ have to be, they 

will reet ta1rl7 and Juatl7 upon all indivlduale &Dd 

all buaineuee. 

'l'he tax progra111 wh1oh JOU will propoee will 

neoeeear11J ooneiet ot aallJ elemente. An7 one tax, 

viewed b7 1teelt, aaJ appear to be etringent and 

oppreu1Ye. .l11 auat be v1ewed, however, a• parte ot 

a whole. !heee are war tiall• !axee that would not 

be propoee4 1n peace t1aee are a neoeeeitJ now. We 

o&Dnot give etteot to all thoee nloetiee ot exe~tione 

and eav1ng clause~ that are appropri ate t o eaeier 

ocoaeione but tod&J will deteat cur ende. 

286 
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I haYI 'ben ailke4 }l&l't1nlarq h 41-ll Clll 

eXOIII pl'Ofih tax, fir1t ID&Ote4 1D tile fall of l9l!oo 

Ov experhiiOI w1 th 1t 1e 1t1U l1a1Ce4, tor llaiiT ot 

the returlle ot the laratet oorporat1oDe haYe aot ~·t 

bUD t1le4. hough ba'l'l MID t1le41 b.OW'I'er, to 

OOD'1'1IIOI !reaiU'J ott1o1ale 111 ~ ot •d•SetetraUoa 

that lllportut eb.ac11 111 the law ••t 'be 11&4• 111 till 

111ter11t1 ot fairlalea. We are oollMUIIC 1&1'11 nae bJ 

ataDI of thh tax, lMt the prot1h ot a goo4 ~ other 

bue111ell t1l'lll are 101118 eDtlrel~ utu:l4, althousb 

tho11 prot1tl appeal' ezoeu1n ~ u~ etu4arcl8 I kDow 

how to appl.7. Here 11 oerta1111~ a plloe to 'broa4eD 

the ball. llureq the ak111 ot th1e Oo..Utee ud 1h 

e:~:pena 11 a4equatl to the tau ot br1q1J18 w1th111 tile 

tax the kDOWII Oalll Of l%01111'1'1 bui1DIII prot1te. 

I wa~~t tlrat to outl111e tile pr111o1plea vb1oh L 

bel11'1'1 ahoul.d goYerD the taxaUoD ot ezoeu protlta; 

eeoolld, t o 1nd1oate reepeota 111 wh1oh the preaent llw 

t aUa to aooord with thou pr1Do1plll; ud thlrd, to 

auagut Yar1oue poeeible real4111 wb1oh thl OoDgr~ae 

11&7 wiah to 0011114Ir• 
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I - Pr1ao1pl .. 

11114er PN .. Dt .. 1141Uou •- k11141 of pnf1h 

a&J be apprepr1atolr •~J••••t •• -.a•1or •aaa•1oa ~ 

other k1 ... 1 1;o p1; a ta1r 41ot1'1buUoa ot ~ 'llv&oa 

aD4 to &Y014 ufDYON.'blo ltf001;0 OD 1;ho 4ofODIO prLCJ!U 

01' OD 'bliOlD .. O 1D paoi'Dl ~- 1f01&l4 Nllll1; 1t ~ 

I'I'I'ODU MIA .. " l'a1oo4 1.D ..... 1' W&JI. 

1. ..fouo 1!!'!1'1 •• 

1'111 fln1; 'JPe of PNfU• 'llh111l MnJA, 1.D a ....... 

of ih1e k1114, 'be ~Jeoto4 to epeo1al 1;azaUoa IIMipl'i"' 
tbe pNf1 '' 'llh1oh DDT 'bo naooaa'blJ aUr1b!atl4 to 1;ho 

41fiD .. PNIJ'U. h.G pl'OfUo DN 'bi1JIC 8&41 Ollt of 

the oaor1f1ooo of tho people u a nolo aD4 o!lolll4 be 

Ntlii'Do4 1;o 1;111 pooplo 1D 1;&Dio 1DOOf01' &I DDJ M 

poee1blo W1tho•t 4oOtftJ1Dg UOOOIDI'J 1DOIDt1YII 1;o 

pro4a .. 4ofoaeo cool•· 
la a .. Joi'11;J of .... , 1t 1o aot poeelble •• 41o­

t1&ea111l W1~ port••• pno111oa tbe o4411;1oaal pref1to 

teaoao1;~ tao 1;o 1;111 totoaeo pNCJ'U . 1'111 otto do of 

4otea .. epoii41DI DN Uttuot thl'OD&!Io•' 1;111 W.l.e 

eooaoa1o •r••oa. n 1o ..... aorr. aooo1'41aal.J. " 

4eto:ra1M pnf1h tao 1;o &otea" bJ alleuilll tha1; 1D 

paeral, 1aonu .. 1D prof1tl t.r1D& tho tefea .. pol'1o4 

• 
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are due to detente . Soee relief oan and ebould be 

granted Where it ia Olear that thie ia not the eaae. 

Inability to d1atinguiah Juat what are detenae prorita 

ahould not diaoourage ua froa aubJaot1ng tb .. to apaoial 

taxation tTtn at the riak or hitting aoae aon-darenae 

prot1ta . 

2. Profi ta in eueaa of a return on in ... ahd 
oapiiii 

'llw otber k1D4 or prot1ta that oen properly bt 

eubJeoted to apeoi&l taxation are profita 1n exoeaa 

or a reaaonable return on inTeated capital, eTen 1f 

thia return waa being earned in tbe yeara prior to the 

derenee prograa. The exiatence or euoh prorita, while 

often due pr1aar1ly to good aanagement, are 1n Tery 

nwaeroua oaeee due to aonopoly, iaperreot coapet1t1on, 

or luok and chance, a.nd not to any outatand1ng aerYice 

to the publio. 'lheae exceaaiTe profita repreeent in 

large part aoney taken troa conauaera in axe••• or the 

aaount neceaaary to produce the goode or aerYioee. When 

the iaperteoUona of our aconoa1c uohint baTe pera1tted 

th1a to happen, it ia equitable and deairable that the 

exceaa prorita be aubJeoted to apeo1al taxation. Further­

acre, at a tiae when heaTy taxea auat be iapoeed they 

ahould be ltTied Where they will haTe the least haratul 

• 
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etteeh . 1'o take aa .. peolallf 1vp lUre or ~ 

protl h,1D oxee .. or a reaooaa'blo .. ...._ 011 1ondoa 

oap1ta.l w111 aot oaa1o -., 00~111 to 11 1ato 

'baakrapto7 or Wltblraw troa 'bao1ao1o. 

I aa aware that oao111n pret1h a1111 tor tllat 

uner tbo oJpooto4 ~r ..... protu1 .., llan 'beoo .. 

uUI1pdM '117 tho t1D&Do1al o-s.tJ .. t IOOV1t7 

pr11 .. .., haYO boooao dJutM to tboa to •- 411'1'1• . 

1'ho t.poaU1oo at tba11 opeolal tuoo .., hU •-

.... .,.1 Ot OOI'pONtO MOar1Uoo li&Nor t)aaa 0 .. '1'1 . Wo 

O&UOt OIIUN17 41&Npr4 llloh 'I'Oit04 111tONih, but WI 

au1t roanbor that DO lllhlaUoo 11 paoao4 u4 110 pre­

lftlll'l'o 1top 11 tat.ll whloh 4oe1Dot 4l1turb tbe eata'b­

lhho4 1Dtoroltl or ~- people. We aabaH that •••to4 

1Dtorooh 111 hlp pret1t1 aro 111UUM h ao ao'l'l pro­

toot1oll tlaaa aa 1D41'1'141lal•o 1otoreata 1.11 a 111'1'10 oal&rf, 

aow n'bJeot to a hea'1'7 tu. 1'hl1e aro Uaoa or ...,. 11114 

olaaa101 aut be ozpooto4. 

I .. al.IO awaro tha1: t h o appl1oaUOII or tbe prlllo1ple 

or tu1a1 prot1tl 111 oxoooa or a rea.oaable .,..~ 011 

oap1tal 111'1'ol••• 41tt1aalt1el or both thiO'I'J 11114 teohlllqaa . 

I tool 111'1'1 that •• lhoal4 Dot allow th••• 41tt1oult1el to 

atu4 1D tho wa7 or oar lllllJIC to aUa111 tbe u1D obJeoUn • 

u1a17 tba opeo1al ta.xaUoa or prot1 t1 llbloh alloal4 be 

aa'bJeeto4 to 111oh ta.xat1oa. 
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In tho 11cllt of 1ib.o pr1ao1p1.. .11an otuoa, I 

w11h to o:aa1Ao tho o:uo .. prot1to tu 1.aw po .. o4 laot 

oiiiiiUr, to ••• 1a wtlat roopooh, if ..,, u fa1la to 

oorroopoa4 to ~ooo prlao1p1oo. 

1. h11Jn So "''' lpm ""' or 4tfptt protiSt 

tho booaa ProfUa !u Aot ot 19llo no a o1oar 

o:rpreaoloa of Oclllpeea1oul latoat thot prot11i 1 I1'0W1aC 

out of tho 4ofoaoo otton lho1114 11o nllloot to o:uooo 

proflh tu. !he law, hoWI\'or, llal aot aob.1en4 1illat 

obJeotlYO• XaDT oorporat1oao that are tho pr1Dolpal 

benef1olarloo of 1ib.e 4ofenoe effort on4 that lul14 1arso 

goYornaeat ooDtraoto are pAJlag 11tt1o or DO exoooo 

proflto tu. loao of tb.ooe oorporat1ono are DOt oal7 

lllltiDC aoro prot1h tb.on tho)' 4o 1D Dorul t1HI blat 

are f1D41.Dg U DIOUear)' to oxpan4 1D or4or t o fU1 

4efonoo OODtraoto. 

