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I 

RB TAXES 

Present: 

H.M. Jr : 

Blough: 

H. J.l. Jr: 

Blough: 

H.M. Jr : 

, Blough: 

H.I&. Jr: 

• 

Kr. Sullivan 
Mr. Shoup 
ltr. Helvering 
){r. Foley 
llr . Greenbaum 
Jlr. KAdes 
llr. Knollenberg 
Mr. Blough 
llr. Bell 
Ur. Kuhn 
Mrs . McHugh 
Ur. Gaston 

May 16, 1941 
9:00 a.m. 

All right, Roy. (Kr. Blough handed copy of 
draft of Tax Statement to Secretary.) 

Now, Blough. 

Read? 

How much sleep did you have? 

Plenty. 

Did you? You must get along with very little . 

(llr. Gaston enter ed the conference . ) 

Just for one night. 

Everyboq is her e but Sullivan. Let's go . 

• 
I 

1 

.. 

. I 
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Blough : 

H. l.I. Jr : 

Blough : 

- 2 -

·~ purpose today is to dieouas with you 
the problem of corporate taxation in the 
present emergency. Vfuat I shall have to say 
is supplementary t o the statement made by 
Secretary Korgenthau when the current hearings 
were opened and to the suggestions laid before 
you subsequently on behalt of t he Treasury 
Department . 

"The Treasury is called upon to meet expendi­
tures greater than have ever been made in 
the nation's peacetime history, and probably 
~eater than at any period in our history, 
1n peace or war. " 

Excuse me. If and when you come to something 
that is different than last night, will you 
let me know? When you come to a change and 
remember & will you say, "I em going to read 
a change ? 
(Mr . Sul livan entered the conference.) 
Yes. 

"At such a time we cannot expect to rely on 
normal sources of revenue or be content with 
revenue in normal amounts. We must adopt 
extraordi.na.ry measures to deal with our 
extraordinary situation. 

"Your Committee is now formulating changes in 
our tax system, both to provide the revenues 
needed to finance the defense expenditures · 
that we are committed to make , and also to 
assist in maintaini ng the economic health of 
the nation. Our people know that great sacri­
fices must be made and they are prepared to 
make them. They rely upon us so to plan our 
financial program that, however severe its 
burdens may have to be , they will rest fairly 
and justly upon all i ndividuals and all busi­
nesses . 

2 
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H.Y. Jr : 

Blough : 

. -. 

- 3 -

"The tax program which you will propose 
wi ll necessarily consist of many elements. 
Any one tax, viewed by itself, may appear to 
be stringent. All must be viewed, however, 
as parts of a whole. This is an emergency. 
Taxes that would not be proposed in peace 
times are a necessity now. We cannot ~ive 
effect to all those niceties of exempt1ons 
and saving clauses that are appropriate to 
easier occasions but today will defeat our 
ends." 

Wait a minute. "Saving clauses . " Go ahead. 

"I have been asked particularly to di scuss 
t he excess profits tax, first enacted in the 
fall of 1940 . Our experience 1ti.th it is still 
limited, for many of the returns of the largest 
corporations have not yet been filed . Enough 
have been filed, however, to convince Treasury 
officials in charge of adminis tration that 
important changes in the l aw must be made in 
the interests of fairness. We are collecti ng 
large sums by means of this tax, but the 
profi ts of a good many business firms are not 
being touched by the tax, although those 
profits are excess profits by any reasonable 
standards . " 

And that was a slight change in wording at 
that point. 

"Here is certainly a pl ace to br oaden the 
base. Surely the skill of this Committee 
and its eltl'erts is adequate to the task of 
bringing W1thin the tax the known cases 
of corporate exces s profits . 

"I want first to outline the principles which 
I believe should govern the taxation of excess 
profits; second, to indicate respects in which 

3 
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- 4 -

the present law fails to accord with those 
pr inciples; and third, to suggest possible 
remedies which the Congreu may wish to 
consider. 

"I - Principles 

"Under present conditions some kinds of 
profits may be appropriately subjected to 
heavier taxation than other kinds. This may 
be necessary in order to distribute the 
burden fairly and to avoid unfavorable economic 
effects that might result if the revenue were 
raised in ot her ways. 

"1. Defense profits 

"The first type of profits which should, in a 
period of this kind, be subjected to special 
taxation comprises the profits which may be 
reasonably attributed to the defense program. 
Such profits are being made out of t he sacri­
fices 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 the next sentence, "majority" is changed to 
"many" • 

In many cases it is not possible to distinRUish 
with precision the additional profits due to 
the defense program. The effects of defense 
spending are diffused throughout the whole 
economic system. It is necessary, accordingly, 
to assume that in general, increases in 
profits during this period are due to defense ." 

4 

At thls point, this sentence was cut out. "Some 
relief can and should be granted where it is 
clear that this is not the case . • 
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"Inability to measure defense profits preciself 
should not discourage us from subjecting them 
to special taxation even at the risk of hitting 
some income not derived from the defense 
program." 

And t hat is changed from "some lncomes not due 
to the defense program. " 

"2. Profits in excess of a necessary normal 
on 1nvested capital 

"The other kind of profit that can pro~erlf 
be subjected to special taxation compr1ses 
profits in excess of a necessary normal return 
on invested capital even if this return was 
being earned in the years prior to the defense 
program. The exi stence of such profits, while 
often due primarily to good management, is 
in numerous cases due to monopolf, imperfect 
competition, or fortunate circumstances, and 
not to any outstanding service to the public." 

At this point the following sentence was elim­
inated: "These profits represent in large 
part money taken from the consumers in excess 
of the amount necessary to produce the goods 
or services." 

-wnen the imperfection of our economic 
machine have permitted this to happen, it is 
equitable and desirable that the excess 
profits be subjected to special taxation. 
Furthermore, at a time when heavy taxes must 
be imposed they should be levied where they 
will assi st best in maintaining a well­
functioning economy. To take an especially 
large share of the profits in excess of a 
normal return on invested capital will not 
cause any companies to go into bankruptcy 
or withdraw from business. 

5 
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Bell : 

Bl ough: 

Bell: 

Blough : 

- 6 -

"I am Aware that the anticipation o! extra­
ordinarily large profits mar in m4n1 cases 
have put securit,r prices well above a figure 
that would represent invested capital. The 
imposition of these special taxes may seem 
harsh to individuals who have purchased those 
securities at such levels. We cannot entirely 
disr egard this aspect of the problem, but we 
must remember that no legislation is ever 
passed and no progressive step is every taken 
which does not disturb the established in­
terests of some people. We submit that 
established expectations of high profits are 
entitled to no more protection than an indi­
vidual ' s expectation o! a continued lar~e 
salary, now subject to a h1&'7 tax. This is 
an emergency, and changes 1111st be expected. 

"I am also aware that the application of the 
principle of taxing profits in excess of a 
necessary normal return on capital involves 
difficulties of both principle and technique." 

There is a slight change here . These words have 
been added: "These difficulties should not 
be underestimated, but I feel sure that we 
should not allow them to stand in the wq of 
our seeking to attain the main objective.• 

Where you say "subject to a heavy tax", would 
it emphasize more if {OU said, "now subject 
to a much heavier tax ? 

It might be, although it ian' t always true. 
You mean "now subject to a much heavier tax 
than before"? 

Yes . You see you are comparing what he says 
now with what they have been paying. 

Good. 

6 
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H.L!. Jr: 

Foley: 

Greenbaum: 

Fol ey: 

Kades: 

H.I.!. Jr: 

Foley: 

H.M. Jr : 

Kades: 

H.M. Jr: 

Bl ough: 

Bell : 

Blou~ : 

- 7 -

• Who has the Ju:Q' 8 statement? Somebo~ took 
it off my desk. 

I gave i t to Eddie. What did you do with it, 
Eddie? 

• 
I put it on the table back here yesterday 
afternoon. 

That is the one you got last night . 

I will get another copy. 

Get a copy which goes for the President, you 
see. 

Have it run. 

Have it run and give it to Mrs . McHugh. 

Yes , sir. 

Now, just a second. If there are going to be 

7 

any changes, they will have to be made on 
each page now as we go along. I won' t explain 
it, but there will be no more chan~es , so if 
anybo~ has got anyt hing - I take 1.t that this is 
the copy here that goes to the President. 

What? 

Mr. Bel l had one suggestion. 

Not very important . 

The first paragraph on page six, next to the 
last line , "an individual's expectation of 
a continued large salary, now subject to a 
heavier tax , " the idea that it has been in­
creased. 
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H. !l.Jr: 

Blough: 

H. ~!. Jr: 

Blough: 

H. J.!. Jr : 

Blough: 

li .M.Jr: 

Blough: 

H. U. Jr: 

Fole7: 

Bell: 

• 

- 8 -

Wait a minute . I am not with you. Page 
six, what? 

Page six, first paragraph, next to the last 
line , where it is said that "an individual' s 
expectation of a continued large salary--• 

I stil l don't see . \Ynat paragraph is that? 

First ~aragraph. "Now subject to a heavy 
tax", JUst before the last sentence. 

Yes. 

"Now subject to a heavy tax.• He points out 
that it - that it would be more in keeping 
with the rest of it if it said "now subject 
to a much heavier tax." 

I didn' t get the point . 

What I said was, "The taxes are being changed 
and we shouldn't worry too much about that, " 
and Mr. Bell points out that if this said, 
"now subject to a much heavier tax than 
formerl7," or son.ething like that, "that it 
might carey more--

Well, what do 7ou thi.nk? 

I think that is a good change. 

It is not vecy important , but what you are 
tcying to do, I take i t, is point out that 
the individual has now had his taxes raised 
wa7 up whereas these particular corporations 
are not being hit in this period like the 
individuals . I just thought "much heavier 
at this time" would emphasize that point. I 
don' t thi.nk it is terribly important. 
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Greenbaum: 

H. ll. Jr : 

Foley: 

H.M. Jl': 

Foley: 

H.!J.Jr: 

Foley: 

II.M.Jr: 

Foley: 

H.ll. Jl': 

Foley: 

Bell : 

Knollenbe!'g: 

Gaston: 

Foley: 

Blough: 

- 9 - • • 
I think it is worth changing, because it 
does emphasize i t. 

What has happened to Kades? 

He went to get the July 8 atatament. 

Who will correct this, so I can give it to 
somebody to corr ect. 

I will do it . Are you going to have the 
first page run again with that change? 

\Yhat change on the f irst page? 

Well, there is a typographical error, isn't 
there? 

Well, that doesn't bother me . Are you just 
going to change that , Ed? 

Yes, make it "heavier." 

Is t hat all there is? 

Yes. Isn' t that right, Dan? 

That is all right. 

"Than before". It might sound as it it is 
heavier t han this excess profits tax . 

It you are going to change it, you might as 
well make it"now to be subject to a much 
heavier tax. " I think what you are thinking 
about is the new law that isn't the law yet. 

All r ight, "now to be subject to a much 
heavier tax. • 

Do you need a "than" in there? 

9 
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Gaston: No . 

Blough: 

H.L!.Jr: 

Blou~: 

U.JJ. Jr: 

Blough: 

H.JJ.Jr: 

Bell : 

H.I.!. Jr: 

Sullivan: 

ii .!.l. Jr : 

Sullivan: 

H. t.: .Jr: 

Sullivan: 

All right . • 

Where were we, Roy? 

We were ready for roman two at the bottom of 
page six. 

Just read the rest of that page and we will 
send out page six. 

"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, i t fails to correspond to them." 

Now, just a minute . 

Want me to take it? 

No. 

I s page five out? 

Oh, God! We have got to get this at ten 
o'clock. There is a limit to what we can do. 
I have got to get this thing over there . 

Vfuat ia it, John? 

It isn't important . 

I mean, how am I going to get this to the 
President? And I want to see the last part, 
which is the most important. 

Very much so . 

10 
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We can get it w er. They can run these pages 
as we change thea. 

I can read fal ter if you like . 

No, i t is all right, but I know that we are 
going to have t i'Ouble with the end, and I 
want to get t o t hat . 

"1. Failure !S peach large parts of defense 
pronh 

"The Excess Mtlts Tax Act of 1940 was a 
clear expreelloa of Congreasional intent that 
profits growing out of the defense effort 
should be sub ject to excess profits tu:. The 
l!Lw, however, has not achieved that objective. 
Uany corporations that are the principal bene­
ficiaries of the defense effort and that hold 
large government contracts are paying little 
or no excess profits tax." 

~. Secretary, how would it be just to go 
over t he changes and not read the rest of it? 

I want Bell to get it. Go ahead. 

"In the absence of complete excess profits tax 
returns an ex.amina tion has been made of pub­
lished financial data for certain corporations. 
One company whose profits in 1940 were more 
t han 3,000 percent larger than in 1939 is 
subject to no excess profits tax whatever on 
1940 earnings and this is a company which has 
thus far received over $70 million of defense 
contracts . A large steel company which has 
received over $250 million of defense con­
tracts and had earnings in 1940 of nearly 200 
percent larger than in 1939 will pay no excess 
profits tax. It appears that only 5 out 
of 12 l arge integrated steel companies will 
be subject to excess profits tax on the income 

11 
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of 1940, althoURh steel companies han in 
general recei ved huge amounts of defense 
orders .• 

Now, just stop there a minute. 

We mentioned steel twice. If you wanted to 
take ".steel" out the first time, I don't 
think you would lose &nTthlng. S&;r, •A 
large col!lpau;y which has received over $250 
million," because then later on ;you talk 
about steel companies . It looks as thougn 
we are rather riding them. 

The;r said the same thing. How would :ro'! 
change it? 

Just say, "A large company." Take out "steel." 

We can just cross that out. That is easy. 

Yes. There is no need of doing the page over. 

You mean just leave out the word "company"? 

No, "A large compan;r." 

All rignt . That is done. 

Don 't you want that rerun. 

No. 

Dan, have you got anything? 

Do you give the reasons? I see, the next para­
graph gives the reasons. 

Yes . Go ahead. 

"These companies pay little or no excess profits 
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tax because they are allowed a aint.um credit 
of 8 percent of invested capital. 

"2. Failure to tax lrofits in excess of a 
necessary norma return 

1.3 

"Another serious shortcoming of the 1940 excess 
profits tax law is that profits in excess of 
a neoesaarr normal return on invested capital 
are not subject to the tax unless such profits 
also represent an increase over the profits 
of the base period. For example, one company 
llhich earned durlng the base period an anrage 
of approxiaatelY 40 percent on its present 
invested capital will be tree froa the excess 
profits tax on income in an1 year equal to 
a:{lproxilllately this 40 percent and will be 
taxable only on such increases in income as 
it may enjoy. 

"This failure of the law to reach a large por­
tion of excess profits is due to the provision 
of a credit for every corporation equal to 
95 percent of its base period earnings, regard­
less of the size of those earnings in relation 
to its invested capital. 

"III - Remedies 

"Revisions of the excess profits tax to be 
co.nsidered adequate, must reach the two kinds 
of profits llhlch I have been discussing. The 
tax can reach a much larger proportion of 
defense profits - • and there is a sli2ht 
change here - "a larger proportion of defense 
profits if there is a reduction in the 8 per­
cent credit on invested capital. Profits in 
excess of a necessary normal return can be 
reached by taxine all profits above a stated 
percentage of invested capi tal, regardless of 
average base period earnings. 
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"These were the basio el«ments of the Treaaurr 
excess profits tax proposal of 1940, and it 
is this plan, with modifications dictated by 
experience, that we suggest . In that pro­
posal corporations were to be allowed tax 
free their earnings during the base period, 
but not more than 10 percent of invested 
capital." 

Just a moment. "To be allowed tax free their 
earnings"? 

It really was an amount equal to their earn­
ings during the base period. 

Is that clear? 

Free from excess profits tax an amount equal 
to their earnings during the bnse period would 
be more preche . 

A corporation would be allowed tax free their 
earnings? 

"To be allowed their earnings, tax free," isn't 
that a better way of putting it? 

"Their ea~s during that period 1rould be 
tax free . • 

It all depends on the way you say it, Mr. 
Secretary. 

Put a hyphen in "tax free". 

It reads all right if you drop your voice. 

Thank you. O.K. 

"However, they were granted a minimum credit 
of 4 percent of invested capital with 6 per-

14 
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cent allowed on the first $500,000 . Thus, 
under that plan - " instead of the Treasury 
plan, to make sure that it is last year's 
plan - "Thus, under that plan a concern vlhich 
earned 7 percent during the base period would 
be allowed to continue to earn 7 percent free 
of tax. A concern which earned only 2 per­
cent during the base period would be per­
mitted toe arn 4 percent f ree of tax. A 
concern which earned 15 percent during the 
base period would be allowed to earn 10 
percent free of tax." 

John? 

It is all right. 

"Under the 1910 Treasury proposal it was 
recognized that it businesses were to be ex­
panded and investors were to put money into 
new corporations, an opportunity must be 
allowed to earn a substantial rate of return 
on new capital. The plan allowed an 8 per­
cent return, regardless of the earning ex­
perience during the base period on old capi­
tal. 

"If the plan submitted by the Treasu.ry last 
year - " a slight change to make sure we have 
the right plan - "If the plan submitted by 
the Treasur,y last year had been applied in 
the examples previously presented, the tax 
resul ts would have been quite different. The 
cor~oration which had the 40 percent return 
on 1ts invested capital in the base period 
would have paid excess profits tax on about 
half of its 1940 income instead of on about 
one-twentieth as under the present la1Y. " 

No1Y, we will have to say "one of the large 
companies ," instead of "a large steel company. " 

15 
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Wait a minute. 

Could rou describe it aa a large co~any 
which received two hundred fift)' million 
in defense orders? 

Why not put it this war, .Ed? "The large 
company which received suoh- and-auch a 
contract. " 

Right . 

Yes, we are making just the same correction. 

"'nle large comvan;r that receind the - • what 
was it )'OU Sald? 

"TWo hundred fift7 million of defense con­
tracts," that is the W81 we described it 
before. 

Yes, that is right . 

It is over two hund.red fifty. 

You don't need "large . • "The compan;r that 
received it . " 

"The large company which received it. • 

Well, rou call it "the large, " don't rou? 

I would like to repeat t he same phrase . It 
ties right in, then. 

I would re~eat. "The large co~an;r which 
received--

"Over two hundred fift)' million dollars of 
defense contracts.• 

• 
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You can aYOid both o! theza in the tirst 
instance if JOU call 1 t a large incbutrial 
OOIIIp&IIT • 

.What about that? 

Oh, it haa gone out now. 

No, that page wasn' t changed. 

I have another thing on thie page that bethera 
ae . •!he corporation which baa the !ortT 
percent . • It locka as though we are gunnsng 
!or one OO"'P'"IT. lfow, there were several 
that had forty per cent, J!oT. 

Well, the examples mentioned it . 

How would :rou change it? 

I would leave i t. 

Read me ten before it goes out . 

"The large oomp&JIT which received over two 
hundred fifty million of defense contracts 
would have paid excess profits on over one­
third o! its incou and the other comp&IJT 
with poor earnings in the base period would 
have paid on about one-fifth of its income.• 

J.ll right. 

O.K. ? 

Yea. 

Do :rou mean: to be put in there "under the 
present law"? "Being exempt under the present 
law, • is that what :rou mean? The last line • 

• 
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Tee, instead of both oo.paniee being entireq 
exempt under the present law - 1s page ten 
gone out finalq? 

Yea, I gave it to her. lhat do 70U want 
changed? 

Mr. Bell suggests, "under the pr esent law" 
be added to the last line . 

Shall we leaYe 1t as it ls? 

"is under the present law.• I don't think it 
ia neoess&J'7. 

Knollenberg: I don't either. 

Bell : O.K; 

H.M.Jr: 

Gaston: 

Bell: 

Foley: 

H.J.!.Jr: 

Knollenberg: 

H.M.Jr: 

Bell: 

H.M.Jr: 

If it isn' t necessary-­

It isn't necessary. 

. . • 

I just thought some of them might raise the 
question as to whether it was under a pending 
bill. O.K. I wouldn' t change it. 

I think when you say "would hue had--" 

Well, what do you think? Are you all right? 
Want to change it? 

I think it is clear. We spoke about "pre­
Yiously presented," which were these com­
panies under the present law. 

Want to press for it, Bell, or not? 

No . 

O.K. , we will let it go. 

18 
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"Even this plan, however, would have failed 
to reach substantial amounts of defense profits 
received by corporations which had especially 
poor earnings during the base period. To 
meet t his defect we would suggest revising 
the 1940 proposal to provide that where the 
average earnings of the base period were leas 
than the minimum of 4 percent, the excess 
profits tax should be applied at a low flat 
rate, possiblf 10 percent, to that part of 
the current profits that is in excess of the 
base period earnings but not in excess of 4 
percent of invested capital. For example, 
if a corporation earned during the base 
period an average of $100,000 a year, while 
4 percent of its invested capital amounts 
to $300,000, the first $100,000 of profits in 
the current taxable year would be entirely 
exempt from excess profits tax, the next 
$2001000, representing the difference between 
the ~100 ,000 average earnings and the $300,000 
credit on invested capital, would be taxed 
at 10 percent and a~ earnings over $300, 000 
would be subject to the regular excess profits 
tax rates. This special rate of tax would 
subject all increases in profits during the 
defense period at least to some excess 
profits taxation while at the same time not 
being high enough to impose an undue burden 
on concerns whose increased earnings are not 
truly defense profits. " 

John? 

All right. 

Go ahead. 

19 

~e would suggest also that the rate allowed 
on new capital be the same as the maximum 
rate allowed on old capital, namely, 10 percent. 
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Any maximum return on capital must be a 
somewhat arbitrary fi~re because busi­
nesses differ widely 1n the degree of risk 
they face. Accordingly, it is desirable 
not to set too low a maximum rate of r eturn. 

"Similarly, it would be desirable to keep 
the tax rate low on that part of the prctit 
which is imnediately above the credit . To 
this end we suggest that tax rates be gradu­
ated in accordance with the rate of return on 
invested capital with a moderate initial rate. 
It should be possible to raise the desired 
revenue with a lower rate scale on the average 
than under the present law because of the 
larger amount of profits that will be subject 
to tax. 

"Moreover, with t his new broad excess profits 
base , it would be possible to adapt ourselves 
quickly and much more easily to a need for 
still l arger revenues if the emergency should 
so require . " 

From now on v1e have new material i n this para­
graph. 

•The future is especially uncertain during an 
emer~~ncy period, and we might have to act 
quickly. It is better to have a broad excess 
profits tax base carefully worked out while 
we st ill have time than to patch up the 
present law only perhaps to find ourselves 
confronted with the necessity of improvising 
such a base on short notice at a later date." 

I like that very much. 

Very good. 

"IV. Possible but not preferred alternative 

20 
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Now wait a minute. 

That "but not preferred" was added as sug­
gested last night. 

Let it just sink in a minute. 

Then I think Kr . Knollenberg afterward--

! afterward changed rq mind and said to cut 
it out. 

Ch, I 8111 sorry. 

Never mind. 

I like it. (Laughter) 

I do. 

Next best to taking it out entirely. 

I 8111 for taking it out. 

I mean from there on. 

21 

That is what I wanted to say in the few minutes 
we had lett. Let's take a look at it the wq 
it reads. Just see what the possibile but 
not the preferred looks like . 

Don't let that phrase go out . 

All. right. 

"Thus far I have outlined what seem to me to be 
the principles of excess profits taxation that 
should be followed in this emergency period 
and han indicated ways in which the existing 
law fails to carry them out. If you believe 
with me in these principles, I believe you 

I 
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will agree that a plan similar to the one I 
have outlined is the logical method of put­
ting the principles into practical operation. 
Variation in details is not a matter of con­
cern, ao long as the plan adopted fulfills 
the clear purpose to impose taxes both on 
defense profits and on excess profits, whioh 
is something the present law does not do . " 

Nort wait a minute. 

There are too many "believes" I think. 

22 

Well, Herbert, I am not going to have patience. 
That kind of thing we coUld do over. 

That i s right. 

I mean, you are perfectly right, Herbert, but 
I am not going to do over a page now. 

It seems to me that that whole paragraph 
belongs at the end of the preceding section. 
You haven't said anything in that paragraph 
about what you are going to propose here . 
You are talkinf about what you have said in 
the past , aren t you? 

I wanted it cut out for that reason last 
night, but I think maybe yours is sounder, 
to let it in and change the heading. You 
are panting to find out what is the alterna­
tive and then you have this whole paragraph. 
I suggest we cut it out. 

No, I think it is a transition that intro­
duces your alternative. I think it belongs 
in the--

You don't want them to come to the point with 
this alternative. 
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Is that all new? 

t!o, this is the same as on page fourteen. 

He is fixing it up. 

24 

Knollenberg: Vfuen it is run off, Mr . Secretary, you will 
agree with it . 

Sullivan : 

Greenbaum: 

:l . !!. Jr : 

Blou-;t : 

H . 1~. Jr : 

Blough: 

I won't. 

If you could see it on paper . It would be the 
same as on fourteen with a certain part moved 
from fourte en to thirt een. 

Let me run through the rest of this. He read 
down to, "If these principles are not to be 
the ruide. " 

Yes . !low, t his next parap:raph has more changes 
in it than all the rest put together . 

Let ' s just hear them. 

"If the se principl es are not to be the guide 
f or taxing corporations during t he emergency 
per iod, it might be wel l to consider carefully 
the disadvant ages of having a tax which involves 
the administrative diffi culties of the present 
tax, but applies only to part of the profit s 
that it shoul d reach. A simpl er, more easily 
administered plan would, of course , be to 
abandon the excess profits tax and to increase 
the corporation income tax by enough to produce 
the desired revenue . With such an increase 
in the corporation income tax there should, 
in my judgment, be coupled a provision for 
reducing the tax v1hen the earnin ll's of t he 
corporation are ismediately made subject to 
the individual income tax, either through the 
distribution of dividends or in some other 
way." 
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Go on, Jut Had through to the e114. 

•This ldD4 ot a plan would be iD harlloDf with 
the idea ot integrating the corporation ana 
the 1na1Tidual taxu, placing ohlet reliance 
on the taxation ot ino0111 iDdh-iauala - • it 
should be tazation to 1n4ividuals. 

•ot indirlduals.• 

hollenberg: •Tuation ot 1noa.e to 1n41 Tiduals. • 

H.J.I.Jr: 

Blouah: 

H.Y.Jr: 

Let's let it go the WT I'Jlolltmberg 1&7s it. 

"W1 th our experiaoe w1 th prerious plana ot 
this general oharaoter, II&DT ditt1cult1u 
prerioua}T ut can veey like!T be avoided 
and equitable taxation of profits to the 
individual stockholder provided. 

"I do not set forth this plan aa one that 
carries into effect the principles which I 
previousl7 discuned. It is based on 
principles of ita own and is suggested as an 
alternative, not a substitute. 

"We cannot expect to devise a painless tax 
bill. The situation calla for sacr ifices. 
Aa Secretary llorgenthau has already told JOU, 
we han had Ulllllistakable evidence t.het the 
people are willing to make sacrifices accord­
ing to their abil!ey. Outside the tax field 
greater sacrifices are being asked and oheer­
.tu.l].y ~~ade. There is no basis of comparison 
of the sacrifice of those who are asked to 
uchange the eeourit7 of a job and a h01111 
for a solaier's pa7 and a soldier's hardships 
with the saorifioe of those who are asked to 
pq even clrastical)J' higher rates of ta:r. • 

Now I a open to suggestion. 

25 

Regraded Uclassified



Sullivan: 

H.W. Jr: 

&tllivan: 

H.Jl.Jr: 

&tllinn: 

H.loi. Jr: 

Blough: 

H.JJ. Jr : 

Gaston: 

H.ll.Jr: 

Kuhn: 

H.),(.Jr: 

Greenbe.ua: 

Kuhn: 

-·-
I don't llind whether that heeding h acrred 
d01111 one JIV!paph later, lllat I would like 
to han the '"Dot pretened• taka out. 

Do JOU want it •poaaible pl'lfel'l'e4 alterna­
t1Ye•? 

Bo, juat •poaaible alternati1'1.• 

W.ll, JOU -.nt it holr, .Job? 

.Tut •poal1ble altenatlYea,• •ther 1t b 
IIDYed ao. ou panpaph OP not 4oem't .ate 
aJIT diffe~OI to U. · 

I aee. I think that tbet would be better 
d01111 in that hiding, Ror. 
It is ~tel'ial to ae, I am IUI'e. 

What do rou think? 

I don't think it matters . 

Ferdie? 

No, it doesn't matter. I had one point to 
raise about the mole ot the alternatln sug­
gestion. 

26 

• 

Bow, what was this thing, Bddie, that JOU had? 

The reason tor this 11 that at the top of 
page fourteen, in 'a:t opWon, it a-. rour 
uJor proposal. You are el,)'ing it hal 
disadvantage• of ada1nhtrat1Yt d1rt1oult1ea, 
and then rou are patting the other f!n on 
the bnk eqlng 1 t h aore ea11l.)' a nietered 
and it is simpler. 

You are H.)'ing•lt ahould, in 'a:t judgaeat,•11h1.oh 
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implies a kind of approval of the alternative 
which we don't like. 

Therefore, ~ suggestion is, and then, and 
onlr then I think it ie important to change 
that heading four, would be to add at the end 
of paragraph on thirteen the thought that 
rou are getting in on fourteen so it would 
read aa follows .a.fter full paragraph on 
fou.rteen: 

"Nor ahould we be deterred b7 the fact that 
administrative difficulties exist. It is 
believed that experienoe will aid in solving 
uny of th•· 

"IV. Possible alternative 

27 

"If these principles are not to be the guide 
for taxing corporations during the emergenoy 
period, then, and onlr then, should considera­
tion be given to an alternative plan which 
it should be noted necessarily can reach onlr 
part of the profits that it should reach. 
Such a plan would have the advantage of 
simplicity but would, of course, abandon the 
principle of excess profits t ax. • 

Then it would go on. 

What do rou think, Roy? 

I have no objection to it with one exception. 
V~t rou are leadi ng up to is some plan for 
altering the present law whioh doesn't reach 
all the profits it should, and the plan that 
is pro~osed here reaches more profits than 
the maJor proposal does, so that that phraseologr, 
it seems to me, would not be an accurate state­
ment. 
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Knollenberg: Yea. 

Greenbaum: 

Gaston: 

Blough: 

Greenbaum: 

&!lllvan: 

Greenbaum: 

Kuhn: 

It would reach ditterent problema. 

This ia on a ditterent baaia. 

If' we are going to put llr. Sullivan 1 a pro­
posal in aa an alternative, 1our language 
would be excellent in introducing it. 

Well, such a plan would have the advantage 
ot ai..pllcit, but would, ot o011rae, abandon 
the principle ot the excea1 protita tax. 

We have alreaclT aid that, Mr. Greenbaua, 
We have alreadf said, "It these principles 
are not to be 70ur guide.• 

Well, that criticism 1a true, wt it ill also 
ture in the present dratt. Then it woulil go 
on, "This plan would be to increase the corpora­
tion income tax b7 enough to produce the de­
aired income. " And then it would be the same 
as fOU have it. ~ major point is, and the 
o~ reason I aa malting the suggestion, par­
ticularlf at this late hour, is that I do 
think that the •1 this il phrased now, fOU 
are not o~ d1111111ing 7our own thi.ng, but 
fOU are !.pl11ng the approval ot that al­
ternative. 

It the public gets the illpreasion that the 
Treaaul'T is reallY b&cking this alternative 
with the undistributed protits tax as part 
ot it, there will be a ~tion which we 
don't want. We are using the defense 
emergen07 to put over aOMthing which we 
we11en •t able to put over tin rears ago·. 
le are creating new dlaaensiona when we 
ahouldn' t be. I think we ought to make it 
pertectlf clear that we onl7 throw this out 
as s<aething worse than what we would like. 
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Would you be willing to atop em page fourteen , 
the forth line - there 1a that clause which 
says "but applies only to part of the profits 
that it shoUld reach""'! Now that is a s011111wh&t 
damaging phrase about the excess profits tax. 

In its present form. 

Oh! Well, then whf don' t we say that, to ulce 
sure that it is not excess profits taxation in 
general. •1nd which in ita present form.• 

•of this tax. Which involna the administra­
tive difficulties of this tax.• 

But if we stick in this rresent tax, you see, 
Eddie's point is that th a seems to damn the 
principle of excess profits tax. 

Oh, I am sorry, we didn't mean to - your 
criticism is well taken, but couldn't it be 
met by saying "it might be well to consider 
carefully the disadvantages of the present 
tax"? 

"The tax in its present form." 

29 

"Of the tax in its present form which involves 
administrative difficulties while applying o~ 
to part of the profits that it should reach. " 

Knollenberg: That cures it . 

Bell: 

Blough: 

Put "and" instead of "but . " "And applies to 
only part of the profits . " 

"It might be well to consider carefully the 
disadvantages of the tax in its present form 
which involves administrative difficulties 
and applies--• 
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"And Tet applies . • 

"And ret applies only to--• 

"And does not reach - and reaches on!f part 
of the profits that it should reach." 

"Fails to reach all the profits it should . " 

Well, which of these ia better? 

30 

Well, Ror, rou do lt. You han been doing it. 
Do one that aatiafiea rou. 

He should get his language. 

"It might be well to consider carefullr the 
disadvantages of the tax in its present form--• 

~ch not onlr involves administrative dif­
ficulties--• 

Give him a chance, Eddie . 

~ich not onlr involves administrative dif­
ficulties but fails to reach--" 

"Profits that it should reach." 

"But reaches onlr a part . • 

"Of the tax.• 

!re we wil~ to a~ "largs amounts of profits 
that it should reach ? Well, then, it would 
read t his war. "It might be well to consider 
carefully the dlaadT&ntagea of the tax in its 
present form which not only involves adminis­
trative difficulties but fails to reach large 
amounts of profits that it should reach." 
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H.M.Jr: 
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To get what Mr. HelTering said ;yesterday, I 
think the phrase would be better, "whioh 
inTolTes serious administratiTe difficulties, 
an.d ;yet-- " 

"Our proposal inTolTes far greater adminis­
tratiTe difficulties than the present one . " 

Let ' s just get it down. 

Olr idea in this connection as this, that ;you 
can put up with adminiatratiTe difficulties 
it ;you get what ;you want but wbf put up w1 th 
administratin di!!ioultlea i! ;you don't get 
what ;you want . !low we haven't said it, I see . 

That is all right. 

Yea, that is it--

The disadvantages of the tax in its present 
form - what was that, Carl? 

31 

~ch involves administrative difficulties 
that inevitabl;y accompany excess profits taxa­
tion while, at the same time, failing to tax 
large amounts o! profi t s that should be reached." 

Will this make everybody happ;y? "It mildlt be 
well to consider carefully the disadTan!agea 
of the tax in ita present form which inTOlTes 
the administrative difficulties that inevitably 
accompany excess profits taxation while, at 
the same time, !ailing to reach - failing to 
tax large amounts of profits that it should 
reach." 

That is all right. 

Is it? 
"'· 
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Yea, because b7 seJing that it inevitablJ 
attaches to anr excess profits tax, we are 
telling parts of the truth of the ~ther 
statement. I was going to suggest putting 
in that if it was left the way it was in the 
first instance that our original proposal, 
while increasing the administrative diffi­
culty, would reach those profits, but I don' t 
think that is neoeuary with Ro7' a stat-t 
here. 

Are you satisfied? 

Yea , I am, air. 

Bddie? 
• 

Greenbaum: Yes. 

H.IJ. Jr: 

Foley: 

H.ld.Jr: 

Ed Foley? 

Yes. 

Knollenberg? 

Knollenberg: Yes. , Possible doubt about the eyntax, but 
I would -have to see that before I aa sure. 

H.ll. Jr : Well, you had better take a look at it now 
because this h ;rour last chance. 

Kn.ollenberg: All right . 

Blough : 

H.!A. Jr: 

Gaston: 

It won't do you &D1 good to look at it . 
am afraid you can't read it. 

It is past ten now. 

I 

Instead of "but at the same time failine ," 
make it "but at the same time fails.• 

• 

I 
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~Vhich involves administrative difficulties 
inevitably accompanying excess profits tax, 
but fails to tax large amounts of profits 
that it should tax. • 

That should be "reached." There you have got 
a good sentence structure. 

You say, "It might be well to consider care­
fully the disadvantages. • Do you mean that 
the Committee should consider? It looks as 
though you are going along to point them out. 

<h, I see. 

You mean the Committee should consider? 

"You should bear in mind." 

?fuat is the suggestion, Dan? 

I was raising the question about the sentence that 
"it might be well to consider carefully the 
disadvantages, II t:hen 10U don It Say anything 
about the disadvantages other than the adminis­
trative difficulties. Now, what do rou mean, 
that the Committee should consider them or 
that, as - Eddie points out that the dis­
advantages should be bornein mind. When you 
read it, it looks as tho~ rou are going into the 
disadvantages and you don t. 