In tho alloonoo of ooap1oh exo11e prot1h tax rewra• 

on on••neUoD b.aa lloon ll84o of publ1oW f1Dono1al 4ata 

tor oorta1D oorporat10DI• ODo ooap1Jl7 wl11._ tluoagb. 

Maroh 31, 19~, b.a4 rooe1Yo4 onr 70 a1111on dollar• 

ot 4ofonoo ooDtraot• an4 whoa• pr ot1to 1n 1911o wore 

aoro thOD 3,000 peroeDt 1arcer thaD 1939 11 oubJeot to 

DO IXOOU protitl tax 'llhateYer OD 19llo earDUgl• 
!hi 

I 

Regraded Uclassified



- 7 -

f1Aallo1al 4ata of a 1arp ehel oo~ wblala bae 

reoe1ncl 01'er t250,000,000 ot 4etuee ooatrute 

1ad1oate that 1h eU'Il11lce 1a 1911o wUl be aearl:r 

200 peroeat l~er thaD 1a 1939 &ad that 1t w1ll 

not be nbJeet to au ... prot1h tax. It h reporte4 

1a oae of tbe f1aaao1al par1o41oale that o~ 5 oat 

of 12 large 1atecr&te4 ehel 0011pent .. w1U be •bJHt 

to ezoe .. prot1te tax oa ~ 1aoo• ot 1911o, aUboqla 

292 

1t w1U be bone 1A II1A4 tbat tbe ateel oo~~paD1.. • 

hue 1a sea eral reoe1Ye4 1:111ce aa01111ta of 4eteaae ordara. 

!'heae oo11paaiea eaoapa exo .. a pr ot1h tax 1a nola 

or 1a part beoauae of the aUowaaoe ot a •'"' .. • ored1t 

of 8 peroent ot 1aYeete4 oa:pltal. 'l'h1a proY1Uoa ••• 

1naerte4 bJ tbe Ooagreaa not t o prohot theae oor.pora­

t1one, bat t o aid oor.porat1one t hat nee4e4 tile aa1'e-

guar4 ot a wtat•• ataxed rehrn oa 1ueate4 Oll!)1tal. 

!he l &Y 414 aot 41et1Dgl11eh amq k1a4a of oor.poraU.one 

aad aa a reeult aelther taxe4 tha 4etenee prot1ta aor 

adequatel :r proteote4 the oorporet1oaa a .. Mns aaa1etuoe. 

2 . !!tei!Jiof1h O~E tJ!fP dtftpN proflh 

.Anothar eerloue ahortooa1q of t he 1940 exoeaa prot1ca 

tax law 11 that prot1te 1a e:~oeaa ot a reaaoaable ret11r11 

on 1a't'eete4 oap1tal are aot .. bJeoted to the tax ualeae 

n ob prof1h a1 eo ropreeeat aa 1aoreaae onr tha profit a 
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ot the hooo pol'1o4. ....r •--1 '" - 0' 0&0 OOIIp~ whloll 

aarnocl 4111'1118 U. hH por1o4 u uoraco ot approz1-

aahl.7 llo poroat oa lh proooat 1DYOI\ocl oapltal 

wlll 'be fi'Oo troa tho oxoooo protlt 1 tu oa laoo• 

1n &111 70ar oqul to approz1aatol.7 tlllo llo porooat 

&114 wlll be •uablo •1117 oa 1111oll t.rouoo 1a laoo• 

a1 U Da7 oaJ•7• '!lao fallvo of tho law to roaoll a 

lal'p porUoa of oxoo .. protlto wao 4• w tho pro­

T111oa of a ore41' tor OYOI'J oorporaUoa oqul to 95 

peroont of lh baoo per1o4 1arnlqo, recal'dlou ot tho 

a1z1 ot thooo oarnlqa 1a rolat1oa to 1to 1DToato4 

oap1tal. 

III-IltM41 .. 

Rn1o1oao ot tho oxoooo prot1ta tu to bo ooaa14oro4 

adequate, ••t ollalaah tho t., ppo wh1oll I hen 

polatocl out are pro••' 1a tho ox1otaa law. '!lao 

1xnpt1oa of 4otaH prot1tl aa4o 117 til'u thot ban 

bad lal'p 4Draaat 1anoto4 oap1tal oaa bo atoppocl b7 

rocluo1111 tho II porolftt oroclU of tu-trH oaraba• 

oa 1aYooto4 oi!pltal. !ho sap roaultinl troa allowlq 

an 11D11a1to4 anrap oarn11111 oro41t ou 'be rocl111ocl 

b7 requ11'1q all OOI'pOI'at10DI l&l"ll1DI liOI'I tbaa & 

otatocl poroentaco oa tho1r 1DTootocl oap1tal to p&7 

u oxoo11 pron•• •u, r1sar&1••• ot Qo1r aYOI'&IfO 
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•arabi.. n wUl. 'be ... ,, .. &~~a\ t~~tee ._ ,
1111 

bade •1-\e ot \be fretftJ7 aoeee p.rotlh \u: 

I 19~, ~ .l;t_.:.... ~ f_'- '• -aJ...-~:l ~·C. ·:r· ... ·~ ~ .-. .. ~,·d. P Poeal OO~ONUou Wll'l be ellon& . 

\u: tne \helr h1'1l1qe ~ \he 11&11 perlo4, )In 

w1\la a •••••• Ul4 a •r1-. '!be 111as..a wae ~ pero•• 

of 1ane\e4 OIIP1h1 wUh 6 peroe11& allon& oa \he 

tlre\ 1500,000. '!be •n ,., 10 P-••· ~ ....... 
\he 'frtuuT plat a 0011- wh~ 1U'tl4 5 )MNM\ 

12Dr111c \M ._., per1o4 woal4 •• aUtw& to •••~ 

\0 l&rll 5 PINIIl\ fNI Of h.z, 'l'hl O<llOII'II whioh 

eaJ'III4 o~ 2 peroem 4.1U'1JIC the bate per1o4 would 

be pe..S.UI4 b eara II- peroe11\ tne ot &a:. 'l'he ooaoe:ra 

wh1oh I&J'Ill4 15 perolllt 41U'1JlC the l:laee per1o4 wolll4 be 

allowed to tara 10 pereem tl'ae ot &a:. 'l'h1e ooab1uU• 

Of a \1% Ot 4111UI profUI &lld & \u: OD UOIII protl\1 

wae oel t"l t\14 to reaoh a lazoc• proporUoa ot both 

lt1a4e wl Ul a ll1.ll1.8all ot heftah1p. 

v.&er tbe b-tatU1'1 pNpoeal u waa noop1&14 

\hat 1f lNelaeeeea were \o be azpu414 u4 111Y1a&or• 

were \o p11\ an 1101117 11lto oorporaUoaa, u epporhaUJ 

auet l:le allowtd to eara a euba\ut1al rate ot retarD 

011 an OIIPUalo 'l'ht plu allowe4 &II II paroN\ N\U'II, 
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rep.Hlooo of lM earatq OZJ18l'h ... 4v1• tile llue 

per1o4 •• ol4 oapUal. If tbe tnaov1 plaa bll. 'booa 

appl1o4 1a tho naaploo pre•1oul7 pre .. abt, 1:be u.z 

ruu11:1 •1Mll4 ha'I'O 'booa quto 41ttoreu. tM oorpora­

Uoa 11b1oh hat. a ••rr hlllb rato of retva oa 11:1 

1D'I'oo1:.& oap11:al 1a 1:be -... per1o4 WD1ll4 ha•o pa14 

1:uou P"fUo 1:u on halt of 11:1 1aooao tao1:oo4 of .. 

abo1&1: oao-.. Yoa1:1a ~~Mer 1:be pro .. at law. OM ot u.. 
tuaplol of a oorporauoa whtoh bll. poor oaratap ._UC 

1:lll.o MIO por1o4 -1&14 ha'I'O pa14 OXOOII profUI taz oa 
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o'I'Or oao-th1r4 of Uo 1nooM aad tho otber oa alloll1: ••­

ttttla Ot ltl 1D.OOM 1DdOa4 ot both bl111f IDUNlJ O:Uiipt, 

E••• w11:1a 1:holo tu 1noroaoo1, ho•o•er, tbe .frealllrf 

plaa wowJ.4 ba'I'O fa1le4 to applf opeot&l 1:a:ut1on 1:o n~ 

otaa1:1&1 ..... 1:1 et 4etenoo prot1to rooe1Ye4 br tbe oorper­

&Uoao w1t1a poor oaralage 41lr1DC the bau portoa. fo _, 

th11 4eteot we wowJ.d 01&1«011: re'I'111&C the 1940 propol&l 

h prnuo that whore the aYOract earnlnge ot 1:M ball 

por1oA .. " ltu thaa tbe a1&1 ... ot ~ porooat, 1:ho oxoo .. 

protU1 tu 1hew.ld bl appUt4 at a lower rate, pou1bl7 

10 p1r11at, to 1:ho ourreat prot1to 1D exooo1 of tho 'ba1o 

per1o4 O&ra111fl bat aot 1D IXOIII ot ~ ptr81Dt OD 1D'I'el1:td 

oapU&l. !h11 epoo1&1 rah ot tax W01ll4 n'bJoot all 

1aorea .. 1 1a profl 1:1 4v1q tho aoteaoo por1o4 to 1•e 
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~lal tuaUoa '*1l.o at Ule ._ Ctae tlao ll'llCo 1101114 
llOC 'H hlp oangla Co , ... , ..... llaNa1p ee -••ra• 
wbooo 1AoNaao 1A •anaiaa• Oftl' Clio low rato I'Helft& 
diU'laC CM '11ue polto4 U4 AOC Nfiooc toruoo pzooflh. 