That is a good correction. 

"To bear in mind the disadvantages of the tax 
in its present form. " 

That is right. "You should bear in mind. " 

Are you willing to say,"You should bear in mind 
the disadvantages of the tax in its present 
form"? 
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That is right. -rou should bear in mind. " 

Are rou willing to ear' "You should bear in 
Jllind the diaadnntagea of t he tax in ita 
present fora"? 

Or "Please bear in mind." 

"It the principles are not to be the ~ide 
for taxinf corporations durini the emergenq 
period, p ease bear in mind--

• 
It should be "borne in mind." 

Well, anyny--

"It would be well to bear in mind," and so forth. 

Now, look, this is the fourth time - third 
time I have fallen down on him on J11f time . 
A word or two here - as long as it 1s ninetr­
five percent, I said I would have it over at 
ten. Now, I mean, rou know, one word or 
two doesn't- we can get another crack at it 
marbe . What besides that now is there in this 
thing? Does that take care of the thing, 
Eddie, that you had in mind? 

Yes, sir . 

Anything else? 

The other point is this damn thing on un­
distributed profits tax, on the question of 
inflation. If 1ou insert the word "stock 
dividends" on fourteen at the end of that 
paragraph, it would answer rq point. Either 
through the distribution of stock dividends 
or some other '!raJ'. I think an excellent 
imprcnment has been made in the wa:r it is 
now, but it still l eaves open the point of 
dishing out cash to individuals and it is 
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purpoee}T ngue here, aDd I think that would 
iiake it a little more e11phaeia on the point 
we legal}T mean. 

Are you going to limit it to stock dividends? 

We eq, "or sOJU other way," but I think it 
ought to be emphasized that you han in mind 
the inflationary danger ot cash dividends. 

You don 1 t •an to sq you wouldn 1 t allow the 
credit tor the c .. h dividends? 

lfo, ~~n{iou are eii'Phaeizing the tact that 7ou 
are · ng of this point, and you want also 
to call attention to the possibilit,y of doing 
it by stock dividends . You are saying, "or 
in some other way. • 

Would you like to say "cash dividends, stock 
dividends, or some other way"? 

I would like not to mention cash dividends, 
because that is so obvious . 

The other way means that it the stockholders 
consent then you can tax the stockholders 
without any dividend at all. 

I would rather not have the word •stock" at 
all it it i s coupled with cash. 

Why not stop with individual income tax? "The 
earnings of the corporation are immediately 
made subject to the individual income. • 

That would be better. 

John? 

All right . 
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• 
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Ror? 

It doesn't matter to me at all. 

It is good. 

All right. 

Nothing else. 

Now, I think the beat thing to do is it 70u 
would go with 18.aa Chauncq in her rooa, rou 
see , and get that done • 

• 

36 
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1IIAPT or TJliASJR!' S'f.l!Da! Cll IXCISS PIOFITS Ul 

11 purpoee to4&J ll to tiaoua with Jell tU 

probl .. of oozoporate tuathe 1a tbt pr .. eat -rgeDOJ. 

lhat I &hall han to IIJ ll nppl-nt&l'J to the •tata­

•nt ude 'bJ Seol'et&l'J llorc-tllau when the ourrent 

btu!.ngl •" open.a ..a to the na .. uou laid 'before 

JOU nb11quatl.7 & 'behal:t Of the fl'eUVJ Deput.lat. 

'!'be TreuVJ ll oall.ei apoa to •et erpeJlCll taree 

greater tlul han .... bea ..ae 1a the ••U•'• 
peaoetiae hhtorJ, aacl pro'babl7 greater thaa at I1J.1 

period in our hletol'J, in peao• or wu. 1t noh a 

time we cannot expect to rel7 on noraal aourcea ot 

reTenue or 'be content with raYenne in nonaal .-aunts. 

We .nat adopt extraorclinal'J aeaaurea to cleal with onr 

extraortin&l'J aituation. 

Your Co-.ittee h now fo~ating chengee in our 

t u 8Jiha, both to prOTide the rnenuea ueclecl to 

finance the defeue expentiturea that we ue oa.lttacl 

to u.ke, aJIIl abo to a11ilt in aintainlng tl» 

eccnoaic health of tht natiOB. Our people mow that 

great eacritiua ••t be ucle aad tbt7 are prepared 

to -.ke th-. TheJ relJ upoa ua ao to pla wr 
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!11Wl01al procna ~t, bowYir IIYIN lh bviae 

u7 han to be, tbl7 will nat tall'l.J ..a jutl.J 

upon all 1D4hiaala ma all bulB ...... 

!he tu procr• wllloh J011 will propoae will 

neoeuar1l7 coul at ot Dill •~ta. klq oae tu, 

T1ew4 b7 ltaelt, UT .,,.ar to be atl'lDgent. .lll 

_.t be Tlewea, U.enr, u parte ot a wlulle. fth 11 

aa -r&mc7. !u .. that would not be propoaei 1a peue 

tiu1 are ll neceUllf D.Oiro WI OID.D.Ot &lYI atfHt W 

all thoee D.1cet111 Of IXIIIptiOill aad a&nq 1l.ID111 

that are appropriate to eaaler oooaeloaa but to41J 

will defeat our eDda. 

I han been aaked partloularl7 to dbou11 the 

axe••• protlte tax, tlret enacted in the tall ot 19&0. 

Our experience with 1 t 1a a till Hal tea, for UJl1 ot 

the retui'D.I ot till lal'l••t corporation• haTe not 71t 

been tiled. Enough han been tUea, hniYer, to 

conmce !I'IUVJ ottlclala in CUJ'II ot aa.iD.htratlOil 

that lapol'tat ohang11 ln the la ••t be .Ue 1D. the 

lnteruta ot talrD.eu. We ara colleotlq 1•1'1• .,.. b7 
uae ot thh tu, bat the protl ta ot a cooa UAJ 

bueiD.III f1NI are not belq toulael bJ till tu, 

38 
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although tboae proflta are exceaa protlta b7 &DJ 

roaaonable atandarda. Here la certaiD17 a plaoe to 

broaden thl bue. Surel7 thl ald.ll of thh Co.dttee 

and lh expert• le adequate to the taak of brlnglDg 

wl thin tu tu thl lmO'IIIl caeea of corporate nceaa 

profit.. 

I ftDt tint to outllDe tu priaoiplea 'IIIlich I 

beUne ahould pwl'll the tuatloa of exoeea proflh; 

1100114, to i.n41cate reapeeh 1n whiaJl the preaat law 

faila to accord with thoae prinoiplea; and third, to 

auggut poulble r ... diu whloh the Congrou U.J wlah 

to oone1der. 

I - Prino1plea 

tlll.der preeent oondi tloDI aoae ld.nda of protl ta 
11&1 be appropriatel7 nbjectea to heaner tuation 

than othlr ld.nde. !'hie II&J be neceaau7 in order to 

diatr1bute the bQrden falrlr aDd to aYo1d UD!a?Orable 

eooncal.o efftoh that llipt reault 1t the rnenue 

wore raiaod ln other WIJI. 

1. Defenee prof! h 

The tlrat t7Pe of prot! ta which ahould, ln a 

period of thla ld.n4, be nbjeotea to apeoial tuatlon 

CO!Iprhea the prof! ta which •7 be reuCIIlablr 
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attributed to the aefenae progr~ Slob profit• are 

being .. a. out of the •aorlfloee of the people a1 a 

whole and should be returaea to the people la tu11, 

lntofar &I a&f be p011ibl1 witboat deatPOJlag a .. lll&rf 

inoenthll to produce defeue gooa.. 

!lliWl)' euea it 1a aot po1111lle to dhtl.ag'IJ.ab 

with preohioll the a441tloaal protlta au. to tile 4efcae 

prograa. 'l'he effeota of defeue IP'JidiDc ... alftuea 

throughout the whole eoo11oldc a;ret... It i• 11eo•••ar,r, 

accordiJigl;r, to 111- that i11 gt~~eral, lJioreaaea 111 

protlh during thia period are due to defaau. Inabillt;r 

to .. aaure defense profit• preolael;r abould not ail­

courage ua froa aubjeotlJig thea to 1pecial taxation 

nen at tile rhk of hitting IOU inoo.. not derlnd 

from the detenee prograa. 

2. Profits ill IXCIII of a 1110111&17 IIOraU retum 
on in•eatea oapitil 

The other kllld of profit that oan properl;r be IUb• 

jectea to apecial taxation oa.priaea profit• in esc••• 

Of a ntCIII&r)' IIOraU return OD inYIItld Capital, 

4.0 
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nen 1 f thh return wu belDc eara.a 1D tu Jeara 

prior to tbt clefenae prograa. !be eziateaoe of auoh 

profita, while oftell clue prl•r117 to cooct -ace-t, 

1a ill uuaeroua ouea c1ae to 1U111opol7, i11perfeot 

co.petitioa, or fortanate oiro ... tllloea, ..a aot to 

UIJ' ouhtiiiMJII aerdoe to til. p•hllo, ._ tiLe la­

perfeotioa of our eooalldo -•hill• kan pe~tt.a 

thh to happta, lt h •qui ta\11 ua dtalrable tkat 

the nons profit. be aubjeohcl to apeeit.l tuatloa. 

Furthel'IIOre, at a tiae when hea"7 t1111 Eat ba illponcl 

the7 ahoulcl be leTiecl where the7 will aasiat beat in 

uintaining a well-tunotiolling ICOIIOJD1. 'l'o take an 

espeolall7 large share of the profita ill e1oeaa of a 

norul retura 011 lDn_atea oapi tal will aot oauae lll7 

ca.pall111 to go illto bankruptc7 or witharu froa 

bualneaa. 

41 

I a aware that the ant1cipat1011 of erlraord.inar117 J 
large profits aa7 1n aan7 caaea haTe put aecurit7 prloea 

well abon a figure that would repraaent inwatecl 

capital. 'l'he illpoa1t1on of then apecial tuea u:r 
aea harah to ind1Ticlut.ls who han purchaaecl tho11 
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11oul'1 tlu at ••II. lnela. Wa oaaot aatlnq ila­

recui tll.h upeot of tile poo'bl-. •t .. aat 

,_.llber tll.at ao lopalatl• la owv J&Oiol _. ao 

prognallw atep 1a n.r taka 'llldoll. ieoe aot 41at!u41 

tu eatlhllall.ea lDtenata ot oo• pooplo. • aalmt 

tut eatabllwa txptotatl.., ot Jdp profi ta an . 

entl uea to no .. n protntlea tun aa 1a4h1aul • a 

npeotat1011. tf a ooatiao4 larp atlu7, ... .Ojott 

to a beaYJ tu. Thh 1a 111. ......-er. ucl ohlllpa -.t 

bt expeotea. • 
I aa alao &WII't that th8 appl1oat1 011. of tbe 

priatlplt of tulag proflta in txotaa of a aootat&I'J 

aorul ret111'11 oa oapl tal lllTolna 41tt1oultlu of both 
pl'lDClplt ua teolualque. Thoat 41ft1oult1tl ahoala aot 

• 

be 111l4treatiutea, bat I teal ave that w tlullali not 

allow th• to ataaa ill tbe wa7 of ov attldq to attaia 

the aaiD objeotlTe. 

ll - n.feota of tbe Pl'tlaat la 

Ill tht light of the prbelplu jlalt atatta, let 

ua aow naallle the txOtla proflta tu la paaata lut 

Jt&r, to 111 ill wll.at reapeeta, 1t ..,, 1t faila to 

oorreapoaa to thea. 
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1. fa11v• te NUll 1!!J! parte of w ... pN1Ua 

\'he 11oe11 Proflh 'l'u t.t of 1840 .. a aleu 

1 xpreu1oa of Coagre111ou1 btlllt tb.at profit. 1row1Ac 

out of tht ufeua effort ah01ll4 be n'bjeot to no11a 

prot1 ta tu. TIM 1•, Mlrner, baa aot aoldena tlaat 

o'bj eotiYe. lfaa7 oo..,..atlou tlllat IN the prlulpal 

bad1o1arill of tile lat .. , eftert ..a tlaat laol4 1up 

gonn.eat eoatnota .,. pqiq 11 ttle or ao e:r.oeu 

prof1 ta tu. 

Ia the a'ba• .. • of oo.p1ete ex•••• proflte tax 

returaa an ualD.fttln llae 'baa ..ae of publlwcl 

tinaao1&1 data for certain oorporetloae. Oat O«aft'7 

wboat prof1te l n 19•0 were more than S,OOO percent 

l arger then in 1989 11 n'bj11t to ao IXOIII prot1te 

t ax whatner Oil 1940 eaPDlJICI ani tJd1 h a O..,loll7 

wbloh hu thua fu reoeina OTIP $70 allllon of ilfiDII 

contraota. .l 1vge et11l OOIIploll1 Wdch hu reoebli 

onr $250 alllloa of clefau ocmtnota acl llacl •analac• 
in 19.0 of near1r 200 perout 1arc•r tlla la 18Si will 

pq no no111 proflh tax. It appaare that oa1r 6 011t 

of 12 large 1ategratea eteel oo.pul11 will 'be a'bjeot 

t o neue proflb tax oa the 1uo .. of 1~0, altbouch 

ateel 0011paaiea haTe la general reoe11Wcl hie• ..aaate 
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ot detenee order•· 

These comp&Diu pq little or no ncea• profits 

tu: because th-.r are alla..d a •'n'wne credit ct 8 

percent of iDTe1ted capital. 

2. 

Another eerioua ehortcoming ot the 1940 ezceea 

profits tu: law 1e that protite ill nc111 of a neOIII&J'f 

noraal return on iDTeeted capital are not eubject to 

the tu: unless such protite also represent &D incre&ae 

over the profits ot the base period. For ezample, one 

companr which earned during the base period m average 

ot approximatelr 40 percent on ita present investei 

capital will be tree from the ezcess protita tu: on 

incou in &ltf year equal to approz.illl&telr this 40 per­

cent and will be taxable onlf on Noh inoreues in 

income as it maT enjoy. 

This failure ot the law to reach a large portion 

ot excess protite ia due to the provision ot a credit 

tor nery corporatlcp equal to 95 percent of ita baae 

period earnillge, reprdleu ot the aile ot thoae 

earnings in relation to ita iDTeated capital. 

• 
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III- Raediu 

Reviaioa. of the ezceae pro!ita tax to be con­

sidered adequate, .oat reaoh tha two kiDde of pro!ita 

whioh I han been dieousdng. '!he tu c111 reach a 

much larger proportion of def11111 profit• it there ia a 

reduction in the 8 perc111t credit an inveated capital. 

frofita in eXOISI Of a ntCIIe&r,r nor.a} retmrn Clll bt 

reached bT taxing all pro!ita above a atated percentage 

of invested capital, regardless of average base period 

earning•: 

These were the baaio elements of the 'l'reaauey 

excess profits tax proposal of 1940, and it is this 

plan, with moditioationa dictated by experience, that 

we suggest. In that proposal oorporation.s were to be 

allowed tax free their earnings during th.e base period, 

but not more than 10 percent of inTeahd capital. How­

ever, they were granted a mint.aa credit of 4 percent of 

invested capital with 6 percent allowed on the first 

$5QO,OOO. Thus, under that plan 'a concern which earned 

7 percent during the base period would be allowed to 

continue to earn 7 percent free of tu. 1 concern 

which earned onl,r 2 percct during the baae period would 

r 
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be peraitted to Ml'D 4 percat free of tax. .l ooaoel'D 

which eal'Ded 15 percent during the baae period woal4 

be allowed to earu 10 peroent free of tu. 

Under the 1940 Trea11U7 propoeal 1 t na recoplsecl 

that V buainlaeea were to be expiDiled allll 1nnetore 

were to put IIOJleT into new oorporat1one, u opportunit)­

muat be allowed to Ml'D a eubatut1al rate of returD 

on new capital. The plan allOWid u 8 percent return, 

regarcllen of the ean1ng uperienoe cbu-ing the bate 

period on old capital. 

I! the plan aula! tted bT the TreaiiU'T last rear had 

been applied in the examples preTiouelT presented, the 

46 

tu results would han been quite different. The corpora­

tion llhioh had the 40 percent return on its iln'ested 

capital 1n the base period 110uld han paid ucua profih 

tax on about half of its 1940 1ncou instead of on about 
' one-twentieth ae under the preeent law. The large steel 

complll1 would han paid ucesa profits tax on OTer one­

third of ita inco• and the other ccapeq w1 th poor 

earninga in the base period would han paid on about one­

fitth of ita 1noCIIU 1natead of both co.puiee bei.Dg 

entirelT exempt. 
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Enn thh plan, hown'er, would hue failed to 

reach substantial amounts of defense profits received 

br corporations which had eapeoia~ poor earnings 

during the base period . To meet this defect w would 

suggest revising the 1940 proposal to provide that 

47 

where the average earnings of the base period wer e lese 

than the al..llillul of 4 'percent, the exoeee profits tu 

should be applied at a low flat rate, pouibq 10 percent, 

to that part of the current profita that ie in exceae of 

the base period earnings but not in exoeee of 4 percent 

of invested capital. For example, if a corporation 

earned during the base period an average of $100,000 a 

rear, while 4 percent of ita invested capital amounts 

to $800,000, the first $100,000 of profits in the 

current taxable rear would be entireq exempt fro• 

excess profits tax, the next $200,000, representing 

the difference between the $100,000 average earninga 

and the $300,000 credit on inveated capital, would be 

taxed at 10 percent and 8.11¥ earnings over $300,000 

would be subject to the regular excess profits tax 

rates. This special rate of tax would subject all 

increuea in profits du.ring the defenae period at least 

I 
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to , ... ezoeu proflte tuatiem 11h1le at the ._ tS.. 

not belug hlgb coqh to lapo11 ua UDdue baN• OD OOil­

oerna whose illcreued 1&1'111nga are not tl"UlT defeue 

pl'Ofih. 

'le would auggut abo that the rate allon4 OD 

n .. capital be the ... e u tu •n'- rate allowd em 

old capi t&l, naeq, 10 pel'oent. AD:f uzbla return 

on capital ••t be a aCIIIWhat arbltrU7 tigve beoaUH 

bualnuau differ wideq ill the a.gr11 of l'ilk thfT face. 

J.cooJ'dingq, it 11 duirable not to 11t too low a ""'11!11 

nte of J'eturn. 

Similarq, it would be deairable to k11p the tu 

!'ate low on that part of the profit which h U..diateq 

abcn the credit. To thla end we suggest that tu ratea 

be gl'aduated 1n accorduace with the nte of return em 

inTeated capital with a aodente initial nte. It ahould 

be possible to ralae the deaired revenue with a lower 

l'ate acale on the average thaD under the pl'eaent law 

beoauee of the larger aount of protlh that w1ll be 

subject to tu. 

liDJ'eonr, with thla new broad ucue profits ball, 

it would be poaalble to aclapt OUl'aelvu quickq aDd 
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lllloh 110re eaeil7 to a need tor atlll luger rntDilea it 
• the eaergenc7 ahould ao require. ~e flltve 1a .. pec1all7 

uncertain dU1'1Dg an •argenq period, allll we aight han 

to act quickl.T. It 1a better to haTe a 'bl'Oad exoeu protita 

tax baee oaretul17 worked out 11blle •e atlll han the 

tilDe than to patch up the preaent la onl7 peJ'hapa to 

find onraelna oontronted with the uoeult:J ot iapro­

Tiaing auoh a baae aa llaort notice at a later date. 

IV. Possible but DOt preferred altal'D&t11'1 

Thus tar I han outlined what .... to .. to be 

the principles of excees protita taxation that should 

be followed in this emergenv.r period and have indicated 

~s in which the existing law falla to ca1'1"7 thea out. 

If JOU belieTe with me in theae principles, I belieTe 

JOU will agree that a plan a1.ailar to the one I han 

outlined 1a the logical aethod of putting tha prinolplee 

into practical operation. Variation in detaila ia not 

.. 

a lll&tter of concern, ao long ae the plan adopted tullllll 

the clear purpoae to iapoae taxea both on detenae pl'Ofih 

and on excess profits, which 1a aoaething tha preaent 

law doea not do. 

It these prinoiplea are not to be the guide for 

• 
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taxing corporation• during the aergcor period, it 

might be well to consider caretullT the dieadTantagea ot 

having a tu whioh inTolna the adm.inietratin ditticul­

ties ot the preaent tax, but appllea onl.T to part o! 

the protite that it ehould reach. A et.pler, more eaail7 

administered plan would, ot couree, be to abandon the 

excess protite tax and to increaee the corporation incoae 

tu: b7 enough to P,.roduoe the deaired rennue. nth 

such an increase in the corporation inco111e tu there 

should, in -r judgaent, be coupled a provision tor 

reducinlt. the tax 'lhen the earnings ot the corporation 

are immediately made subject to the indiTidual income 

tu:, eith.- through the distribution ot dil'idende or in 

some other Wlf. 

This kind ot a plan would be in hal'IIOJlT with the 

idea of integrating the corporation aDd the individual 

taxes, placing ohiet reliance on the tuation of income 

indi Tiduala. 1f1 th our exper ience 111 th preTi ous plana ot 

this general character, llllll1' ditticultiee preTioual.T met 

can ney llkel.T be uoided and equitable taxation ot 

profits to the 1nd1T1dual stockholder proTided. 

I do not aet forth this plan aa one that carries 
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1Dto etteot the prbaolploa whloh I prmauq cU.aaaaa.a. 

It 1e buocl Oil prbaoiplu ot 1 ta cnm 8Dil h ng.atoa aa 

an alteruat1Ye, not ~ aubatltute. 

We oaDDot oxpeot to dnhe a palnlua tu bill. 

!he situation oalla !or eaor1!1ooa. !1 Sooretar, 

lforgenthau hal alroaq told 7ou, .. UYO hac1 waJ.atatUlo 

nidenoo that tha people aro wll.liq to JUte aaori!looa 

aooording to their abilltr. Olataido the tax !iel4 greater 

aaoritioea are being asked and ch"rtull.T ude. 1hero 

ia no baeie ot comparison ot the eaoritioe of thoae ·who 

are aksed to exchange the aeourit, o! a job and a hame 

tor a soldier' a pay and a soldier' e hardahipe with the 

aacritice o! thoae who are aakod to pq nen dl'aeticall7 

highe~ ratea ot ·tax. 
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H.M.Jr: 

Operator: 

Henry L. 
llt1meon : 

H.Y.Jr: 

II: 

H,!I,Jr: 

II: 

R.M.Jr: 

II: 

H.M.Jr: 

II: 

• 

Hello. 

Becretar, 8t1aeon. 

Hello, Henr,. 

Good aom1n«. 

.. , 16, 1911-1 
1011 ..... 

Good aorn1n«. I got :rour letter tb1e 
110m1n« on •:r dellk. !'be tault ot that wae 
a1ne enti:rel;r. I' Ye been th1nltin« ot 1t 
eftr, 111&ht and then tozosett'-n« 1 t wben 
I got 1D1:o the Whirl ot ., otttoe the · 
nerl 110ming. 

I eee. 

I 1 ve juet called in A;rrell and told him ot 
it and I haYe tried to recall exactl:r 
the oonnreat1on I had With ;rou. I ehould 
l11te - he will put on the envelopee that 
it ie personal tor :rou. 

Right. 

52 -

Now, hartng done that' I want to •a:r thU. 
I vent onr w1 th J.:rre• the detalle 11hioh 
Mr. Raee had aelted tor and the:r are -
I '• go1Dg to ea:r tranltl:r to :rou - the:r ':roe 
ver, .oh greater and inYOlYe greater labor 
than I had an:r idea ot 11hen I talked w1 th 
:rou. 

I eee. 

A:rree telle me that he hae aelted tor the 
118111ee ot all ot the epeoit1c aanutacturere 
ot euppliee and the veapone; all ot the 
productin schedule• - production schedule• 
not onl:r ot the tintehed articles but aleo 
their coaponente; all ot the actual del1Yeriee 
- dates ot actual del1Yeriee; all ot the 
unit prioee aJII1 to ident1t;r all ot the 
appropriation• troa Vbioh t heee are publiehed. 
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H.M. Jr: 

8: 

H.M.Jr: 

S: 

H.M. Jr: 

S: 

H.M. Jr: 

S: 

H.M.Jr: 

- 2 -

Yeah. 

Nov, be tell• •• that tble &1••• to rou 
••rr aucb aore than •••n the Undereeoretarr, 
vbo hal d1reot obar&• ot tho11 thin&•, 11 
uUns and I know IIJIIlt that it 11 1n­
t1n1tll1 aore than I aelt tor or aet, and 
Arr•• ear• that 1t aeane •irtual re­
duplication ot our reportin& and d1etri­
but1n& •r•tn ot 1ntol'llat1cn. Nov, '11 
there anr vaf rou oan aalte 1t ea1ier tor 
•• tor I don t quite- it ••n• to . a~ that 
unleee there ie ao .. prattr Yital need that 
roa are aaltln& it tor I oucht not be a eked 
to eet up a .ore detailed •r•t .. ot report­
iJIC in anothar Departaent than 10" on in 
111 own. 

You're quite ri&ht. You're quite r1aht. 
Nov , I tell rou it we could do 1t tble war. 
I don't want to aek - I mean 70ur attitude 
couldn't be tairer. 

It ie intended not onl7 to be ~air but to 
be aeneroue and tr1endlJ. 

Well, it'e alvare that. I'll tell Haae 
th1e, to contine hiaeelt to what AJree hae 
on hand. Hellot 

Yu. 

It it doeen't tall in, &i•e ae a 5 or lO­
lll¥aJ. II that all ri&htt I aean, it 
there ie eoae little epecial thin& that he 
ai&ht want beoau" he tblnlte he a1&ht need 
it, but I'll tell bla to trr hie beet to 
confine h1a11lt to what AJru hae on hand. 

Iee. Well, ot couree, AJree hae etuolt 
avar in the recorde •••rrthln& that rou 
want, but he haen't aot the aaohinerr t or 
dietributin& it raaularlr. That ' • the point 
that I'• aention1nc. 

Well , 8&1 I do thie. I'll tell Baae to ao 
oYer and 111 Afree and eee it we can't 

• 
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H.M.Jr: 

8: 

R.M.Jr: 

6: 

H. M. Jr: 

8: 

H.M.J r: 

S: 

H.M.Jr : 

S: 

H.M.Jr: 

S: 

R.M.Jr: 

6: 

- '-
ha·n -.bat I want eo tba t we can tell how 
auoh IIOD87 ie going t o be epent • aonth, 
J OU 888? 

X ea. 

I aean, how rapidl7 t hie a one7 ie going t o 
be epent eo we oan make our eetiaatee. 

Can rou giTe ae on t he phone Juet the 
general purpoee rou baTe in mind eo that 
I oan baTe a t&ir er ••• • •• 

'l'he c~l purpoee 1e thie. lfe'Te ude 
an eaU.te that t he detenee aoner 1e goi ng 
to ....a\ to t 19 bi lli on during the tieoal 
7ea' '?l'nnlng J ul7 l. 

Yee, ~tie t 9 billion •••• • 

tl9 billion - no , wait a ainute - I'm wrong. 
A billion a month, an &Terage ot a bil lion 
a month - a t otal ot t 19. 

ATerage 1 bill i on a mont h. 

See? 

Yee . 

!low • • • • • • 

During the thoal r ear ' 41. 

Yee. Nov, what I'• tr71ng t o do ie - t hen 
rou eee we eet up our whole t ax bill on the 
baeie ot that . You eeet 

Yee, I eee. 

And our borrowing . Now, what I want t o haTe 
ie ae aoourate ae poee1bl e - tbat'e vny we 
want to go baok, Ie t hie et utt going to ooae 
ott taeter or elower. See? 

I eee. 
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BJIJr: 

a: 

IS: 

RIIJr: 

II 

RMJr: 

8 1 

IIMJr: 

8 : 

HXJr: 

8 : 

IIMJr: 

81 

- .. -
Bow DMI' r1p' are" ln Olll' enl•te 
~' ~e wUl utuee upea41 ~ee 
be&111111Dc oll7 1, are plna w aYeftCe 
a bllllon a .on~t 

t... !he - 1011 aeaa ~e ezpendUIIJ' .. 
w111 pi'Obablf OOI'I' .. pond w ~ dell Yeri ... 

Jee, ree. 

I aee. 

low ~t oenailllf- ~t'• ••ethlq 
I o•t w baYe ln .._er to Mile ., 
.. uaaw to• boi'NWlftl &114 ov anlaata 
tor ~ tax bi~. 

Yea, I aee. I aee. Well, I abollld 
thlllk tbat oollld be pUen tor 7011 w1tboat 
piq 1Dw q11i w eo 1111oh detail. A,era 
aald ~t Baaa bad aU.ad tor U. 

Well • •• 

I aean the apaoitio naaaa of the 
epeoifio aanu~aotvera. 

Well, if JOU wlll talk with A7ere, 
I'll aend Baa• oYer and tall hla to 
go oYer the thins onoe aora, •••' 

t ... All right. 

Did ~t - now do .. thle requ11t I'• 
aak1ng now aound reaeonablef 

Wh7 7ea. I want to - in other worda 
JOU know I'a aoat anxloua to aake 
Jour dut7 aa leoretarJ of the Treaaur, 
eaa7 beoauaa ae a o1tiaan, eYan not 
a laoretar, of War, I'• interaate4 in 
tbat, and I '11 tr, to do 111 beet to 
aake lt eo. 

You •••• Barr7, we baY a .. tlaatad total 
expendltvee at nineteen. !be Bureau of 
the Bu41et .. ,. itl ao1na to be twentJ-One 
or twentJ-tWO and OPI • .,. ita twentJ-four. 

• 

tea, I aae. tou eetlaate a total of nineteen. 
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BMJr: lee. 

8: OPX, twentJ-tour. 

BMJr: Yeah. 

8: And Wbat t he Budget • • • • • 

BMJr: And Budget aald tbeJ 1d epl1t the 41tterenoe. 

a: Yea. Budget then about •• • • 

IDIJr: '!'wentJ-one or two. 

8: '!'wentJ-one or two. I aee. I tb1nk 
JOU are ent1tled to that. 

HMJr: Hot t oo b1& a 41tterenoe. 

8: 

IDIJr :· 

8: 

Yea, I aee. All r1&ht. 

'l'bank JOU. 

Oood-bJe. 
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IIMJrl 

Graoe 
'rull11 

IIMJrl 

IDIJr: 

f: 

RMJr: 

HMJr: 

f : 

IIMJr: 

fl 

ID!Jr: 

f: 

HMJr: 

f: 

Bello. 

Hello, Ben1'7t 

Good morning. 

lla7 16, 1~1 
ll125 •••• 

Good aorning. I pYe that ae.orandu.a 
to the Preeident •••• 

Yee. 

And he aa1d to tell 10u that he 
would not be eble to read that 
etateaent until late th11 afternoon, 
an1va1. Be'e full of appointaente. 

Yeah. 

And that he'd telephone JOU and if 
10u wanted to go to the oountJ'7, 
he1 d oall 10u there or oall aDTbodT 
10u euggeet in Jour departaent. 

llo, I think - I rather Juet eit here 
until he doll. 

I •••· 

8eet 

.Ul right. I 1ll tell hill, Beftl'7. 

llow, I think that - don 1 t 10u think 
eot 

Well, now- I don't know what it 
require e. 

Well, it'• a •• ••• 

I think probabl7 it would be aore 
eat11faotOJ'7. 
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JIMJI' I 

T: 

JIMJr: 

T: 
SJ(Jr: 

'1': 

HMJr: 

• 

- 2 -

1 thlnk 80, 1t he oan - 1t he ooul4 -
JOU th1nk there ' • a ohanoe ot gett1ns 
to 1t to4&Jt 

Well, he ea14 he 14 4o hie beet to get 
to 1t late t h11 afternoon, 

Well 1 JOU tell h1a that I'• Ju1t going 
to 11t until he'• rea4J an4 it he oan 
let •• know a1 1oon a1 po111b1e, I 14 
appreo1ate 1 t. 

All right, I know he will, BenrJ, 

An4 1t JOU ooul4 rea1h4 h1a, I 14 
appreo1ate 1t, 

I oerta1Dl7 will, 

'!'bank JOU, 

r1ne. Goo4-bJI, 

58 

Regraded Uclassified



• 

• 
T>IE SECJUTA"Y 0~ THI T"IA8U"Y 

WAaHt NOT ON 

Kq 16, 1941 

Mf dear Kr. President : 

I am inclosing herewith the proposed state­
ment which John Sullivan will present t o the Wa,s 
and )leans CoDDi ttee on Konday. I would vaey auch 
appreciate your comment and suggestions so that when 
John Sullivan goes before the Committee on )(ondaJ he 
can •11 that the statement he is presenting meets with 
your entire approval. 

I am also inclosing herewith a copy of t he 
statement which we gave you on July 8, 1940. 

I would greatly appreciate it if you could 
get word t o me by one o' clock today whether or not this 
statement has your approval, or whether you would like 
to work on it with me over the week-end. If it is un­
necessary to work on it this week-end, I would like to 
go to the farm. 

The President, 

The White House. 

Enclosures. 

Sincerely yours, 
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Shall we adopt • 

(a) 1'Jae ar-pro!ita, or ... rpnorprofi tl, principle, 

adopted in Engl&D.d &D.cl. in p&l't in cmaaa, &D.cl. 11hioh tuu profit• 

above the pre-... rgencf le,.l, or 

(b) !he exceaa· protita principle, adopted in our 1gl8 

.lot, 11hich tuu protib abo,. a atatecl percentage of inveated 

capi tal, 8% in our 1918 .&.ct, or 

(o) .&. coabination of both principl.eaY 

Co..nt 

(1) !he trouble with the etto&ight nr-protite principle 

ie that it will not r.ach corporationa with a high level ot 

profite. It woula rlrtu&l.~ exupt .aDT of our l&rgeat 

buaine•llllita 11hich hacl iaMnee }I' e-... rgenc7 profit., ancl 

at the s111111 time, it would burclen heart~ their 110re untcrtu­

nate competitors 11hich ban not done so well in that period. 

For ID!Ilple, ;.c. Pane7 C011p&Jl1 h bellnea 10 b&,. ac1.e 

a high retun. on ita innstea oaplt&l 7'&1' after 7'&r• 

• 

(2) !he trouble with the straight axceu-protita principle 

ie that Where the innatea capital 1e large, it will pel'Wit 
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the escape of huge emergency profits . For example , American 

car and Foundrr Company h• a large invested capital, but a 

low rate of r eturn. It would pay little or no tax even 

though its profits increased greatly. Ther e are a good many 

companies which han not made much of a return on the inTest ­

ment for years, but whose profits will be greatly increased 

because of the defe~e prograa. 

(3) A combination of the two principles aeema essential 

to a fair workable tax, - one which will tap a maximum of 

emergency profits and excess profits on a broad base with a 

minimum of disturbance to business incentive and emergency 

preparation. 

Proposals 

It is therefore proposed (percentage figures merely 

illustrative) -

The tax shall apply to all profit s in excess of the rate 

of return on invested capital which the corporation has 

actually realized in the pre-emergency per iod, subject to two 

qualifications. (1) The company shall be allowed an exemption 

of not l ess than 4 percent of invested capital, and (2) in any 

case , it shall be subject to the tax on what it makes above 
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10 percent of invested capital. For example , (a) it the 

company' made an average of 5 percent on invested capital in 

1935-1989, its profits above 5 per cent in 1940 will be 

subject to the tax. (b) If it made an average of only 

2 percent in 1935-1939, &n1 profits in 1940 above 4 percent 

will be subject to the tax. (c) If it made an average of 

15 percent in 1935-1939, the tax shall apply to any profita 

in 1940 in excess of 10 percent. • 
This scheme gives greater flexibility than the rigid 

1918 Act scheme of 8 percent recently suggested by Senator 

62 

La Follette , and is closely allied in pt'inciple to the 7-9 

percent scheme of the 1917 Act. It will obviate much 

criticism because invested capital is not the dominant factor , 

but merely the limitation factor upon the use of pre-emergency 

profits as a standard. By permitting a reasonable capitaliza­

tion of pre-emergency earnings, it may to a certain extent 

aid pre- emergency high profit corporations, but by the same 

token it 11ill sate from undue hardship concerns which use 

invested capital, but which also depend largely upon individual 

enterprise and skill of management. It will also cause less 

economic dislocation because it more gradually transforms our 
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t&X 17St4111e ' 
• 

Exceaa-profita taxation of iDdlviaaala ahould 'be a10i4e4 

because the7 are alrea~ .u'bjeot to much h~gher surtaxes than 

the tuee applied to oorporatiou. lforeonr 1D41vidu&l.a, 

UDlike ccrporatiou, o&IIDOt ao...Uate ~urpluee free froa 

individual taxation. 

We are giTillg fvther atuq to the •tter of illteratia­

tion between •a•ll• oorporatiou md •large• oorporationa . 

If a general exce11-proflta tax ia enacted, with the 

steepl7 graduated rates which rou prop~ee, the provisions of 

the Vinaon-Trammell 1ct with respect to exceaa-profite ahould 

be repealed. , 

\ 

, 
• l 
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DIW'l' OF 'I'IIUSURT S'I'!'I'Wii CIIIV'IIS PIO#HS tAl 

111 pW'pou toda.r il to dlloun 111 til J01I tile 

problea of corporate tuation ln the pr11•t -I'C'D01• 

What I shall han to I&J ll mppl-ntUf to tM ltate­

lltnt made b7 Sloretal'J llorgenthua wbln the ovl'lat 

hearing• wel'l opaed and to the •uge1t1ou laid befon 

JOU eubuquatlJ on behalf of tha 'I'I'IUUI'J Dep&l't.nt. 

The Tre&IUI"J 1• oal.led -t~OB to ... t ezpc4iturll 

greater than han nu beea •4• 1Jl the Mtloa'• 

peaoetiae hiatoq, and probabl7 greater than .at llDJ 

period in our hi1tory, in peace or war. At suoh a 

tiae we cannot erpect to relJ on nonaal IOW'Otl of 

rennue or be o011tent with nnnue in nol'lial •ounts. 

We 11114t adopt extnorcllna1'7 •a•ul'll to deal with 01IJ' 

extraol'cllnal'f eituation. 

T ou I' C..U. ttee is now fol"'IUla ting ohaDgea ill 01IJ' 

tax s71t .. , both to prOTide the reYenue• needed to ~ 
finance the defeue npenditul'ea that we ue oo.ltted 

to JU.ke, and also to auilt in JU.inta1n1ng the 

IOODOido health of the nation. 0111' people Jaaow that 

gru.t I&OI'ifioea .Ut be JUde W theJ aJ'I pNp&l'ld 

to JU.ke thea. The7 ~"~17 upon 111 10 to plm 01IJ' 
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!inanoial progr• that, howner .. nre ita bvama 

aa7 han to be, tbe7 will rut fairl7 and JuatlT 

upon all indi Yicluall and all buainuau. 't 
Tha tax progra whioh fOU will propoae will 

neoe•saril7 consist of a&nT el ... nta. AnT one tax, 

'fiewed b7 itself, a&f appear to be atringent. lll 

- t be 'fiend, llowenr, .. parte of a whole. ru. h 

an nergenc7. Taxea tllat would not be propo~td in peaoe 

times are a necessit7 now. We cmnot gi'ft effect to 

all those nioeties of exeaptlona and eaYlng clafsee 

that are appropriate to easier occasions but tod17 

will defeat our ends. 

I ha'fe been asked particularl7 to discuss the 

excess profits tax, first enacted in the fall of 1940. 

Our experience with it is still lt.lted, for ..U7 of 

the returns of tbe largeat corporations haye not 71t 

been filed. Enough b&Ye been tiled, howeYer, to 

con'fince Treasur7 officials in charge of adadDiatration 

that important changes in the law must be made in the 

interests of fairness. We are collecting large suaa b7 

me ana of thie tax, but the prct i h of a good lUJI1 

bu1ineu til'IU are not being touched b7 tha tax, 
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although thou profita are uo .. a proflta b7 &111 

reasonable atandards. Here ia oertaiD17 a place to 

broaden the base. SUrel7 the akill of thh Co-.1. ttee 

and i ta experts ia adequate to the task of bringing 

withi n the' tax the known casea of corporate :excess 

prot! ta . 

I want first to outline tha priD.oipl .. 1hich I 

belieTe should goTern tbe taxation of excess profits; 

second, to indicate reapecta in which the present law 

fai l s to accord with those principles; and third, to 

suggest possible remedies which the Congress may wish 

t o consider. 

I - Pri nciples 

Under present conditione eoae kinds of profits 

aay be approprlatel7 subjected t o heaner taxation 

t han other kinde. This •1 be neeeuaey in order to 

distribute the bu.rden fairl7 and to uoid unfuorable 

eoonoaio effect• that aight reault if the r eTeDUe . •' 

were raised in other waJs. 

1. Defenu profita 

The first trpe of profit• which should, in a 

period of t hi s kind, be eubjected to apeoial taxation 

ocapri aea the profi ts which a17 be reaaonabl7 
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attributed to the defa .. propaa. S.Oil prot! te are 

btiDC ua. out of tbl uonflou of the pee,le a• a 

whole md ahould be retuned to the people in tuu, 

!Daofar u MJ be pouible wltlulut 4utreJ1ng neoe11&r7 

i.noenthta to produoe ddeue aooa.. 
In .aAf oa~e1 it i• aot po11lble to 4lttillgU1•h 

with preohiOD tbe add1 tiOD&l proflh Gl to the dlfiDie 

progra. !'he effeota of dtfeut tpellllllq art dlt.tue4 

throughout the whole eoonoaio IJit... It is neces•&rJ• 

aooordlnglJ, to a1suae that in general, incrtatea in 

profits during this period are due to defen~e. InabilitJ 

to 11eaaure defeDie protl te prechtlJ should not· db­

courage us !rOll subjecting thea to epeclal tuatlon 

enn at the risk of h1 tting aoae lD.cou not deri nd 

troa tbe defanae progrea. 
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• 

2. Profih ln ncen of a neotaaarz noraal return / 
ob inn1ted oapitU · 

The other ldnd of protlt that cu properl7 be lllb­

jected to speci al tuation oo.priaea protita in excea1 

of a neoeeaarr nonaal return on inTtated oapital, 
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enn it this return na beiDg earned in the Jt&rt 

prior to tbe def~nse procr... !he exittenoe of tuob 

profits, while Oft& due priaal'llJ to cood UDage•nt, 

is in nwaerous oaaet aue to .. nopol7, t.perfeot 

ooapetition, or fortunate oirou..tanoea, and aot to 

an:r outehndiDg 11rnce to the public. llbea the ia­

perteotiona of oar econa.io aaohine haTe per.itted 

this to happen, 1t h equitable md lttirablt that 

the exceae profits be subjected to apeoial taxation. 

Furtheraore, at a time when htaYJ tutt .ut be i!lpoaed 

they should be leTled where they will atai st beat in 

maintaining a well-functioning econo~. To take an 

especially large share of the prof its in excess of a 

ncr11.al return on inns ted oapi tal will not cauu ~ 

c0111paniea to go into bankruptcy or withdraw froa 

bueinua. 

I &m aware that the anticipation of extraordinarilJ 

large profits may in·~ oases baTe put security prioea 

well above a figure that would represent inTested 

capital. The u.poaition of these special taxes aay 

( seea harsh to indiTiduala who han purchased those 
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aeouritiea at such lnele. re cannot entirely dis- ~ 
regard this aspect of the problea, b~!,4 11111at 

reDember that no legislation ia ever paaaed and no 

progressive step is ever taken which does not disturb 

the er~b~t••••ta of some people. We subait 

that established expectations of high profits are 

entitled to no aore protection than an individual's 

expectation of a continued large aalar, which ~~ now 

to be subjected to a much heavier tax. This is an 

emergency, and changes must be expected. 

I am also aware that the application of the 

principle of taxing profits in excess of a necessary 

normal return on capital involves difficulties of both 

principle and technique. These difficulties should not 

be underestimated, but I feel sure that we should not 

allow them to stand in the way of our seeking to attain 

the main objective. 

II - Defects of the present law 

In the light of the principles just stated, let 

us now examine the excess profits tax 11w passed last 

year, to see in what respects, if any, it fails to 

correspond to them. 
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1. Failv• to reaoh l!!'lt P!Ptl of a.teue profit. 

The EXOUI Pl'oflh fax iot Of 1940 ftl & tlt&l' 

expression of-Congreasional intent that profit• growing 

out of t he defense effort ahould be 1ubjeet to exoes1 

profits taxHrfhe law, hownr, ha1 110t aohiend that 

objeotiTe~lllf oorporatioDI that art the principal 

benefioiariu of tht defeue effort llld that bola larp 

gonl"'latnt contracts are pqlng 11 ttle or 110 not11 

pron. t1 tax. 
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• 
Ia t~e abltDOt of co.plete exc••• profit • tax ~ 

rttul'lll a nllllnation has bttn ude of publhhtd 

financi al data for certain corporationa . One oompaDJ 

whose profits in 1940 were mort than 3,000 percent 

larger than in 1939 is subject to no excess profit• 

t ax whateTer on 1940 earnings and this is a co.p&DJ 

which has thus far reoei Ted OTtr $70 aillion o! defense 

contracts. i large atarl co.p&DJ Which has receiTed 

OTer $250 aillion of defense contracts llld had earnings 

in 1940 of nearl7 200 percent larger than in 1939 will / 

pa7 no excess profits tax. It appears that onl7 5 out 

ot 12 large i ntegrated steel oo.p~ies will be subject 

to exoeaa profita tax on the inoaae of 1940, although 

steel companies haTe in geural reoeiTtd hnge ..aunta 
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of defense ordera. 

These oompaniea p~ little or no exoeaa profits 

tax because thq are allowed a •'"'- oredit of 8 

percent of invested capital. 

2. Failure to tax rrofita in exoeae of a 
neceaaa~ nor.& return 

Another serious shortcoming of the 1940 exoesa 

profits tax law is that profits in exoeaa of a neoeaearr 

normal return on invested capital are not subject to 

the tax unless auch profits also repreaent an increase 

over the profits of the base period. For example, one 

company whi.oh earned during the base period an average 

of approximately 40 percent on its present invested 

capital will be free from the excess profits tax on 

income in &JV year equal to approximately this 40 per­

cent and will be taxable onlr on suoh increasea in 

income as it may enjoy. 

This failure of the law to reaoh a large portion 

of excess profits is due to the proTision of a credit 

for every corporation equal to 95 percent of ita base 

period earnings, regardlesa of the aize of those 

earnings in relation to ita inveated oapital. 

?'1 

I 
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III - Reudi •• 

ReTisions of the exoess profits tax to be con-

sidered adequate, DIUSt reaoh the two kinds of protita 

which I have been discuaaing. The tax can reach a 

much larger proportion ot defense profits if there is a 

reduction in the 8 percent credit on innated capital. 

Prctita in excesa ot a neoeeaa17 nol'lll&l return can be 

reached b.r taxing all profits above a stated percentage 

ot invested capital, regardless ot average base period 

earnings. 

These were the basic elements of the TreaSUJ7 

excess profits tax proposal of 1940, and it is this 

plan, with modifications dictated b.r experience, that 

we 8\lggeat. In that proposal corporations were to be 

allowed1 ta.x freeJ their earnings during the base period, 

but not more than 10 percent ot invested capital. How­

ever, ther were granted a minimum credit of 4 percent ot 

invested capital with 6 percent allowed on the first 

$500,000, Thus., under that plan a concern llh.ich earned 

7 percent during the base period would be allowed to 

continue to earn 7 perce.nt tree of ta.x. ! concern 

which earned onlf 2 percent during the base period would 
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be per.ltted to earn t percent free of taz. 1 conoera 
wbich earned 15 percent durlac the baae period would 

be allowed to earn 10 percent free of taz. 

U~der the 1940 Treasurr proposal i t waa recognized 

that if businesses were to be expanded and inveatore 

were to put money into new oorporatione, an opportunity 

suet be allowed to earn a aubatantial rate of return 

on new capital. The plan allowed an 8 percent return, 

regardless of the earning experience during the base 

period on old capital. 

73 

It the plan submitted by the Treasury last year had 

been applied in the examples previously presented, the 

tax results would have been quite different. The corpora• 

tion which had the 40 percent return on ita invested 

capital in the base period would have paid excess profita 

tax on about halt of ita 1940 incoae instead of on about 

one-twentieth as under the present law. The large coap&nJ 

which received over $250 million of defenae contract• would 

have paid excess profits taz on over one-third of ita in• 

come and the other company with poor earnings in the baae 

period would have paid on about one-fifth of ita income 

instead of both companies being entirely exempt. 
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!Yen thh plan, honver, wwlc1 haTe faUN. to 

reach substantial aaounta of defense profits received 

by corporations whloh had eepeoiallT poor earnings 

during the base period. To meet thia defect we would 

suggest reYleing the ~ proposal to prorlde that 

74 

where the average e&l'llinga of the baae period nre leu 

then the w1n1sm Of 4 percent, th1 .XCIII profits W 

should be applied at a low tl&t rate, poaaib~ 10 percent, 

to that part of the current profits that h in uceae of 

the base period earnings but not in excess of 4 percent 

of invested capital. For example, if a corporation 

earned during the baae period an average of $100,000 a 

year, while 4 percent of ita invested capital saounta 

to $300 ,000, the tirat $100,000 of profita in the 

current taxable year would be entire~ exempt froa 

exceea profits tax, the next $200,000, representing 

the difference between the $100,000 average earnings 

and the $300,000 credit on invested capital, would be 

taxed at 10 percent and &D1 earnings over $800,000 

would be subject to the regular excess profit• tax 

rates. Thia special rate of tax would aubject all 

( increases in profits during the defense period at least 
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to acme excesa profit• taxation while at the aa.e tt.e 

not being high enough to iapoae an UJIIlue burden on 

conoerna whose increased eal'Dinga are not truq defenae 

profits. 

We would suggest also that the rate allowed on 

new capital be the SUit as the JU.ximua rate allowed on 

old capital, namelf, 10 percent. J.rq wx! .. return 

on capital llllat be a aomnhat ubitrlll'T f1gwoe becanae 

businesses differ widelf 1D the degzoee of riak thq face. 

AeeordinglT, it is desirable not to set too low a maximum 

rate of return. 

SiJUl.larlf, it would be desirable to keep the tax 

rate low on that part of the profit which is immediatelf 

,r'(abon· the credit. To this end we ,,.,....,st that tax rates 
'\1 -..o-

Il, be graduated 1D accordance with the rate of return on 

invested capital with a moderate initial rate. [u should 

be poaaible to raise the desired revenue with a lower ;>~,"~ 
rate scale on the average than under the present law '\.U 'h ~-" 

")'\~'\. 
beoauae of the larger amount of profi te that will be ~ 

subject to tax. J q\"1 e. 

~reover, with this new broad exoess profits base, 

it would be possible to adapt ouraelves quioklT and 

Regraded Uclassified



76 

- 18 -

much more easil7 to a need for etill larger revenues if 

the emsrgencJ should so require . The future is eapeciall7 

uncer·tain during an emergency period, and we might have 

to act quicklJ. It is better to have a br oad excess profits 

tax base carefull7 worked out while wa still have the 

time than to patch up the present law only perhaps to 

find ourselves confronted with the neoeeeit7 of ~ro-

vlaing such a base on abort notice at a later date. 

Thus far I have outlined what seem to ae to be 

the principles of excess profits taxation that should 

be followed in this emergeno1 period and have indicated 

ways in which the existing law fails to carry them out. 

If you believe with me in these principles, I believe 

you will agree that a plan similar to the one I have 

outlined is the logical method of putting the principles 

into practical operation. Variation in details is not 

a matter of concern, so long as the plan adopted fulfills 

the clear purpose to impose taxes both on defense profits 

and on excess profits, which is something the present 

law does not do, 

IV. Possible alternative 

It these principles are not to be the guide for 

I 
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ta.xing corporations cliU'ing the -rgeno7 periocl, it 

11ould be well to bear in aind the clhad;t'antagu of the 

tax in ita present fol'll, which invohu the adalnhtra­

tive difficulties inevitabl7 aooo.paJl7lng e1ceaa profits 

taxation but fails to tax large amounts of profits that 

should be reached. 1 simpler, more eaail7 administered 

plan would, of course, be to abandon the e1cess profits 

tax and to increase the corporation lncome tax by enough 

to produce the desired r evenue. With such an increase 

ln the corporation income tax there ahould, in ., judgllent, 

be coupled a provision for reducing the tax when the 

earnings of the corporation are immediately made subject 

to the individual income tax. 

This kind of a plan would be in harmon, with the 

idea of integrating the corporation and the individual 

taxes, placing chief reliance on the taxation of income to 

individuals. With our experience with previous plana of 

this general character, m&D1 difficulties previously met 

can very likely be avoided and equitable taxation of 

profits to the individual stockholder provided. 

I do not set forth tbia plan as one that carries 
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ato affact t!w pt"lDoip1 *loll I pNrlouq 411GUHI. 

It 11 baaacl em priaclpl.. ot 1 t1 oa u4 1a 1111Pite4 u 

an alternatin, not a nbltlt.tt. 

We 08JII10t expect to clrt111 a paial11a tu: bill. 

'!'he 11 tuatlon calla for aacl'ltlo... .ll S.01'et&l7 

lilrgmthau baa alreaq told JOQ, .. han hacl a.latakabll 

erlduoa t!wt the people are wll.ll.Dc to ub aaoriflo .. 

aocorcliDg to their abllltJ. Olltllcle the tu tlel.a greater 
• 
aaorHioea are beiDg ut.a mel oheertul]T Mcle. i!lll'e 

is no basis of caaparlaon of the aaorifloe of those who 

are asked to exchange the aeourltJ of a job and a ha.e 

!or a soldier' a pq ancl a aolcller' a harclahipa with the 

sacrifice of those who are aakecl to Pl1 eTID clraatloal]T 

higher rates of tu:. 

• 
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JII - , ll!! 

a..rtll .. of tM o_. JNftt• tu t. '- ..,. 

a14ort4 u...-to, ...t ..... tM ... kbla ot '"'"' 
tlhloh I han 11oea u .. ..t.ac. !Ill tu .. ..a a 

aueh luop r ,,., • .u. of .. ,_ ,..tU1 lf ... " 11 a 

,.aueuca 1a u.. a ,.. •• t .-u • laftiWI ..,1ta1. 

Protlh 1a ODell ot ...... .,. 1 " ....... " 

reeobt411T tn'•l all ,..at• ..... a lkW ,..nnbp 

of l.llfteto4 oapltal, rsr .. '•o ot ..-. p 1luo pop1o4 

earnlAge. 

!boN wn tho bulo olnnto of tho !Hu1a7 

uoeu protlte tu Jli'OPOiol of lNO, ui lt 11 tlda 

pl&D. with ..Utloatt .. llotat .. 'r' uport.0210, tllat 

.. Agplt. Ia that ...... aol ....... u ..... to .. 

all liNd tu boo tMb eanJ..1tca llrlac tho 1lue flriel, 

but DOt MN tun ]0 ..... t of t.e.W ... ltolo .... 

tTirt theT WN paW a elal onllt of ' ,..tnt of 

111Tt~tt4 ... ltol wltk I ,.,.oat eU I oa tho tint 

tsoo,ooo. Thu,....,. u.at p1aa a tnunlhloll ..... 

7 ptrtODt 4vlq tu .... pvlel 11 tlA lao eU d to 

OCIIltiJnae to oan 7 fiNOat,... of Wo .l IE?tn 

11hloh IVill4 enlr I fiNe\ ilrlac tho 1luo JOrlel ...U 

• 
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w pera1ttt4 tl tan ' pen•t fne ot tu. 1 ... ,,. 

11bitll eant4 16 peneat 4vlllc the llut perlti ...U 

be allOIIH to ,.,.. 10 penat tnt ot tea. 

1Wtr the 1NO !Pl....,. propoalll lt wu ne..,.htl 

tbat 1t llubenll wtn to 111 apu411 a4 !neaten 

were to p11t .,.., lAte ... aol'ptfttlaa, • opport.Ur 

auet lit al10W14 to tan a n'bataatllll rate of nhn 

011 nn oapltal. 'rM p1aa allowed aa a ptrtlllt ntva, 

rec&rlllna of tll• •aralac esperl.... clvlac tllt llut 

per1o4 oa o14 eapltlll. 

U the pliD 111la1 ttt4 'bJ the !HUVJ lut JIIP Jla4 

been appl1e4 iJl the esuplu pre'flouq pnautt4, the 

88 

tu Pllllltl wolll4 han lito qlllte dltferat. !1M oorpon• 

tioa wh!oh ha4 the 40 perout ntva ca lta lneatti 

oapltal iJl the llut per1o4 wnl4 hen pa14 1:11111 protlh 

tu oa allo'lt half of 1 ta 1i40 1M.. lute.. ot ca aMQt 

one-twentieth u -.4er the pnaut 1•• 1M laPp OOIIpiDf 

whioh n11lna "" taao Jdlll• of 4tf1DH acatraota Wftl4 

han pal4 no11a proflta tu • "'' au-tlllr4 If lta la-
' 

... 1D4 tM other • z v wltll poor eanlllc• 1a tllt 'but 

perlo4 .ua han pill ca a\oat cae-tlftll of lta lu-

1ntfta4 of Nth o..,aalll lltlq ntbeq , .... t. 
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·11· 
tt ... tlflll JIFftle ' 11• "d'e .... - Ull 

•' Mba~ ••• te I 5111 •nh 'a?• n,.. 
..,.. .,. lacr11111 •• '•.,. _. tft1r ..,_ 
prtllho 

W. 1111111 , ... .-~ tllat tilt Nt. • 11 I n 

... ~&p1tu M tu - u tilt ••' ,. .. en 1 n 

ol4 ..,uu, n ''• J.O ,. 11 a. ,., ad raaca 
a e&plt&l...t M a I ' t -'Ia., ftpN .... 

. 
........ 41lt.r Ill~ Ia ... '1$ w et "'* ... !Me. 

J.oooPI1Jigq, 1t 1t ... ~ _. to tat tot J. a •d 

Ntt of Htua. 

SlalJ.u.q, 1t wal4 lie a.lN'lA tt .... \M ta 

rate 1• n U...t part ol U. prollt ** 1t t '!etaJr 

&bon tu erellt. t. Wt al w 1%£ at U.t tu Ntaa 

be ~tel Ia auu'nu wl- tU .... tt "'*'• • 
lJI'f'ttW .. pltu wltll a wlaNte laltlal ..... It a~awu 

be pNtl\lt W NlM \M lid ill ICC 'lila a I.-

rate Male n tM ..., • tlila 'w ... p u:ad J. 

be••• •t .. } .. ,. -- ., '""" .... wU1 .. 
lll~JMt t. tan. 

Mluatw, Wll~ ala - .._. ••••• jl't4te ..._. 

1t ....u .. JeedW. ................ ... 
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- 11-

- •n ... u, te I .... t• 1UU lupr Nl 11 U 

~· .,raaq uoaU " Nqsln. ftl hibN ll ,.,..,a1q 
IIMtrtala Aulae .. ._....., perl .. , ... WI alpt 1wte 

tt a.t qul•klT· It ll Mttlr to han a ._. IUIII pNtltl 

tu \aM euetlllq worW "' *ill WI atU1 1wte till 

tiM thea to patlh 11p till ,,.._, 1• ..q ......,, ta 

t1JI4 ovae1na eet.-tea wit~~ till ... •••lt7 at ,.,.,. 

rla1Jtc lUll a MM • IMrt MUll at I later late. 

!laue tu I kan nt11ali 1111at ... te • tl M 

the prlAtlpl .. of ISIIII pNfltl tautl• tlllt MP'li 

M tollOftl 1a thll -,..aq perlll ... han ld111W 

1111• lA nlell the ezlltlaa 1• taUe t1 ,...,. thea •t• 

It Jft \ellne wlth • la thiN prlulp111, I Mlll'fl 

JP' wlll II"' that a p11a a1al1u tl till .. I lwte 

o•tllut h till 1ec1eal •UII4 at ,.ttlac till prlulplla 

lato prutleal ~~p~ntl•. Yarlatl• 1a 4et.Ua 11 Mt 

a Mtter of ...... , 10 1oq aa tM p1• .... tel hiltlUI 

~~ eleu pvpe11 te lapiN tu11 Mtk • tat- pntlta 

ad aa 1:11111 protlta, *llh ll .-Uilac till pN .. t 

l• 4oea aot to. 

J!. h11lUe alt.,..tln 

U tlll11 prlulp1 .. IN Mt tl M till pta t• 
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·- u. 
teal .. a•t•atl... ...... .. I£ 9 JFIJI. lt 

...u .... u -. -. 1a .... -. a ..... .._.. ., -. 
tal 1a lte ,,. .. , 1 .. ••• a...lwe • .......,.. 

Un Ufllnltlll IMntaWf Ill i t'-1 an11 ,..,lta 

tanUn wt lalla \e tu lull --• ef JNilta tllat 

u...U Ill HlthiL liJiltl .. , MN aulJ, 11111a1ateN1 

plll ...U, If ...... , \a ta a' I '0 till 1•1111 ,..,ltl 

tal _. te 1Mna11 till .. sparaU. han t.a "' nnat 

to,,...,., \M ••lNireu n. •• _.. •lMNall 

la tM ..,. .. u. 1•1 ba tlileN $pJA, Ia llllf' J 's It, 

• • ..,1 .. a rrenll• t• ..... .._ ._ t.a -. • 

•Uilac• ef \M ...,...uw an 1 llat•ll_.. ... J .. t 

to tM blblballu- , ... 

ftla tiM at a pla ...U \1 Ia \am 1 ; wit\ tM 

1••• at latepau., • • .,,, •• ,, .... u. lallnllll 

tuea, plul-. UJ.et ..u .... • tM taa&U• If IM te 

1M1't'ltula. Wltlt nr ,.,.., ... wit\ ,,.., ... pl .. et 

~b l .. nl Uanltlr, 111111J 4Ufln1UM JNri~ ..t 

111 •UJ lltalJ \1 ••U.. _. etd\dll taaaUw ef 

pnflb tl \M lllllbll-.1 atM'lM14• trwi.W. 

I te ut 11t f~ title rla aa .. tltat earrllt 
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111to etfeot tbt prlaolplee 11hleb I ~ Cltnttllo 

It 11 betl4 ca prlno1plet ot 1tl ._ al 11 ncplte4 a1 

an alttrnati're, DOt a •btt1tute. 

we o&ll11ot apeot te an•• a pelnl••• tu 'b1U. 

'l'h• dtuat1on oall1 tor aaorln.... 11 S..Nt&rf 

1/orpnthau hu ~ tol4 ,.., WI Mft ba4 ..S.It•h\le 

nldenoe that tM people are w1111Dt to ute IUI'ltl•• 

aocord!Jig t o their abW\7. OlltaU. tu tu fttU greatlr 

I&Ori f l oll &.1'1 Mlag alke4 m4 ohHPtlalq .0. thiN 

11 no bade of OOIIII&J'liOa ot the aaor1t1ot ot tboae 1lbo 

are akeecl to exohup the Mnr1t7 of a job uad a b-. 

tor a aol41tr' • P'1 u d a aoWn' • hu41h1p• with the 

aaorl flot of tboH who are ub4 to pq "• 4Nat1oall7 

higher J"t.taa ot tu. 
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(a) •-=::~• • , •• as .- 4 a 
....... Ia 'Ill•' ..a Sa ... Ia l?•llblts lllild!rA ... 11 =a. 

.. .. k a • ..... ,., a • 
ft.) ...p.,.. a Q a .... -,. .- Gi a 

W, tti* .... JNiltl ·1 so a dtl I Jl II '. fll. 41 I 

., . ..,., ........... . 
-(l) ..... n, ..... elF •• , .. , lt't 

latMtlttl.ll•s rtsl;aAI s.taa.-.k•fll 

Jftlftta. a a II t&st Ur at-. el .. a a t 

1 h•..,.. •'* W •• s a 111Rt a ... 
..... _.._ h...U -· t ,..,. ,._., "' 

.... 1 cstl,_ ., ... .._ ...... • till& Ia .., J?dll 

,. 1 eke w. r ., o a a Ia t 12 a• ,.. ... 
• "- usa • 111 • s1 1 aN ,.., zn r .--

CI) • tl "e •• .. eL n• I 111 <ell 

.. , ... .._. .. n at 1 """' Ia 1 a a at .sa as 11 
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tlllt S.S. .. & JEll 3 sl 3 ~ .. ~. l .ell Rt .. W Ia lllr 

-· U ..U" lJnl t1 .. • ·~ • . .... • • 
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•P 2 tl k IIIII 51l p, ... IFc W II .. 

... •a II II I 2 • , 11 I &1121111llllla I I - - 5 

IWIIF• *> "" a U ~ISS I la-tllll" 
., ...... -.NM•IIilll••stl.., 
1,. 2 

Ja' 11 tun, ., a as. 1a- 1 so • sa 2 

1111" 2 11 ......... W ., .. _... a,., 
.. 

2 1111111 1111 ...... a r - ".., -.51112• _,. - a& > 
Ja U. Ia tl lisa I I 

1111.1 1¢ ... ¥ I If a 2H11- ......... 

UU WI! tl I 1•1 a" !Jr F d 1 ! 'r, Ia 

~ 1'1Uttte1 .a Ia •' 1 1 'I •"It' Ia p 2 

I'll~' .... N ,.I 1 J¢ t1 .. laf... It tal Jll I a ... 
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•t'ef•'r Ill 21111 .. 1W II ............ 1 I 
•• 

... tit .. J11M111a t 1 a • 
,... 

2 

a It ... .._ Us ·-ltlli'UI-. 11 • .., JWsq •• 5 

... ., .. , a 1 I••".,"• 1' a 2 

.,.,.. a •"-• aa ..... _, .. _ 

... ".m..-....... .., .... ~~,-~ 

" 's "d11 Un ~'•"••-. . 
• 

• 
. . 

Regraded Uclassified



97 

tal., .... 
I I Ill jlellta ~- el iall'fl > 1e * U .... sw 

-ur·• Ulq aft tlFI f¥ .. ,... " ... \tat SF SC t Ot t\ta 

tM taut lftlW M IUIJir&U..• 'llral# Wl .... > te, 

alllat ..,.,.ts..., I l I I 1 ?II gba1 ..... ,._ 

W1'111111 ''"""• 
.. cl'lilll twU er ,.._ te .. atW el lllta-1 .u. .. 

tl• \el ?II •-.u• I IJ?htl .... ~· I j#tU..• 

tilt V'SIIIII?•a ... t!'la~•U Mt wl~ ... ,... .. rna Jlullta tb Pl. 

Note: 'l'bia memo prepared b7 Sullivan, )laglll and Rtn9lph Paul 
and aubaitted to the President at 12:20 oon!erence, 7/8'40 
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lUg tnt 
J)Utt1t l dl 

f!)IJr: 

D! 

HIIJrl 

Dl 

HIIJr: 

D: 

III!Jr 1 

D: 

IIIIJr: 

D: 

IIIIJr : 

D: 

IIIIJr: 

D: 

IIIIJ r : 

lla1 16, 1941 
ll:llo a ••• 

Hello. 

How are JOU1 Gene' 

Ver7 well. How. are 7ou, e1~ 

Oh, al1Ye, &ft7WaJ. 

Well, I'm eorr7 1t JOU are not 
eo well. 

Gene, no. I '• all r1sbt. Juet a 
little oYerworke4, wblob h ohron1o. 
You 11&7 or 11&7 not want to anewer 
th1e oYer the phone or 1n pereon 
or not at all • •••• 

Yeah. 

Beyant'• etoey tb1e morning on the 
epl1t 1n the Treaeuey •• • • I Juet 
wanted to know whether 1t wae a 
leak 1n the TreaeurJ or whether 1t 
oaae ott the H111. 

It oaae ott the H1ll. 

Well, that ' • all I wanted •• • •• 

VerJ det1n1telJ. 

Yeah. 

That'• abeol utelJ true. He epent 
all ot b1e t1ae up there reoentl7 
and be oaae 1n w1 th 1 t troa the 
11111 711terd&J. 

I eee. 

I know epeo1t1oall7 vnere be got 
1t on the H1ll beoauee I wae YerJ 
oaretul to t1nd out, but 1t JOU 
don't lll.nd, I'd rather not e&7 that. 

I wont preee J OU. 
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Eugene 
Dut fitldl 

HMJr: 

D: 

HMJrl 

D: 

I!MJr l 

D: 

I!MJr: 

D: 

ID!Jr: 

D! 

HICJr : 

D: 

HMJr: 

D: 

I!MJr: 

Hello. 

How ar e you, Genet 

Verr well. Bow art you, e1rt 

Oil, all'f t , an)'Y•J· 

Well, I ' a 10rr7 1t JOU are not 
10 well. 

Gene, no. I ' • all r18ht. Ju1t a 
little O'ferworkl4, Wblch 11 chronic. 
You U7 or a&J not want to anewer 
t1111 O'ftr the pbont or 1n per1on 
or not at all ••• • • 

Yeah. 

B17ant' 1 1t017 th11 morning on the 
epl1t 1n the Trealurt·· ·• I Juet 
wanted to know Whether 1t wa1 a 
leak 1n the Trea1urr or whether 1t 
oaae ott the Hill. 

It oaae ott the H.111. 

Well, that' 1 all I wanted • .• • • 

Verr det1n1telJ. 

Yeah. 

!bat'• ab1oluttlJ true. He epent 
all ot bi1 t1mt up there recentlJ 
and bt oaat 1n Y1 th 1 t troa the 
H1ll Jettel'\1aJ. 

I eee. 

I know IPIC1t1oallJ Where ht got 
it on the Hi ll becau11 I wa1 'ftrJ 
oaretul to t1nd out, but 1t you 
don't a1nd, I'd rather not I&J that. 

I wont pr111 Jou. 
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Dl 

fi)(Jr: 

D: 

!!KJr: 

D: 

RMJr: 

D: 

B)(Jr: 

D: 

I!MJr: 

Dl 

HMJr: 

D: 

BliJr: 

Dl 

BliJr: 

D: 

BliJr: 

Dl 

BliJr: 

Dl 

IIMJr: 

D: 

- 2 -

Yeah. But, it 41d oo .. troa there. 

You aean it would be •'barran1nc' 

Yeah, I'• afraid ao, 

Well, aoaet1ae ••••• 

I aean you got to work w1th the 
tellow •.• (laughe) 

I know, well - oould I aake ona 
gue .. , 

(Laughe) Well, one. 

Onet 

I 1ll allow one. 

You let •• haTe onet 

Yeah. 

All right, Juet one and (laughel 
I wont oheat. 

Yeah. 

Dan. 

Uh huh. (laugh•) Yeah. 

And I g1•a you 81 word I wont repeat 
1 t to anybodl 1n the TreUUl'f. 

I 
I w1eh you wollldn t. 

Upon 81 word ot honor 

Okar, •1r1 

111 word ot honor, 

That eat1ef1el ••• you know that. 

I wont - nobodl w111 know 1t. 

Ok&f. Good-bye. 
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01 

Jli!JI' I 

o: 
KMJr: 

o: 
BMJr: 

D: 

HMJr: 

D: 

KKJr: 

D: 

HMJr : 

D: 

ID!Jr: 

D: 

KMJr: 

D: 

I!ICJrl 

- '-
But, I'Te been euep1o1oue of 
that eo-and-eo for a long t iae, 

Yeah. 

It just helpl me, but nobody ie 
going to know it, Gene. 

Oka;r, tine, 

M7 word of honor, 

Fine 

!hank ;rou. 

You bet. 

Hello. 

Yeah. 

Well , there'• nothing 

Some time Vhfn ;rou are not ver;r 
bus)' - I don t know when that 
will eyer be - I'd like five 
m1nutee. 

Well , there will be no t1se ae 
good a• thle afternoon beoauae 
I haTe no appointment• beoauee 
I thought I vae goi ng avaJ and I 
am not and I nave no Cabinet. 

I eee. 

8o 1f JOU oare to oose 1n at two­
thlrt;r . 

All right, I ' ll be there. 

Oka;r. 

Fine •. 

Good- b)'e. 
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aie&l .. z? Ia l.aef a •n•qs ,.. 

ww ., &a 11 U.. Ia rt'• ,. ra ' .. It-
• '""' .. •a n 7 '. sz•.a• Zlle .. 

_..... I I .. "I I I 7 '· ..... I V • 5 

"tw pat1111• el IMt I£ '•.. , k 

111 rJ a a r '• • • e 11111 •• 211 
... !Dbfn .. paa ew Ia .. ••h Mtll 

lktl? II ... 