V. WOIIl.4 RSPoC &lao Cb&C Clio raCe ell 1..._ oa 

Oil oate\&1141q oaplCal, ...,IT, 10 porooac. IC ob1Mal4 
bo r-phe4 Cb&C 8A1 ux1- rehft Oil Ofi)Ual •d 
bo a oo--.c arbl \ftl7 flpl'e MOP II lnaalllo11 .. 
dlffol' w14olT w1 Ul reopeoC Co Cbe 4'11'" of rlok tw 
f aoe. .&ooor4~, U 11 4ol1rablo not Co 181: too 
low a aaxt..a raCoo 

~"• 1C woal.4 bo 4 .. 1roblo to olluce tbo 
tTPo of rdo p-dll&Uon froa tllat ui1t1nc 1ll tbo 
pre11nt law, oo tbat a rol&UYol7 low rate of cu 
rill be qplle4 to tho 1l1PC1T oxoo .. 1Yo protlh u4 
uae bJ.cber racee awl1e4 to prot1h cllac are .oro 
oloar!T aooel1ft• 

• 

• 

• 

• 

• 

• 
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TREASURY DEPARTMENT 

INTP-OI"''tCK COMMUNICATION 

...... llq 15, 19'11 

TO 

- 11r. Oochrea 

.U 11130 th11 1101'111Dc I tehphoud Sir J'rederiolc Pb1111p o. I let h1a 1aoov 
thd I W Juot be .. called 1ato \he Seore\e171 • ott1ce ••r• ov Public llaletiou 
otUcor bed reoo~~ated \o the Secret81'7 that at 1 ... \ t.1u-aa r.porh bed 'beon llroQ&bt 
1n bf preu correopoD4uh o~ llr. Saatree aaklq the otat-llt that "the Seorot..,. 
of tho troa11117 .., .. , talldDc \hroQ&h hh hat• illootar ao the q.,.oUoll of Brithh 
.-rohlp of Lnor :Brothers 1JI the U.Uted Staho 11 1Jrro1ftd. 

1 to14 Ph1ll1po that ..,. ha4 W ou .._r ot each reaarta - ,_ - 'llolt 
11&4 pa14 llo attuUoll to U . ¥1\11 thh rec:ura..,. , howftr, ..,. tlloQ&ht he ellnl4 
- ot 1\. lle ccllf1nM4 IV qD4eretaii41DC that llr . hetrM 11 ea aoohtut Y1th 
Sir ldvar4 Peaooolc ea4 llr. 01ttor4, ea4 ..,.., torur}T u aocouatut 111 Pari e . 
Phl.llipo retened h the WoruUoll Yhlch he heo ctwll Ill to the ettect that tha 
! rUhh 4o llot uclll4a Lnar llrotbere 1JI the t7111ted S\ateo -DC their 41rect iD­

n otullh hare. 1 told h.1a that "" were ...,.... ot th1o . 0.. tha other haM , 1t he4 

( 
btc our 111Proll1oll ....... hot180t0' Yao 'be!.JI« «!nil before 0oJIC1"••• oil the X..ll4-I.eaoo 
Bill that Lo•or llrotharo wre to 'be included, all4 the Socreta17 ha4 oo otated. 
Thoro h tblla •••• •hllD4erotllll4iq, but 1t cortailllT called tor 110 exprouioll oil 
tho part ot llr. Statree ouch u abo"' quoted. Pb1111pt oa14 that be vovl4p.to oil 
.., oppropriate YCr4 to Sir J4var4 Peacock at ollCI. 
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........ ...,-.u ......... 
• . ..... ... h ......... '-, ..... ,. ......... "-*lal .... , .. at ... 

~r~ou• ......... tal•' r • •• U•ll5 •~• t•mu . • ataw .._, .. w ... 
.. ,._. ... &.r- .... ""' W ,._, ... ._....a ta "''he u w.. a a..-,_ 
..... ..... .a.ft1 •• 19111 ........ '- ~ .. ta ..... wtQ ... ---

,.. I) \M .-wtta at -· ..... I h ter \M 'IIMaw *'- W .._ ......... 

,_ , .. llrltt•. • walt •~• ttalt •• \aula Jll'lMltlaa. 

I talC" .... tMt M- ~· -'-' twa •• taw lata wttll Wo latta•, a&.aa 

.......... ,... .. • ... ----· ,_ ... faall ... *" ..... lac la.. •• 

w.-.. ~**''- wt• .- baaaur ._,... ... -. • •to..., ..-,.... .,.. 
ooU lla W ~ - at tllla aU. 'tt ' ••· --.. hUartlaU -' ,.._, 

w wall_. •• ~la. Ia tll.la aa••aU• M walt \MI \M lett• ,... loo lola ... 

.. ,._. h \aaat •• tM ,._ tMt ,.,_ .. la tM 'ttaaa wal& '* wlQ -rl­

...,..., 1 tal& ~. _.. M w a1Meotr ~~aut , tMt .- aa-aauaao or , .. ,... 

, '" ur• w kaa alallc .,. .. ta u-. .., h . ~ -· .. olooat& '* ....a '* 
P~JM•h la .. nTh, _.. tM- ,..,.,.._. wtQ tallu--. tor.., allt'-h w 

""'''-* ta ... ...... ........ .,,. ...... ..... ,, ......... lalta1' ......... 

aoal 111aoaU 'tt fHI-\la ,_ tM llrltl.. .......... . • ........ MAl II , to Ua-

-• tllla , .. atlea wtQ .... - aa ,.aol\la, a&.aa \M lwl .. _"" nortac 

- ta talk wtQ ~ .,._ .. w w .,..-.,, '* talk wtn ••· 

I t••Ualalr ..u .. Wa ....... ta W• laaratal7'1all'o at-Uoa, -' ~· 

u1oot .. Ia .._ -.. O,la - ta ta - II&. at 1Z1)0 '*'*'· 
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J'wut 9, 1941. 

111(f"-un~• 

'fbe att&cbad &r<o tar 10111' tile. The or1gina1 ot 
tb. utt.r approved bJ tluo Pree14ent. 18 1D the 
ottioit.l tiU 1D Ura. Sl&l.liY&n' e ottiee • 

• 
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.,....._.......... ..... 
- Mlt*'fNt" Olf ..,.,.. 

-~L 

refer to 

CONFIDENTIAL 

J 

DEPARTMENT OF STATE 
WASHINGTON 

!Lay l !l . l9.U 

My dear Mr. Seoretary: 

I acknowledge wl tb appreo1at1on the receipt or 
Wr. Oaeton' e letter of Ka7 5, 1941 describing the 

procedure being fo llowed to teet aamplee of gasoline 

being exported from the West Coast t o Jep8n and enclos­

ing oop les of repor t s ln reg8rd to certain teats that 

were mAde. The Department is very glad to learn that 

this procedure le b eing followed and hopee that it 

will be c ontinued as long aa the preeent regulations 

governing the export of p etroleum producte remain ln 

eff ect. 

Slnoerelr rours, 

For 

The Honorable 

the ~=7 Q:;:·~ 
Dean Aoheaon 

Aeaiatent Secretarr 

Henry Morgentbau, Jr., 

Seoretary of t he Treasury. 
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117 4Mr llr. Oneal 

lefor.ao. 1e M4e to 701ar lo\ter of llo.rcb. 29, 1941, 701U' ttlo 
Oo, r.latin \o the .-.nil ~a41ue at Loo .Aaceloo 1A eoro.tWslJIC 
outco1nc llhl~h ot petrol- pro4locto, &114 in wh1ch 7.., otah4 1\ 
would 'be udnblo for OUIIt- mthori till to bowo &D&l7ooo M4e ot 
oooaaloaal paol1ne UIIIJ)loo aho- at ........,. troa lbi-h Uoo.t to 
bo -.u. 

!1M c-tool-r ot Cllat- OD April 10, 1941, 1Dotrac\o4 u.. 
Collootoro of Cllat- at Loo -.,.loo 8114 laa ll'uc1- (l) to -. 
a U~~~plo troa .-1> llhl~t ot paoli .. ozporto4 cr. their 41otr1ch 
to Japea, (2) to ~. ODO out of fin ot ODCh 11011p1eo ~ 1v 
roli.ablo -1&1 &11&17ota for uto...,..Uon ot oot&llo contODt, 
(J) to hftiah oopioo of tho &11&17aoa to the ...._ of Cllat- Jv air 
.au, &Dd (II) to oODtlaue tl>ia practlco DAtil J'QM 30, 1941. 

!boln 1a t.-...lttod hernith for 701lr 1oto,..t1on a COJV' of a 
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lot tor from tho .bliot&Dt Collector a t llan l'r&Dcilco, Cal1tom1a, 
ut&d Aprtl 21, 19111, tocetbor with a cow of aul.Jo1o M4e bT '&, 11, 
Sqbolt lo Co., o_,.rolal &DaJ.7ota, from a oomplo of a oar«< of cuolbo 
l&Un on the 11. a. IOXlJYO JaRD ohow1DC, with 3 co of tetraotbTl load 
addo4, &II oot&Do oontlllt of !6. 

!llero 1e aloo traullllttod a cow of a lottor tree tho Depv.t7 
Collootor of Cllat- at laa Pedro, Cal1fomla, ut&d .April 22, 19'11, 
tocetbor with a cow of U&17oio m 4o llr I. 11. ao,bolt l Co., of a 
aaaplo trooa a carp ot .-ouno ladon on tho llf WZTO IWiD ohowi:Dc 
Ill OOt&DO OODtlllt Of 69 • 

.b ot pooolblo lntoroot, tbero lo alao tranndtttd a cow ot a 
lottor troo tbe .bllat&Dt Collector of C..atox.a at Loo J.Dceloa, Call­
fomla, utod .April 19, 1941, rolattn to uportat10D to Jar-A of crndo 
olla beY1Ac a ••rT bleb octano contont. 

llr. Joaoph 0. Groon, 
D1w1a1oc of Control•, 
Dopart .. nt ot Btato. 

'"" tral7 7Qurl, 

( 11p4) lerbort I. OeatOD 

.balataot BeoratarT of tba !......-.u7 • 
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Srorrtary of Stat£ 

Waahington 

1912, Kay 15, 10 e . m. 

ORA.Y 

BERLIN 

Dattd Way 15, 1941 

Rto 1d 10 :~2 a . m. 

ThE ratE of u:changE betwEEn the Orrman mark an4 

Yugoslav dinar has bEEn aEt kt twenty dinars to tb£ 
• 

mark and for tb£ GrEEk drachma at fifty drachmas to tbr 

mark. It is rEportEd that with thEsE favorable ratEs 

t ht occupying forcEs art buying up consumption goods 

in Yugoslavia and GrEECE in thE samE ~ay as in thE 

EarliEr occupiEd countriESo 

INPORiol TREASURY. 

IIORRIS 

RR 
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TREASURY DEPARTMENT 

INTalll Of'l'ICa COMMUNICATION 

........ Vq 15, 1941 
to Secret&r,y Korgenthau 

••ow Herbert Uerill&t 

Beer tax 

HEARINGS OF WAYS AND MEANS COJJI.!I'rrEE 
Thursd&y, Ma.y 15, 1941 

Committee sentt.ent at..a to be stronglJ &g&inet increases 

in the present taxes on beer. Dunoan, Dlngell, and Kciaough 

llliiODg the De110orata, and Crowther, Knuhon, Reed, and Jellkinl on 

the Republican eldt all gan clear lndioaticne that they cppoaed 

the propcaed increase. Buck and Gearhart TigorouslJ objected to 

the brewers ' suggestion that the tax on fortified wines should 

be increased to bring it into line with the present beer tax, 

but regarded the brewers ' case for no increase on beer sympa­

thetical}T. 

Excess Profits Tax 

At Tarioua stages of the proceedings, Doughten and Robert­

son rearktd that a large part of the prospectin tax increases 

must be in the field of excess profits taxes. 

Non-defense Spending 

1 long list of reductions in appropriations suggested U, 

President Benson of Harding College, Ark&naas, was reoeind with 

enthuaiam br Republican ~~&llbers . Buck, Dingell, and llcKeough 
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were wlJMI t. .. ~ et a. feul'Wt, ot •Hac u. 
brc* aluMa nae•W 1IJ tM wlt:a.aa. Dnptaa a1 Blot 1111-

gtated that the pt'OpOaala could better be ilNeW to the J.ppre­

priat10DI C...tttee. 

!UtOIIObllt 1'az • 

.l letter boa tJae •ttaal .lute.ob11e .l11oolat1a, &ftl ~ 
1.ng tlle propoal. of r. ~ pn ... t tu oa oar ar.lea, -. rer.d late 

the reoora. .l1lta.o1111e 4ealere o'bjeot.a to u,r tu hulrtr.H • 

autoiiO'bllll. Dovchtaa 1'-.b4 that •- Wl'IUI .at be ..a. 
to otwp~U&te tor the lou of ren~~~~e traa W. 10111'0e reeultiDg 

.tram reduced production of care. 
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TREASURY DEPARTMENT 

INTt:lt OFF'ICt: COMMUNICATION 

to Secretar;y Morgenthe.u 

"'o" lllr. Ooe 

Former Argentine Finance Mini s ter Federico Plnedo 

will arrive in the United States b;y a1r on Ua;y 23. A 

Depart ment or State ott1c1al sa;ye the nature or h1e 

~1sa1on 1a not known. A United Preas deaoatoh tram 

311 / 

Buenos Aires reports that Pinedo ma;y dlscuss the transfer 

of British interests 1n Argentina t o United States control. 
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I WIT"" Tt4• :W" LIMC NfW --l 
~0..0 ._ ~c: .. u .. o I 

Opz at l.tng trw B. le!loo Cl\x, Mar 1&. 1141. 

'ftla Buoo 41 llaz1M 11 ~~\~7 alamed onr \ be outlook r or the 1ndua,rial ~ llllllJ'e nw &aterlah wbicb - • t ba laported, 
!he Bank propol\1oatal 1 •••ral .. oroi \ 7 on eoo011nt or ler•H 
utlrltl .. 1ll \lla UA1\a4 e.u .. and wiahea t o lnd1.1oa =uuraotoarara 
to p11rohAae lar•a molce, •on ot the Nuut aotl.lrera are ra11.1aUn' 
on aoooiiJl\ or (a) 11Jlaerta1Jl\y or future prioe atr~.~o,l.lre•& (b) un­
oerteint :t •• to t'll~n axlh~e poliUona& ud (o) laalt ot a .. b 
to t la up 1a ltoeka, Oil point • b• - balhYa that \ ha .Donnan' will aua nai"J ertort ~ bold tha alLOhlll&• a\ 4.8S, 1t poN lbla. 
!her a hal b- an uu-al fd'rer ot o.e.c,. with little 4aan4, u 4 
1101t ot ' h••• Do~lare ba•a bam abaorbed b7 t he Be.noo de W.xloo , Regardina po11l\ •o•, the Banoo 4a Maxioo ia t rying t o ind1.1oe t he 
other Benkl ' o ar\en4 'heir oredi' tao111\1ea to t he l nd1.1atriaa. Point •a• 11 obrtoualy ba:tond t he oontrol ot t he Bank and t be 
a anutacturere. Wa baYe aanti oned t hle lllatter • • quite a lot bill 
been ae14 and wri t ten about it raoently, We, ot oo1.1 rae , are 
unable to Judge ' h• aitl.lation but belle•• t bat t he Banoo de Waxioo 
s ay baYe a ~ot ot rea aon r or ita attitude. 

, 
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.._ ..... ,_. 
(Si gned) H. J.K>R.GENTHAU, JR • ... _..... . 

Approved by the Secretary 5/19/41 
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~Reel letter trc. 
SeOI'et.U'J' llol'pDthau to 
·~Pft' P'labllola-

Deer Ill'. - - ---· 

Oil llq let w 1•• cuated a oarehlJT coootdered p1a 
ft¥r ..U.tinc tM •YiDca ot tJM .&Mricc people in t.he tut 
of tiAaoinr tile latiooal Dat- PJoocraa. 

Det .... Sa1'1Dp llaDda u4 stupe are ...,. oo l&le in poet 
ofticM u4 bulb t.brovcbout. t.he OUted Stat ... 

It 1a illportaDt that the Tl'e&IW7 ~t reach - u 
ott .. ae pou1ble - ft'ft7 h ... in t!Mo Odt..S Statet 'tdt.h 1Afor-

•t1• abolzt tbeee ~t o~u::·.~ .... .:l,.v. c (.. 

!h!'olllh :rour ll~Pft', :roar n••••U• 'tdll be imal­
uable ill 0111' effort. to do t.hie oo a coot1.D~ betia. W. 
thould Uke to ..... to :rw 'tdt.h .,..S.tic l'lqQMtt tor 
'bo:,cperat1 • • ~ ~ 

::.;.. /' app , woald :rou pleaee clelicnate 
~ •-• oo :rov to5n tba ~~t •terialf 

-l~ ~"'(.. 'M -
I tball .. tlo k hcla J011.o A . 