I aMU" 1111 te atw tMe ••• atllr 
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(CIIln) 

'IM! Or .. -.r 
"'=rae 

10:~ 

., ·- b . 8eUeMI71 

"'' ,. .. nuttr or \U .... __. or M&, ..,..., _. -
, ....... ~to ,...ro..uc .. .., -'"·'- ... leoe- ..... 
_...,.., ,,...,. ... , la .a.. ..nou Ia!- ... tM ""- le • 
_,,,. or .,.. .. -- te W• ,.,..,..,, fto ....-u. 
at ~ •llo'- to ........ ,utlwluq •urt eut '1 .. 
ot .U .... wlt~ *!ell \loa ....._. .., pto ._ te _. 
,U.to llr ..U Mate _.. - of ..,._, fto ,..lola 
,...... ... 1e of -- uoolT n1o- to tM ,....u ~ 
ot 1111 '"-"• of elll,.U.. to ..,. ilenoN f,.. ..... .._. • 

._. - of poouott• to - .,..,. .. tr .a.. lMol 
eo.n o.u;a lienor ,.,1'01 atte, 11r uul ,.uoo ,.tftl lloete 
... 11r tM loul ,.u .. ,.,1'01 u-. tloa toallon _.of..-. 
... ,hate. .Uoo ta t ho oooo of ftoulo ....... ta foNt• '"''• 
•u11 .., h lT1aa at loa ..-• • - '"'Mtt• h lf,Ya 1lr 
•~• ,,..._ .. of e. 1. 0.•- uo,..tero • ....... na YaoMlo 
....... no .... o .............. ,...u.u ....... "' ..... 1 
IIJ'J'l" • 11r tha Ooaot OooaN _. ,.ueo lloate h or • tatN­
•-• 01tve 1M •oUr oN no IMo or tloo ,., .. , , aU• \M 
.. ,,..,,., ,.u .. -rtao notr ottorto lul'lr to no .. -
..... ,,..._ to too J1oro. tu -"1a1 ot tllo ul,. ta lie­

-- t1oo ,luo, aero no .... ...,.o wtll o,.n\1 to .... -·· 
...... , .,,.... to " oN"""· 

fto O...t o..n wtn lte ,..._, forM to ... Ton to 
allle \o ,.,I'Ol JUt of \U .,...,_, ooq oaM 4alq _. \M 

llahaM aot ...,. '- or - ttaoo 4allT· Ollwloulr, tM 
nt•t of \lila "'"1 lo aot aatrtot•t te .... lt • otrootln 
,,,_ optoot ......... It h ,...llolll o tloat ne - looN-

he "'"1 mew 1a .... otllor l U'IO ""'· 

Ia nw of tlla toll'leDU.., 1 4ootn to llriOI to rou atta­
Uoa Ill• "wloollllitr of o ..... lalOI la •• of ov IIUllora, 
•ber e oollo .... .., be oz,.eto& to tMa flaoo, a ,.tro1 foi'M 
...... u ....... tbl .,........., .,.,._, ,, ntthl- OlM ... 
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105 
TREASURY DEPARTMENT 

I~ COMMUNICATION 

,. 
STRICTLY CONFIDENTIAL 

.u 2:55 root•~ ef\UIIOoa llr. 3q .lU.1noa, .&.cUac Cblet ot u.. ~ 
])1rlt10D, ttlepb01114 .. fro. Ull Depari~MII\ of 1\a\1, .. ea14 he ba4 Ju\ ot~ 
oot of secretarr Bllll' o oftle1 \o t17 \o cet a .. ,lap \o .llllotaat hcrl\111'7 of 

tuaoorr Oaoton, W.t ba4 not blea a'1111 \o naob IWI. .lUlertoa aalr»4, thel'atoll'l, 
thAI 1 trr to OOIIIIWlleah to 11r . O..etoa, at the oarli11t poool'ble _,, a .. ,up 

10 tho atfoct lhet hcrei&I'T h1l f11h \he\ a caar4 oloolll4 'bo pluM 011 all l'l'nch 

olllpo ln OIJJ' porll l UatflT • 

Upon recel'rliiC Ullo ... lap I _, at ·O- t o llr . O.aha11 otflce 11114 1181'1114 

that bo vao v1th tho 8101'11111'7. OouequatlT I -• to t'bo 11or1\11171 1 otflo1 aa4 

loforud the Secret1117, aa v1ll1 ao llr. Oaotoa, of llr. Bllll 1 o ••••ac-. !111 lecrelai'T 
aolco4 Jlr. O.oton t o put tboo Mohl11117 1A\o 1ffeet at 01101 for O&ri'7111C out t hlo 
uquut . llr • .l.tboorloA eall-' .. 'boelt la\11' 111 tho athraooa 11114 1 collflrae4 that 1 
W delln rd tbo .... .,;e '-41ahlT elhr 111 receipt 'Qr a1, 11114 that 1hpa ba4 

Mill lokaJ> at OACI to place Ul1 caaMI. 
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O r' TH& C IT Y 0 ,. NEW YO .. K 

/ / 
1.08 

lilT 12' 1941 

1'1.- Honorable lielll')' llorpat.bau, Jr., 
S.cretarr or t.ba TN&•111"7' 
~:aohillgton, D. C. 

I)Nr Jbo, Sec ... tarJI 

Tho• ot ,.. 1lllo .... ftlpaaai'ble tor o0114~1A& t.ba 
poliO)' of thi• 8aDk reoopi.M t.bat. cluriJIC t.ba pre-t. periocl ot 
1nt.orMtiCIIII.1 t..1181GD it. 1• ezt.re.q s..rportMt. t.bat. .a..rt.a bulla 
ohoul.d cooperat.. 1D •ftlT poui'ble ~ with t.be .w.saut.rat.iGD. 

Oil t.be ot.ber bud' 1t. le 41tt1cul t.' 1a t.be ...... _ 
ot actioll b)' t.ba 'OID1te4 Stat..• Oow..-t. t.o ~1 ....W _. 
b)' ea ..... , It.all&D ....s JaJI&DII• •t.~, tor,.. t.o ... ,._ t.o 
continue t.o baDdle tor t.be t.Dotlt. ot ..,.. AMrioala o11M 1 • &lill 
clepoeit.or• IIUIIh orcliD&r)' bae1De11 •• \bq •:r .,.,.. 1a 0nv.1 
!urope, Ital.T uwS Japu, or to ret.. to OOGttm. ow OGII"req h"\ 
rel&Uoul with Oerw.n, It.allua ....S Japua• 'laUa ....S tlJ'M, 

!be •t.are ....S eoope ot t.be t.N.uaot.s- *1oll I 
ba,. 1D JdDII ...,. ....u.s-4 1a t.be -loeed ...._, I baw • 

re&IOD t.o • ...,._ t.bat. ~ ot t.ba• ~ le 1a ~ ~ - 1 
trar:r t.o t.ba pol.1o:r 'lll1oll t.be 'W•' at&oat.iGD -.oa14 w1llo t.o ... ,.. • 
tou.,., bat with u. Uw...,.t. s.a II1Dd t.bat. it. Jd4lat. .t. ...,.. __ ,..,. 
t.c :rnu t.bat - ot t.ba• v.uaot.s- WN baiJIC -.rrW -., 1 ..,,.. 
td t it clelira'ble t.o oall U.. t.o JO'II' at.WDUce. 

I aa ... t.bat. 1t. le Dllt. _....,. tor • t.o tell 
J OU the t. 1ft lD JO'II' opiDS.ca, 1\ lllooal4 ba s-dwia'ble for - \o 
contiD,. t.o tw.ta ~ ot U.• faoWt.SM, w will ba Clad t.o ba 
cu14ec1 b)' :row '111M• eit.bar- or at.~ t.s- Sa t.ba r.-. 

\ (_/. 

, 
~ 

Regraded Uclassified



J) -

C) -

.. -u.s- to~-·-' ........ --~ ..... 
01111 tl..nl8 .-etten..,.. ..... ..u..nsw. • tiiiU --.u, ... ,... 
111 t1>t rooau.. ,...,., t.t ce.u- u..J.wt Ia w a 7"17 -• • ; ' 
roJ,aUoa.lbip. 

~nr tiDe• \bit a.- arid• ot 19)11 w ...,. ..._ M\1~ .,. p4 Ia 
tl>t Uquidat.ioa ot ondiu e:n.de4 111r tU• _, nw -'-"- -- 1a 
Gol'MII7• UDder tM I!Uad8t.ill .... " ~ .................. . 
tl>t ..... 1011l ... 11114 tM r1ttat. to nqan .. llton u •"-1• tllldl" 
.S.IM 1D Genaa llub. ft.e• llub,.... ud ve •totU be1ai ..W u 
~~oqV• 111 u. auw ft8to• ...s el8nll.eN ...s ve .-nl1T __. ,_ 
.,pport ot t•a1"•· obari\Ule ooat.rllloot.i ...... Vaftl. 

l'i:d-t Meri-- cloiSI ........ 1a a.a....,- ..... --­
nee• 1D -ua w1~ t.M v-ter to U. 11111ted ft8tee,.n. -•• 
a oo,ot 1atoren, u.u.u, n~Jalt.i• ooll.Mto4 1a llub 1a Qw 7• 

D)- .. lloaft bNe U.b tol 1a Uqa14atlJic ~ ialom.W lilr Ulalt.M aatee 
cU1UDt or reai.t.t• 1a ~. 

I) - lo ban ..-1ftd boo• a.~ reald•to ot U. IIID1ted State• .. .u.u fll 
retlll'DlD« to C.....q to t.elte •P pe.---t re•1daoe tbere, dol.lar• 'III1U 
wore credited to tM o.o-t ot t.ba Dfttoobt Oo14di-tbtDit tor U. 
pu.rpooe ot _......10D 1ato ...U to bt pe14 to tbtH MliCNato ~ ~ 
o.rr1•tl 1D ao.._,. 

no crou 'rOliiM ot ell tnuaot.iODa ooapl.eW dlar1q tbt t1nt t<~Dr -• 
ot 1941 UOIIDted to .UpU, 18ler 14,)00,000. 

!tAL! 

l ) - lo OCDt.iDU. to OU'I'7 ~t &OOOIIDtt 1D tbt -· ot ItoJ.ia btDJta ud 
tt ..... &Dd ottoot ~t• md oolleot.i ... co tbtir btllalt, i.Ml.adial ell 
t.bo rout.l.Do beolr1nc u-ot.iODa ilm>lftd 1D • ordi.JiarT oorretj 'rl, 
rolaUonab1p. 

B) - l'roel.nent -riOUl OODO..,.. do1zlc baaiaeaa 1D I~ ve 1I81JIC _. .....n.oH 
ill CODDoCtiOD w1t.ll tbt tnaafer to tbt Qla1ted 8totoa, after oo-.1 ..... fll 
lntaroat, d1ndeDdt, ro7Ut.1•• collected 1D Lire• 1a I~· 

C) - For -r1oUl 1anatora, boldor• ot Itoli• llaaroa Uld dollar baal• 1a 
det&u.lt , wo """" M. U.t.ruacttl 1D tbt Nlo Uld d1epotel ta..root 1a 
It.al;y. 

1>) - Le hno Mde Uld ve Mlt1Ds reaittoDooa repree•t.illl p.tta, .apport ot 
rwuoa &lid cbaritohlo oontriblt.iODS, -.1ftl7 tor ao-t ot Itol.1aa 
roatdonto 1D tbt UtdUd statoo Uld t or tbt C&tbollo Cllarab. ~ 
ll"7'Mnto ot tbia k1Dd an boa ...s. to tbt Yau-, tbt Soo1.et.7 ot 
Jeauo and nr1ou a1 .. 1....,. - 1ou .. 1a I~· Otbtr Nloa ve _.. 
a1nl.7 to otoo•h'p ""•pens .. , pu...,..r, v.-1 Uld treJ&Ilt. ..,.su _. 
Aller1can and Italioa 'bub. 
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.U _ UAL'f con t.ln\lt4 
I) _ Jo are tro.naferrilll t'lale to •1Midiar1 .. li1ld .-ate ot a-... 1- f1ru 

1n Itlll7 and to tbe It ell• otno .. ot tbe Mlri- Pre••. 
Tbe crou volwoe of 1111 t.ndaotlCIIUI -plsted clur1ac tiM tirlt tooz 
-tba or 1941 -ted to 111gb~ ...S.ll' 11,900,000. 

1) -
;o oontinut to OAPI7 .,.......t. -•t.s 1a tiM ..., ... ot JIJi*MM lMIIIt8 _. 
n .... , 1101t of ..,.. an • •t&bllahld 1a .. ., 'fol1<, 1114 atteot. ~t.s 
aD4 colltctiona oa tlMill' belmlt lnolwtl.ae ill U.e rouUae t.,........tlou 
1nvolvod lll an Ol'<l1a&r7 COTHepaadeat ll'll•U.....ip, auoll u opeaiq ot 
..... rei•\ credits oa a t'llll7 secured bub to f.!Al>.Dce tbe iJiport&UOD 
o! aillt und Nbber, loans aao.lnst good• 1a warehouse (atoll'ld lll tbla 
oountq), loaaa aplast u. s. GoYernuat BoDcU, diacOWlt ct t.Jwle 
accoptancoa and JlW'Cbl<se and sale o r. torelp excbMp. 

Tho gross vol\181 of IUCh t.rt>.DSaCtiODI OD 0111" booU at t.IM ~-t 
t.iiM W>OIIlltO to about t(>,J.OO,OOO. 
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Fat RELEASE, IICIIIIlliG PAP31!S 
Friday, llay 15, 1941 

• 

116 

Tho S·;orutory of tho TroBoury, by th\a public noti<>e , 1nTitos tondo'O 

rnr tloo,ooo.ooo . or thoru~bouts , or 91- day Treasury billa, to bo iuuod on a 

t!:oount t"'all undor oompotitivu bidding . Tho billa of thh ser i es will bo 

d•t•d !kly 21 , 1941, ond ·.•111 lNltur e August 20 , 1941, l'lhon tho faco aaount will 

too P":~~l< 'f\thwt int~ro•t · rh~y will bo 1asuod in booror fono only, and 1n 

d•-iiYt!O" of 3!,()(10, $5,000, ~10, 000, tJOO,OOO, toOO,OOO, c.nd $1,000, 000 

("'turlty wluc) . 

Tondurs 'lirtlll b.J r<lce ivod c t. Federal Roao r....., Bc'.nka and Sro.ncMa up to 

closi~ hour , t'no o 'olock p . m., Eo.at orn Stt:.ndo.rd tiM, Uondo.y, May 19 , 1941. 

Tondcra will not bo roc" ivod ttt tho Tr ec aury Dop~trtMnt , ·~'l'o.Jhington . Euoh t o ndor 

:ust bu tor • n uv•m multip l u o!' $.>1 , 000 , l'.nd tho prioe off'orod must be oxprosscd 

on tho br.ah of 100 , with not moro tht>n throo dooim.:1ls , • · g., 99 . 926. Frnotions 

tt. y not bo uood . It l& urged t~t. t ondura bu mo.do on tho pr1ntod forms o.nd for­

O'lrdod In the ll <>olal onvo lopo& which will bo auppl1cd by Fodor!ll Rosorvo Banks 

or Errnohoa on Apj)llCf't1on th?ro!'"or . 

T•ndor 1 will bo rocoiv~d ~ithout deposit froa 1noorporat~d bAnk• ond 

l:-utt eaep ntc..a 'lncl tron rl)£ponsib l 'l c.nd rocognit.od doellor• in invo&tAont aeourt­

t!os . Toll'lcra f r om othJro r11ut bo :.ccomp-lni<><l by p<~ymont of 10 pore>ont of tho 

t:.,.o '\DQ·mt of Tr"oaury bills r.pi)l iud for , unloan t hu tenrtere uro n.ocoa'r.po..ni.Jd by 

t!'t txpr·u~ ftUt,ronty ,r P' ycw;nt by "'" inoorpor L.t od bunk or truot comp-1.ny • 

lm:nucll•to l y tlft• r t ho closins hour , tondoro will bo oronod nt tho 

25-21 
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~nd Bro.nohea, followint; whioh pubUo t>Mouooement will be 

b t •- soorotory of tho Trensury of tho ~mount nnd price ro.nr;o of o.ooeptod 
,.:dt Y •w 

Tho.• submittinG tondor s will be ndvisod or t he Moopto.noo or r ejection 
Mds . ~ 

j , t•·· soorobry of the Troesury oxpreooly roaorvoo th~ right t o Aeoept 
iJ'prtto • ,,.. 

er rojoot Oil;/ or oll tondvrs, in whole or in pnrt , o.nd. hh o.ot1on in ony suoh 

respect oh>ll bo tlr.o1 . Payu:ont of a eoopted t ondora at tho priooo otrorod ... t 

!-> ,..4• « oo:>l'l•t•d •t tho F'odor <>1 Roovrvo Bo.nk in eaah or other i..,.datoly 

t "'ll&Ho fonda on lioy 21, 1941. 

Tl>t Inc..., deri•od f'ra: Tro<.sury billa , wMth.,. intur ost or r;ain f'roa 

t~> •~ I• or oth•r dhpoaitinn ('>f the bills, oh<> ll not hl\va oey exo~~~Ption, o.o 

ruch, : nd l"u r·roc the o11lo or other disposition ct 'l'ron.aury billa -1htt.ll not 

hl'vb "·ny apeo1t\l truntrnont, o. s such, under Fedor tll t~x Aote now or httroa.fter 

1.1n: ctud . Tho b1l.ls shD.ll bo tsubjoct to uatt..t o , 1nhor1tunoo , gift , or other 

exoho tt~.xoa . whethor Fodornl or Sta.to , but sho.ll bo oxompt from ell to.xo.tion 

r.o'll' er hArttd''tftr irlpo1Gd C\n th~ prineipu.l or 1ntoroat thbroor by MY stto.te , or 

LC:' ~ Uw POIIUI110:11 oJ' thv United stt•t~a , or by nny l oca l to.x i.n& a.uthor1ty . 

?er ?'.lrpoaoa ct tt..7Dt1~;~n th!J f..I.DOunt ,.f -:!iacQU.nt '.t Whtoh 'fre'\sury bills c.ro 

cri,IMily aoH by tl>, Unit~d stnte a slw..ll bo coneidcrud t o b<> intereot. 

t'rooeur:r Dupr.rt01nt Ci re•.:l JU" Nf' . ~ 18 , r.c cucondod , "lnd. th1a notice , 

pruocrlbv th• t•rN of tho 'j'r or.oury !-ills '>.nci GOVvr~ tho o~n~itiono of th•ir 

iuuu. Coplt~e of th"l olroulr r m~y bEt nbttlln.,d f r om cny Padert.l Reaor·vo Bank 

rr Bnnoh. 

- oOo -
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Sf,• STRICTLY CONfiDENT lA 
Fifty Largest Bank and In.uranoe v 

ColllpanJ' Holders ot the 3-l/4• e ot 1941 tiS 
(In .tlliona or dollare) ... 

- OIJA!'ant1 1'rus t Co, ot N .. York 
~· 'l!le Travelers Insurance Co. ot Hartford 
• tirot National Bank, e.J. t1110re l• National 01 ty Bank, New York 

5: s.nlt of tie• York 

6 ~at1onal Bank of Detroit 
, ~· Jqu1table L1te Assure nos 8oo1ety ot u. 8,, new York 
"'l• Ctnt ral Hanover Bank and \'nut Co. , New York 

9• ~~etropol1tan L1fe Inlll1ft.noe Co., New York 

1o: Union Trust Co. or Pi tteburgb, Pa. 

11. Bank for Savings in the C1 ty ot New York 
!2. Amtr1oan Trust Co. , Ban l'l'anoiaoo 
13, Tbe Prudential Inauranoe Co , ot America, Newark 
1~. ae.v1ngo Banke Trust Co. , New York 
15. Nn York 1'rua t Company 
16. llutual Lite Insurance Oo. of New York 
17. !'roY Savings Bank , Troy, New Yor k 
14. Chea1oal Bank & Tn.tat Co., New York 
19. PeM llutual L1re In aura noe Co., Ph1ladelpb1a 
20, PI'OY1dent 11utual Lite Inouranoe Co, • Ph1ladelph1a 

21 . 3&nl of thAI llanhattan Co., New Yorlr: 
22. F1rot lla t1onal Bank, New York 
23. National City Bank, Cleveland 
2t 11111Ungton Trust Co, , W111D1ngtob 
25. Toledo TNst Co., Toledo 

26. AD1er1oan Llutual L1ab1l1 ty In111ranoe Co., Boston 
27. Firat National Bank, PaliD Beach, nor1da 
26. Balt1Cl0re National Bank, Bal t1100re 
29. BMI:8 r o !~'rust Co. , New York 
JO, Norl21 1\l.ver BaV1 nga Bank, New York 

Jl , Mellon Nat i onal Bank, P1tteburgh, Pa. 
32. Lawyer s Truat Co, , New York 
33. City Trust t Savings Bank, Youngstown, Ohio 
Jlt, John Nanoock L1re Insurance Co,, Boa ton 
35. Firat National Bank, Beeton 

36. Stratfor d Be.v1ngs Bank, Dover, N. H. 
37 • Empi re '!'rust Co. , New York 
31! . Franklin Savings Bank 1n the 01 ty or New York 
39. Greenwich SaVings Bank, New York 
lio, Liberty Bank or Buttalo 

~1 . Union Ditle Se.vinga Bank, New Yorlr: 
~2. Unit ed Statea 'l'ruat Co. ot New York :l· Platbueh SaVings Bank, Brookl.Tn 
•• • ~rioan AutoJDOb1le Insurance Co., St. Louie, Wo, 
-., • • lat1onel Pl.re Insurance Oo, ot Hartf ord 

~· The llerr1ll Truat co., Bangor, lla1ne 

41· :rown Brothers Harriman " Oo. , New York 
lin • ashington L\utual Se.v1ngo Bank, Seattle 
-.,, Firat National Bank, Lincoln, Nebraska 
50. Eaet lrew York Sav1ng a Bank, Brooklyn 

' Otal 

l!fnce or th8 secretary or the freaeury' 
Dhillon or Research an4 Stat Ut1oe. 

I liar • : ob 31; Apr11 30 1 Ru 
1 obange 

5~.0 
4o.o 
35. 0 
25.0 
23. 4 
21.7 
20. 7 
14. 0 
12.5 
12.4 
10.0 
9.0 
s.o 
s.o 
7. 6 
7.5 
6,0 
5.1 
5.0 
5.0 
5.0 
5.0 
4. 3 
4. 2 
4.1 
4.0 
4 , 0 
3.5 
3.5 
3·5 
3.3. 
3.0 
3.0 
3.0 
3.0 
2.7 
2.7 
2.7 
2. 6 
2.5 

2.5 
2.5 
2. 5 
2.5 
2.5 
2. 4 
2.4 
2.3 
2. 2 

_b! 

42]. 4 

57.9 
4o.o 
30,0 
25.0 
12.8 
21. 7 
20.7 
14.0 
12.5 
12.4 
10. 0 
5.0 
!1 , 0 
5.0 
7.6 
7.5 
6.0 

5.0 
5.0 
5.0 
4. 0 
4.3 
4.2 
4,1 

4.0 
4. 0 
:3.5 
3.1 
3·5 
3.3 
3.0 
3.9 
3.0 
3.0 
2.7 
2.7 
2.7 
2.6 
r:: .s 
2.5 
2.5 
2.5 
2.5 
2.5 
2.4 

2. 3 
4. 3 

_b! 

- . 1 

-5.0 

-lO.b 

-4. 0 

-3.0 

-5.1 

-1.0 

-.4 

-2. 4 

~2.1 

-28.6 
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TREASURY DEPARTMENT 

IHTmt-OI"PPCa COMMUNICATION 

fbo to~ <liaco\11& tax cert.1!1cat.a are propoaecl to be 
o!!orecl !or tboae wbo wiab to Yohurt.&r1l;r -.b prorleioo !or 
their i.nCOM taxea 1D eclY&Dee. 

It 1.1 W&&••tecl tbat there aboul.d be a Ofi"\ifioet. !or eecb tax 
elate, tbat 11, !our aerlea a ,...ar - llareb, "-• s.pw.ber aal 
Docta'bor. Tbe parcblae price aboul.d be procreNinl;r 1DcrMaed 
u tbe tiM to ratiU'ity 'becoooea ~. tbu ~ tbe 
cert1!1cate a <liecount. MCIIrity. DiacOWit rat.a woul.d be worked 
out on tbe 'buia ot a $100 W>it o! l2 80Dtba atiU'ity MlliD& 
!or f99,~ 1 with tbe price incre&aiD& S~ MOb IIODtb U abom 1D 
tbo accoiiPIJl)'itl& tables . Tbeae aeciU'ities would be otterecl 1D 
~), ~so . 8100, tSOO, $1000 &lid i!iOOO unit.. 

It ia propoae<:h 

(1) That oot 110re thaD $5000 ot tbeae tax certificat.a coul.d be 
tur* 1.n 1.n ~ot of t.axea at azrr &!Yeo quarter}¥ tax dat., 

(2) Tbo.t tbe nue of the p!lrC'buer and dat. o! purc'bue ahould 
be onte.recl oo tbe cert11'icate at tha tiM ot pvc'bue. Tbey 
would oct be tr&Aderable. 

{)) Tl».t theM cart11'1cat.a w1ll be accaptecl at par onl;r 1D pq­
Mot ot i.ncoM taxea 1t telldere<l by tba pw"chuer oo or att.r 
t be atur1tr dat., 

(4) Tbo.t tbe orilioal p!lrchuar M;f reel- h1o cart11'1catea at 
the oria;ioal pw'e'bue price a t azrr u... 

()) That theM certificat.a be aeld onl;r a t tbe tul ... Fecleral 
ReaorYo Banke &lid their braocbea. 

(6) Tbo.t !or all&l.lar UDJ.ta thaD $2S, exiatiD& Poatal Sa'fin&a 
at.a.pe coulcl be p!II'Chued. 1n aotieipatioo aal turnecS 1D 
in pe,yllent ot taxes. 
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lliiDSI MUlOt RAJ7 

.ADYAJICS 10!13 WIO P!!Qt!!U!!S 

lRIDAT. !!AT 18 

!tall 2:00 - 2:16 P. M. 

Station! Vl!C, Va.~on, D, C,, ancl laUoD&l 
Broadcut1DC Ca.pa111 X.cl lletvorlt, 

Procr•: Proctor A Oaa'b1e 1 a ".&cain at the Ston~• , 
(Cloa1ng p1uc t..ecl1ate17 f o11ow1D& 
ohov) 

fime: 10: 45 - 11:00 P,~. 

Station: Vl!C , VaohiiiCton, D, C,, ancl llaUoD&l 
Broaclcaating Ca.pa111 X.cl lfetvorlt. 

Procru: III:JI&Ca Jan Paclerevald 1BIIT A Share 
In J.aerice0 • 

THISI PIIOGIWIS l'l!CJIOT:I SAL1 OY DDDSI BONDS AJID 91'.AI!PS 

120 &/ 
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lA!!Q!1S ST.Al\ PROIIOfiS Dll'll!S! l!QI!I)S s et J 

O.rt 11 All eX&tJple of how noted etara of atac, , ra41o and ecreen are 
t•~tln& beblnd the eale of Defenee Bond.a lltld St11111po to the nation . 

stepping O\lt of bar cuetO!ilt\lJ' role of corAodian , l'liaa llka Cbaee broa4-
cut tilt following et atemont over a eoaot to cout nationAl br oodeaetin& 
notvor< lftlt Satllfdll¥ &ft ernoon, M01 lOtb on her "Luncheon at tbe llaldorf" 

broadeatt• 

•It eoe,.• to me that tbe tiDe ba a co""' wbon Aaerieane annt 
take nook . 'i'e ""'"t etand !aot !or ~11at va bolina in. No­
bod¥ ftlkl to be born into tbo genoratiOA t.bat hao to do t bo 
t16bt1n&• It Ia much e~ore con.,.nient to t lnd alibh than t o 
co to bot for 1our beliefs. i!ut lot ue not tlip Int o the 
fatal lotbara wblcb bel!evea that l1bert1 h ,..,.thin& won 
at Vallo¥ forge and automatically oure tor all ti.J:le. 

0L1bort1, ~ friends , Ia al=ott at perlobabla a• love . lie 
wtt be eonotMt and Alert I n out guArdlanohlp of it lltld "" 
8Uit be renllatlc , I think, in our contribution towarda Ita 
aAintennnca. lt ~01 be t hat with infinite good luck and ahrewd­
neee on4 llnflagglnc effort we will otlll be able to avoid actual 
combat . B11t we 11unt have an iiApregnablo dofonea and If b¥ giving 
only our monBJ -we cAn assure that , 1 t eoeme to .mo the price ia 
vecy ..,all . 

"And rer.>euber, in t h1e eountey there h no hlgh-bMded appr o­
priation of paraonal funde. Inetead, o~r Covar~ant Ia giving 
necy one ot ue the opportuni 1.7 to po.rtielpate In at aound &11 

loveataont ao t here Ia lo the count r.y tod&¥· Not only I a i t 
0\lr P• t•llot;e-it 18 to our 1ad1Y1dua.l &d•antlll,O to buy as DM11 
Deftn•a ~AY1"1• i!onda as we can att ord . Believe .,., I t 1B 
frlebtMlY 1Foort~nt . Let's I'll ~'0 to o..r bank or nearest 
poat office and purchaee Vbat we can, eithe r etaapa or bondo in 
whatever denowioatlon flto our pocko t e. All of ua who do this 
are Dakl nt; moner , which 1s indeed 8 tOfl proepeet, but what under 
tho clreu~~~atencoo, 1o perbape oven .. ore h01u·t-van:1ng, 1e that "" 
are contributing to our present oocurit¥ and t o thot better future 
vhlch wat ever be the goal of all troo peoplee.• 

Such ttato~ante b¥ etare wboaa follower • number millions a re moat con­
Yincllll; to huge mnaaeo of ACierlcMo. we oro gratified indeed to f ind their 
cooptratlon 10 wholehearted o.nd olncero . 

Vincent 7. CRllnban , 
Cblot. Radio Section 

Regraded Uclassified



( • 

.All llae4 lalee 

111\t 

!'o\al a.rt .. ll Serl• J 

lla11941 

14 2 $ }5o 7Sl • 5,037 • 11,671 

3 }0,1101 2,593 3.6118 

5 111,969 2,982 2,037 
6 111 ,967 3.8115 2,092 
1 17,102 ~,172 2,155 
s 16.925 .565 1,210 
9 15.119 11,011 1,~91 

10 1},800 11,156 1, 15 

12 17.051 11, 5112 1,571 

~~ 19,887 ~~.~~~ 2,219 
18,01~ II, 1 1,621 

15 16,98 4,255 1,952 

total $;!}1, 775 • 118,703 • 26,2116 

UllBD fttDI lo\YDII JCmll - IAYDII ftUft 

llaiq ~alee IS.. lq 1, 1')111 
~ .. la ~ !arM Pri• 

(la tlt-Mf· ., lo1lan) 

he\ Clttloe 

•• CONFIDENTIAL 

»e.& lalee .. »e.& ~alee 
lamp 

krl• ll a.n.. ll !'otal Seri• ll a.n .. J lerl• D 
1\upe 

• 26,016 • 11,1105 • 31,Jn • 6112 • 11,671 • 26,016 • 1,~ 
211,16o 1,}10 29.091 1,.21} },6118 211,16o 

9.900 1,511 13,317 1,llo1 2,017 9.900 U} 
9,0}0 1,6o7 13,~ 2,2}1 2,092 9.0}0 91 
u,m 1,}51 16, 1 2,521 2,155 u ,m 99 
11,151 1,2}5 1~,69<> 3.329 1,210 U,151 S2 
9,586 1,156 1 ,033 2,8155 1,a91 9.516 Sl 
1,229 1,117 12,613 2,969 1, 15 8,229 71 

10,9}0 1,1115 15,567 3.051 1,578 10,9}0 92 
13,2911 1,220 11,667 3.1511 2,219 1J,291J 92 

11,977 1,106 16,913 3.315 1,621 U,9T7 Sl 

10,777 1,116 15,167 },139 1,952 10,777 91 

f156. S25 • 11,760 t213,015 • 29.~ • 26,2116 fl56 ,S25 • 2,11111 

fttU1U7 ~-l, DiTlaiOA ~ lltetel"Qh &114 8\a\laUoe, - u; , 19111. 

Source: 

loh: 

DiThiOD. of S.'O'"lap Joada, !'1110 :pool otfloe f~ are eeUahd 'b)" t1o1 poet office 011 \be batil ot eot•1 aelet 117 

100 larcar peel ~tloea. !'1110 Hal< fscane are \at.. froa hderal leunoe IIIDlt r epor \ o &114 illalwle \beir ow aelee. 

l1curu beft be• I'OIIII4ed \o ,..... .. , u.-ad aa4 rill a.o\ -•arllT .U. \ o \o\ah. 
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TREASURY DEPARTMENT 

INT E:It OI"F''CE: COMMUNICATION 

Seoretarr Yorgenthau 

Helen Dallas 
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DAn Jla116, 19G 

THE SAI.ESVAN HAS HIS FOOT IN THE DOOR 

Reeardless of aD1 differences of public opinion over 

foreign policy, there baa been almost unanimous approval of 

the Treasury's defense saTi.ngs bond oupalgn. It 1a a aign 

thet the saleiiDI&Il has his foot in the door. 

Papers in the llidwest where anti-wa.r sentiment is par­

ticularly strong, and notably papers that have been outspoken 

against Administration foreign policy, such as the Chicago 

Tribune and the St. Louis Post Dispatch, have been among those 

to endorse it. Even such an isolationist as John T. Flynn has 

wri tten in his col1111111: •There i s no doubt that the only sound 

11111 for the Govel'IIIIlent to borrow money ia from citizens instead 

o! !roo banks. • 

To date, clippings r eturned to the Defense Savings Staff 

total more than 2600. The big bulk of these are news stories. 

Of that group, 600 were published before the bonds were placed 

on sale. Yost of these were given good placement, and contained 

most of the points featured in the original release, e. g. , that 

the bonds are intended for enrrone -- wi th emphasis on the 
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•u ttle ll&ll'; that this ia no Ubert,. Loan d1'1Te, but 1e a capaip 

!or syeteatio eaTings; that 'buT1Jig a bolld 11 bllflng a shan ill D&­

tion&l de!enae; and that the bonds will be a barrier to lnfia.tion. 

Jlewspaper coverage ha'a been d1Tided aa followe: 

News etoriee 90% 
Features and pictures 9% 
Comments b,r columnists 6% 
Edl torlals 5% 
Cartoons 1% 

In addition, banka han placed inatitutioD&l adnrtia81118nb 

I'UIIlliDg ·frOlll quarter- page to full-page ill nearq 200 nawspapere. 

These feature the sale of defense stamps and bonds. 

The first phaae of tha defense saTings campaign has con­

centrated on the announcement of the bonds to the public . With 

mino:o exceptions -- practicalq the onq papers that did not lib 

the idea were the Daily Worker and Social Justice -- the drive ill 

terms of newspaper cow has been aucceuful.. 

The second pha.se of the campaign will ~~~phaaise how well the 

bonds are selling. . This is particularq important ill that the 

Amer ican public has a 'nothing succeeds like success• psychology. 

The peopl e must be persuaded that it 1a a band wagon they are 

getting on. 

While two or three financial stories in New York newspapers 

ten dqs ago euggeated that the bonds were not going so wall, there 

has been no epread of this type of newspaper cow. 
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TREASURY DEPARTMENT 

INTKit OI'PICK COMMUNICATION 

Secretarr Yorgenthau 

Alan Barth 
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OATS llq J.61 19U 

'!'he l!faterious !dTentUl't o! Herr Rudolf He 11 hae br illiantq 

m~ted the ten.aion which pren.ile in the United statu. 

Perhaps because, momentari}7, this romantic interlude eernd to 

anap suapenae, and because it furnished a brief reepite !rom in­

tolerable realitT, it wae een.aational}7 welcomed bf preu ana 

public &like. 

!.!est American newspapers managed to laugh at their OWil ex­

citer::ent onr an incide.nt which some o! them con!eee should not 

be taken too aeriousq. But this did not keep them !raa enJ7 

conceivable variety o! speculation and conjecture aa t o the Na1i' e 

miuion, Innumerable letter s to editors outdid nen these edi-

tor ial. flights o! !anq. 

There was little tellllenOT, however , to romanticise Heu 

himself. The cOIIIDOn Tin hare baa been that ha 1e a blackguard, 

fleeing !rom or eent bf a pack o! blaolrguarda ana that hie 011!1 

version of hia case ia no mor e wor thf o! cr edence than Hitler ' • · 

/ 
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Th• wideaprea4 hopes which his nJ.cht U'OUid llldioate 

,_,_,., howenr, how near the 1111'faoe wre burled all the ol4 
p~· • 
pethetiO illuaion.a about tha SwSnenoe of a lfui ool.l.apae throllgh 

int•rnal diuen.aion. Since the naked realities of cUl'l'ent ennta 

seem al!Doet unbearable, .berioana han 1Dbi'bed the Hen a4nnture aa 

a kind o! intoxicant promsiDg eaoape. Por the ... nt it appeare 

to han elevated their spirit.. But it seeu 'alllib]J' that the ef­

fects c! such a spree w1l.l 'be 110re than traulent. 