Vef7 tt'WT JCNI't, 

• 
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11111UD SUDS SAVIIIGS l!CIIllS .lJfD SAVIII08 S'l!.UIPS 
CONFIDENTIAL 

Dail,y Saleo Sil>co ~ 1 , 1941 
<a llaoie ~ lowe Price 

(Ill \houa...U ~ 4olla.ra) 

All :1<1114 Sal• 
Poe\ OU1oe 

I ,_Sal .. lieU: llaa4 Sal• laTiJic8 Da\e I 
!ot&l I Serl.• I I Serl.• ., r 1Ser1• ~ !o\al I kri• I I 8erUe ., I hri• • I 

ftup. ·" 
I 

hrlHI 

~ 19111 

162 • 35.781 • 5,087 • ~.678 • 26,016 • ~.lto5 • 31,377 • 682 • ~.678 • 26,016 ' 
• 1,1115 

3 JO,lto1 2,593 3.6~ 2~,16o 1, Jl0 29,091 1,28J 3.~ 211,16o 106 

g 1~.969 2 ,982 2,087 9.900 1,581 1},387 1,lto1 2,087 9.900 113 
14,967 3 ,8115 2,092 9,0JO 1,6o7 ~:~ 2,238 2,092 !J,OJO 91 

7 17,1102 ~·872 2,155 11,715 1,J51 2,521 2,155 11,715 99 
8 16,925 .565 1,210 11, 151 1,235 1,,690 J,J29 1,210 11,151 82 
9 15,189 4,011 1,~91 9.586 1, 156 1 ,033 2 ,855 1,~91 9.586 81 

lO 1},1100 4, 156 1, 15 8 ,229 1, 187 12,61} 2 ,969 1, 15 8,229 71 

12 I 17.051 4,542 1,578 l0,9JO 1 ,485 15.567 J,CJ58 1, 518 l0,9JO 92 

~~ 19,887 II,?J4 2 ,219 1J ,294 1,220 18,667 J,1511 2,219 1},2911 92 
18,019 

"· 1 
1,621 11,971 1 ,106 16,913 J,Jl5 1,621 11,971 81 

!l!ot.el I $214,791 • 1!11,449 • 24,295 t146,o48 • 17, 61111 $1.97,1~ • 26,805 • 24,295 $1116,olll • 2,0!)11 
• 

Bee .. rah aD4 Statlotlco. ..., 15, 

Source I DiTioiOD of 8aT1Ago :loDdo. ~ poot offi.,. figureo ar. ootbate4 117 the poot offioe .., the llulo of Mt'IIA1 oolee 
100 larpr poot offloh. ~ 'bank ftcur•• are t- frOJO J'e4ora1 a. .. rw 101111< reporh IID4 1oo11114e \heir - .. 1 ... 

lotol flcoru baft 11•• row>do4 t o Doareot th.,...IID4 8114 rtll DOt Dooo .. arilr 1144 to to\ale. 

~ 

• 
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TO 

TREASURY DEPARTMENT 

INTER OFFICE CO ... N UNICA'TlON 

Secretary Morgenthau 

318 v 

DATI: 

J.!ay 15, 1941. 
'"o" J. J. O'Connell, Jr . 

For your information 

. ~t the.r~ar.weekly meeting ot the Price 
~n1etr~t1on C~ttee, held in Ur. Henderson' s 
off1ce th1s ~orn1~, ther e was a substantial amount 
of general d18cusSlon about the 85'{. l oan farm bill 
which pass~ the Senate yesterday. Very tew members 
seemed an:uous to take any definite position aa 
regu-ds the legislati~m , . all seeming to feel that , 
for better ~r worse, 1t 1e n.ow an acc0111plished fact. 
Secret&fl W1ckard, eup~orted by Ur. Ezekiel , main­
tained tnat t here has been much loose talk about the 
extent to which the incraaae in tann prices will affect 
the cost of living. Hie position is that the cost 
of living will be affected, but not nearly to the extent 
indicat ed by the opponents of the l egislation. 
Llr. Ezekiel has detailed figures in support of this 
position which he is t o distr ibute to the members of 
the Coll!ai t tee. 

I asked l!r. Henderson, during the course of the 
discussion what effect the enactment of this legislation 
uould have' upon his job, and also whether he favored it. 
14. Henderson declined to take a position, say in(; that. 
time alone '1ould tell what effect it would have upon his 
effectivonesa and that he did not care to express ~­
self on the m~rits of the l~slation. I discussed the 
question further with Ur •. Henderson alone after the 
meeting. He was then qUlte frank to Gay ~na~ the 
action by tbe Congress was bo~ t~ make h1s JOb of 
keepins pr ices down much more d1ff1cult but he s~emed _ 
inclined to be quite philosophical about the ~eg1slat1on 
itself . He stated t hat he did not see hov1, 1n t he face 
of the vote the President could be expected to veto the 
bill and i~ fact indicated, in a general way, t~t h~ 
(Henderson) was not very much opposed to the leg1slat1on. 
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Secretary llorgeuthau, 2. 

During the meeting 11r. Henderson indicated great 
conce~ over ~he ~ossioility of another stoppage of 
work lJl the ~ltlallll_lOUB coal industry. He S1J8gested, 
forth~ cona1derat1on.of the Committee, the desirability 
of mak:LDg representat1.0na to the President to the effect 
that he r equest the Uediation B~ard to intervene again 
in an attempt. to forestall the threatene4 atoppage of ' 
work. He po1nted out that the ramifications of another 
work stoppage on the price structure, not only of coal but 
of other thi~ , are very great. I took the position 
that I did not feel that the Committee would be justified 
in ~ the President to intenene in this situation, 
stat~ lhat I felt the President was sufficiently 
aware of the seriousness of the problem to act in the 
wa.y that H81118 to him moat effective and that pressure 
from this group should not be bro\Wlt into the picture 
in an effort to force his halld. Secretary Wickard 
expressed a eimilar view, baaed primarily upon the fact 
that he did not feel sufficiently acquainted with the 
problem to take the position suggested. No other 
members of the Committee expressed themselves one ua.y 
or the other, and the maUer was left hanging i n midair. 
I gathered the impression that 11r. Henderson might make 
such a suggestion as the one indicated to tho President, 
but that if so he would not state that his position 
had the support of the Price Administration Committee. 

lfr. Henderson reported that his people have been 
having some general discussions with the Federal Reserve 
Board on t he general proble.a of installment credit. He 
stated that the discussions had been very general and that 
he would ~eep me iJ?.formed of al~ developne':lts , . as th~y bad 
no intentlon of domg anythlllg m the cred1t held nthout 
the complete support of the Secretary of the Treasury. 

The balance of the discussion revolved around t he 
general ~roblem of bo.ttlenecks in production. Apparently 
the feel1.ng is becoming more and more prevalent that , 
pending o;x:panaion of productive capacity, more and more 
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Secretary UOrgentbau, 3. 

drastic curtailment& of civilian consumption will be 
need~d . For . example, i~ is ~p~arent now that because 
of sno~. 1f not the lmpOS1t1on of prioritiea or 
the direcr curtailment of production, the autQDObile 
ID8llufa.cturera Yill not be able to produce in the year 
beginning August 1, more than 60 per cent of this 
year 's production, if that. Furthermore, it is 
b~nning to dawn on those responsible for the defense 
effort, that it might be advisable to curtail production of this year ' s model, so aa to save for defense purposes 
the lll8.terials that would otherwise go into automobiles 
between now and August 1 (obviously the situation does 
not apply to automobiles alone) . 

I t was also reported to the meeting that there will 
probably be an acute shortage in nitrates within the 
next year. This is apparently the result of a col!lhina· 
tion of fa.c. tors , chief among t hem being the problem of 
ocean transportation (!.!r . Clayton advised that there 
are plenty of nitrates available in Chile) , failure to 
get the necessary expansion in production in thi~ . 
country so far, and, of course, the great expana1on 1n 
demand , both for civilian and defense needs. 
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-.&JIM .. ~ ..... ......_ --.. ... -........... - _.._.... -. -c-&--.-.-. - ... ....,.,__-. 
~ •. _.,, ... .... _. .. _,.,.. ..... , 

Honorable Helll'Y vorgelltllau, ~. 
Sooret&rT or tho TrOO.olll'J 
•uhill«tOil, D. c. 

You p.rllape baTe DOto4 tho ettorto ot tho s .,.te 
c-1\\M to tiad ~&lid -..e of aute.U~ 'belallcillc 
t ho Jo4111'e.l 'bu4&et ill t"-• ot p•oe. 

I aa &llOl.oaillg h.r.-itb a a~~gooto4 bUl &Ill! ~o 
1\lgUted Coutitutioal ·-·Miltl , •ell Of Wbioh baa beOil 
doaipo4 •• a _,.., to the 11114 4ea1ro4. 

I woUld a ppreciate 1t gr•UT i t, as oooll a e ,.ou 
tilld it collT81l1ut, ,.ou woUld look onr th .. e proposals, ae 
well ae ollllll11lill4! the queatiollll&1re herowi th enclosed . Tho 
eo-1 ttel woUld be TffrT gratetUl if TOU Would Sin US 10111' 
&lliWera to the queatiou propoUildo4 , alld &IQ' other data which 
,.ou feel woUld oolltribute to our further StudT. 

It is l ilcelT that ill the neu future we wUl hold 
op• hoariDga Oil this subject alld would like t o lcllow if :rou 
doa1ro to ba call~ aa a w1 tlloaa. We would be glad to han 
,.,u, tor we realize ,.ou coUld ake a oolltribut1on to thi• 
auhjoet which would ba of ftluo to us &Jill the Mt1oll as a 
whole. 