Senral o! the liOre aatute nenpe.per c~ntetors agree that 

.blerioan uneaaln.a11 at present ia due to a fora of aohisophrenia -­

a split o! the national personality, one portion ot which deairu 

ardent]J' to remain at peace, while the other portion insists upon a 

defeat o! the .lxla. Until this internal confiiot can be !1nall1 

resolnd and supplanted 'by a poaitln sen.ae of direction, the dail~ 

news !rom abroad 1a certain to strike hare upon jangled nerna al¥1 

'llllllappy consciences. Americana cannot fiddle cCIIII!ortabl.r while 

London burna. 

Public opinion polls now aha~r plalnl1 that this count17 hu 

solTed ita problem on the intellectual lnel. It haa been persuaded 

that the aenaible thiDg tor it to do 1a to aid the British - - enn 

at the risk of war. But tha vital reapon.aea of a nation are not 

rational; the7 are e110tional. .1nd thia nation haa not 7et been 

fired emotioll&llJ' or stirred to tha aaoritioea which are dem&Dded 

!or heroic action. 
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.lclmiral LaDd' 1 letter to Seuto:r VUIIbabe:ra ou BPltlth 

127 

Jhippillg louee thrn •- oold wate:r ou thole 1dlo haTe bea 

ol.JJIOrillg tb&t J.Mrioaa D&nl. 1Jltenent1ou 11 W.cllateq neoll­

e&r'f• In eeveral quartere it pn rbe to l:rrltateel euapiolon that 

the public b&e been eleliberateq baboosleel on the ehlpp~ problea 

bf the 1nternntlonlatl. But 1Jl the -.in, the Laud eliaclo1ur11 

1ue 18istel aa a peg on which to hue :r.anH clewnc1a for greater 

c8llll.cr on the pert of the .1hhJ 1trat.\on. 'fhe:re b an exceecllngq 

lidespreael lubtenoe that both t~ B:rltbh aDd J.Mrloan GoYern­

unts gin the public the full faot1 about the progrees of the 

Battle ot the Atlantic. 

Pauage of the Ship Seir;ure bill wae generalq applaudeel, 

the delq over congruaional action haTing preTioueq nobel a 

good deal ot impatience aDd aoicluloua o-nt. There appear• to 

be little tear that eTen the eleliTel'1 of German and It•llan Tel­

sela to the Britiah wUl be taken aa a oauee for n.r b7 the .lxie. 

Sho'ldOIIIl 

While preae reaction to the aelsu:re of Fre1111h ehlpe ie not 

Jet ascertainable, lt aeeu Tlrtualq oe:rtaiJl that this •on will 

alao be gener&J.q appronel. .1 large portion of the nenpapera 

which hue been urging aiel to BrltaiJl han 1hown ...U qmpatbl 

ot late tor the poeitiou of the French GoYeru.nt. There are 

frequent expressions of pity tor the people of Franoe and a 

• 
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ce•ral au-.ptioa tllat tJ. 'ftellr 1'111- a.. DOt ~ l'8tlNt 

tblil' .. nt•ntl. 

fbe recent 'IIOYU 'b7 both l'l'ault u4 the SGrtet 1JIIJ.oa.ftlq 

haTe been taken as l.D41oat1n ot olour eollallontloa with 1:111 • 

!Xi• han been grtetea 1n nthll' a.n.at to.. )J Mit .bler1oaa 

eaitorial OOIIIIID.tators. !hel'l 11 aJL Wl'IUlac JloltWtJ to ur­
thl.Dg wbioh ~be labllea •appKS-t.• !'he sh1~t of fooa 

to Frt.Doe or of -.ohiDt tools to llulla 1a deplOI'ICl 1D. a gl'lat 

a111 lllftP&per• u flltUt or dCIIIIIIJ'1ght hJactrGU. 

rhe fee11Jtc wbloh Dtllf appventq d.U..ttl J.llerioan editorial 

thought 11 that the tt. for a lhowdOIIJl has &l'l'iTed. The United 

States, ae well u France, the SoTiet UD.ion, Turlce7 ana Spain, it 

1s held, 111111t soon d.efiD.itinq take s1du. There will 'IDidoubtedq 

be an enormous aeue of relief when the 1rreTooable ohoiou &1'1 

finall1 made. UntU then, thel'l can be onq a Denoue, iJip&tient 

aarkillg of tillle. 
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TREASURY DEPARTMENT 

INTeR 0~ COMMUNICATION 

DAft 11111 181 1961 

SeoretarT llorgentbau 

Herbert Kerlllat 

liiWUNGS or 'DIS m 1IUIS C<Jill'l'TII 
Fr!.ag, ll!jr 18, 1961 

DiJtilled Spirlh 

The ooaittee ahoncl little l.Jltel'let 1.Jl proteata agaiut 

illoreuee 1n the tu 011. ~.tlllecl lpirita. Conoel'JliDg wltu11ea• 

uatrtlona that lnoreaaed taua would Nault in •re boot1eggbc, 

Doughten remarlced that stricter enforollllnt was the anner. 

l(on·de!enae Spending 

With regard to frequent general suggestions for reductions 

in non· de!enee spending, Doughten and Buok are taldug the line that 

witneuee ehould appear before the !ppropr1at1one CCIIIIII! ttee and 

llllce spec1!1o auggeatlone for cuts. 

Pari-l!ut-ad Betting 

With regard to a protest againlt a tu on pari-.utal1 betting 

on the groUDd that auoh betting would be out and illegal bettbc 

increaeed, Doughten Narbd that he failed to aee wlq' a Federal 

tu ehouldn•t be illlpoeed nen 1t auoh were the ruult. In general, 

he 1e or1t1oal of all protuta againlt exob11 proposed 'b7 the 

Tret.ellrf &lid Staa ( n:oept tob&ooo taua). 
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TREASURY DEPARTMENT 

INI~ COMMUNICATION 

• .... ..... 1,, $ 

lr. lelia la.neU et ... lwla wleJhes•t • tr. ... T•k We fa- . 

•' ...,., t or oa lfJ)Olaaea\ at a. p,a, llln » - la We lit\-» nperW4 

~btl tollootlae tM ••eace ldaloll I 11M 11 .... Ilia atttoe a* 1a.~. M 11a4 '­
a)lt w .-ple\e 1111 aecouauoae vi~ •••ra. haoeok aMiltfort, • 11...,. 
.., \Ul u.a --U• vill M ....._ au.rao-...117. .._ I toll lila \liP I 
.,.. altt \aDa, .. ~ua of loUlac llr .._.,,..., \11M \lie ~u~ w .. 
••JocUn to we v...ntoa, » wll • \11M » UIR&Ilt We -•U• vi~ 
lit JMr4 11M utlnol oeuUua)l7 la UloO :tnCN•• lit UloO .,..ntaUou. .. 
.- \11&\ 1 \htall: \M loon'-7 IIV8l:l' fN' tM ;; art 'tllllola » lou rooelftl la 

l»tt • .,.,u.u .... 
Wldle oMUlac oa ..,_ ,...ral nll,jOot, llr. 1u .. 11 reportol \Mt M b 

..rwwl.T ewore tllo\ llr ...,..., b •p.nuac u.o lloat oa• a _.... ot .. uta 
lateroeh harlac llolUaco la \Ilia •-\r7. 111ft .... lu..U tlrn nottol llr 
....,..,, ott1oe - ral WMb ace, !ao foul 1\ olattorot 11p vi~ a nrt•\7 et 
lallrlllulo ~ coaa1 .. 1oaa, oto. • Mt'll \Mt 1\ h - • aort ... plaoa 

Willi (ifto a p ot lllpr .. atoa, • wu -.oil pl-1 onr Ilia ooatac\ viilo .. aore. 

h ... ct "'' ~1ttor4 •' eoultare \ha nUHlT 0011p0\nt oat ,.aa11tiH. 
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TREASURY DEPARTMENT 

INTD ~ CCIRIUNICATION 

DAft Mq 16, 1~ 

&eorttarJ Korsenthau 

llr. x .. arolt 

aubJeot: Airplane Del1nr111 to the BrUhh 

ea-1'% 

• 

1. &b1paenta tor the lahat ... It reported tot.U.e4 
55 plenn. fb1e u Jut below the t olll't .. n ... Ita anrqe 
of 58 planu. 

2. file heened ldalJIIIIH of na•al petrol boaben to. 
date wu aade 1n tbh week. ·fM I Ooneol1date4 Catalina 
tlJ1ng boate ehippeclwere all del1nrt4 to Encland b:r dr. 

3• In th11 wee)r, UleN wae reported tor the t1ret 
time a ah1"p11ent ot 4 Gl'u~ llartlette to England. \'b111 
are lingle eeat t1ghter aonoplallee. \'be t1rat 1 h1p~~ent 
ot 2 United Chuapealtee to the United 11ngdom wu aho 
reported tor the t 1ret t 1me. \'beae &1'1 etngle engine 
eoout-bo•bere oarrJ1ng a 1,000 pound bomb load. 

~. I t there 11 no objeot1on, no attempt Will be 
aedt to olan1t:r the light and •41ua bolllbere into 
aeparete t:rpn e1noe the Br1t1eb ap!>lar to be uatnc the 
light and aed1ua bomber• 1nteroba~"bl:r t or aoouunc, 
reoonneilaanot and bolllb1ng a1aa1one. 

• 
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tabla A. - 8h1J11111Dte bJ Area 

fo tba Un1 tl4 11MdoD 

Licht u4 •411111 bollb ••• 
Baa'J boebera 
lanl ~trol bollbero 

(Couol14atl4 PBY) 
PvrauH 

total to Un.1te4 l1~~gdoa 

!o tha 1114411 Eaat 

L1sht and 111841um bomber• 
(llart1n 167) 

Pureu1 t ( Ourt1ea P- 11-o) 

Total to ll144le laet 

To tbe Jar l .. t 

Licht a.n4 me41ua bollbera 
laYal patrol bolllbera 

(Conaol14ate4 PBX) 
Pureu1t 
!ralnera 

Total to rar Eaat 

'fotala 

LiCht a.n4 •41ua bo11bere 
BuY)' bo11bera 
Mnal patrol bollbara 
Purau1t 
Trainer a 

Oran4 !otal 

135 

Dlnoloa ot .... '-' 
leOMNil 

5 116 
..Q ~ 

5 356 

0 6 

0 IS~ 6 
..Q ...55. 

6 l~ 

55 815 
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fable J , - Total lhlpMDU b7 !J'pel 

8ol1111 B-1 7 
arenur Buttalo 

. . 

Coo10114&te4 OataliDI (l'BI) 
. L1 blrdor 

C..rtlle Tollllla* (1'-\0) 

Dou&lae - Boetoa 

Olton u.run lfar7laa4 (llai'Un 167) 

Orumen I&Uthtt II 

Lockheed Hu4aon I 
Hudeon III 
Hudeon IY 
Hudaon 1' 
lleotra 

Morth .U.r1oen BarTard II 

United Oheaaptakt 

Orend Total - All 'TPI• 

• 

Late•' 
•••• 
1 

6 

s 
0 

0 

0 

5 
~ 

0 
0 
0 

29 
0 

0 

...l 
55 

• 

5 .. 
~ 
~ 

211o 

11 

116 

~ 

1 
36 
18 

115 

' 55' 

_...l 
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-~- Dl•laoa ot lo•k!T 
.... &Nh 

!tb1t o. - Plane Del1nr1 .. to the lr1Ueb 'bJ •••u 
Light Ja•al .... and Mediu• Bea"f Pati'Ol 

Wed Bo11'bere Boabera Boabera PurauU 'freinere Total 

Peb. 8 • 22 ' 25 

Ptb. 15 • 42 100 111-2 

Ptb. 22 • 35 27 - 61 

Jlar, 1 • 7 5 25 n 
liar. 8 • 16 3 10 29 

liar. 15 • 26 1 4 31 

liar. 22 • 17 2 22 • 41 

liar. ;?9 • 25 ·- 3 18 ~ 

Apr. 5 • 21 7 73. 101 

Apr. 12 • 21 2 2 27 52 

Apr. 19 • 20 ' 4 5 32 

Apr. 26 • 23 2 3 28 56 

llaJ } • 61 1 2 15 27 lo6 

llaJ 10 ~ _l. ..A ...ll - ~ 

372 10 46 332 55 815 

• 'l'bt date ginn 1e tor ehipsente bJ air. lh.ipMnU bJ 
water etart three weeka earlier. fbat ia, the etate110nt 
reporting the eh1paent of planee by air tor tbe week end-
1ng liar 10 wollld r eport tbe ehip110nt of plan .. by weter 
t or the week ending April 19. 
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t .._r ..... ot •-•tla witll 
Mr. U.lq, lllainer ~ n-. 

l ..... to llr. n~ at ... h b •• tor llr. a.uloe ..... 
Wt te1b4 e 1UU1 allcNt _.. ..... aM »>ftlwlal'~ ~e MrUc 
r.saat \Ill wlt.IIMUial taa • un ..... ..a laMHet ,.,...,. to 
-ntiua\e. Jo aple'eef tut be ... ~ lata e ,...., teal 
ot uiUl• wltll .... w. »>ft• ot t.111e taa ee4 we Mlac eanrat, 
tree ~ ...,., .. , .-n••· tut be we •-cs•c ~ •• ., .. ....Ut 
1a U.. .U.rloea MI'Dt. .I.e tel' ea nlelllc tile rete ot \Ill wl.._ 
llelUec \ex oa tin ..... tn. nwo to ntMea ~-• tllaH ... • 
Uttloal\7, Mr ... tMN MF Ia ....... 11111clil WN ,.,._1e la 
o ...... 4ollel'o. !M V.Ulo ...... wttll ....... -... u. la\eren 
,.,..., .,.. opooifloel~ to M _.. la ~1eea fel.1el' --.q. 
hr Uot •n pen tlleoe -. Jl'l'riaolal ,..._, ...tot)IOl -. ... ee4 
a _., tw \oat~ ot Jll'lftta eo..,.rau-. Doelalee 'M.U -. 
.,..,us01117 .-.•• 1a •• _..., . n te '-lac en.,.& t~~et -
pou ~1• la a tol'ltca llvl'nq 01'1 -~. 1t Mt l.,..U,. 
- tl'oa • witlllaolfbc taa. 

lolariiiC u1 .. otbloo ee4 lu \beoe llo.U •• bell tor tile •n 
per\ 'br atuel ,_ or,.ee••• eaA oertela 'nO• ot 'Nalal. lau-
11111111 •• atuel 1anl'uH rr,.eesoo .. Mt ~ laoeM tax la tile 
lralhf 8\e\oo tlle7- .. , fefllot tile Oe•efl• tax tna tull' .u.rt­
~ ta: ea4 beue ta1ae e IOI'lou loM. llee7 'Nalal l!Dwtoe liMe 
ao an..,e4 tull' porUol.loe tlle\ tile ,...a\ aeo ~ \bell' belUep 
.,. le ta: tl'll IOO'GI'1Uea wltll Jut _,.,. tao- rna tol'ltca ,..._ 

\o w- \be 1oc1\1a\o '-elaooe ....-- 11blclil tM7 - ebei'CO ott 
llalu\ U..ll' J.eerl- tez. loti!. 'Nab ea4 lenl'- or•n•ea llae 
Mea pro\oo\lac noleat~ et Ott.a. 

l uloe4 llr. Ilelq 11ow ~we la'robM. lo 1014 tile\ tile 
11om ue\ ba4 oalCI'IIla\ef u tiM atcet ea ce\\lac t2II,OOO,OOO tNa 
\Ill leoNelo la \be wttlllaolf1ec \oz. Alwll\ tl2,000,000 woalf 'Ill loot 
1t U.. O..awt ellnlf o-.pt ..to1)101 eeA Jll'l'r11101al 'MMe .,..,._ 

•'lo le 1Jal.hf 1\atlo 4ollel'e. ot \Moe $12,000,000, tii,OOO,OOO 
...,. 11814 1e hlWa ....... ts.-1al ........... '" "'- 11'1\ale 
aat Clllefa ..... eo •lllplos \Mt w ld4lat torp\ t~~eoe p,ooo,ooo 
eltocou..r. ~ lott $1,ooo,ooo •• p~q. lllnlt t~t.• ..... - .. •-.• *'" onpoao 1\ -a ._. \o t~ $8,000 ,000 • ,...,. aloe. 
hnloo.._, , \Mre we a UeU.ot beo1\aUoa la 0-'lal\ \o _.. ee 
&M\·t-. I IIICPI\M U.\ tblo oftU M .... • pt1\1aa tNe tu 
Pftrtac .. ee4 ..S.oi.R&1U1oe tllat ,Y!!!!. ol'lfU ... 'M1ec ottoo\M. 
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' f 
-16 ... Ill, .... 

r.ll.nUc ,.. .. "' ... a... ., ...... Jld111r'lfftee, 
o.u .. (t.rr lill)• . . 

,_ tldM w.ni a.vsn, ..., ten. 
lelte)'ll bt-' ...... d .. ta I.a._ M ..,.U 

!rut 0 1 'Q', ..., teft. at· • ..a til a- 9WF .-. 

lMliM..,_. ...... ,. •• - ~,. ..... .un • 

..,. wUtlM. ~ Ia ~-- ...... ,_ •••tift n. 
l'red._, wU1 fill wata1 'Ill til 'IIIU' • ..,.tW. .._,. ._. 

&111M .. -. Ill 'lll11 .. , _, wllllllll -·s..a ••. 
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Mft .... 15, 1gil1 

- llr. Oocbnll 

t~~~Uo talldll.f wUh llr JHUrialt l'la1Wp• lr ••'••• •' U1)0 \laiD Mft1ac, 

u rotorH4 to \be lnter 'llldab lfean'U7 r.. U4 Wl'lU• leornU7 KorpaU.. 

- u,aoco. u r.,.M \o \lie aer•ac et Mob 1a Lt.._ oa .Sll\ar7 s..t-tt• 

cl- to .~wn- ottldel8. ftUUp• ..a • .._, IJOI w rDMlftA ~ '-* . . . 
......,. J.or.l .....-Woot•• .,..,, llr *"'• WU.., M \M .rtee\ \M\ \!lie re­

port - "Pom••·. 

• 

• 
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MEMORANDUM tor the Secretary ot the 'l'reaeury. 

SUBJECT: Poaaible Chargee by Britieh OoYernaent tor 
A1roratt Intor.ation Supplied to the United 
State• OoYernaent. 

144 

1. !here ie quoted below, •• a aatter ot poeeible 
1ntereet, an extract troa a aeaorandua prepared by a 
nanl ofttcer recently returned troa obeener duty in 
England: '-

1 1 waa informed while in London that Lord 
BeaYerbrook had inetituted a eyetea tor 
keeping cloee traok ot all oaee• where in­
formation, written or Yerbal, wae furnished 
to American pereonnel, with the intention 
of aaeigning a value in each caae and eYen­
tually preaenting a claim tor that Yalue.• 

I e/ Fran It Jtnox 
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TREASURY ~ARTMENT 

- Nr .hrrla n\vud. froa ll.1a latemn wttllllr . llopld •• a reporte4 t.ba\ 

1M Wkr lla4 \be 14• llaa\ \laa u•l• laftl.- .U tOJltn.ta , M4 llclpld•t 

w o)Jec\loaa \o talr:iac \lle" O'fV , 0.,.. U.. .. , ta \oiiCb rilllllr . IGpll1u • 

loloplloaa .mol upla11>e4 tile 8&Utr Ia •re 4eiaU \Ilea hnta lle4 t;>P&"Il\1, *" 
1bt. lo lo. !'lltreupOll llr. l!opldu te14 Cepe \o 40 •t=• rith the plan, eu•uu..., 

lwo or \UN raq111ata to \f7 out \lle qai•. !Iii Oau41.aa Wiu t oll., \lib e4'1'1.ct 

at oaoe. 

CQJIII lol4 • fllrlber \llat Clla llr. Punia waa PMIIIlt ri\11 llr . Bopltilla, 

llr. ~· anln4 to 41touu the q1111a\1on of lelld-laul.lll ri\11 Jloplr:1Jia. n... U 

- lo l1oll4.UQI o14 contract• f or \lle llriUih, Jloplr:1Jia illlhte4 t o ~~ illa* 

IUo W 1101 ~ llllUclpa'e4 .....Ur \Ill LIK..W... Mi M4 \loa\ *laa :D1rto\tr ttl \be 

,., W ctnn haUMIIJ t o t):le effect lila\ \llall o14 COiltr.o\t woo14 "'' lie 

llclll4t4 ul.er tile La4-LM•• qet•. 

I pn *be follniJIC illto1'8&UOJl Ohll, \o tile ltc1'1\llf7 lhh .. l'lliJIC. I to14 

~ farlber \bat tJn4ar StcM\Ilf7 BtU, llr . Oot aD4 I lle4 .. , ,. .. ,......, af\- it 

P turt.ber 1ato \he ttuaUOJll rahe4 • ~ M4 l'IUlllpe ri ill u . Ve lle4 •' 

•llllat.,.H4 l o cat ill *•IIOh 4lrectl, ri ih Bopltilla or hb OrpllhaUoa for fv\ller 

txploraU oa. 'l'he Secn\llf7 apprOTe4 tlaa 14ea \llat "' tlloo14 4o noillillc furtlla' Oil 

thto WIIU aan Vlfk. It 1a hope4 \llat • lloD4a;r ,. .., llaft tbl illto,....uoa 1'1-

(lltt1t4 llr thottr S.cre\llf7 BtU troa ..._btu\ S.crt\aJT ot Var lloCl1e7 llll4 alto a 

-rat4,. f roa llr. X..• cirtac 4eialle4 4&\a ri\h r11p10t to lrUlah HC~Ill••or•te. 

114 Pll'lloul&rl, •• \o tbl plll'chatu Clob tbl lrUlth &1'1 110\ fiMlAC t ... l\11 " 

lib 1DI4tr \be t.ad.-I.tall ••'•· 

I l'<lpoth4 *be a'boft .......... uoa \o u...&.r 110Mtllf7 Bill at NOll Ill I 0- out 

tt S.CH,..,. llorcalllllll' • oftlet. 

• 
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'fHIBRmSH SUPPLY COUNCIL IN NORTH AMu.K:A 

---· ..... ,......._ .,. . .,.... 
W·r rr--. D. C. 

- l6tll,l94l 

Deal' Ill' Jkii'CGtbau, 

I 1lOW ccloll tlW ~ wblola 70U ••keel Plat u tp• dll 

.,.ur to prepare tor :roa. !bel"• h Olll,r cme th1Dc I tlaoal.4 Uke to 

d4 to lbat 11 wr1tte in tbe ten. 

I bel1en tbat, U •-thiDc or tlait tort could c- to pall, 

thtrt would be 1Dtan&1ble adnDta&•• be:rood tlacte oont1denUaaa or 

adainiatrati" conwm1ance etc. wblch are -t1oned 1D the encloted. 

It ban uut anxietiet and preoccupat1aat, -h to concern u an4 

-h to decide, 1D all part• or the world. lt 1a D&tural1 t!Wretore, 

thtt •-tian we tbould worr:r a bit. !lae pptr!;etpt11f ot the -ot 

fiJwlcl.al &rr&DC-tt OYer laere 1D the paet -thl - 1D.rttable 

tliDu&h the)' were 1D tbe upt or tbe pollt1eal an4 other 4Ut1Cl11lt1•• -

han niched aa the Cbancellor ot the ~'"qur an4 lait a.drt.lert, 

altbouch at no tt.e baa be bad uq doubt tbat 1D the 1114, U we could , 
han ta1th1 all would be. well. It troa n01r on we could bawe a 

cl&tD-cut 11tt1e .. t on the liD•• , 1111 .. te4, wbloh 110Qld &1•• u u 

t.tdl.ateJ:r auured pot1t1on qa1D~t caat1D&.o1•• 8114 r-• all 

debateable po1Dtt ot uq d&DU1oance, it 11 d1tt1cult to -uente 

-.1: • ccatort thit would be to ner:ron• 1D tbe !rea8Ul'7' at ~. 

It h eaq to arpe, indeed I u ture 1t would be tru, tllat 

atll7 ot ov worr1 .. bawe bleD quite QlllleCIIMZ'T aJI4 tllat n baYe 

IIUted tt.e &114 thoueht 011 ldlat w• certain to o- ri&ht 1D the .all. 

la.t 1n Landen it 11 dUticult to be lant1t1111 to the bac:k&J'OUDd 1D 
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~-lt .Uel all \be Uftv.oela tM -14M- lieN Sa 

--~ I 1tre11, tantore, ta..t tba a4YU•--• et a ol•L ,.,.. -- - --
~ et the ldD4 wbioh \be Cllancellor ot tM JKoheq•• -. 

l.IIIU"UOte4 .. to propo.. to 701l 1IOill.4 'be -b. 110re thaD 11 appar•t 

• till bUil ot .... 1tatl1tl01 aD4 aoo-tla& aD4 ltrlot 1-c1c; u4 

oat ot proportion to \be .,.. 1Dol~ecl, wbiob. are ODl7 a tracticm ot 

till n•t aulatlnc• 7011 are c1~1a& u. 

I yeotur• to A7 all th11, 11Dee 7ou wlll ban a tell-fHliDC 

to1 the QlaDcellor of \be Jll:cbeq-r 1D \be buHen ~ 11 O&n'71a&· 

Your• •1Do•r•l7• 
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1. -er1-• ot Leaae-Lad al.r~ 8bon 

that there are cert&SA BrU1ah req1111'-ta which 

are difficult to bTiDC UDder Lease-Lend procedure 

because o! ei~r 

(a) 

(b) 

.. re edw1DSatrative COmplexity Or 

le&al or political d1l!icult1ea 
UDd.er the Act. 

!his MIIOrand- aelEea auuestions !or a re-

arrangement b7 which 1t 1a oonaidered tbat these 

di!!icllltiel could be l araely overco.e without 

1ncreasin1 total Lease-Lend appropdationa. It 

is S\ll&ested that the difficult catesor1ea should 

148 

be dealt with b7 ordin&lT purchase otr.side Lease­

Lend altogether. 'l.'hia will naturally increase the 

current charges for which the British Government 

wUl have to !1Dd dollars, and correapondinllY 

reduce the cbarses on the Lease-Lend appropriations 

of the o.s. Gover011ent. It a a1111 corresponding to 

these savings could be applied at the outset t owards 

taking over existing British commitments, no net 

increase in total approprtetions would be called 

tor , but the British Government would be placed in 

a position to r emove the •difficult• catesories 

from Lend-Lease altosether. 

2. As shown in AppendiX A hereto, the 

categories which are likely to be adm1niatret1vely 

ditficult (di fficulty (a) a bove) appear to call for 

some $200 1111110ill >per --· Por eaa1DI legal or 

political difficulties under the Act (difficulty (b) 

above) a fi&ure of $125 a1ll1ons per annm is 
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prorlaioll&l.lT nueatecl, bat it would be tor 

Jlr . Bopld.Da to aq 'llbat reaene be ai&llt tb1nk 

it pnadent to aet asi de. .laalaiDC, hotrenr • 

$125 aUUona tor 41tticult7 (b) • the total 

requirement to make this acheae ettectiTe would 

be $325 lll1111ona per annua, ao tar aa the U.Jt. 

is concerned. 

3. The question or the provision to be 

aa4e tor rappliea (whether atrictl7 •arlike or 

other) to the Sterl1Dc-ws1n& lloa1.11i.ona 1a still 

uncertain. But: 

• 

(a) it nothinc - i . e. not ••en atrictl7 

warlike supplies - ia lease-lent to 

the Dominions, a turthar provision 

would have to be made under this 

head. 

(b) 1t 1 however, strictl7 warlike supplies 

are lease-lent to the Dom1nions, no 

addition would be needed to cover the 

purchase ot non-warlike supplies, since 

Sir F. Ph1llips' estiD.atas alread7 

subllitted to llr. llore:enthau assUIIled 

as a statistical basis that the U.lt. 

would have to find the main part of 

the dollar ·tinance for such supplies. 

4. !hws, assum1ne: no addition on account or 
' the Dom1niona • the total amount which would be 

reaoved froa the scope or Lease-Lend UDder these 

proposals would be $325 a1111ona a 7ear, which 

would, or course, result in a correspondins 

reduction in the charges on Lease-Lend appropriations. 

149' 
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u upl.aiDed 1A 11. the propoaaJ. 18 tbat ... 

correlpoll41D& to theae H'riJI&I ~d be appUe4 

at the outset 1D talr1nl onr uiltiq Br1tlah 

c011111 taent1. But 1 a !Ace this Htllo4 ot prond1D& 

reliet a&a1Dst existiD& c01111111t.enta baa to be 

applied at thiS ata&• or not at all, it would aeea 

adnaable to provide tor two )'ears• requ1reaenta 

at the pruent tt.e, u!dnl t6'0 IIUliona tor the 

two rears. 

S. Since this t6SO llilliou raliet troa 

uiatill& co.att.ents would aubaequ.ntl)' be re­

absorbed 1:17 cash ,.,...nta on new c-s.t.enta 

outdde Lease-~, it would be additional to 

the reliet ot t)OO to t400 llillione alread)' agreed 

150 

by llr. llorga:nthau 1D his 1nternew with Sir Frederick 

Phillips on !larch 19th. (It will be recalled that 

this reterred to contracts Which the AraJ and a.,,c, 
would take over) . !bus the total relief troa old 

contracts would be t950 - $1050 llilliona (less so .. 

$70 aillions which represents prosre1a alread)' aade 

toward• the $300 - t400 111111ona reterred to above) . 

As P&)'aents due under the exUtiDI contracts out-
• atandiq on -.,. 1 ware approxiaatel)' $1,300 aillions 

and advance payaents outstand1ng at that date $700 

aillions, aak1ng a ;otal or $2,000 aillions, there 

is aaple scope Jl2ll to cover the $950 to $1050 

ailliona IMDtioned above. Ill six 110ntllat ti .. , 

bo ... ver, this would becoae d.itricult or illpossible 

u the exist1ng c011101tll8nts are rurm1ng ott rapidly. 

6. the advantages clat.ed tor this re-

arranseaent are the tollow1ng: -

• 
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(l) !be Lease-Lend Act would be res tricted 

to materials directly related to warlike 

purposes and to agricultural products; 

with the elimination of marginal ca~es , 

no further ques tions of tho eligi bi l i ty 

of any materials under the Act would arise , 

and the u.s. Government could claim that 

the Act bad been adminis tered much more 

s trictly than its wording required; 

(2) 1he ad• lnlstrative burden on both 

Governments would be greatly reduced 

with a gain to eff iciency and to pro.ptaess 

of action. 

(3) If the Bri t i sh Treasury had a reasonable 

reserve against contingencies , both they 

and the American Administrator of the 

Lease- Lend Act would be subject to much 

less embarrassment whenever items came 

forward which the latter felt to be for 

any reason open to criticism, since the 

British Treasury would have no difficulty 

in accepting those criticisms immediately. 

It would also mean that the British Treasury 

could take the responsibility of itsel f 

financing any entirely unforeseen require­

ments which might develop, which it might 

be difficult for legisla tive reasons to 

bring within the ambit of the Leas e-Lend 

procedure except arter an inevitable delay. 

(4) I f the Briti sh Treasury were relieved 

f rom a position Ylhere their r esources are 

151 
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Ull:e.J.7 to tall to a d&~~&erouaq low lnal 

1n the near .tuture, they could race w1tb 

tar greater assurance the varioua unfore­

seen dsb and contingenciu which aay 

race them 1n uf part of the world cluri.ng 

the particularly anx1oua period or the 

ensuing twelve aontha. 

(5) All this would be achieved without intlating 

the total appropriations which would be 

required under the Lease-Lend Act a5 

co111pared with the alternative course 

now 1n operation, of working that Act 

as hard as possible and bringing under 

it virtually all British purchases in 

u.s.A. 

Wash1ngton1 D.C. 
llay 16, J.941 
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APPPPXX 4 

total. ot t200 llilllcm rehrrK to abo're 1o 

.. t•~11- (1) 
c.rtol.ll * cl>.l.llerr c_...to etc. 
c.rtal.ll c~cal _.at..,tlareo, 4na&1 (2) 
110D4r7 .. tel'l.all, -llhiDOZ}' aDd COIII'-PtlOII 

rood• 
yoldcle parte 
ctrtl road Yehicleo, 1nclu41nc til'o -P•, 

aranea etc. 
~nil YOI 
llltUo Beotcmite, Dlot-ceoaa .,.th, 'l'1n 

a.otduo aDd certain lli.Dol' aoa-terrou.o utalo 
n-ber other than aero-11t.lea aDd aero p~ 
Jlo&U"" otlwlr papel', cou - au4 11naa race, 
Boru:L a.corlto1 -SaDdrT ~ealo, l1beotoo 

t "JDtMtlC N11DI , C.r bon block, PUle far 
Roo1D, !UI'paatine &D4 Aopbalt 

.&crlcul tural * •h1n• rr 
Aeflcultural a .. d. 
1U Pl&llt lqllip...,t 

b!il !be lMllldOII ot a deoor 1ptioa in thil taltlo dOOI 

I e1111e 

40 
)0 

11 • 
24 
4 

6 
10 

7 

6 
12 

J 
Dr 

DOt DOCOUarll:T -&D that th~ whole ot that doacrlptlOII 

rtll bo •dlttleult• . ~ Yaluoo attrlbutK abo.,. are 

1DtandK to retor Olll7 to tM •dlttleult• part ot ouch 

catesorlea. 

It should be atreuK tM t all thoee artlcloo are eulllt1&1, 

lllrtoc bee olll>Jeot to tba otricteot cl'iticlaa, aDd that - ot 

tllo larcor lteu, partleulal'~ .. ohillorr coepoalllto, are ill tact 

o..tt4 tor c1etence purpoaea. Some of t hese eaaenti&le, howe•er, are 

for uee or coa1uapt1cm on pr1Yate account, and 1n a.ll the abo'Ye caeea 

(l) ~ hea411ls ••ch1n•I'T •-onto • •-­

prioeo, inter alia, lliacell&Deoua wirel ... 

apparatua, accuaulatora and parta, 

baa till& &D4 eoo!r' "I apparatuo r elalltric 

Uchtilll apparatua, ail' &D4 ca• 
boot &D4 oboe aaldD.c ••h1n•I'T• lo'<lralllic, 

pa..-t1c and .. paratiDI uchinerr, 

...., .... , -pa, tutlle &D4 knittlllc ••ch1n•• 

beuiDI• (a .,,..,. 1ar1e l tea) , &D4 oaJl•Ul'i.j 

lllat..,_t •• 

(2) !be hoadiJlC; •oUDdi'T •tor1&1•' ooaprl••• 

n ob. 41•erae reqo.ire.-ta aa braaa acr" a 

&D4 tltt1J1Ca, !JipleMDto &D4 ball4 )tooll, 
(eoa>t. OYer 
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1~ It .Utticult to 1aolata ad route thea tor PW'Chua tbrOUCII 
~ LoD4-Leu• pl'OCedQJ'a. 

Jlall)' of tbe abo'ra pr o4ucta are b1~ apeolallaed, are 

liOIIPt to particular apac1.t1oat1Cila an4 1n c.,......t1<ralJ' a-..u 

qua~~Ut1ol troca particular U.s. lllppUaro. .l lara• per t rd 

tlw a~ob1nol'1 daun4 ia not tor aacbinoo aa auob, but tor 

boarl.nco, parta ate. llaDT of the r aquir .. anto aeatioaad are 

obtained b7 llla111h tiraa trora u.s. auppliaro with wbora the1 

ba .. ll&l.ntained o1o .. trade CCilftOCt1oua tor - 11ara, Ud 

it would be a rroat waata of a!tort to 1ntarpoaa ott1c1al 

• •bl.n•l'1 on botb aideo or tba Atlantic between tba rel\llal' 

purcbaur and tba rel\llal' n.ppUar. It 11 l'tla<rant SD tbia 

eonnaot1ce> to point out tbat tbe !aport Uceacoa tor tbe 

u.s.A. outat&lldina .., lkrch lStb laat (to aalact a roomt data 

at r&DCica) wore e<rer 10,000. Apart troa tba adainiotratln 

dltflcult7 of bUdling tbe question of PW'ohuo, tba reception, 

otoraco, diotributiCil etc. or the &oo41 at tar arr1<ral 1n the 

Ullltad IUrltdoa would require t he oatabliabaent or a special 

Go•ernment oraaulaation. At preaont such arrancoaento aro 

carried out through tbe ordinary obannolo or taada. Ginn 

tha <rery lara• nuabor or tranaactiona, docUIItDtl etc. which 

would ban to bo handled, tbo adainiatrat1n d1.tt1cultioa 

Would bo OUt Of all proportion to tho IUU inYOlYed. 