I truat we •T hear troa :rou at ,.our earl,. eon­
nll1•o• o0110arnill8 all theae • tt• •· 

With boot wiahu, I aa 

SillOIIrOlT ,.ours, 

322 
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(l) What, in JOur ju~nt, ia tbe effoot of a oontinulb& unbal&noe4 

bud.aet wbiob ruulta in &11 inoreaee 1D the publ1o debtt 

(2) lblla U.. borroolb& power of the federel I OVe,..nt mat ba uaed 

to tiii&Jloe part of the natioll&l 4efe~~ae expeD41turoo, •bat, 1n Jour 

oplDion, ia tbe aate limit of the publio 4ebtf 

(3) lbat are JOur viewa conoerniQI the new principle incorporated 

in tbil propond lesislation -- providin& ID6ohinorJ for auto~~~atio&llJ 

raiaina revenuea to balance the current bud&etat 

(4) Do JOU aee &I1J objection in Consreoa deleaatina admin1atretive 

323 

power to tbe Seoretarr of tbe Treuurr to put iftto etteot the flexible 

t.u achedulea oo~~atructed bJ Consre .. u provided t or in thia propoaed 

l e&ial&tionl 

(&) I t JOU balieve in the automatic feature provided tor in the enoloaed 

bill, do JOU think it oucbt to be civen & 100r1 pet1116Dtnt atatu bJ oritiDI 

it u a provielon in the form of an amendDent to the Oonatitution, which 

would tberebJ make it ditticult for euoceediDI Consreaaee to repeal! 
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(e) u 1011 ~oeu .... , u.. &Utoeatio budcot balaDol .. pr1Dolplo oupt w 10 

into tho COI11tltutlon, whioh or tho too aaoloood propoo..t oouti tutloDIIl 

&11endllo11t1 do JOU pre!or1 the 0111 w1 th brood powor•, or tho ono w1 th do­

taU-.!. provi8i01111 

(7) Do JOU tbiU the 10 Je&r period provid-.!. tor iD tho propoood lopll&­

tl011 11 wo lone or too lhort a ,._ iDtorval in Wblcoh _,...1107 upolllli­

turll iD oxoo11 ot tho budcet 'llill bavo w bo liquldat..tt 

(8) lbat proportion Of tho 11&tlo1111 inooee, i l1 &DJ &ivon Jo&r, do JOU 

think O&D oatol:r bo taken b7 tho federal, ot&te, and l ooal covornmento 

111 tazeof 1.1 there a marlaullt 

(P) Do J OU favor diroot tez .. or 111diroot tueel 

(10) U JOU believe there lhould bo both diroot &Dd l.ndireot tuoa , wbat 

proportion ot the federal rovezwe 1hould .... troe diroot tueo (1110 ... ) 

aod what proportion abould o ... troe 1Ddiroot tuee (l il<e• (1) ouatoea, 

(I) tuoa 011 produot1011, MJ~utaoturera' aoi .. """• proot~eiftl """• 

eto., (a) taze• on ooaaumption, &ale or tr&Difer- -aal•• tax••• bleed oD 

vendor•' roturDI &Dd &&loa tax•• oollootod throuch tho l&lo ot etamp1, 

(4) OltatO aJid lift tazol, aod (&) bUiil1111 privillll taxol), 
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(u) .. , .... roar ...s.- .. to u.. r .. era1 ..,...._, ,, .... ,.n ot 

it& fluiU ~ _, ot IJ'Ut&-io-&14 to U.. at&\ee (u, ror ioetaaoe, n11.r 

appi'Opri&,lou, III*!PlO,.....\ ioeuruoe, e4uoat1oa, fllbl1o roe4e, no.)t 

(1.8) lbUe apeadi\ane tor D&\lOMl det- are rlalftl 1o U.. r- ot 

J.aroae ~ .,....pri&Uou, do JOU bell"• " OQIII\ to ooaU.. or 

........ 11011-det- npll041-.., laollldiol \lloee tor publie 1101'1<81 

(l') ... , .,.. 7our vien u to Ue UaorJ wbiob bu 'b .. a propoUD4e4 

U.\ \bare le 110 Mad to WOI'I'J al>ou' Ue public> 4e'b\ aiD<>• pubUo u­

pea4Uar .. iooreu• ue D&\loD&l ioaOM aD4 praeo\e \be public> "ltarel 

(11) _, par\ '11.11 Ue propoeed prooe4ure tor a 'bal.aDOed 'badp\ Pla.7 

1o a period ot poet-w.r n c>ou\rlloUGDI 
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RD<Ift 
No.-

AN AUTOMATICALLY BALANCED BUDOET 

Mr. 1'1'0INOI, from the Special Committee to Find W•y• and Maana 
lor on Automatically Balanced Budget, submilted tha lollowi11g 

REP ORT 

FntST CoW~trn"£& R&POBT 

The Special S.na~ Ocmmit~ to Find WaY" and M,.nl lor an 
.lutomttoctllly Balanced Budget (Mr. Tydings, Mr. Thomu ol Utah, 
and Mr. Holman) hu dir«'t•d the chairmAn (Mr. Tydinga) to intrc­
duC'e in the Srnlllti thrt"e proposals for a.n automatically bAIIHtcOO 
Fede:ral lludg~t. in times of peace. 

The melhodll to flccomplisb this arc 1.wo, onr being an ncL- or Con· 
~n·P-5 rmd tht' olhrr by 11 oonstiwtionsl anwnchnNH. 

1'1u'I'C' has bt•<•u introduced a. pro~ law to tu:cOtnJJiillh lUI nutO• 
miHicnllr bttl•\ntNI DudgN lirui L.wo constitutional omt•ruhn('nts to 
iletOtnph.llh th6 8.fUU(I P.Utpl)8l~ . 
Tbt·&~ proposal& will be submitted to outstAnding J:H.•nJOn~ in the 

r.dd or budgt"lt\ry 11Ulttl•ts, n.nd in the future it. i!J nOL unlikt:'ly lJHlL 
hl'ltrinscw will be held, in order t.o devPiop erhici.sm of dto(l"Cla and 
•••llkttt.'Mttl in tht .Propc>6ftls outlined, to the e.nd thaL thC'y m"y be 
perfected and th~ dC~~ired objective attained. 

The propoul• introduced are outlines only and no doub~ will need 
roal!ide:rablf! improvement, in the light or rUrther examination. The 
propoood law eomprehtnd• the lollowing: 

(I) It is suggtttf'd that the avrrage annual coat or the National 
Go\"trmnt'nt. for the pt'riod from Jul)' I, 1930, to July 1, le-40. be 
d..tinitth• U<"...rtairu.•d, and thaL this figllf'C" bt known u the u annual 
1l0ffilll ~·C"dt'tal UptHIC'." 

(2) Thf' amount of mou•·r which tl•(' Cot~ annually ~ppro· 
priatfS autom*'icaHy dettnmnes the amourlt. of t.axee to be lev1ed by 
tht National 00\'('rnmrnt. in order to meet. lhE' approprilllionJ. 

(3) Ocn""'tutntly, it will be n~ry lor Ocngre~~ to adop~ ond 
ha''l' in being variouaechedul<"' or taxation. Schedule A, for example( 
would uisc suffieic-nt. monfl:y to pro,·ide for the"annual nonna1 Federa 
l'.\J>ense." Schedule& B, C, D, ete., would provide for additional 

:ll!l'fi0--4 1 
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~ipt:ndilurM over 11nd ab<we Uao_nue.l normal f"(odt'Nll t'X')X"h)(>," in 
iCuch J'f'IU"I when Con~:,~ess appropriatOO grcftt('r 1mma. 

(4) Once tho total or arumal approJ)ri.ations is knovm, tho aehcdule 
tHttomatieAlly f;OCI into effect. wbic.b will rlii.so l!ufficient money t.o 
lflkO caro Of 81Ud llJJpropriations. 

(6) J ( bCCUU30 Of A dull business year, C) l' for All.)' Other TClUKlll, 
the &e.h(!(lulc in efToct. does no~ :-niso su01cicnt. money t.o provide for 
thu ycar'a t\JJptOJJrialions, then tho deficit. thu1 erillt.t.'<l mum. be thB 
fint. charge on the following yetu·'a re\'Cnue nnd he conaidcre(l in 
adopting the automntie scheclule of revenuce: for the following yeAr. 

(6) In the even\. tluu .. thc"Seh·edule in effect. raiset nwre money than 
itnecHMr.y lO take cue of the year's total appropriation•~ the exc:f!kl 
i1 automautally applied to the liquidauion of the national ~ebt. 

(7) ln years of great depriision- or extra.ordinary ptac.etime pr~ 
paredntM expenditures or any other abnormal govemmtnl&l finane&al 
outlar, CongrMI can ~pc providing for •~b extra financial burdto 
cutTOOlly; i\ ca.n provide for the pe.ymen\ of the extra burden over a 
pcljod of no\. more than 20 yNrs for tbG gradual liquidation of •be 
Cltfitil. for any yNr. It may even provld.e that. a biatu1 of 2,314,orS 
yean may run btfore l&Xe5 t.o liquidate tbe deficit cl'f'aled D)' lhfi 
.,.,,.. burilen aball h<l;in to be oollectcd !10 u to liquidate it entir<ly 
i1) not more tha.n 20 years from the dat.e of ite creation. 

An ilhl&lriHion of &Orne of the diffr..rC'neel bct.wren 1ho ~ehNiul~ 
migh t. be COillJ)rthe.nded as foUows: Sebedulo A " 'ould a>rovicl l'l for an 
inc:.omo--t~L.)! ~':ccmplion for mtlrriod ,,coop1c with no children or $2,400. 
Schedule /J might. JU'Ovido for tht' exemption to bt~t;in nt. $2,300, ami 
.Acllodulc 0 for lt. to begin nt. $21200. 'fhu.s, in the dr.,hing of a law 
the Mt"hodu101f thcmlftlvO& oould not. vc.1·y w••ll be illclude(l, -but. 1 h('n• 
!would hll \ '(1 to be e.nough or • dcscriptio'n or lho schodult"l 80 ' lu\t. the 
l1aw wouhl t iNlfly show wh••t. is iuLt•ml(•d by t ho \'llrioua tclH1dulcs ancl 
to luwa ,th~ onn thllt gotl8 into effect nny ycnr take CAI'O of t hat yeAr's 
ft J'J)I't)JlrUt tiOilll, 

C0N$TlTIJTI ONAL ,_\WEND,MKN1'8 

Tilt~ ron~Lltutiooal a.mentlments are in t.wo rnrnH' oru-, a 11l1or&. 
a.mNhfmen"; the other, a long llOwntlnlcnt. 