(I ote to peaa 1 continued) 

(2) naadlea tor aewinc macb1nee, 

boSBr,r aaobtnee , refractory b~icka, 

electrical toltin& apparatus , 

aouldinJ and pre••••· 
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TREASURY DEPARTMENT 
PR0CUMM&NT DMIIOH 

WASHDI6TON 

llq 16, 1941 

~ '1'0 THE SRCRE'nRT: 

- Weekl1 Re*ort - Leaae-Lend PurGhalel 
l/W- bfWUJ 

Purcbaaee to 5/9/41 . .. ............ $ 2,482,871.86 
Purchases 5/10 to 5/16/41... ... ••• 1,671,178.26 

Total to 5/16/41 ••••••••• • •••••••• $ ,,053,549.62 
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Requisitions Penaing Batl.Mted Coat 

Cleared by O. P. M. •••• •• ••••• ••••••• •• ••••• •••• $ 157,968, 88S.96 
.lwai ting olearanoe b:y O.P .¥. . . • • • • • • . . . • • • • • • 9, 892, 668.M 

Total pending requiai tiona •••••••••••••••••••• $ 167,861,552.59 

Included in the abon figures are requilitiona !or utall 

totaling $118, 000, 000. 00. 

Contracts !or !!!teen transport planes amounting to 

$1,455, '126.16 wne conGluud thia Wltk. 

rtjij{; l!'d 
. Di~;-;! Proourealllt 
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THIE WHITe HOU81E 
WAaHINOTON 

ICr dear Ill' . S.areUI'J I 

I lind thatl 

fi1AY 18 19tt 

(l ) Tbe a.r_. ot u.. United ~ u nt.al 
t o Ult ~tea .. ot t.be United SU-I 

(2) S.c:UOM 4 Uld 7 ot \be Act of llareh ll, 
l 94llla•• been cOIII)lStcl wit.b 117 t.be _.....,. ..,.....,\ 
oo \be ~ ot IU.t llajat.J'• Go.,.,._.t 1D t.bt Ul\it.tci 
I1A&•l 

() ) U would bt 1D tbe 11>ttre1t1 o! our nation&l 
der.n .. to tr&Da!tr tbt a.ltNit art.icltl 1et !orth 1D tlla 
aDnued 1cbtdult. 

I therefore authorise JOU to u.kt the tr&Dater to 
Ka Wt.jtttJ'I ao .. maent 1D the United Ki.n&dotl o! the cle­
! enso art.icltl Itt forth 1D the annextcl aobedlllt. 

I woul cl appreciate it 1t 7011 wolllcl arranc• with 
t he Cboii'IOoiJl ot tbt Britieb SupplJ Council 1D North 
.Merica tor tbt tiM, ..t.bod, aDd other d1taill ot the 
d1apoa1tion. 

verr eincerelJJoura, 

n.o Honorable 

The Seoreterr or tbt Trtuurr 

:!.56 
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1.61 .. o\lll\ of \M 
1}2,8}2 \ ODI OO'Ieftl 
'111 \bo requhl Uoa •••b. bocoall ••all• 
o)lt tor \ruafer lir 
S.p\ .. bor JO, 19'11. 

• 
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M1ltlt! •.. ,,,,,,, 
Jlloha .. ,,,,. Ylrcta 111'11 11 .. 

J'Vle .._. Jlullaf. la , ..-a II\ fta 
C..\al.alft· 
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C-..a)t.lor,...-;• 

. 
!roD. Cl.iftea I. llak• 
D1r.W ef Pruw '• !!:::t:st: 9 c. '· 

JJO'C.Jr/Lsw 
5-12-41 

,. tD • . 'l'llenltw• 

........ 3·-·-
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!!It Jklllorabl• 

b .;.r.t&rJ ef the flo I C) 

(I~) 0111\eD I • .._, 
DinoMrofProour 
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fMAIUJI!' Jli.al' I!'IIIP!it< 
In'-!' ottloo Oo nlnt!on 

Mr. Merle Ooohrane, 

J. J. 0 10onnell, Jr. 

• 

Attaoh!d le a oop:r ot a leUer tbe I!OI'OhJo;r 
reoeln4 ,. .. terct.a:r troa the Dlreotor ot PrweMnt. 
You will note that Mr. Maolt ralHI wtat U 
euenUall;r a pollo:r qu .. uon, -l:r -.1:ber be 
lboul4 pa;r the Unih4 l[lqdoa o-roial Oorpon.­
tlon ( wbioh U apparenU:r owne4 br the Br1 U8h 
<lo"ternaent), tor certain etrateglo Mterlal! pur­
ohaee4 tor etook pile purpoeee, or Whether leaee 
l en4 aateriale Ihoul4 be otteet againet the ooet 
ot the material purobaee4 troa the Br1 tUh. 

Harr;r White euggeet!d that I call the Ii tuaUon 
to :rour attention an4 1:hat, atter rou han ha4 an 
opportun1 t:r to oonei4er 1 t, J'Oil, hi an4 I get 
together t o 4ieouee it. 

!noloeure. 
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TREASURY DEPARTMENT 

IHTD OWIC& COMIIUNfCATtOH 

,. Secretary Morgenthau 

_ J.!r , Foley 
• 

165 

.... 
lAY 18 11MI 

In accordance with the request contained in Mr. 

Tho:~pson's memorandum of December 26, 1939, there ia attached 

, sUIIIll8r1 report of studies or projects carried on in the Office 

ot the General Counsel for the month of i pril, 1941 • 

• 
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SUliiURY REPOR! 01 S!ODIIS CJl PBOJIC!S 
rn THE OFFICI OF TBI GDI!Rll COUISIL-

1PRIL 1941 

The following matters receiTed attention in the Office 

ot the Chief Counsel for the Bureau of Internal Rennue: 

1. Low taxable income of IIIUtual insurance COl!!]!aniea. 

Collector James J . Boey (Second District, New York) 

has submitted a memorandum calling attention to the 

tact that mutual insurance companies other than life 

166 

are either exempt under section 101 (11) of the Inter ­

nal ReTenue Code or, if subject to the tax imposed b7 

section 207 of the Code, they are permitted to deduct 

the amount of premium deposits returned to their pol­

icyholders and the amount of premium deposits retained 

for the payment of losses, expenses, and reinsurance 

reserves. The result is that they have little or no 

taxable income. On the other hand, insurance companies 

other than life or mutual a.re subject to the tax illpoaed 

by section 204 and although they compete with mutual in­

surance companies they are required to pay substantial 

income taxes. In 1938 a 62-page report on the Federal 

taxation of mutual insurance companies other than life 

was prepared in the Chief Counsel ' s Office, discussing 
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the present aethod of Feden.l tuaUon of atlaal. 

insurance oompaniu other than life and the equit7 

of such method. Recolllll8ndat1one were ude therein 

for changes in the law. Tbat"report, or a ooP1 

thereof, has been 11ulndtted to the Leghlatbe Co11D8el. 

2. Bxe!!!tion of .berlcu ci thena in our po11e11iona 

!r011 Federal incoM tu on inco• fro• aourcea without 
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the United States. Under section 251, InterDil RITIDDI 

Code, United States citiaena and doaestic corporations 

in our poaaeaaiona are generall7 not subject to Federal 

inco~e tax on income from aouroea without the United 

States. Such persons, however, are generall7 liable to 

income tax imposed b7 the po11sesaions, for example, in 

Puerto Rico and the Philippine Islands. It is noted, 

however, that no income tu is illlposed b7 the Pan&M 

Canal Zone, and hence our citizens and domestic corpora­

tiona aa well as aliena living there are exempt on in­

come from sources without the United States. 1 silllilar 

situation exists with respect to such taxpa7era in Guaa, 

.lmerican Samoa, Wake and our other Islands (other than 

the Philippines) in the Pacific. The problem h being 
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studied with a new to de braining whether leghla tion 

should be recoiiiiUnded. 

the above aattera were handled UDder the 111penhion of 

Jlr, G. E. Adams, Head, Legislation and Regulation Dhiaion. 

The following aatters received attention in the Office 

o! J.ulatant General Cairns: 

3. Exemption of Defense .t.rtiolu from Duties and Other 

!!!!!· During the 110nth of Februar1, Mr. Dnn, Chief 

Counsel, Customs, prepared a redraft of a proposed bill 

init iated by O .P .~. to exempt strategic and critical ma­

terials from customs duties and internal revenue taxes 

in certain cases. This redraft was discussed with var­

ious legal and administrative officers of the Treasur1 

Department and was then discussed with O.P .){. and R.F .C. 

The war Department subsequently prepa.red a soMWhat 

broader bill for the exemption of defense articles fro• 

duties and other taxes and aubmitted it to the Bureau 

ot the Budget, which &!ked tor comaents by the Treasur1 

Department. Kr. Dwan prepared a letter to Budget co•­

ment ing on the bill and attaching a proposed redraft. 

The letter and redraft were diacuaaed with representatives 
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of the Wu Depe.rt:Ma\a O.P .K., R.r .C., aD4 Proll1lnllellt 

before going !ol"'ft1"4 !or signature. 

t. Inter-AmerioaD Coffee !gree.ent. Meaara. !Terett 

Smith and Dwan, ot the CuatOJU legal stat!, exaalned 

the text of a draft of a prool~~~&tt1n to put the J.gree­

aent into !oroe in reapeot o! the United States and of 

tlro Executin order• preaoribina regulatlou tor thl 

execution of the obligations of the UDitea States under 

the .t.greement. Senr&l amendment. ncPIW '117 Dnn's 

office were incorporated in the iutraa.rta prior to 

the signature thereof. The r eview in queation was under­

taken in order to insure administrative feasibility and 

legal adequacy of their provisions , The President's 

proclamation, signed J.pril 15, 1941, has been published 

as a T~eaaury Decision, and it is expected that t he 

Executive order allocating according to types the coffee 

quota established by the J.gree•ent for countries not 

signatory thereto, signed J.pril 21, 1941, will be pub­

lished in all early iaaue of tha weeld;y Treaaury Deciaiou 

together w1 th the public notice of tha Secretary llhich 1a 

required by the term. of that Executive order. 
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5, currency conTeraion. 1 repreaentatiTe of Dwan•a 

o!!ice, Yr. ETerett Smith, joined Kr. Calma ana KP. 

Feidler in & conference with Kr. Ru!ua Trlllble, Kr. 

YcKeon &nd Yr. Lang of the Federal ReaerTe Bank of 

110 

• 

!lew York at the Bank in a dlacuaaion of a draft of an 

amendment to section 522 of the Tariff let of 1930. 

Yr. Logu, General Counsel of tha Federal Reaern Bank, 

111s present during the latter part of the conference . 

The represent&tivea agreed upon & final draft of an 

amendment ud also &greed that such draft, if finall7 

approved b7 the Treasur7 Department, would be submitted 

to the Federal Reserve Bank of New York for its final 

approval. It was understood that if finall7 approved 

bf both the Treasur7 Department and the B&nk, the pro­

posed bill would be transmitted to the Congress for 

consideration and would be supported b7 both the Tre&­

sur1 Department and the Bank. 1 letter submitting the 

proposed bill for the formal approval of the Bank pre­

pared by the aboTe-named representatives of the Treaeurr 

Dep&rtment and signed bf the Secretary baa been sent to 

the Bank, 
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6. .tuthori tr of fHa 5J offloera to •to!pt a P!pt¥! 

anise of propert1 to the 1l!!ltoa Stat... h oplDloll OD 

tbh question, preparo4 b7 K .. ll'l. foli!M ..a Gl.,._, 

IJld W.ss Goode, of tho ~ou thdt,: -~ aau ... .a to 

J.!r, Bartelt on 1prll 8; l:941, 'l'he fllllltlon · aro11 out of 

a proposed teat-nt&J'f gi!t of proll'rt7 to the Unlte4 

statu b7ll1u llal'tba ~ung of Raleigh, Jorth Carolina. 

The opinion atatee tho nriou ftJ8 iii.J,1b1oh clth -., 

be accepted: (1) b7 epeoif1o aot of Congress, (2) b7 

atatuto1'7 authorit7 to accept gifts !or a particular 

purpose, (3) b7 implied authorit7 to accept gifts for 

parti cular purposes, (4) by conversion of the propert7 

into mone7 to be ginn unconditionall7 to the United 

States. The opinion suggeste advising Mise Younc to pro­

vide f or conversion. 

7. Transfer of part of Coast Guard !unctions, pereollllll, 

and equipment to Nnz. 'l'hia opinion, prepared b7llr. 

Feidler, and dated April 11, 1941, conolwlea that tho 

transfer of part of the Coaet Guard to the 1&17 11 au• 

thorized b7 exietiDc 1 tatutea, at the direction of the 

President. 
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8. PaJI!Ient of GonMIIII8nt cheoka clN1m b7 a J!!J'ticulu 

disbursing officer a!ter notice of irregularities in 

172 

his accounts . 1n opinion to t he Treaaurer of the United 

States under date of April 28, 1941, concludes that the 

existing practice followed b7 the Treasurer's office of 

pazing certai n of such dlaburaiDg officer' a checks 

should be followed, since i t corresponds to co.mercial 

practice under similar circlllllltancu. The opinion was 

prepared b7 Yessrs. Feidler and Yeeker. 

The !ollowiDg work was handled under the supervision of 

Assistant General Couneel Bernard: 

CONTINUATION OF PROJECTS 

9. Bill to relieve the hospitals from double ta.xation 

under Harrison Narc~tic let (for description see original 

report, ite1:1 9) . This bill and letters of transmittal 

therefor have been redrafted b7 ~sa YcDu!f to compl7 

with the r ecommendatione made b7 the Bureau of the 

Budget in i ta letter dated Yarch 28, 1941, addressed to 

the Secretarr of the Treasurr. This material has been 

aent forward for initialing. 

10, Fidelitz bond bill (formerlr identified as •Bond 

Surve7•) (for description see original report, item 10). 
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1.11 accorciaDoe with reo-DhtlDu 11h1oh han 'bMa 

.,.ae b7 otber departllenta and agenoiea, thb bill, 

which wa•prepared 'b7 Jlr. Spl.Jiprn. 1a bei.Dg reviled. • 

It was subJD.itted io Budget laat tef.P,\. baa 'b .. n 

cleared with nine of the departaente &Dd eatabllahaente, 

though it baa not 71t recei ncl final Budget clearance. 

During the past month, several conferences were had 

with }[r, Bartelt about the changes that are bei.Dg ude 

in this bill, and as soon as such changes are completed, 

a conference will be arranged with Budget and G • .l. .O. 

representatives on this matter. 

11. Federal Depositary Systea (for description see 

original report, itea 6). The Legislative Section ia 

cooperating with Kr. O'Connell'a .office in making sev­

eral minor changes in this bill to coa.plJ with the sug­

gesti ons reoentlz made bz Under Secretarz Bell . 

12. icting administrators bill (for description see 

June report, item S3) . Work on this bill haa been aua­

pended for the time bel~ , 

13, Law COJaittee of Defenae C~catiou Board (for 

description see November -..port, item 23). Kr. Spingarn 

• 
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11 continuing hla work •• the !nallll'f repr .. utatin 

on the Law Comttee of the De!eue C~oatiou Boari. 

Vr. Spingarn, aa a member of a two~ aubca..lttee, pre-

• pared an opinion !oJ.Oo the I.aw Coaltt11 on the legali~ .of 

eatabliahilg traffic prioritiea in radiotelegraph, tele­

graph, and cable co.mnicat1ons !or gonr.ental and 

other national de!eue tra!!io (1) in tl.JM of war, aDd 

.. 
(2) in tille of national eurgenc7 short ot war. 

14. Codification ot Public Debt law• (tor description 

aee December report, item 14). Work on thia project has 

been suapended !or the time being. 

15. Survey of tax-exempt Federal aecmritiu, other than 

obligationa (for description, aee Februar7 report, itea 

7), In conjunction with llr. SulliT&D's ottioe, llr. llorton 

ia continuing hia atuq to detel'llins what agencies, corpo­

rations, aaaociationa, etc., iasue stock, evidences of in­

debtedneaa, and similar Federal securitiu, other than 

obligations, which are tax exeapt. I n connection with 

thia atud7, he has prepared a draft ot an uenaent to 

the Public pebt 1ct, 1941, which will have the effect of 

removing the exeaption troa taxation ot auch aeouritiea. 

Regraded Uclassified



" 

- 10 -

' 
16. Administrative procedure billa (for deaor1pt1on 
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see April report, item 8). 111'. Xoken h continuing his 

work on the coordination of t he views of th4 a taff mem­

bers on the three pending AdminiatratiTe Procedure billa, 

s. 675, S. 674, and S. 918, in order \hat the Depe.rt.ent 

»7 be in a position to submit a detailed report to the 

subcolllllli ttee handling the billa 'llhich will ahow the a­

pact of each bill on Treaa1117 actiTitlea. Hearings on 

these bills commenced on April 2, 1941, and the trea­

sury's general views on the subject were explained to 

the subcommittee by Under Secretary Bell, Mr. Bernard, 

and others, on April 15, 1941. 

NDI STUDIES 

17. Proposed l egislation to regulate production of opiua 

poppies. In conjunction with the -.rcotic Division, Yr. 

Korton is preparing legislation to authorise and regulate 

the product ion and distribution of opiua poppiea in tbia 

country. The need for this legia1ation ariaea froa two 

factors : (1) Opium poppies are a aou.roe of poppy aeeda, 

commercially used by bakers on r olla . The war haa cut 

off the foreign supply of these aeeda, and the result haa 

been to increase enol'IIIOua1y the doaeatio price of the 
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seeds. (2) The war has also cut off our sources of 

crude opium, such as Yugoslavia. It will probably 

be necessary, therefore, for the first time to grow 

opium poppies in this country to make up the lack. 

176 

This bill will be based principally upon the treaty 

power, but will al so include the taxi ng power and: inter­

state commerce power. 

The foll owing matters were worked on under the 

direction of 1ssistant General Counsel Bernstein: 

18. Foreign Funds Control. Freezing control was ex­

tended to Greece, this office preparing the necessary 

papers. In connection with this extensi on of the con­

t rol ne had the problem of two New York banks engaging 

in a general banking business - and not merel;y agencies, 

that would be •nationals• under the Order. Since eTen 

a te~porary delay in their operations might haTe re­

sulted in the dishonoring of all checks drawn on the 

banks, the loss ef public confidence, and extreme dif­

ficult;y in returning to normal operations, it was 

necessary for us to draft a comprehenaiTe license for 

their operation and time ita iasuanoe with the announce­

ment of the Order. This operati on was successful and 
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there wu not the slightest inhri'Uptlon in the banks ' 

busineu . 

The question of a general extension of freezing con-

trol again became activll'~ .. stioe and State proposed 

a new draft of an Order which, among other things, 

yested in the Economic Defense Coaaittee broad powers 

to extend the freesiDg control on ih order; authorh-

ing ad ~ freezing; and in general cocrdiuting the ad­

ministration of f reezing control and export control, 

This proposal was studied and this ottico drafted a 

counter-proposal which in effect established a committee 

to supervise the administr ation of freezing control and 

export control and to stud7 the problem of economic de­

fense in general. This draft i s now receiving considera­

tion. 

The White House requested thet in connection wi th the 

President's Public Papers and iddresaea we furnish them 

with a memorandum dealing with freezing control. This 

offioe, with the cooperation of Monetar1 Research, pre­

pared a note tor the President's Papers on such subJect. 
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~ question arose regarding the l i t igation between 

the Co~ssion for Polish Relief, Ltd., and the Na­

tional Dank of Rumania arising out of the alleged re­

fusal of the Central Bank of Rumania to deliver over 

to the Polish Central Bank certain gold, The plain­

tiff had attached the assets of the National Bank of 

Ruaania in !lew York and application bad been filed 

with the Treasury Department to permit the transfer of 

such assets to the sheriff in order to perfect attach­

ment proceedings . It was decided, after consultation 

with the Stat e Department that no affirmative action 

permitting the transfer of such funds should be taken 

at this time and the application was denied. 

This office participated in the redrafting of the 

basic license issued to banks in the United States 

holding balances for foreign banks subject to the Order 

but which are not in the occupied area. The new license 

deals with the operation of such foreign banks in a 

somewhat comprehensive manner . 

A case arose in which the Incasso Bank in the 

lletherlands gave instructions to the Central Hanover 
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Balik and Trust COlllpU1 to sell a large block of 

securities from their portfolio, The Central Hanover 

Bank could not ~n authorization froa the Dutch 

Legation to effeot such sale and tura» to the Trea­

surr Department for protection against the conflict­

i~~g claims . The whole matter of consistenc7 of ap­

proach b7 the Dutch Legation and the Treaaur,. Depart­

ment was alread7 under consideration and the Treasur,. 

hesitated to take definitive action in the premises, 

particularly since General License no . 4 author ized 

the sale in question. This office brought to t he at­

tention of counsel for the Central Hanover Bank the 

provisions of the recent amendment to the new 

Banking Law relating to instructions from 

territories, and on the basis of the --··•··-

forded b7 auch statute, 

in the prelllisea. 

This office participated in the 

series of •clearing• agreements 

Madagascar, North Africa and 

French Indo China, Rubber Re • aeserve 

• 

179 
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were interested in obtaining r~ber a.nd certain 

cr1 tical minerals . Since the Indo China accounts were 

blocked, the French would not furnish taese a terbls 

unless we agreed to issue licenses ~rmitting them to 

we use of the sums received in payment, as,ll as 

certain other concessions with respect to certain other 

blocked funds . The matter was the subject of several 

conferences with the interested Govel'lllllent deJiartments 

and arrangements were effected. In the c aae of l!ada­

gaacar, we were interested i n obtaining graphite and 
t 

mica and a similar agreement was made . Syria and French 

llorth Africa, v.nile not furnishing us wlth strategic 

co~dities , were accorded modified clearing arrangements 

at the request of t he State Department. 

The entire staff worked on these matt•rs. 

19. Transactions under Federal Reserve Act amendment. 

The following transactions were effected pursuant 

to the provisions of the Act of April 7, 1941, amending 

Section 25(b) of the Federal Reserve Act, as amended: 

(a) Transfer of $100,000 from the account in the name 

of the Central Bank of Yugoslavia B.t the Federal Reserve 

• 
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Bank of !jew York to an ae~t 1l the DAM ot,.. 

Royal Yugoslan Legation at the Haallton lfatlolll 

Ba!!k• Washington, D. C. 

(b) Transfer ot ~,pproxill&tel.f $21,000,000 in the 

dollar account and gold nlue4 at approxlutel:r 

$46,000,000 in the gold account, in the DAM o. ~ 

Central Bank of Yugosl.aTia at the Federal R.eena Bank 

of !In York, to doll.a.r aDd gold aooounh at the Fe!­

eral Resene Bank ot lin York in the name ot the .eo~ 

erument ot Yugosl.aTia. 

(o) Authorization to the Yugoslavian llinieter t~ 

withdraw not exceediDg $10, 000, 000 during the period 

ot a :rear from the dollar account established at the 

Federal Resene Bank ot Uew York in the name ot the 

Gonrnment ot YugoslaTia. 

(d) .l.uthorintion conrillg the withdrawal ot tunda 

from aooounta in the name ot the Danieh Legation at 

the Riggs National Bank, Washington, D. C. 

These transactions inTOlTed the isauanoe ot appropriate 

l lceneea; notifications to the State Department ot the 

issuance ot such licenses; certifications b:r the 
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J,!inisters of Yugoslavia and Denmark u to their au­

thority over t he accounts; certifications by the 

state Department with respect to the authority of the 

Ministers to effect the transactions; and instructions 

to the banks involved by the :W.nisten. 

In addition to preparing licenses and notifications, 

there were also prepared, in each cue, drafts of the 

documents required to be executed by the State Depart­

ment and the Ministers . Mr. Bernstein and Yr. DuBois 

worked on t his matter. 

20. Spanish silver. This office worked on the problem 

of the charges to be made by the New York Assay Office 

for the melting and refining of silver coin purchased 

from the Government of Spain and cooperated with Mr. 

Dietrich and the Uint Bureau in the drafting of appro­

priate letters of instruction to the New York Assay 

Office aa well as a letter to the Spanish Ambassador 

wi th respect to the Mint charges for melting and refin­

ing which will be deducted from the final payment to 

the Spanish Government . Mr. Bernstein, Mr. Sutton, and 

Miss Hodel worked on this matter. 

182 
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21. Sbi]!llenh of gold froa Bank of ChiD& to In Tort 

Federal Reserve Bank. This office cooperated with l!r. 

Dietrich and the Bureau of the Klnt in working out the 

appropriate procedure 6fr the aepoeit of two ehipMnh 

of gold from the Bank of China at the Federal Reeene 

Bank of San Francisco for the account of the In York 

Federal, the pa,-ment to be ~~&de b7 the Nn York .hea1 

Office to the New York Federal . llr. Bernstein alld 

JUss Hodel worked on this matter. 

22. Movement of silver to West Point Depositorz. 

183 

This office cooperated with the office of the Chief 

Counsel at Procurement and with the Bureau of the Ulnt 

in the drafting of instructions to bidders, the neces­

sary bonds, and the form of contract which were approved 

and used in connection with the contract for the 110Tillg 

of about 150, 000 ounces o! silver to the West Point De­

pository. llr . Bernstein, )[r . Groll&n, and )(iss Hodel 

worked on this matter. 

23. 1!exican Claims litigation. 1 bill of complaint 

having been served on March S, 1941, in the case of 

I 
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~ent v. Korgentbau, et al., in the District Court 

for the District of ColUIDbie., & letter to Juatloe was 

preparea suggesting in dete.il e.nawera to the e.llega-

tions of the bill of complaint e.nd &lao suggesting 1111-

tions to dismiss, and copies of relevant documents were 

transmitted. J.!r. Bernstein, llr. Sutton, and llr. Johnston 

•orked on this matter . 

24. Stabilization and dollar devaluation powers. We 

drafted letters for the President to send to the House 

and Sene.te Committees recom:nending extension of these 

powers until June SO, 1943. Mr . Bernstein worked on 

this matter. 

25. Ida Werfel v . Zivnoatenaka Bank&. This is & case 

now in the Court of ippeals of the State of new York in 

which the Department of Justice is appearing as amicus 

curiae and involves e. suit b;r & person in thia countrr 

against the assets of a Czechoalonkian ba.nk. We dis­

cussed 'li. th Justice the wisdom of appearing in this 

action and the nature of the e.rgu.ent to be ude. llr. 

Bernstein and l!r . Friedllan worked on this •tter. 

26, Konveraionska.aae Bonds. Pursuant to a. request of 

Justice we have drafted e. JUDOrandllll on the legalit;r of 

Regraded Uclassified



• 

• • 

185 
- 20 -

the sale of Ionnraionakaaae bolllla ill nohulc• for 

Reicbllll&rka &oquired b7 .berican bualnua inati tu­

tiona. We •r• awt.1ting some ma.terit.l. on the eoonoalo 

aspect& !rom Dr. White ' s office_.~. Bernstein t.nd 

~. Fri edman worked on this ma.tter . 

26. 1nglo-Pt.lestine Ba.nk. We had a nUIIber of confer­

ences with Istorik on the mtter and prepar ed a meiiO­

rt.ndUIII for the Secret&rJ and t. letter which the Secre­

tary sent to Mr. Istorik, a copy of which wt.s furnished 

to t he Br i tish Embassy. Mr. Bernst ei n worked on this 

matter •. 

27. Chinese Stabilization Agreement. We have put in 

final f orm all of our papers in connection with this 

arrangement and checked over the papers executed by t he 

Briti sh and Chinese in connection with the Br itish­

Chinese arrangement . . The Chinese Agreement was signed 

by the Treasury and the Chinese on ipril 25. 11r. Bern­

stein worked on this ma.tter. 
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.. , 16th, 19111. 

Dear llr. ISeoretar,, 

I .nola.e here1~ ror )'oar 

peraoaal an4 -ret int-tlOil a oop7 

or the letaat report reoa1~4 rraa 
LondOil Oil the 1111Uar, aUud101l. 

Tile Bonou.rable 

Htnrr lloraeotbau. Jr., 

United 8tataa Traaear)', 

Walh1nl(t01l, D. c. 

!leliaft •• 

Dear llr. Beoretar,, 

Var, aincarel)' )'Oura, 
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1, !Uil• Durtaa ""' opereUODa Ia &lie C••re1 

Me41l• M'&IIMil llelwen lla7 6'b- llt.ll, ' _., alrorert Mot 

40Wll an4 1 _,.., oi&P 1ou oa ' hlMra an4 2 AnaaoNa, onlr 

2 wort 4ue l o ea.., aouoe, 

2. A, II, C. 11ellno4 •lalop&aa• N ,POJ'lo4 , OI'pe4oe4 ID4 

a'Deo4one4 A,ll, /l,lh 650 1111 .. looaU.W.a\ Oft 1oei U4 ( I ) , 

'' l oalo1o P, M./llU. l•••reepto4 .._.. 411811 tOll eblp 

' """' 100 aile• -·· ..... , Oft lliUar. 
troop• tor llade .... er. 

4 , A' ao,,..-u,4 Uft1 IINNf\ ..... to4 ..... -

pao1010 l'l'lpoll llUUDI 1 .. lli'OJ OP all4 OGI 8,000 loe •rellul\ 

ftllll . 

M111tau . loll• A£!1. larlr 1aua, 

Wbolo toroo waa repono4 • • haft wl lbdrnu Wllilo 

••• ••••tllllr ll- an4 aeollloo .....,. 4 liJ 22 lllll'l'lolllla all4 

l ltwt... Ceo HIU'1'10IIII 111Ulftl, 

Mlhfaotorllr ••4 200 I &a11aa prlaoaore haft lleOil oapl111'04o 

7, &ODJ. Air lo"to lloJ' lJU., 111U11a ... ldDI4 411'11$ 

bll oo 4oot of •taea&re• aa4 olal .. •• un 41••rort4 lt, 

a, lllaU of Utll/lJtU., G1 llooolllal oporeUoaa oaeoello4, 

9. O.rzn• Atr lArl•• ~ l)tb. 

1 DI)I'Qler lloaller _, 4owa te•o 'Ill -· 

10, IIIJ,IIl of Ulll/116tll. 40 • .., drerett operde4 • ., ... , ... 

IUpplDI ID4 6 lllDI-llllftlo 

11, 

bar"toor, bHUaa 2 aaU-alreret't .,. po a1Uoea. OV aoU ­

ot roren lht-•• prollelll r 41atroro4 ' ' 

12, ilalta/ 
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.. m .. , • ._, 
WAIMiacnotl, D. C • 

p~1So:•AL AliD 
sscSET • 

• 

!!ay 16th, 1941 

• 

Dear Mr , Secretary, 

I enclose herei n for your 

personal and secret information e copy 

of the latest report received from 

London on the military situation , 

Believe me , 

Dear Mr. Secretary , 

Very sincerely yours, 

Eenry ~r.;onthau, Jr . , 

WAohington, D. C. 
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pm19'1'1P 

~/2657~20: Jo. 393 lt. 1. J) •• 11. J). 1.2100 II, , llq 16, 1941, 

Sl'l'IIATIO!! RIP0!!'1' 

t. !lttStm Tht!ttr pf War. 

~· ~· Licht IODd ooanor1Dc attacto laot J>1cllt. 

!tltioh. Jorwal night operation• With principal 
et!ort againot Hanover, !orl 1n, Bamburg and the !'ronoh coaot wore 

Alto raided. 

It~ Ht41terrapMA y4 A.trigy fbttttrt of Vu .. 

~· !lorth Attica. !riUoh trocpo han oc<nq>lod 
Sollum and liDJ.f~a Paeo, 'l'ha latter controlo tho approach fro• 
tho dooe<t oocarpment road to the coaotal road, The Britloh have 
ad.ancod t o Mu Said which 1o about tour •U•• voot of SoUua, 
Th1o operation Ia believed ltalted 1n character, 

l!!!t .Vr1ca. !ha !r1Uoh h&Ye captured 

SclaooiAIIIWla in southern Ab)<oolula (Jthlcpla) . 

Ak• ~· Attncko on Malta and Onto, Olou .,.,port 

of ground forces at Tobrulc and ScllUIII . 

Ill, llld4le Jaotern fbea\tt. 

I,mQ: ~. Iraqi forcoo expelled fro• tho Baora 

area aro roorgonhln& ot aa-dl;ra, jlat oouth of Jashdad, 

.YJ:, !elitnd that about 30 Qflrun planoo han 
reached tha theater, '!'he R • .t..!'. io attacldng Iraq troopo and 

alr4ro:aee. 

§ula: Tho !rl Uoh han bonbod !'rench aird.ronoo, 
probably at hl.ol7r&, Jl&lo.lc and :Daaaocuo ao a reoul t of their 

use by Gorman planoo , 
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IIIIJ1'Altt ntrELLIOBIIC! DIVISlal 
llAII DEPAiml!ll'l' 

'ilaehington, 11a>r 16, 1941 

TEII'I'A!IV! IJ!SSOIS l!ULLI'fii 
Jo, lOS 

Q..2/26S7~3S 

The WonoaUon contA.s 1n thia aeries ot bull..t1ne 
will ,. restricted to iteu troa otfloial aourcea which u-e 
reuonably con£1rmed, The 1eaoOIUI neoeaaarily are tentaU're 
and 1n no sense aature at~ea, 

Thia 4oc-t 1a being given an apprcrred diotr1but.1on, 
and no ld41Uonal copies are anllab1e 1n t.be II1Ut.&r7 Intal­
ligence D1v1a1an, For proviaiona CQYW111nc ita reproduction, 
see Letter TAG )SQ,OS (9-1~) 11-B-M, 

BRITISH 1101'!5 ON I!SCAI'! (:JI PRISOilliiiS 

These notes are besed upon ths experiences ot Br1t1eb 
prisoners 1n BelgiUII an4 Northern France 11t a tillle when theee 
areu 1111re pass ing into a s tate of organ1sllt1on , The Woraation 
wu publl.shed 1>7 the British :rar Office ahortlJ' otter the !all ot 
France. 

COtl'l'llNfS 

l , SEARCH, CIUARDIOO, AND 'I'REA'DII!Ift' 

2, OPE'<I!TIIIIrriES Fa! ESCAPE 

) , PllBPAIIATIONS Fa! ESCAPE 

4 , PIUX:AIITIONS Fat ESCAPERS 

CONFmEIITUL 

-1-
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HI'IITISK NOI'ES at ESCAPE at I'IUSOIIIliS 

1, SIW!CB, GlWIDD:G, AND 'I'R!A'l11!1ft' 
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In>ediately after capture, pri...._e ot all rub _.. OGIIIpe].­

lod tc ourretxler their ams and equipaent, and eGMt!Me t.be1r .teel 
be)Mta and respiratore also, Apert troa thie, they nre eMI'Cbed ~ 
pertunctcrily or not at au, and there wae little or no atte.pt at 
interrogation in the first eta&•, 

Gffic.ers were nbla to deetzoar doc~, and tbe -a. ot 
a little ineentdt)• enabled eeYarDJ. of tlwa to conceal and rete1n 

caopaoseo, maps, llloney, pocket knives, and other articlea ,.,icb lll.llzt 
be uaetul in an attempt to escape , In case of capture, tbe OCIIpUI 
ebo\ll.(! be removed trcn the pouch llnl1 concealed in a pocbt or otber 

.W.tcbll h1d1ng place. 

There appenrecl to be no organised prieOMr ot war ~ DJ.­

tc tile front, Prieonere were lll&l'Chec:l baclt tor OeYBJ'al clqa in col­
conei oting of military or military llnl1 civilian priiJOMre, In tbe · 

eolU!II\8 they were usuall,y divided up by nationalitiee into otficera, 

otller ranks and cirlll.ana, Positions of the various CI'OIIP8 in tbe 
coliDlo nrlec:l. 

The ncane of ~;U&rdiD(t pr13onero ueual.cy conoieted ot uchinl 
guno carried on lorriee at tho head and tail and occaeio~ in tbe 

alddle of the colunn, and of motorcycllate or biqclUte &nlld with 

riflea or au"-chine guns patrollin& tile lallf>UI of tbe co~ or .o"f1JIC 
lhe.s and occupfi.n& points of vanta&e .n·oa which tbe col,_ coald be 

superviaec:l, Prisoners were genarall¥ exhausted and U... ... .dl 

straggling, Gt!icere or wounded were oomet.Uiee carried in lorriea, 

Prisonere were housed at tdght in connnieot bo•Ud1nse, such 
as bo.rn3 1 lmts, churches or balle, although on - occaeions tbq re­
ll&lnecl in the open , There -s little or no atte.pt to ta1o1 -• or 
to cCI:lpile or call rolla on the lll&l'Ch, and 110r1 otteD Ulan not, beeda 
nre not nen counted , l'ood at this etege wae acerce and poor , and 

the conaral itlpreoaion was that no very effective preparations hec:l been 

made for dea.llng w1 th larce nWJbera of prisoners, 

2, OPPal'IWITIES Fa! B5CAP& 

Opport.unitiea to escapa ueual.cy preeented thalalftl 100ft 
after capture 

1 
and eoveral prisoners made eveJ'1 effort tc t&lce ed­

'l'!lnte&e of such opportunities in spite of their ptooeical conditioo, 

!loot eacapers menased to eet ·~ during halte Cl'l tbe IIU'Ch "" allppins 
~caps in hedtes into ditchoe, or into '1100118 wbile u.a pard~' 
attention was distracted or the escapers 1 *" note lNII'8 concaeled bJ 

COIIFIDI!N'I'IAL 
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ot.JwrS• In a .-ber __ ~!..,i.natanc .. , I"U'd• wve coafluled 't!;'naat. 

1~roulJnC• ..tll.ch ca ...... 'breUa in the col-., ,VIII wtd.cb _.. 

..,...u~ to atteapt to cloea up . 

atlictr, who had ucaped pr..,iouq IIIII bid..._,.._ 
upturecl ei'l'illan clothes and urchecl , atter ~. wtta 

the civi tbe col-., He got &'lf!J3 aaa1n bJ ·~ into u. 
CJ'OIOI at tbe roadlide when paasint through a toom, bother ott1oar wbo 

hid e•caped and been recaptured was Mrchecl back bJ tbe - wwta 1J1 

the !olloorin£ day's col_,, He a&ain euccseded 1A Mk1n& h1a aacapa, 

attar be and bis cOIIp&l>ion'a ,....._,ts had been cloabd bJ othara, t.broolll 

the .- hedse-aap t.llat he had uaad on the pre'l'iou clq, 

.), PllEPJJ!ATICliS FOR ESCAPE 

It was dilfioult to malce artT elaborat. pnparations tor aaoapa, 

but the following hints are prcbab~ worth aotinea 

a. Sa.,. and conceal a portion or ~ ret.ione, it poeaibla. 

b , Obtain and till a receptacle tor water, 

c , It you have no ccapaas or map, endeavor to obtain tha, 

d . Try to procure an extra pair of socke . 

e , For money, try to get notes ot ..all dan<llinationa . 

t, It eeveral prisoners cont.-plato escape toaether, t.bq 

should leave aeparatol,y attar arranging, it possible, a eubsequ.nt 

rondes~. Rendesvous ahould he arranged at traquellt int.rvala durinl 

the escape journey 1 
since the party -..:r eat separated . 

4, Pll!CAUTIONS FOR I!SCAPI!IlS 

Great care had to he exercised bJ eeoapers in approechinl 

chillana tor aid or 1nto1'11At1on, Jiaey o! U.. ware very helptlll 

d01pita their very natural t ear ot the conaeq-es, but a n!lllber 

were 1:108t anxioua to avoid all contact with aacaped pri-s. It 

•hould be borne in tl1nd that a oi villan helpe an e scaped prisoner at 

U. risk ot hie aom lite , 

llnless and untU civilian clothe& can be ob~, an eecaped 

Prieoner should tr ... al on:q bJ J11V>t and acroaa c-.U,O, avoid.i.ne .aiD 

roads, towoa, and peopla , He should hide durinG the ciiiJUM, but avoid 

WOOds as hiding places, sinoa tlleT alcht conceal other str&Wers wboae 

Pl'tsence mJ.cht gt..,. bim &'ftqo Pailinl a lott, banl, or daearted -, 

U. beat cover i .s 1n the lliddle ot a tield w1 th s tandi.D& crop& • provided 

_,_ 
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I>U"••ting has not begun. Once civil.ian clothas have been obtained 

t.ravd by day is practicable, main roads can be used, and large tOW:.. 
eM be passed through in reasonable safety. Sido road a and lllll8ll villages 

~uld be avoided, as a stranger 1n the latter excitea euopici on. 

The 'toll owing points 1 noted by one who escaped fl-ea France 

1n c1v1llan clothes , illustrate the 1mportance of contondng to the 

habits of the country from which a prisoner is attecptinc to escape o 

a . Do not march 1n a mil.itary fashion, but adopt a tired 

slouch. 

b. Try to secure a bicycle 1 bicycles proved invaluable to 

several escapora . 

c . Do not vear a wrist W<ltch; carry it 1n :your pocket, 

d. Sling :your haversack; the French peasant c....,nl:y carries 

one this <ray, but never as a pack on his back . 

e . Do not use a cane or \Talkin& stick; this ia a British 

eust<la . 

t , Oet rid of &r1117 boots and adopt 1 1! possible, a pair o! 

rope-soled shoes as vrorn b:y peasants , 

g, French peasants are a enerall:y clean shaven, although a 

slight growth of beard is not uncCIIIDOil . 

h, A beret is a very effective disguise . 

1. Village priests are llkel:y to be helpful . Care should ba 

eurcised 1n approaching them, and one should avoid bein& seen telkin& 
to thetl, 

Escapers should notice everything the:y can or mUitar:y im­
portance both before and after escnpe . Utu\Y of them broll(lht back 

Y&luable m11.1tary in!onoation . It ia probebl:y edvisable to avoid 

ll&lcine notes unless the:y are 1n such a !ora that the:y can be easil:y 

dostro:yed in the event of recapture . 

CONFIIlDrriAL 
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L l •D· , li. D. 12100 ••• ., l?, 1941. 

SIT!!ATia! !liPSil't 

I, lies tern Theater • · · . 
6_k1 !iJ!:!El• Subn~ orteMi'"' acti'ritT o'Nr ar.at 

~iiAin uat nicht, invol'finl! ~oo pl.anee. Principal errort 
tt&inst !l1rJI1n&baa and other Jlidl,and.a induetrial centera. 

Britrish. II~ niflht operat1Cllll, inYol'fin& about 
12S bollbers. lla1n att.ack was 111111• on Colop. Tbe !nft&iOII cout 

al.lo was attacked. 

II. Mediterranean and African Theaters 1 

~ 1 North AfricA. Axis troope have recaptured Sollua 
and ether .. 1t1ons on the Lib)'an-ESYPtian !rontior which the Brit ish 

had l'etaken. 
East Africa. British troops are reported to have 

reachecl Adol.a, 50 miles north or Ne&helli, in southern Abyssinia 

(EW.opia). 
U£,: Ax1a. Close support in tba SollWI area. Raids en 

llalta and Crete. 

BritiSh, Bar&SSinC raids in !J.b1a. 

n 1, l!iddle Eastern Theater 1 

l£!.9.• Desultory air and vound tishtin&· 

Syria: unconfira:ed reports or British--French border cUShes • 

The R.A. F. continued small...,cale raids on Syrian air<lr...S· 
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TREASURY DEPARTMENT 

....... llq 17, 1,..1 

- llr. OoahrU 

»•llw t ..... ,arrtl.fii£JJ!u£~~f1l~~~}!~ .. ..,en.t 
10 IU $2.)0.000 ,000 procraa • "PP~ -u.ne, Be lla14 \bat lab~ l*lllle 

1114 'loPa 041.11 $119,600, 000 d ~ allo.,. __ , , u1llc ~ "-'• Uaenter. 

It oai• llleo• npr .. lllle4 ~ ~ -tftote la \lla t:!JO,OOO,OOO JII'OCI'• lllllllll tile 

Jrlllob bo4 onhra4 lah :prior M \lla L.a4-Leue lecielaUoa. Be .. .--.4 \bat UT­

IliJc M7oo4 llle $119 ,600, 000 wulA lla.,. .. lie \elra8 ...,. ot -... !.eM-J.eaelac. 

8o referred lo \lla :plea\ fao111Uee :procr• .. -1111\lac to $13),000, 000. 

~ llle I. 1 . 0. tile J.niT baa a.lraaq •taaa D1ll1 tlla ,JOO, OOO , !be I. 1 . 0, 

fiiiAOII Uio, altho ... llle en- l*IJile a&l -~oaal..q repq 1 .1 . 0. lleClq 

1o ollU worldoc oa \lla 41ft•- ot ts5 .ooo,ooo llel-a llle $118 ,000,000 aa4 \lla 

$l)J,OOO,CCO. lie 11 t1'71Ac t o pi eUIIer llle 01'4aaace or t he 11.1 . C. to lab CrYer 

oU ot lhh Utteroaoe . !be Oriaaaoe lhelt ldpl ban _ ,.. 11011117 tor all ot 

lhlo, )~I lleOI.o7 t houj!j>t U -ell :preferable t llal the Detoa .. Plaat Corpor aUoa 4o 

tho l t,....ctloo, 11.- .,. ,_eaee -11111 ot h pl work 11 aaooel&l')' IIIIich Joaae 11 

1: 1 k\lor pollUon l o pertora t11aa 11 tile War Dopar\Mnl , !be .ArliT 1e pnpare4 

lo corl lf7 lhol all ot the pleah ohoulA bo loan n or t or 11aUoaol Wuee, llhether 

'17 I . l . 0. or OMIIaDOe . 

kcOlor hoe OODODl leA aplJI wl\h Seoretarr auuoa, •lace lael talklac w1 \h 

froat"'7 people on t he eubJeol, 0114 the leoretarr of War teell Yll'7 4et1Dlte~ 

111&1 lloot A.., lhoD14 aot r,o abea4 all4 take the J:rHhb Ollt of 110re evppQ' ooatrach 

W i ll IUII'IICtiODI f ro& llle Vhl\e Bollll are reoe1Ye4, !herr tHl \bat tbq aae4 

·~ loolrueUone, port1011.lar~ 111 the lleht ot the h etliiOIQ' ciY&D t o Concre .. lt' 

ll:o Bodcat Dl,.ctor . 

Rlferrloc to the $119 ,6oo,ooo u •• Mr. lleCl or po1nte4 out tllel l hh 11 \lla 

r, .. -not ot t oe outraoh ot Vhlch tile BrlUIIIl are be1DC r el1en4. '!'he ~ 

UCOIIoloo ...., conlraote re:p1actac \baH, It 11 up t o lhe .. Uleh, U>eretore , t o 

.. "'lloh wllb U>e ...,utacturere t o 1 ee how .ach oaeh 1e retua4e4 t o lh• on euoh 

coaltoch , 
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llq 19, 19111 

A' 2,30 tb1o llfl-"" I tallcH wt\h Kr . lloCXI.o;r _. hl~ t o ooll1'1n \bat 

1111 abon otol:'f oorraot . lloClo;r relhrah4 \bat be h col~~& abell4 to IM 

I 1114 oea llo clo .. f u.rtbar 0 11 plaat fulllU11 . Ill oa14 \bat there W&l a ••tU£ 
* 1 

1111, aonlA« b;r thl OMNaoo, Air 0orpe aA4 other hrrlooo h 111 lt \Mft 

.u_.., .. fvthlr ~¥IT of th• O&A 4o. J. 4oohloa will 111 noaellot oo thlo polat ..... -w!lkla ..,..xt 4q or oo. 

-·· 
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we.,ru41111 tor tlla Praaldan\1 

Retorenoe la -•• t.o your ._r&ll4~a ot !ley llot.ll 
nt.ll wb1Qh you traJillaltte4 a copy or • o~loa\ln 
e44ru•od to you b:r Seaetor Willard '1 , 'fyellqa wl\11 
roepeot to oertaln .. uere of appolat..nt la tile Otata 
or 11arrleu4 , bo\11 llll4&r t ba Oaper\Mnt ot Tutloe ut 
un4or t be Colleotor o r Iaternu • •.,•aue or the ller:rlUid 
Dletrlot, 

or oourao , t hie Depart .. ut 1• Without knowled; e of 
t bo a1t110tlon wU h r oapeot to appola~ata llll4or t ho 
Jurb41ot1on of tho O.pe~nt or luaUoa. ln .,,.., ot 

210 

tho teot t hat Collootora or Internal RoYanua are llalel 
rnponalble under boovr bond for tho faltlltul portor-noa 
ot t bolr du\1 .. , tbh O.partMnt bu taken tllo poe1t1oa 
t bot lt aboulel ooaalat.eatly refrain troa llltarfarliiC wltll 
t.llo Colleotora 1D tbelr rlp t. to appoint O.pvt.y Collootora 

wllo are o011pet.eat all4 qualltled la onrr •&7 to perrora 
thei r autlea. Of couroo, t.ho Depert. .. nt. baa exor o1ee4 
Ita right to raJact •AT raoomaondat lon \bo oonoll8aat.1on 
or 'lflllcb wolll11 bo oontr&J')' to t.ba boat lut.araoto of t he 
Gonl'Diloot. !'nl e praatloa uo proYon to be a proper one 

un4 or the •tbod of a ppoiut.anta pr .. oribad by lew t or 
Oaputy Collaotora. 

Tho aottar ot s enator Tydtngo' l nqu l rr hao beau brought 

to tile ettant.lon or Collaotor l.lt~t!:J"&dor . IntoruUon bao 
boon reoehed troa t b a Collector to t .he affec t that wllon 
1t bocame neoo01ary to a ppol.nt acl41 tlonal Deputy Colloot ora 
tor t be loportant -rll: or ~littering t he 1noroaeo4 duUoe 
lmpooed upon hl a orrloo b7 t ho Bo'lonuo Aot or 19•0, be 414 
not l nYlto : onator Tydlnsa t o aubait rocomac nelatl ona f or 

the eppol nt..roant or t hh adell tlonal peraonnal. Tba <.;onator 
at ateo t hat h e bea aacla no rooowunda\lona t o '-b• Collootor• • 
orrloe tl r oe t he pr1-rr oampaien or 19)8. Tho Collector 
lndloatee t hat '-h ie 1e literally true. I t l o Collector 
l!a&ru~er•e poeltlon t hat tnaaaucb aa t bo ~onator au b<dtted 
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r~~t-O!UNW.! ?OR SECRETARY .:oRGEH'l'HAU / 
AND THE ATTORNEY GDiERALI 

For prepar ation or reply. 

F. D. R. 

• 

• • 

• • 

' 
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____ 
.,, __ .. ,_ ............. ,.. ... 

HJnorable Franklin D. RooseYel 
Pree1dent or the United Statu 
The Wh1te House 
\luhtnst on , D.c. 

Dear Y.r. Pree1dent -

Some months ago, Senator Radol1!te and I 
reco . ended to the Department or Justi ce two men tor 
Aer1sta~t United States District AttorneT• tor Xarr­
l•nd. The vacancies were occasioned b7 t be oall to 
~1l ltr.r; eerYlce ot two men who had been holding 
:t.eRe posltlone . 

The two men we r ecommended were t hose the 
U~lteu States District Attorner tor M8ryland etated 
YHt t i.e best qual itied ot all the app11eante tor theee 
ronl:..lona . 

These reco .. uuendations have been psnding 111 
1. •• e Attorney Genez-al 1 s office t or some months. 'l'he D1e­
t~1ct Attorney tor Maryland has repeatedlr asked Senator 
:.1 ~cllffe anil me to aid him in getting action on th .. e 
n •v!~ tments as he need& t he additi onal help to handle 
t~.e 1neret~sed work or hi e ort1ee. 

From a reliable source I am adY1eed that 
::r.2u~;ene Ceee; , one or the Vhl.te House eeoretariee, bae 
·~•eu tha t t hese appolntmente be held up, and that the 
:·t~non :or t ills is beoauee I have endoreed th• to the 
;. ~ :orney General . 

It has likewise been published in the preee 
cl' Mnl•;olsnd , that ll.r. Casey i s hlllldl1ng Marrland patron­

e ror t he \~h1te House. 

The above ciroumstanoee lead me t o oall to 
,,. nt tent1on still another mat ter, abou t which I am 
:·e :IOU have no previous kno>tledse. A short -..bile after 
:r trio to M&rylend .last tall 1n&peot 1ng mil1t&rT pre­
.·rJnees , t he Collector ot Internal Revenue tor Kar7l&lld 

c. . t vord to the )larylend delegation in Congreu , exolu­
've o~ lle , that t here .:ere to:ne t1tty deput1ea to be 
''r. ted an~ he ~~~~ed recoomendat 1o~s oade to hlm tor 

•• 
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theae pl ace a . Severnl o! t h e Con~;reee111,en, k:lowi nt: I 
bad not been consul ted in t h U !!lAtter, ortered \o 
c1ve mt II :)8.rt o! t heir allotlllent. 

However, ! or t he record , I dl d not accept 
t~e1r orrera a~ I was not i ncl uded e~ont t •. oee asked 
to & lte l'tCO."\.'IIencl.atlons t o t !le Collector. 

I ndeed, I cennot recell that I have made 
enJ reeo::=endat i ons to t loe Collector' a ornce e1nce 
the prlciii'Y cru:~pe1:;n of 1938. 

Please underste.nC:. , Kr. Pres1den:, tt.at I 
aJ not t:lf k1nr; t he sllsht es t co:pl a i nt to 10u about the 
above. I c::J 611BJllY stating the facta quite f rankly, 
to ucertc in ~'hether or not, now tr.at t hese ClAt t ers 
h~n been c111led to your a ttention , 1t 1S your wi sh 
tor tl.ln nrocedure to continu e . H,y m~>ln thoue;ht l n 
vr1t1nt; 1S to request that you k1n<1ly advUe me what 
the plltronage situation 18 ln l·lorylsncl , so I me.y ad­
vise t hose l<ho n'Oply to me a ccordl nclY. 

I recret to bring such a matter to your 
attention ln auch troubl esome t1mee, ana have r efrai ned 
!roo Jol.n;; so until I tel t , 1n Justi ce to myself and 
:!.oee I •·ae elected to repr esent, I had no other course . 

'i'ruet1 n& t;.t& f1n<).s you 1n !,"OO<l hes lth, I 

Re 8 pe C t f'Jll y '/ O;U;_I·:,S •:,_ ___ :"""' 

~tt:j¥ 
1-m 
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rroal 

Sv'bJeotl 

. -

!he &eor•'al'T 

Kr. Blouch 

..,. 17, 1~1 

Exo••• prof1ta •ax propoaale of Kr . loolee 
aliA Kr. S.D4eraoa 

1. Jleaorall4ua fro• Kr . leolee to the Pree1cl.en\, 
lprli 22, iffi 
In th11 Maor&D4ua no flgart n• ginn for the 

cl.eelrl'bll 1ncr1111 1ft tax Jlllcl. fro• the IXOIII 

protltl tax. ~he exc••• profit• ore41t ehoulA be 

no aore than 10 peroen' or 1111 than 6 percent of 

1n•eate4 oapltal, the exact figure between thoee 

11a1te to be 4etera.1nec1 bJ pal' eara1nc• exper1enoe . 

Ratea ahoulcl. be 1noreaaecl. 11 folloWII 25 percent on 

the t1r•' t 20,000, '50 peroen' on 'hi nen t 25,000, 

ancl. 75 per oent on ~ reu.inder ot exe111 profUe . 

2. ~lltiaonJ of Kr. loclll before V9'l ancl. JIIUI 
doaalttee, kir 7, 1241 

216 

!he flr•' eouroa of cl.efen•• reYenv• ehoalcl. be the 

oorporauon 'ax ancl. 'he exoell profltl ,ax. A441t1onal 

re•enue ot teoo •1111on to tl b1111on ahoulcl. be ra1eed 

troa the exoeae protlte ,ax, 1n coepar1aon to thl 
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!~aRJ'J rooo-1114&Uoa fd .-oo allltoa. !be t•­

.. lllo4 ot OOIIPUUDI \be OXNOI prof1h oi'H.U UlouU 

bt roetr1ote4 ott~or b7 ro4aotac ~· 95 porooat a••raro 

ean1ns• aow allowable to 75 porooat or b7 oo• otur 

oetbo4. fM 11lnah4 oapUal oro4U 1~4 M ro4uoo4 

tro• 8 to 6 porooat • fM ra\oa ot tax llloa14 bo ta­

o~ut4 eharplJ OA4 a .ana.. rato of 75 porotllt 11 aot 

too hlsb. fM • .,,,_ rate allall. applJ to oxoe11 

protite at a ••rr .aeh lower lo•ol thaa t 5QO,OOO . 

!u noon profU• .1:u: ou aJII1 •a14 bt on• ot 

the uin pillara or thil 7tar1 • ronauo aot. laall 

bue1n••• abou14 bo oxe~t with porhlpa a t 25,000 inooae 

exeaption. A oo11111C of 10 poroont or 1D•tato4 oap1tal 

ehoal.4 bo pro•14o4 u4or \be anrap oaratas• •tho& 

U14 tu poroontap of 1.11TIIh4 oapi tal ahoa14 bo ro4uoo4 

to 6 peroont of oquUr oapital (olta1naUill borrowo4 

OlpUal.). A fin-JODI' OUTJOUr of 108 .. 1 lhoal4 M 

allowo4 . !M rah or tax oqht to bo ra11o4 (but ao 

rate wae eucgoeto4) . 

21.7 
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BOARD 01' OOYERNOIUI ..,,_ 
I"EDERAL RESERVE SYSTEM 

.... HtNeTO• 

2:l8 

0,-P'.OI: CM" TNC OMAUtiiiAM 

April U, 1'HJ.. 

Ill' dear a.arr: 
Ia aoooNaDa• wtn oar h1.pcee 

00a,..r•Uoa of Ju\G'de7 afterDOOa, 1 a -­
oloela& (1) • oOPJ or ~be ...,raadua w10 . ...­
prd •o ta:a.Uoa w~bn wi\11 ~h• •••• puiJ­
l.JI& 1••• ... •o •u Pree14em, a4 (a) ~he 
loU ... u4""' ao~ ~ oa ~ 
but boldlllc o~ o1W&t1oa. 

Bonorable Burr llorgenthaa, lr., 
Sooratary or tho TreaeurJ, 
lolhla&ton, D. 0 . 

ID.O lo11U"e8 
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April 22, 1941. 

111 dear llr. President: 

At your suggestion, Vr. Sullivan or t he 
Treaaury brion.r outlined to .., the Treaaury' o tax 
prccraa· As a result or that conference and or pr .. 
rlouo extenoin studies made or the tax problea, I 
hovo prepared a tax program aa outlined in the enclosed 
-andua. It 1e s:l.lllil&r to the 'treasury' a propooals 
both aa to ita total .Yield and 1n the e->•r&l revenue 
aourceo on ..t>ich it draws . 

It differ s materiall.r, ho,.vor, in the 
ftWithod of computation of excess profit• and tho tax 
rates thereon, the Treasury' a proposal, in lflll opin­
ion, boil\!! entirel.r inadequate. 

The proposals in tho at tached memorandum 
call for loss r evenue from individual aurtaxoo and cer­
tain excioe taxes, which are otfaot by B greater revenue 
from oxceaa profits tax. 

Rospecttully yours , 

'rho Honorable 
'rho President of the United States, 
'rho White House . 

219 

Regraded Uclassified



A TAX PROGRAll 

220 
Aor il 22, 1941 

IIX-ED 

zxcUI Proti~! Tax - The present eta~u~e . tolling far eho~ or the in-
~!on stttod in the President' • message or July l , 1940, •to eee that a r...,. do 

: 
1
,\JI frCIO ~he aacrU'ices of the man,y" in the taek or al'lling for national de­

rense, moola" draat\caUy revised. Labor can not well bo asked to moderate i to 
d,..ds U' ~~~Aoyer• are permit ted to retain huge pro!ite. Arter paying taxes 
,.n•etil\8 !nareaaeo already lll&do and in proepect, maey individual• wUJ. have lees 
..,.,

7 
loft than they had before tho dof.,oe program got \ll\der way; moanwhilo, m&I\Y 

corporet!ono are making more money, ov., after taxee, than they ever made before. 
In contrast to inoiividual earning! , these corporate eaminga escape the full force 
o! t~• individual wmxee becouso they uy be retained without penalty. An etfoa­
~1 .. excess pratite t&lt 1e tho beet .,.y to make th .. bear their fair share or tho 

lOt load. 

~ci!ic Proposal - Fix the exceaa profit• bate at not 110re than 10 per 
ctl\t or leu than 6 per cent on inveeted capital, the exect figure rlthin these 
!Uit• to be <let.rmined by past earnin&S experi ence. Retain tho present specific 
moptlon of ~5,000. On excess profits over this exoaption, leY7 rates as follows: 
25 per cont on the firet $20,000; 50 per cent on the next S25,000; 75 per cent on 
the reoainder or excea• profits. Retain the provieione o! tho present law pro­
n ding tor special t "'atment o! hardship eases. 

Speciol Defense Tax on Corporate Income - Raiting the r ate of normal cor­
I:O!'lte lncom ~ax would increase the value or tho ~ax exemption privilege on incOIM 
ri'O!!l over $20 billion of outstanding Federal Government eocuritiea . In order to levy 
IIJIOO such income, enjoying immunity from norlllllJ. tax but not from e~axes, a fair 
m&rt or the increased t ax burdens .... ich the COmr.IUIIity at bJ•ge wUJ. be called 
uron to pey, a defense eurtax on corporate income of 6 per cent, 1n addition t o the 
pr<sent normal rnte of 24 per cent, is proposed . 

Per.onal Income 'l'o.x - This is the most equitable of all taxes and should be 
::ado L~e backbone of our tax etructure. Op to now, however, we have railed to make 
... full .... of the persooal income tax u other de.>eratte countries have dono. rlth 
:he ruult ~at It yields only about 20 per cent of total Pederal revenue. Pressures 
"'Ccn!T'O .. Ionel Coaoittees have resulted in an incO'I'A tax statute shot through with 
!nconshtonchs, inequit ies and iomun1t1es tor ndnor\ty groupe of taxpayers . 

Seocific Prypo•al - (a) Tax t he incomes or huo'ban1s an1 wives as a single 
!ocoee. The privilege ot tiling separate retums is a tax-avoidance device that ill 
practice 1a Yaluable only to wealthy couoles and practically all Yrealthy couples 
alte '"'" of IL Profeeaional services of a high order at the Government' s d1sposal 
•re adequate to remove the l egal obstacles to thls proposal . 

(b) Lower the present personal exemption of !2,000 for married persons to 
11•600. The revenue thus obtained from the better paid wage-earners , together with 
fX!sting 11\d proposed con8Uq)tion taxes paid by this group, will go far t oward maki ng 
~ pouible loaaea 1n excess profits r evenue 1 r governmental price-control in col:1-
•in•Uon w1 th r 1alng wage rates , should r estrict the growth of profits· 
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(c) !lWnate the present $4,000 eurtax axoqltion, but continue to 
aJ!or ~ct1on of personal e xOIIIP!.ion ( r<~duced as proposed above) end cr<ldit for de­
...-.tent• tor surtax purpoeee. Since an increase \n the nol'llal tax l!Ould increae the 
~•• of the tax-exOIIIPt privilege bome by outstanding Federal securities, increased 
,...,.nue t't<>CI tho ind1v'l.dual income tax should be obtained prtaa.rUy b;r increaoing 
tllt surtu rates· Accoznp8l1Ying upward rov'l.eion or ourt•x rates the Defense Tax, 
.,.,,.tSng to 10 per cent of the tax computed at present aeheduled rates, should be 
,1wnated. The proposed schedule of rates is shown in Appendlx A. 

&state and Girt Taxes - On June 19, 19351 the Preaid.ent aaid "The t rans­
aiSIIoo ftc~~ generat ion t o generation of vast fortunes by will, inheritance or gift, 

1, not condatent with the ideals and sentiJiente of the A'"'lrican people . Such in­
t!rlted ocon.-ic J)Oll<lr ia as inconsiatent with the ideals or this generation •• in­
ttrlted political J»ll<<r ..as inconsistent with the ideale of the generation which es­
!ol>liohed our £0Yo~nt. • The task of bringing law into con!ondt7 with popular 
!~•• bo~ in the ReY811ue Act of 1935, ought to be tiniehed n01r. 

1. !atablilh a single schedule of rates applicable t o t ho ciiDllatiYo total 
,r prta durlnr lite plus estate passing at death. Under present practice, gifts aub­
Ject to tax in tho l01r0st brackets ot the gift tax can be used ae a means of noiding 
t.w• In tho hlfhoat brackets or tho estate tax. Great acc-.alat.ions of wealth can 
bt tranamit ted lrt gift as well as b;r bequest , and a cone i etont pubHc policy would 
l>cth t1Jl0s of transfer at the same effective rates . Raieo the n01r unduly low rates 
•pplleablo to oatatee under $10 million. The proposed schedule of rates is sh<!Wn in 
lppondlx A. ._, 

2. Por the present exemptions or $40,000 under the gift tax, $40,000 
!'ll•rll un1er tho estate tax , and $40,000 insur ance un ~er the estate t ax - a t otal 
•f $120,000 -- substitute n single exemption or $ 25,000. 

) , Broaden the legal concepts of "gitta• end • transfer at death" eo that 
t~ eatete tax will effectivel)' reach all transfer s of property that transmit wealth 
r,.... one i'eneration to tho next . Transfers !ron life tenant to remaindeman are 
e .. widely used devices for avoid ing estate tax. 

4. LI.Jiit t he rlibt to make tax-ex~t gifts end bequests to educational 
<!>irihble institutions either b;r limiting the &IIIOunt or such transfers or by requir­
~ Ill• gl ft or bequest to be certified as truly in tho publlc interest by qualified 
a;.ert opinion. Such transfers often merely .-.nect the 11111Ae or the donor and 
urn no uaorul publ\c purpoee . 

Exele~ Taxoa - The following excise taxes would ! all largel7 on goods re­
~1'\nr the use or scarce materials and skills needed !or t he defense program. 

Passenger automobiles and motorcycles 
Automobile pnrte and accessories 
Radio eete 
Kechanical refrigerators 
Pirearma , shells , pistole, revolvera 

Proooeed rate 
(Per cent or 

20 
15 
ll 
ll 
25 
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(Specific ratea) 
oaeolin• 
Tire• 
Tube I 

21 per pl. 1.5t per 
).~ per lb. 2.5t per 

Lu:JtW')' goode {rure, jewelrJ1 etc.) 
5·Sf per lb. 4 . 5~ per lb. 

nrlou.e re.t.ea 

Bt!!!»t Yield - The yield ot tbeee prcpoaalo on a tull rear bee1e 11&7 be 
....,t>lY ut!Jn&ttd ae followo: (IIUliono ot dolla1'1) 

1. zxceoo pronto t ax rev1e1one 700 
2. Special dete~oe tax on corporate income 600 
). Individuel 1nco.., t lllb 

(o) Tax income• ot coupleo 11 a ol.nal• inCOOII 
• (b) Lo ... r .arrled perecne exfiiPtion to . 1 ,600 

(c) Raiee OUl'Wx rate a and lo.r.r exeoq>tion 
4. &etat• and ptt • 
5. Bxclae taxeo 

• 

225 
100 
?00 
500 
625 

) ,450 

• 

I 
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APPPJIDII A 
223 

§YSTING ~ PROPOSED SUR1'Al B!T!S 

SurtiX net inc<>M · 
JI!'ouolll<l• ot dollnral 

Rate ( l?;!r ~eni,) 
ExioUng Propoud 

Surtax net inc ... 
(Thousonda nC dollara) 

~te~e~ CO<It} 
at Prooot!d 

Otc 2 0 4 50 to 60 44 ~2 

2tc 4 0 7 60 to '10 47 ~ 
4 to 6 4 10 'IOto 80 50 ~ 
6 to 8 6 13 SO to 90 53 58 
8 to 10 8 l6 90 to 100 ~ 60 

10 to 12 10 19 100 to 150 58 62 
12 to 14 12 22 1~0 to 200 60 63 
14 to 16 1~ 25 200 to 250 62 64 
16 to 18 l8 28 250 to )00 64 66 
18 to 20 21 :n 300to 400 66 67 
20tc 22 24 34 400 to 500 68 68 
22to 2h 27 37 500 t o 750 '10 '10 
26to J2 30 40 750 to 1,000 72 72 
)2to J8 33 43 1,000 to 2,000 7J 7' 
)&to 44 36 46 2,000 to 5,000 74 74 
44 to 50 40 49 5,000 ond oYer 75 75 

EXISTINQ AND P!!QPOSED !!STATE IAX RAJE! 

Net Eatote Rate (ll•l: cent} Net Eata!,e 

~·ed<~ooorr&lling Existing ProJ)O!ed Exeeedin~~~·•J 1 ing 

10 2 3 1,000 1 , 500 32 46 
10 20 4 6 1,500 2,000 35 49 
20 30 6 10 2,000 2,500 38 51 
30 40 8 12 2,500 3, 000 41 53 
40 50 10 15 3,000 3, 500 44 55 
so '10 12 18 3, 500 4,000 47 57 
10 100 14 21 4,000 4,500 so 59 

100 150 17 25 4, 500 5, 000 53 61 
lSO 200 17 25 5,000 6,000 ~ 63 
200 250 20 30 6 ,000 7,000 59 64 
2SO 400 20 30 7,000 8,000 61 65 
400 450 23 35 8 ,000 9,000 63 66 
4SO $00 23 35 9 ,000 10, 000 65 67 
600 750 26 39 10,000 20, 000 67 68 
?SO 800 26 39 20,000 50,000 69 69 
800 1,000 29 43 50,000 '10 '10 

exeoap-

under the proposed law the specific exemption 110u.ld be reduced 
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TREASURY DEPAIIlTMI!NT 

seoret&rr Korcentbau 

Herbert Keril.l.at 

'fOO JWIJ m PWm 

- llq 1?, l9U 

The aembl.&ue of politloal 1Dlit, tbat exiatecl with reapeot 

to the 121 billions rtTIJIU goal hu uw clilappearecl. 'l'lw uti-

Jbiniatr&tion prea1 11 ill full IPJ, aooul.Dg the .lc!w!nfatration 

of deagoguerr in uot no ancl!nc a 'b1'0f.cler iDO- tax bue uil 

in failing to puah redutiOill ill DOD-Ufenae appropriltiona. 

Contusion i1 &lao eTident, re1ult1Dg froa differenoea 

between tax pllolll presented to the Wqa and llelolll COIIIi ttee. Th8 . 
press tends to a!\ipe at cletail1 of the nrioua tax plana without 

attempting to -.let oonatruotln suggeationa for loll onr-all tax 

progrem. 

Broadenl.Dg of the inc- tax baa• oontinuel to be the 

change moat freq11entq 1\lggllted, and adToo&tea of thia step taka 

heart fr0111 Eoole1' support. xnonaoua 1tat ... nta are frequantq 

made that Hender1on, too, urgecl lonr exoptiona. 

Poaaible olwlge1 ill the exoeaa profit• tax get relatinq 

little attention, proba'blf 'because thet complicated subject 11 

little underatoocl. .lltogether the TolUM of pren oo.ent on 

Federal taxu haa alaobucl peroeptibq • 
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_!!II ~raon IIJI4 Joel.el ~Ml.a 

!he Be!ldenon u4 lool.ea propoul.a wn •n .faYonbq n-

oeind 111 the pre•• tlwa the 'l'N&Rl'J' plall, ceun1JT on ~ 

that thq reo0111111lllled 1onr axa~ptlou frc. tbot 1M-. taJIII' ].e11 

ua'7 1noreuu on 1owr-braobt hoa.• than tu 'rnUVJ propo11a. 

!'he prua geurall7 predlotl that till tax bill to be reported liT 

th& Wqa alllllfeau c~ttee rill not bear aa U.nq em 1-r­

bracket tupqera ~· the !JoeU1D7 W •'ICP•tei.· Ina till llbenl. 

l'P'"' ud jOUl"'l&ll 11hloh .,ob HwllT of the 'rnUVJ p11m an h­

clined to fnor the BeDdaracm-lool.e~ plall, beoaue the latter p:a_.• 

liOre e11phada on uoeu prof! b tuu u4 1111 ../bali• em e:a:obaa. 

ill aeotiona of till pl'lll, •raoYer, are illpreaaed with the 

Henderson-Ecole• attapt to l'elate tu11 to till defeue production 

prograa. Ino1dentan,, the Helldenon-Ecolta propo1al1 are widelT • regarded aa repreaent1Dg the U•l nhtration 11 real rlna on tu 

policy, 

!he lgnea Plan 

The arri'Yal of I.eplea in thil oountey baa rerlnd apeoule­

ti on on the pou1bll1\f o.f adopt1Dg a forced 1aY1Dgl plan in thb 

countey, E1'118at Lindley lll'gll adoption of auoh a plan. John '1' • 

Fl1nn sees some 111r1t in 1t aa a ~~eau of uo1d1Dg i.medlate infla­

tion, but feara that inflation would caM when the au1Dga wre re­

paid to taxpaJera. 
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15 
16 

!'oW 

........... 

tr:n!'li:D 82.&.DS SAn.oe ::x:mJe ..uro a.t.n.J~Da ft.ucPa 

:O.UT Bal.• • ...._ ..... 1, 19lu 
ca lau1• 0'1 1 .... Prt.oe 

CONf iDEtHIAL 

(Ia \h .... -. 0~ 4<>U.....) 