~rtw- ahort 1mendmen&. &imply providto.s that. LIH." JlUblic deb• of d:A• 
United Stau-. •ball not bl' ('\'C'r greatt-r tlaan wha&. i.J the AffiO\Hil or 
tbt" national public dt-bL at th~ Limf' the.• cOn!.lilutional anlC'ndment. ill 
adopltd, unl.-. additional tans to take can' of IUC'h addition in tilt 
natiOnal debl. are provid<'CI, .,.,hj~b "''ill liquidatf" f<ftid clrb&. • ithin a 
JH"riod of 20 yearw from thf' dat~ of iu ~rrattou. 

Thr long confnitutional amendm{'n1 folio•·• tl1[' uma gentnl 
ptoiloooptor ond •IM'•k• for i....,u: 

In addllion w Lhr plaTL'i hcre•·ilh .submitu-cl, clu· rommil.tcoc• • ·ill 
MlC'rCain tu~··stions of otber pions which artl ir~t.l•Hdt"'t.l to IICOOIIll)lish 
lh~ M lnO N'IUIL. 

M. E. ·rvuaso~, Oha.l'rman. 

0 
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lCOMMmEE PRINT] 
APIUL 29, 11)4 l 

771'11 CONGRESS s 
lOTBuewl( 

• 

IN TilE SENATE 0}' TID: UNlTF;D STATES 

API:IL ~ U»t 
lh-. TYm~n-c (for lhP c:onuuiu~) intrOOuctd tht follu"mg hill· whil'h w1s 

l"l"3d I"' let' :.nd ~ferrtd to the Counniller Otl , 

A BILL 
'fo po·u,·idc for n hulunced HudgcL 

1 Be it Plwcted by rhe 8~>uarr and 1/ou.<t• of lfrpr•w~>uftt· 

2 rwe.< of rlre ('nikd 8rare~ of .lmrricn in C't~ny•·•·" u.;..,•mbl.·d, 

3 Tholl (u) the Cungre-~ brrrby lint), thtll continned olefieit 

4 finnowing nnd the mounting pnhlir dl>bt nrr nmtten- of 

5 gm,·e 111\tionnl eonrem; thnt 11 bnlmort'd Uudget tl< !'0011 as 

7 crnmcnl "~ nn ndequnte nutionnl rlr fcn•c : nncl 1hnl n pay­

S ns-you-~o ha~is. although entniling ,~trent hnnl~hip and sac-

9 o·ifirr, i~ of ~urh pMumount imptorhoucr ns to nn longer 

10 permit dclu.'' in the mntter. 

11 (b) It i~ hereby dl'<'lured to br the policy uf this .-\ct 

J. 3 1 37t~.\ 
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4 Bro. 2. (a) There shall be enacted as BOOil aa"p..e. ... t·~ 
II ticable after the date of enaetme3t of this Act a schedule 

6 of taxation, to be deaignated Bcbodulo A, imposing such 

7 tnxes, duties, imposts, ()r e.1rises Ill! will raise an amounL 

8 ()f revenue with respect to any calendar year equal to tho 

9 average annu.al OJq>eDditures of the United Statee forthe 

10 period July 1, 1930, to June 30, 1940, both dates inclusive. 

11 (b) There shall also be enacted as soon 118 practica.ble 

12 niter tho date of ewwtmcut of Lhis Act fourteen other 

1S schedules of taxntion, to be dcsi!\'nntcd Sclle<lulcs :B, C, D, 
I 

14 E, F, 0, H, I, J , K, L, M, N, 0, respectively. Each 

15 ~uch schedule shall impose snch taxes, duties, imposts, or 

16 ~xci•cos as will raiS(' an amount of re\'enue witb respect to 

17 any calendar year fl per centum greater than the amount 

18 that would be rai!Oed by the I'Cilednlc immediat~ly )lreceding it. 

19 (c1) Each such ~cbedule or taxlltion ~ha ll c,·mtnin varyin~ 
• 

20 rates of taxes, duties, imposts, and excises; @bill provide 
i 

21 different exemptions and credits; ~hall be in simplified form 
'> 

22 and written in clear an<l conrise lnnguago; cllld shall follow 
1 r 

23 a basic J>attcrn with respeel to penalties, )lrooedun, udminis­
r 

lM tnltion, and the imposition and ooUection of such tues, duties
1 

211 imposts, and excises. 
t 

' 

• 
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ds• "W.O. 3. (a) ~ with the calendar year 1943, 

~ W few ead! ealendar year thereafter, there shaD be in 

'· el6ct Ill of J an\wy i. ot each such year such schedule of 

' 'tabtion, enacted and~ l!eftion 2, 118 tl•c Secretary of tl•o 

15 ·~ury eSU~' will raiHI\ lUI IUDOUn( of revenue with 

6 \-eepect to suclh fear (1) eqnal to the amount of money 

. ., .P~rbprialed during the precediag' calendar yetfr for the 
• 
8 nonnal peacetime expenses of the United States plus (2) 

9 tf.e amount of any deficit created during such prooeding 

10 calendar year because tho amount of revenue. raised lor 

ll such yenr was !Cl!l! ihan the amow1t e~timnte<l by tl1e SOON'- · 

12 tary of the TreMnry. The amount of nn.v sncl• deficit shall 

13 hot be considered by the Secretary in cstirnnl.iug i11o amount 

1~ of Tbvonue to be raised for the calendar yenr '1943. If 

15 for nny such year the en1ouut of revenue so ~isek is more-

16 than the amount so estimated, the cxcClll Mhall be used to 

17 reduce the public debt. 

18 (b) On or before Deoombt\r 3l of each year, the Secre-

19 tary of the Treasury shall specify the schedule of taxation 

20 which he estima.tes will raise the required amount of revenue 

21 for the succeeding calendar year and the sch~dule so speci-

22 lied sh11l1 be published in tbe Statutes nt l Arge end the 

23 Federal Register. 

2' SJ«l. 4. No money sball be appropriated by the Coo-

25 grea for emllrgency or wartime expenses of or expenditures 

. 
I 
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l by the United Scates m1lool the law appropri&cing •ucla 

2 money contaiOf •ucla '"'hedule of tu•';f enarted undtr 

3 lMlCtion 2, as the Secretory of tbc Treuury tl1!1 ianat~" will 

4. rttisc on amount or rt~\'Cutu•, wiclaiu o 1)Criod of not more thnu 

~ twenty yean aftrr sucla " I'I''"J'riatiou iJ; ~Nde, e<t••l to too 

8 amount of money 10 at>t>rot>riated. U the Se<:n-tary finds 

7 during meh period IML 111fh scltedale "ill fai<e an AIOOUIIt 

8 of mvonue lfs8 than tltt amount of moooy to appropriated, 

9 he •hllll traruuoit &IUlh Rnding to the Cougreos, aud •nob 

10 additionnl scl>edtd" of tilxntiou, enncted under seotiO>I ~. •~ 

l1 the Secretary eslinuueR will mise u.n 1unount of rti\'Cnll01 

12 within f::nch period, N!UIII lO JiUcl1 eo:timatcd deficit, shall tttkt 

13 eiJed on the first day of the month following snell tran~ 

14 mimon. AD amount• of revenue so ,..;sed during Alcb 

15 period lhall be used to reduce the public debt. 

(! 

• • 

) 
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£COMMI II EE PR11'm 

Aloo!L ... ,.., 

~=- S. J. RES. 

IN THB SENATE OF THE UNITED STA'm! 

AJ.IU. I 1kJ. 

..... ~ (lw.,. - .... ) O.bodwal ... ~ jolot - · whkh WM rMd twic. and ftftn'fd to the eo...iu.e ca 

JOINT RESOLUTION 
l 

Propooing 1111 am•ndmem 10 lho Constitution oltho Unittd Scatto 
to provide for a balanced Budge~. 

1 1/uolll<d b!J the Bona~ .and Bou .. of Rof~rt«nklti<Jtl 

2 of tho Ut~ittd Statu of Anterica ;,. Cor~urm - i>ftd 

3 (two-thirdl 0/ tiiCh Oo ... co-rriog therti11), 'J'hM tJ1e 

4 following article ;, hertby ·pro~ 10 an amtndmtnt to the 
I 

6 Constitution of the United &alto, whidl !hall be valid to all 
f 

6 int<nll and pu,.,... "' put ol the Coaolitotiocl wllen nlliAed 

7 by lhe l.plalum of ~oo.nhs of the oevml Slatto: 

8 '' AJrnOLB -

9 "SROrtON I. (a) No mo110y !hall be appoOjiiio&ed by 

10 lhe Con~• during any calendar year for lhe annual --' 

.1.818716--0 
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1 peeoelime expeDIC!I of the United Slat.,. nnlto3 a law elloe>-

2 lin 10 oll-r 1 ol ....0 1- impooel W< .. , du&if., im­

S poeu, or neitet lor IIUeb year wbicb tho Soo~wy of the 

• Treasury estimates will railo 111 llJIIOUllt of roveDoo eqaalto 

ll ( I ) the LIDOIUlt ol money appropriated f<>r sueb upe-

8 dnri.ng the preceding calendar year pl01 (2) tho IU!lount 
7 ol any delicir eroat<d dnri.ng roeb. preeeding calendar year 
8 ....._ the &lllOWlt ol ro\·enue nUsed lor soeb yeu wu 
9 1aat lhan tbe amoont estimated by tho Sooretary of the 

10 orr-uy, except that the amount of any 10eb deficit &ball oot 

11 be oonsidered by the Boerc"'ry in estimnting the •rnonnt of , 
12 !llleowe to be railed lor the flnt calendar year to wbieb &his 
13 eec:cion appfiee. If for any y- the amount Of I'OTenues 80 
14 mi1cd is more than the amount so esliowttd, the exoeNI shall 

15 be uoed to reduce the pobtic debt. 

1~ "(b) No money shoJI be appro)lriated by the Con-

17 gre21~ ror em.rrgtney or wortime cxP!nsetJ of or expenditure 

18 by the United S...tes WlirM tbe law approprioling ouch 
19 money c:ootain~ " provision imposing 1Ucl1 cues, dutiQH, inr 

1 ~ poots, or eicioeo 11 the Soorewy of the Tr-.y ftllimaleo 
21 will rt~ an amount of roveoue, witl1in a period of not 

22 moro thRn twenty yem alter such appropriation iJ made, 
22 to~ual to the amount ol money ao appropriated. U the 

I& ~ finds during sucb period that oueb proviJion will 
Ill naiJe an amount of rev•nue 1m thao the amoun.t o1 money 

• «. a 
1 10 appropriated, be tball tranamit IIICib 6ndina 10 the Qoo.. 

2 ~ wbo llw.ll, u _, 10 ]>rtdi<able lhereoher, ..- a 

3 law impooing auch additioral !lUes, dutice. imJXlOII, or ex-

4 ciJea u the Secretary eatimalts will rtioe an alDOIU1t of 

~ ..,, • .., •• , within lOeb period, equal to lOeb estimated defioil. 

6 AU amountt ol revenue so rail!ed during sacb period tball 
7 be uoed to rodaoe the pobtie ~ 

8 "(e) IJ on Jauuary I of auy ooleodar Y"'' the public 

9 debt is lea than •10.000,000,000, the proviJiono of thiJ 

10 aection ""lairing the imposition of !alto, dntiel, impo!!ll, 

11 or excises shall become and remain inopemtivo until l.h.a 

12 nat Jllcc:eeditll caleudar year at tl1e btginniog ol wiUch 

13 oaeh debt iJ ••o.ooo,ooo,ooo or more. 

14 "SBO. ~· The provisions of ot<tion I sbaiJ take ell~ 
15 011 the Ia day of Jannuy of the _,d year~ 
16 alter the yeer during which this article is rttilled. 

17 "SBO. S. This article tbaU be ino1,.,.tive unl~ it sbaiJ 
18 have been ratified u an Allltll4bno-nl to the Coootitution by 
19 the logislaturOI ol tb....,.fourtlls of the l!<lveral Stat .. within 

20 oeven ~ from the date of ill auhmioAon to the &.1411 

:!1 bythe~ ... 
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£COMMii Itt PRINT] 
A..u.tt,ltU 

n .. OONOJU188 S J RES ...-... . . . 
• IN THE SENATE 0~' THE ~JTBD STATES 

Ann. I J.Nl 

Mr. TTww• (fet lhe ~.lltee) i.n&rod.utfd the toDawiq ).JIM l"ttihhtlt.; 
wlikh ... rwd t'ltlft ud refiN'ftd to tiM c..a.nttM oa 

I. 

JOINT RESOLUTION 
Proposing an amendol<'nt to tbe Ooostitution of 1he Unit•d S1a1"' 

~roiLing tbo sir.o or rhe public debt,. 

Ruclv<d by tlre Se11au and Bow .. of lleprt~t~•lotivu 

2 of the United State~ of AnreriM in ConfiMIJ....,'bled ( tw<>-

3 lhirdJJ o/ tacl& flouH cmu::urrtny th~eiia), ThilL the rollowing 

4 tutiele U. hereby profl<l'l"d .. ilii !Wlendulllul h> tht• Cou•tihr· 

5 tion of the United Stale., wbieh sluill be valid to •II intent• 

(. and putp018 u pan of tbe Constitution wbeu 1111ified by tbe 

7 ~- o1 thrte-foonh$ ol the ... en~ Slateo: 

8 61A.aTtCL8-

9 ''81101'10!< 1. (a) Tbe pub~e debl ol tbe United Sla1eo 

10 ahaii not oxoeed lhc limitation in &lliOWlt impooed by law 

J. S187U>--B 
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1 oo tho dote of n1tillcttion ol 1lilil article ant... eedl Ia w 

2 ••rizing 8ll ~ in lllo publio dtbt il1 exce'" ol such 

3 liruiWioo oontahlll 1t prowisiou imt>Osing sucb t4•xes, dutiC:H, 

4 i.tnp08ll, or excises M will r~i4e an ll.DlOUJlt of revenue, witJUu ,. 

6 a pt'riod ol not mo"' 1han lwCJoly Y"""' aller lbo etl!lctment 

6 olouc:lt law, 81111i<Wll to I"'Y lhc priucipol awl inlert'SI ol111c:lt 

1 in.,......., Until the prindpol Oll<l interest ol web incrtue 

8 l!luill have been tMiid in luU, l!llcb pru,~ou impcoiug lAX .. , 

0 dllli..,, imposl8, or exoi&et •hall not be rept'alod aud tho 

10 revenue 110 raised shall not be used £or any OUter puq1011o. 

ll "(b) No such law authoriziJtg such an inC!I'OII!Io in lloo 

12 puhtio debt tibaiJ he ef!octivo lor a period of more 1han 

13 twenty Y""" after such law is ~. 

u "Sro. 2. This article mall be inoperative unlfllll it ohal1 

16 have been ratified •• 1111 amendment to the OoMtilutiou 

16 by the legil!latures ol thrc<>-lourtlul or the several BtAt.co 

17 within seven years lrom tho date ol its submiSBion to ll1o 

18 S~ by the OongrtBS." 

1 

'· 
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INTEft.OI"P'IC& CONMUNICATION 

CONFIDENTIAL 

8ol4 to oo..orcial concorno 
Pvcbaol4 froa o-orci&l ooncorno 

Opltl -.rltot otor l1Joc ..a q_uoto4 at il, 0}-1/11. 'l'ranoacUoao of t ho reporUIIC 
baako wn ao follOYII 

8ol4 to -•rcial concorno -o-
Pvdlaol4 froa -rcial concorno £ 9,000 

!be Ouhaa peoo ~ aon4 t o a ..., cvroat hi e!> of ?.-1/1!1/. diocO'IIDt, 

hi low Torll:, cloolac cpotaU ollo for tho fonip CIU'l'onci .. llot14 below wro 
&0 follOVOI 

Oana41an 4ollar 
Svho franc 
Svodiah krona 
Reloho-.rlt 
Lira 
ArpnUDo peoo ( hoo) 
Bra.lllan allroio (hoo) 
llo:lioan puo 

Ill Shen&t'•', tho 7UD .-.. IICd• cpot14 at ~11/321• StorUac ,.. 1UIChanp4 at 

J-90-7/S. 

!ben wro DO pare-• or aaloo of pl4 offocto4 1>7 u to4aJ, 

fho frou11r7 hnot4 UooDooo 11114or bot h t ho Ool4 boom Act an4 IucuU n 
Or4er lo, 11}89, ao -D414, peraittliiC tho Jo4oral Rooorn li&Dit of lov Torti: to 
effec t tho f olloviiiC t ranefor of pl4 ill ito -..a1t11 

$1,12&,000 ha J,I , 8, accout DO. 2 to tho accO'<IIlt of tho li&Dit of Port~. 
Qol4 1ll i,I,S, acoO'IIDt DO. 2 lo ovno4 1>7 that 'bult. 

lo • .., pl4 oncaceao•t• wro roporto4. 
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-·-
1a •••·· ... Jr&ee n.e ,_ ._... eu- - .,,._ ., lhM- • ,... 

-"' ...... Ia - 0 .... .,..,... ... ~ .... , •• - ,,., m& 
112.671 ,. ... u ... ~. 

e. II -IF'• »= "e• prs. fu fiNlp •11- - _....., at .,. ..._ --' ..,_,, ••n-• Jlft• fer ferelp •ll'nr - 11111 ' spt at Y...3N• 

•• _.. ,_,.. ,....... • .r .u ... r -•lllc ., 115.000 -· _..r &M au­
PvOIINe ut. fth _,htM ef ..., pl't ... Uea tr.. _,,_ ferelp -'I'll•, m& 
.,. Mol&lat fer terw.N AellftiF• 

0 
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R P"P 
G4/261!l1-2:10; •o. 392 H.I. ll., V. D, 12100 H. , ~ 111, lMl, 

IIJIMI(I JIIPOI1I 

I . Vt•*un !b••tu pf Y•. 

~~ lla4 veatber prna1le4; YfOrT lov air AGUrlt;r on 
botb a14ea. 

II. !W't•rrer•-n •"" 4'£iMP !be•tne ot Yv • 

• (h:gpp4' !forth Atrige.. Azia force a ban withdraw to 
oricill&l pooitlono 1D. tba ncillit;r of 8ollwo tollovin« deep re­
connah04Jooa t o tb& llaat &114 8olltb&aat. 

hat Atrlga. Brl thb troopo baYe occupied 
Alsi, tu1 Itali&ll poot about 50 mle·o north of Ianllo in aouthern 
Ab;rooinia (lthiopia) . 

~~ Ali;U. liaide on Tobrul: , llalta and Orate, 

lritiah, llama vao attaelced. 

III. .l.l:aa· 

IJo cllaDp in the ground oit uaUon • 

.l Hal ted .,.ber of 0..--n aircraft, bcaboro, tipton 
and trtul .. ,>orta are nov in AGtion. 

BMMUMID 
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