.&ll- ~- h.\ OCtioe --lalee - llal.ee 
.. ""-
''-

!'oW larl• • .... 1 .. , lari• 0 hrl••. !l'ohJ. hrlea • lerl•• , ••n• 11 

• J5, 711 • 5.017 • 11,6711 • 26,016 • ll,llo5 • J1,JT7 • 612 • 11,6711 • 26,016 • 1,1115 

JQ,l!o1 2,59J ),61111 211,l6o 1,)10 29 ,()!11 1,2CJ ),6111 211,l6o 106 

111,969 2,9112 2,0117 9.900 1,5111 1J,J17 l,lto1 2,0117 9,900 11J 

111.967 J,SII5 2,092 9,0JO 1,6o7 ~:t 2,2JS 2,092 ,,OJO 91 

17,101! l•ll72 2,155 11,775 1,J51 2,521 2,155 11,775 99 
16,925 .565 1,210 11,151 1,2J5 1~,690 '·"' 1,210 11,151 112 

15,1119 11,011 1,~91 9.5116 1,156 1 ,Q33 2,1155 1,~1 ,,5116 Ill 

13,1100 11,156 1, 15 11,229 1,1117 12,613 2,969 ' 1, 15 1,229 71 

17,051 ~~.~ 1,5711 10,9JO 1,1185 15,567 3.0511 1, 571 10,9JO 92 
19,1117 ~~.~- 2,219 13,294 1 ,220 111,667 3.1~ 2,21, 1),2911 92 

111,0~ II, 1 1,621 11,917 1,106 16,913 3.315 1,621 11,m Ill 

16,~ II,~ 1,952 10, m 1,116 15,1167 J ,1J9 1,952 10, m 91 

17, ~ II, 1,5211 11,1180 1,~ 16,1115 3.007 1,5211 11,110 1QI! 

' 
$2119,2115 • 52.765 • 27,775 tl68.705 • 19,11111 $229,11}1 • J2,951 • 27.775 ~.705 • 2 ,2146 

-17, 1~1. 

Dlnalca of lanap lloDAa. !be poei ottioe tlcVM are •U.•h4 'bT ihe poei ottl• • ihe -la ot -.-1 IIA1M 'bT 

100 1aqer poei ottl-. !be-f~ are bba hoa J'e4eloa1 ....... - r8JirM Ml '••' .,• iheU- ~~Alee. 

ftcarM Mft .._ zc 'et to -.ne\ \ larm=f 11114 ¥111. aot .... e.aztq .U \ e Mtala. 
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lafl laa4. 

1f.Uiliilri01, ». c. 

0. tile 2h\ IIRdl I _, 7ft a u\o ot \M 4oob1oa 
reeobK 1a lAa- rit.ll :repr4 \o * :pvollaM ~ ..,... 
eatal.eo ot 4ollar .... M4 l\a48\1ll Olalae. li&M 
\Me tlol .u.r 11&1 .pia .... -....r u.-.e1oa w1U. 
t.o•• 1a nw ot CMJJohh reool,..,_ liJ u tro­
.&.lrlcaa 1atoreoh 1jl>ich are ooll00r10M t o reoelft -
.....,.,_.., ill reopoct ot wa\ _. "!r7 ... 11 "DI a 
waoUac u11t . Loacloa ~ uw ub4 • h aocorta1a 
thl nowo ot tile V.I. trea.v)' ill \lob •ttor, u4 U 
111ao pooolllll \11&\ oboul4 \Ill frMIVJ rep.r4 U ao 
4oo1ra'bll tllat ao o'htaolo oboul4 'be plao04 1a tbo wq 
of aal•• to a..._ ot 'boa41 aa4 ltaa4eUll olaial, 
Loa4oa woul4 lo propare4 to ro-ooae14or tllelr 41o111oa. 
I olloal4 tberetoro M p-atetal 1t 70'4 wov.l4 "DI lt1a4 
oa...p to let M lr::aow .,...... rlWI, 

llr . Mer le Cocbru , 
v. s. 1'rMIVJ ])epart-t. 
Yalhlactoa, D. C?. 

(ltcutl ll. J . ltoptor4 
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v.r.514/'J4f41. 

Sa!o llaDd. W!ISB IICB.USY, 

VABIIIIIO!OI, D. 

~17th, 1941, 

Dur Oochr.,, 

Vhon we were 41oc:u .. 111j! tho other 4aT tho qu11Uon 
ot tho :Sub doi.Dc OeN&A or Italiu 'bu1Mn, I 414 110t 
•nUon one aopoct of t hh , -17. tho tranaacUon of 
~•1ll••• with f iraa oa our Statntor.r Liot, oopociall7 1a 
South .&.orioa. M:r attoaUoa hal rocoatl7 hooa called 
b7 lloDtnidoo to IOlcll caaoo. In tho tirot eaoo, tho 
Second laUoul :8aDlt of :Bcotoa at tho od ot llarch, 
lo-t ., irrnoe&ble cre41t tor $6,000.00 1a tanur ot 
LohluooD 6 Co. Ltd. ot lloatnidoo tor aceout ot Valkar 
Ia Co, lac, ot :Beaton, con r1Jic ohip•nt of 20,000 pouDdo 
ot wool to :Sooto D. 

c., 

Ia tho oeconcl. caoo , tho :Barak of tho IW>hattaa 
Ooep•7 ot low Torlc at tho oDd of llarch opened aa 
lrrtTocahlo cro41t ln favour of Staacl.t A Oo. ct McDtewidoo 
tor account ot tho Ol .... land Vorotod Millo Coop•r 
ot Olewol.,d for $5(),000.00 ohip .. Dt ot 125 barrolo of 
wool tc Cleveland. 

AI rou kaov, the State Dopart .. at are iatorooted 
It tho _,, 1a \hiO quiOtlOD Of tho UOO of 111811J tiraO 
i n South .&.erica h7 Uoitod Stateo co .. erclal tlrao, aad 
1 110uld hope that 1t m £)>t 110t be an uoul.table ao•at 
to atte~pt t o 41ocoura«e the lev York Haka troa clrlllc 
cre41 to 1a web caoeo, 

Kr. Merle Cochran, 
11. S. !reatnll')' Departaont, 
Walhl~~j~ton, D. C. 

(S1JD14) i. J. Stoptor d 

228 

Regraded Uclassified



TREASURY DEPARTMENT 

...... llor17, ~1 

CONFIDE.NTIAL 
,.c;t.1ure4 o\erUllc \naoaotlou of \1M ..,...u,.. \.a were u toUowo1 

1oa • -:ro1a1 _.... ~.ooo 
~ fro• oo-o1 ·- a,ooo 

epoa ~1\ o\er11ac IM14 •"*'T a\ II,OJ-1/11. ~\lau of ~ nporliae 
\oMJ wre u tollona 

lolA \o •-rolal oo-ra• 
PvabaM4 fro• 

I• lev Tol'tt, o1oolJIC C"'\a\loD.a tor U.. forale~~ llllrr.aolll 111\ed. 'below 
Vlrt U follOVI I 

C.UUu 4ollar 12-U/1~ 4hoou\ 
llvi11 fruo ,'lJ~1{2 
llwcUob trou .2315 
blob- .lloo5 
I.1ra . 0505 
.&r,..u .. ,.oo (f.-.e) .'lJ75 
Jru1llu a11.-.11 (tr .. ) .0505 
lla:loa ,.oo , 2070 
Oalo• ,.eo 2~5/~ 41ooou\ 

Ia P,o•pa1 , u.. 711&11 vu &la1A 'GIIcbnpcl a\ 5-11/J,., &114 o\orUllc rr_olao,. 
a\ },'JCH/1, 

Regraded Uclassified



I 6g~~;:;nf%!ff:EJix;Jul:; .Si!i'iB!htl4~1 
230 

---B:r Ll o;ril It , Garrhon 

About a hunOre d ;rears ago a :roung German, Carl Schurz 
114 to tllh oountr:r and t o thia oi t;r in aearoh or democracy. ~~~ 

~:One! lt, and later on he eummed up hh (l l'&t i tude in these \lords: 

"I 1 born tn a foreign lana , pay m:r tribute to Ar.teri can1ar.l? 
Ye• ror to me Americanism, t r ue Americantam, oonprohends the nobleat 
ld~ s 1'/hlch ever swelled a human heart with nohlo pride," 

\Yha t were these ideas which in Carl Schurz 1 s nin<l were the 
essence or Aoerioanismf 

Firat, surel;r, the idea of rreedom1 freedom or opportun1t~ 
freed COl Of worship 1 freedom Of s peech and preu 1 freedo~ for the 
ex;ll'oulon or views we hate as well as those we like , rreodo" rro:n 
acUo~ by r.overnment officials save in accordance with the law of the 
land ·- all those and other freedoms, guarant eed by the Bill or 
Rljlts or our constitutions, state and federal. 

Second ly , eovernmont ox' tho people, by the peo;.>le and ror 
the pcoplo, subjec t al11ays to the euarantees of tho Bill of R1ehts. 

Thirdly, tho i dea of the worth of a man r oeardless of 
raco, col or or oreod ; tho idea Ylb).oh has (;1von us our e roat public 
school aystom a nd has l'llldo us str1 vo in count l ose ways for tho onrich­
ocnt and protoot1on or tho individual life , 

Thoso wor e tho ideas which Amorioa atocxl for in Carl 
Schur:• s day, Those aro tho ideas which Amor1ca stands for today. 
These are th~ ideas which I hope will swoll your hearts Tilth pride, 
os t hey did Carl Schurz• s , These arc tho id oaa which I ho;>(l as 
clthtns you will try t o mako como truo . For they have never m olly 
c~ t ruo ln practice , Ther e is yot ln our country ~ch injustice , 
lncquaH ty, zrood and aolf19hness. 

But wo havo oarcho<! further toward do01ocracy than any 
other ;>;> oplo , And tho bravo a:on "ho wrote tho D.lclera tlon of Indo­
~ndcnco , fought tho r e volution , and croated tho Constitution or t ho 
0:.1tcd States , r oared a tabric or 3ovornoont t~hioh has sheltered in 
froodom moro poopl o, over a wider area nnd through a longer stretch 
of tlmo, than any other institutions over .mdo b7 111an , So I say that 
•ltn all our faults 1'0 havo much to bo proud of, and tha t YOD. who 
have Just bocomo cit izuns roay thank tho fa to that made you Americans • 

tb But we must thinl< or our futur o as woll as our ;Jast , Today 
th~OU!;hout tho l and ono thought 1s uppe rmost in the minds of ovoryono ; 
cl war and our r elation to it , Nowhor o olso on oarth arc f r oo 
~tlto~ freely dobat1nc the i asuo of m o ther to ! 131\t , or to stay at 
,1!00

• or to adopt a01110 mtddlo course, 1'1e as o1tizons havo both tho 
r~~t an~ the <lut:r to docido those 1aauos . In our hands Uos tho 
tlu-~~ 0:.11' countr;r, and perhaps the toto of tho r10rld , To thlnk 
• 3 st: · tno hsuos that face us o.nd to taki) o stand - -: that 1s tho 
• or cltizona in a dooocracy, on thta day dovotod to tho mooni ng 
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el~ucnshlp , we can no oora avoid diacusai"G tbeae lssuea 
~~ avold thinking about tbeo, 
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than we 

Tho questions before uo are not the aa~e as we face<! in the 
!ut war . The world or 1917 baa ~one w1 th the 111en who oade and 
,.rre~ i t . A now (lenerati on of l eo.t1era, hardened in war and frus ­
trated 1n peace , hns seized comr.~&nd in Eur·ope. They have turned their 
back on tho past , on its cQIIIl aa well aa ita ev1l . Thoy were tho 
flrt t to ~orcei vo that war ~ld be waced in peo.ee-t1me , secretl7 , ln 
the heart of an enemy' a country. Thoy woro tho fir at to ;>orcoivo 
th4t tho old tllctica of IYar had beon junked by tho latest nachinoa or 
seloncc . Armdd with those oach1nos tho·r ewopt t o victor7 , 

As a r osult or tho now machine narraro, two gi~antic shifts 
In tho distribution of tho world's power havo a lready occurrc.d . 
Each vitally concerns us . The first baa roaultcd from the. dovolop ­
ocnt or swift , widc. -ranei~ and armored bonbi"G planoa . This dovol ­
ollfO"nt has ;x;roanc.ntly decreased the. vnlu-. or s ea :->ower, on ubich 
btrlca and Britain havo rolled for a~r.,na;; . OUr influence in the 
world , as well a a our aarot7, baa dc;><.ndcd on sea power; and b<.cauao 
or our ac.a powor we have. cott~n a lont; «ithout :.;r t.at atandin_-; 
tl'tllcs , anc: have boon able to concentrate on :;N<lCGful pursuits . But 
now ~h. nG<~ navioa of th... air hav<. made th.: navi<. s and merchant 
ships of th~ son wcakor anO l oss orrocttvc . Thla shrinltat;o tn our 
sea power hils boc.n maOo more a<.r1ous by tht. t.l1m1nat1on of the. Fr<.nch 
navy, by tho 1.1so of tho Fr ench, B<.lgie.n, Dutcl11 lillniob anci llor uogie.n 
coasts as naval and alr he.sos , 'by tho un1f1cntl on of Buropo undc.r on<. 
ambitious l'l!lito.ry orc;anlzo.tion, o.nd by untlorato.nc11nr;s l)c. t wo<.n tho 
lat tur and tho dictators of Asia , 

As n r onc ti on to those mom .. n toua chan.:;os , Orca t l'ri taln end 
An•rleo havo cntur od into o naval ancl 1:1llitary a ssociation Ythich 
:c,,:s ~.st1n1.d to continue. 11ftc r the tYar is ovor. Tb<J dof ,nsc of 
Can>d<>. h:u bc ... n r,uaran t oed h7 our ~ovornm~nt; I o.ssunc tha t 
ve ~r' pr t.:;>o.rcd 4leo to de f end Austrnlin nnd !low Zt.:>lnnd ; Con ~rcss by 
ov .. rvb .. l"l~ mjor1 tic; a bns <!oclorcd t~- cl ... r onac. or J.)ri tnin to be " 
vit:l concern of America ; nc. nr .; c.;l.vin~ and lm<Hnc to Brit~>ln nll 
mnn.r of ~llln,a , munitions and ehi :;>a ; "'¥ or e uxeholn:;!.nc nilitory 
s.er• ta; tiC or _ mnufooturin~ "!Wls, sh~lla , l:!otora :-..X: t he. ll!cc 
"eeord1 n· to coewon sp.:.cifieations ; w<. nrc O?<troltin·: our shl;>o .'lnC 
".evl l v. asole nccordiflt' to o com:non •>l<>n ; one! tit. ha vc acquired a nd 
: rc fortlfyinc nine ty-nlnc :rc-<~r novel· h:.t s c s on nri t iDh 1alonds in t h.­
~n~nt1c and on the. C:\ n::.di;,n shore . It a.: •. na to o~ a lmos t cc.rt'l in 
'h.' t undor thCieo ci reuma tance s our collr.hor.'l t ion for d c. f <.nsu nlll be. 
"-~'">n~nt . This colla bora tion hnc b~<. n a ;~.• rfCi ctl7 nr. tur::l dcvc. lop­
"~~t . One. the. posi tlon or th~ D<.Q powt.r a¥mocracie: s l'..a<l b<--n 
~--l<c.ncd by th<. novt oir rorccs of th.;, l a nG ;->onc.rs , it rms inc. vi tobl<­
tlL1t th~ s~o. pow-:r dcmocrac1oe should drnr1 touuthc r in somCI form or 
~tsoc i:t t lon for mutual dofonso . This dran1n(: tocc.thvr was fnc111tnt od 
~1 a coM.'non lancuasc , hy common w<~ys of thouvht, :-.nd by trust in om. 
~oth•r•a purposes , 

Th~ aocon<l ,.r o:l t shift in th<.. Ci utr11Jut1on of pouCir b.:t s 
rc.sult_d !rom th<. oocb.:tniznt1on of '\rm1oa . Th<. mod e rn tanlt :::nd 
~l~nc b~vc put tho root sold i or a nd thC; fort out of husincss, with th<. 
consequc.nco th.'\ t m111 to ry Go.Un.:t tion no lonr,c. r turns on nunhcr:~ of 
O<n t.nd fortif ient1ons, but on tbt. O:lptlCi t y to no.nufacturc t~.n1t~ ~ nd 
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The turtbor conaoquonco i a that Oermany as the gre3 test 

~~aeturi l18 country next to ourselves, haa boco.M the at111 tar:r 
"''\ r of Burope. This mastery can no longer be challcn6ed within 
~~. I t can onl y be challenged by attacker~ from outs ide . It is 
)•ost certain to bo permanent u,nless destroyed from outside . 

!'h~tMr tt can be destroyed or not from the outside no one can surelv 
'

1 Thg•o m are st{on~est for~ bol1ovo that 1r Ar1erica went 1n 
'H' the way, air super o~~er orman7 oou~<l f).nall,y tie ~)i9n-apa­
~hot that would.,end 1:~;J" ~r:. ~l do not kno•·1 ••llotber thi; could. 
1\ao:l<>n or not . I only Kn w • the laat 'liar continued tour years 
vllh all tho world ana1nst Germany, and that now the Gerr.llln ~osition , 
both oeono:~~1c and military , M ama to bo Much atronr;or than i t was 
before. And I know that war ~a a way of dol u<l1ns men •a at1ncls and 
rlll1n.:: t hem full of false hope a, ao thn t tboy aro all tho tloe 
belle•111G tba t somehow victory lies just around the cornor, Ylhon in 
raet 1t 1a tar away and to bo ball only aftor such hidoous suf'fer111G 
tbat when i t finally comes it is lliOrC like dofoat than victory. I 
aa convinced that mankind would in tho end ho tho loser if we wcro to 
t ry to earrJ throuch to the bi ttcroat ond the reconquest of Europe . 
;.re I say this as one who bates the llazi crood to the dopth of his 
be1n&• 

I believe that the foroien policy of A~rica oueht to bo 
ho.sod on a rocogn1 tion of the two world change s 11hioh I have just 
described, namely (1) tho docline of s ea powor, and tho consequent 
~ravt1ny• t or,c thor of the sea power domocraoioa for mutual protection, " 
and (2 th<> mill tary dominance in Europe of tho dominant manufacturing 
country . 

If my conviction is r ight that , as a result of the decline 
1n sea power, we havo embarked on an nssocia tion w1 th tho other s ea 
~owor domocraoioa which is destined to be pC>rNnont, the sooner we 
roal hc that f ae t and tho sooner we la7 our plans aecordingl7, the 
b~ttor off wo 3hall bo . I think wo shoul4 pl a n not only for tho 
:>"os. nt -- as i n rac t wo are now do1ns -- but, so far as posslblo , 
:or the futur o, whon poaco returns. Por our ass ociation can and 
should h<tvc objects broade r than that of nutual se lf- de fense . It 
s!loo>ld bo Goaicnod to promote tho frees t possible 1ntorchan;;c of 
GOods an<! aorvtcoa and capitnl and .,.;opl o . I t ahould bo dosi~nod to 
••old t rado r1vo.lrioa in the marlcota of the world . I t should bo 
' <>stcncd to e nc ouraso all offorts to\"l&rd ms.intaining the pence of tho 
~or ld • Sur.h an association need invol vc. no lou of Ancrican sovC>r­
t 1bnt;'; nnd in its councils wo would hnvo a controllint; voice b;r 
rlcht or ou r sizo ancl population. Australia, !low Zoalnnd , Canndn, 
Sou th Africa , Ireland , oroat Britnin, tho Uni t od Stat?s -- t hes e. son 
' owor domocraoios , toamod to~;othar, could bo n poton t forco not only 
for <!of <>nao, but for bu1lcJ1ng a bottor v.orlC: in ponce , 

!!any people h:1vo be on brou,jlt up on the i doa that Amor icn 
cust at all cos ta atnnd nlono in the world o.nd o ttond to bor own 
bu•lncu . I r ool1zo tho strong th of that !doll and tho sincerity of 
t t o,c llho boliovc in it . ~lbat 1 have tr1ccl to auz:;os t is that, 
.:!".other • o like it or not, that 1doa ooa been buri c.d und<.r the boobs 
or tho ncv n1r fleets nod that we hnvc alrcad7 in fac t boco:!IO purt or 
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• n~• t;roup1ng of nationo. our job aa i ntelligent c1 t h ena 1e t o 
accept thnt raet, and to t~n ·i t to gocx1 end a, both tot ouraelvoa 

alld tor ..anJ<.ind • 
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sccondl7, if ~ conviction ia right that German domi~noo 
In ruropo eru~ bO doatro7cx1 , 1t at all , onl:r b7 a atru:-,sl o which will 
alSo ~ostroy mat little is loft of woatorn c1v1l1zn tion, it follows 
thllf tho o 1 • ot tho ~~t>A~ncJ.o~h.t....lo 'bQ..:• 
~1 . • . c y (and b7 they" I 1nelud~ America) 

5 
ould jointly doc arc tho t thoi r object ia not to r econquer Europ~ 

b
1 

rorco of ar ms , but to dofond their shores, thoir 'bnsoa rutd thoir 
IslAnd ~ossossions no<~ nnd horocrt;~r , Tboy should jointl7 docloro 
tt.at the:; 11111 vlgoroual7 oppose a t toopts by tho totol1tariana to 

1
ot to rurthc.r portions of tho onrth1 a aurfaeo . The~ nhould doclnr o 

thcn•clvos r cndi_to. Jo1n 1'11th t~o dioto.tor a 1n nn l moillaG;l!Jia"iQ..UOn 
or h.: f1 llti ' • ~~"'II~~· l 'r S' tho domoornc i es tp 
:VI o n punc rcn 1 "!. 1 ... • • ' ~. s t'oftow b1l"!i\l'fi""''iraiou t 
t'Orau l dccl1irnt1ona , tlnd lffill'7 clll1 b o e nded withou t formal treat i es , 
i'h.:: t~o sides l'lould aimpl7 ngroc to atop fighting nnd to st:1.7 ,.,hero 
the.; lfero , ;>endine t ho nogotia~ion of n pcrMnont tro11t7 l"tcr on. 
SoC>) o.lnl= :lnd icmodinto adjustmon ts of torri tor7 would or courso 
be ncC'SS0'7· But this could be c!ono without o dotni l vd trcnt:r , 
lno! vltbout aclcnonl odgill6 thot whtl>. hn<! boon dono in Suropc m.s 
np~rovod . 

When tho 1rropnrcblc wnsto or fighting i s stopped , ponorful 
roro~s In Europe , ltopt dovm in wnr , will ho{;in to a ssor t thomsol ve o. 
Tho pNssure of all t h" conquer ed countrie s for locol solf-~ovornmont 
will ovor7 do:r bo tol t . Tho poll t ical diff1cultios of ad minis torint, 
so vast nnd varied n t e rri torj' , with so cuny di vorsc r o.oos o.nd tra-
GI t lons , will oultipl :,' "11th ponco . And rri thin the ranks of tho 
vletoro profound psycholot;icnl nnd lllOrlll r onctlons , l ong supproaau<l 
lnd stifled, ar c likol;r to occur. Ul timc. t ol y o. govornmont or r;ovcrn­
ntnts chould ovolvo which tho nostorn norld could trus t nnd approve , 
1nd r.lth 11hich a final ponce tron t y could b o mndo . 

If i t woro noccssary to l'ra i t oomo t1mo for this , tho a ssoci­
~t'tl domocracies could woi t . B.'\ndod toccthcr in poo.co, tho:r could 
build !>l ano for pla no nnd shlp for sbi p a nd dofond thoms olvoa ncnins~ 
the ;>osslbill t:; or rurtbor nttncks . 

A doflnitivo pccco trcot7, whon finall'l noeotio.tod, should 
co doo;>ly into such questions cs coloni.,s, d1sormnmont nnd co1loc tivo 
sccurlt~· . l!c(Iotioted in n time of co.lm, 1t might bo nble to hrine 
~bout "hnt tho Tr on t 'j" or vorsoilloo in n time of bn to ra1lod to brine 
nbou t, nnnol:; , a true intornntiono.l ncl'l ordor. It would sock to 
renovo lnoqUAU tics ond 1njusticos, to restore wrons l :r t ~.l-.en posaos­
slons , :~nc. to build a.r·onoios f or i mproving tho lot of mankind nnd 
for SOttlillb disput011 wbotYI90D 1"&. t iona • 

l 
I ronlizo thot tho core aucsostion of stoppiQ3 fi~tin& nnd 

e~ vtng tho d1ct:l t or o in com:n::md of I:uropo i a abhorre nt to t!loao 
who cr.n think onl:r in terms of cruahins; tho :uon nho bnve: ;'!l'ookod so 
lliUc~ cruolt:r upon ot hor• • To atop short of tl\'lt r,oc.l is c:\llod 
:tpp-aec;nont o.nl5 do~ont h i T om n & ttnxioUs liB nhyono . to r1~ c1v1li­
tntton or tlio mon who bn~o t~an\~~od on i\s hoh l oct i dcnia l oilb I d!lj• 
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those very 1110n are at the l r 
aro leas llkoly to aurv1 ve , 

• 
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I n aunsoatlng this prograo I am a cute ly eonselous of oy own 
l!altat tons or knowledge . I !mow bow hard it ta for oven the best 
lnforocd and moat expert juc!e;es to seo eloarly tn the oidst or so 
""ch r apid chanso and ao lll&ny unprodl. ctablo ovonta. aut of one th inz 
I aa absolutely aura . \'le need dosporatoly at this vory moccnt to bo 
dhcuasi~~G our ul t1ma to goals and tho ltlnd of poe t-\'lar world 1"70 wlah 
to bring about , For tho dan~er 1s that be foro YIO have thouc,ht 
through those ma ttera and decided ex.actly \'thoro wo aro c oins and wh;r, 
"~ shall drlt t or be drawn actlvc.ly into tho war, and that once tho 
war fever c rlps us wo shall lose a l togo thor tho onpaei ty to think 
clearly, 

In tho sta to of oind ~lhioh war induces " o s!tall blind our 
Gie• to all roal1 tie a , let looso in our aoula tho vials of hnto and 
fear, and pcr aoeutu in tho namo of patriotism all who stand as1do 
fro" tho unlvoraal frenzy. And ln that atato of mind "'o shall cnrry 
tho '111r ror .,ard to tho bit t erest end , with bonbi ngs and stn:ti nc s and 
over oorc bombtnsa and alnklngs , nnd t ho e r umhl1QC to 1:1 ts of oneo 
no>Jlo cl tics , and tho lndisorlmlnatu alaUGht or of ocn, \YO!l!en and 
chll~ron , and tho slow starvation of ..eny, nnd the poisoning of tho 
alnds of a whol o generation of fighting :~~on on both a1dos, until a t 
bst sooohon tho atru:3Bl e Ifill ond and tho stago bo sot tor social 
convul31ons tho world ovor and for all tho t orriblo aftormnth of wnr -
t he dcclino of morals , tho corruption of covornmont , tho dissolution 
or standards and tra ditions , tho riso of domaco:;uoa, nnd tho destruc­
tion or ovorythinc v1hich is procious to tho spirit of r~an . 

A " ' ~ 
~on thqt g y , If 1n tho on wo 110ro to s\lceoc , if 

J f1ro ana swor wo woro· 0 brinG about at l nat tho collapse of tho 
!lazts, no1ther tho British , half dostroyod thomaolvos ln tho procoaa, 
;;:r ouraolvos, confron ted w1 tb appallinG. problems horo nt ho~, would 

vo tbQ onor 37 or will to organize a now ardor of thines 1n wuropo ; 
a~ ~he aholl-ahockod peopl o 00 hnd fOU$ht to l1borato froo tho Nazi 
JOKQ IIOuld at t hor find now dlctn tors or bo at oach other• s throats 
&!;,a1n, 
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And now I leave you w1 tb t h1 s t1na l word, wt. tever the 
tcol!le of the present struggle, t he atreine 'llhioh our government 17111 =•• to race when it i a over w1ll exceed any that have ever ,et ken 

taeed ul")n it. 1/e shall surely have to eake crucial and continuoue 
:ecUlona ln mattera or foreign policy aa well u in domestic, we 
sb&ll alll&rge aa the domi nant partner in tho Enallah- apealting world 
with all thO iMlllenae r es,ona1b1lltiea that that impl1oe , With the ' 
derlatlon of war production, we ahall have , unleae we act with 
extreme boldneaa , an ocon011bm1c cri aia perhapa more formidable than 
anyln tho past . Aa bnppened after the last war, oon will ask ho" 
It 1s that tho ooonomic machine can !'Wlction at full blast for pur ­
?cses or destruction but can oporate at only halt speed for purposes 
of construction . And we s hall have to anawor that question at our 

~rll. 

Tho upshot o!' all this is that upon you , follow citizens , 
~~.c boavloat du tloa will be laid , Por ctt1zonsh1p, as I hav~ aald , 
eonshts not only or r16hh bot or dutios; an(! tho duty to vdto and 
the ~uty to boar aru are by no moans all that ie oxpactod ot you. 
!ou aro under a duty to loarn, to th1nlc, and to apb3.k up. You arc 
und:r a duty t o koop cool, are not lot ycuraolf be swopt by the custa 
of .,e.sslon 11nd projudico . You aro under a duty to jwlco oon nnd 
3et1one by tho eternal toats of truth, honor, justice, doconcy, o.nd 
:nt;nanlm.lty . For tho foundation or no.tional woll-boin:; is in th6sc 
virtues , and not 1n sticks o.nd otonos. 

And now I cho.rgo you: stand up ; o.oqu1t yourselves as froo­
""" ln thi• tho c roatost democracy tho world has ovor known; bo 
casters or your fo.to ; and lift up your eye s t o tho horizon, for a 
bc tt' r day 1B dn'flllin& if only you r.!.ll r end tho cloud& that darken 1 t . 
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ST!!EIIENT Of JOHII L. SULLIUH, A.SSIST!IT SBCRETA.RI 
OF THE TWSUR!, BEfORE THE CO\IlamE ON WAYS 

AND IIEANS OF THE HOUSE OF REPRBSENT1TIVIS, 
KOND1Y, KAY 19, 1941 

• * • • • 

My purpose today is to diaouaa with you the 

problem of corporate taxation in the present emergency. 

ibat I shall have to l&f is supplementary to the atate­

a~ent made by Secretary Korgenthau when the current 

hearings were opened and to the suggestions laid before 

rou subsequently on behalf of the Treasury Department . 

The Treasury is called upon to meet erpe~iturl\ 

greater than have ever been made in the nation' s 

peacetime history, and probably greater than at any 

period in our history, in peace or war. At such a 

time we cannot expect to rely on normal sources of 

revenue or be content with revenue in normal amounts. 

We must adopt extraordinary measures to deal with our 

extraordinary situation. 

Your Committee is now formulating changes in our 

tax sratem, both to provide the revenues needed to 

finance the defense expenditures that we are committed 

to make , and also to assist in maintaining the 

economic health of the nation. Our people know that 
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great sacrifices must be made end the7 are prepared 

to 1114ke them. They rely upon JOU eo to plan our 

financial program that, however severe ita burdens 

~y have to be, they will rest fairly and justly 

upon all individuals a.nd all buaineaaee . 

The tax program which JOU will propose will 

neeaasaril7 consist of manr elements. AnJ one tax, 

viewed b7 ~self, m&J appear to be stringent. All 

~Mat be viewed, however, as parte of a whole. This 

is an emergencr . Taxes that would not be proposed 

in normal times are a necesait7 now. 

I have been asked particularlr to discuss the 

exoeea profits tax, first enacted in the fall of 1940 . 

Our experience with it is still limited, for many of 

the returns of the largest corporations have not ret 

been filed. Enough have been filed, however, to 

convince Treasury offic~als in charge of tax admin­

istration that important changes in the law must be 

made in the interests of fairness. We are collecting 

large sums by means of this tax, but the profits of a 

23? 

good many business firms are not being touched b7 the tax, 
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although so~e of those profits are exceaa pro!ita b7 

art:/ reasonable standard. Here ia certainl7 a place 

to broaden the base. Surel7 the skill of this 

commit tee and ita experts is adequate to the taak 

of bringing wi thin the tax the known caaea ot corporate 

excess protl ts. 

I want first to outline the principles which I 

believe should govern the taxation of axceas profita; 

second, to indicate respects i.n ~ich the present law 

fails to accord with those principlea; and third, to 

suggest possible remedies which the Congress may wish 

to consider. 

I - Principles 

Under present conditions some kinds or profits 

may be appropriately subjected to heavier taxat ion 

than other kinds. This may be neceaaary in order to 

distribute the burden fairly and t o avoid unfavorable 

economic effects that might result it the revenue 

were raised in other waya . 

1. Defense profits 

The first t ype of profits which, in a period of 

this kind, should be subjected to special taxation 

comprises the profits which maJ be reasonably 

238 
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attributed to the detenae prograa. Suoh protita are 

being made out ot the aacritloee of the people aa a 

whole and should be returned to the people in taxea, 

lnaotar u •1 be pouible without deatr071Dg neoellll'f 

lncentiTea to produce defense goode. 

In m&D7 oaaea it la not poaaible to ldentif.r 
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with preciaion the additional protih due to the detenn 

program. The ettecta ot detenee apending are dittuaed 

throughout the whole economic 171tem. It ia neoeaaar,r, 

aooordinglr, to as~ that in general , inoreaaea in 

profits during thla period are due to detenae . Inabilit7 

to Mt&eure detenae protita preciaelT ahould not dia­

courage ue from subjecting thea to apeoial taxation 

tTen at the riak of hitting ao.e inco .. not deriTtd 

froa the detenae prograa. 

2. Protita in exce11 of a neceaaarz no,.&l 
return on iDTeated capitil 

The other kind of profit that oan properl7 be aub-. 
jeoted to special taxation compriaea profits in exoeaa 

ot a neoeaaar,r normal return on inTeated capital, 
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even if this return was being earned in the years 

prior to the defense program. The existence of such 

profits, while often due primarily to good management, 

is in numerous cases due to monopoly, imperfect 

competition, or fortun&te circwutaneu, and not to 

aey outstanding service to the public. When the ia­

perfections of our economic machine have permitted 

24.0 

such excess profits to be made, it ia equitable aa4 

desirable that they be subjected to special taxatio~. 

Furthermore, at a time when heavy taxes must be imposed 

they should be levied where they will assist best in 

IIISintaining a well-functioning econoJD1. To take an 

addi t ional share of the profits in exceaa of a normal 

return on invested capital will not cause anf 

companies to go into bankruptcy or withdraw from 

business. 

I am aware that t he anticipation of extr&ordinarily 

large profits may in many cases have put security prices 

well above a figure that would represent invested 

capital. The imposition of these special taxes may 

seem harsh to individuals who have purchased those 
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secarities at such levels . We must reaember that 

no legielation i e ever passed and no progressive 

step ie ever taken which does not disturb expectations 

of ao~s people. We submit that established expecta­

tion• of high profits are entitled to no more pro­

tection than an individual ' s expeotation of a continued 

arge ealary which is now to be sub jected to a .uch 

heuier tax. This ia an e .. rgnc:r, and changes ast 

be expected. 

I am also aware that the application of the 

principle of taxing profifs in excess of a nece ssary 

normal return on capital involves difficulties of both 

principle and technique. These difficulties should not 

be anderestimated, but I feel sure that we ahould not 

allow them to stand in the wq of our seeldng to attain 

the main objective. 

II • Defects of the present law 

In the light of the principles just stated, let 

Us now examine the exoeaa profits tax low passed last 

year, to eee in What respects, if any, it fails to 

correspond to them. 

• 
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1. Failure to reach large parts of defenae profita 

The Excess Profits Tax Act of 1940 waa a clear 

expression of Congreasiona~intent that profits growing 

out of the defense effort should be subject to excesa 

proti ta tax . 

The law, however, baa not achieved that objective. 

Wan1 corporations that are the principal beneficiariee 

of the defense effort and that hold lerge govern.ent 

contracts are paying little or no excess profits tax. 

In the absence of co-Plate flbeaa profits tax 

returns an examination has been made of published 

financial data for certain corporations. One company 

whose profits in 1940 were more than 3,000 percent 

larger than in 1939 is subject to no excess profits 

tax whatever on 1940 earnings and this ia a co!llpany 

which baa thus far received over $70 million of defense 

contracts. A large industrial company which baa received 

over $250 million of defense contracts and had earnings 

in 1940 of nearly 200 percent larger than in 1939 will 

pay no excess profits tax. lt appears that only 5 out 

of 12 large integrated steel companies will be subject 

/ 

Regraded Uclassified



- 8 -

to excess profits tax on the inooae of 1940, although 

steel companies have in general received huge amounts 

of defense orders. 

These companies p-r ltf*le or no exoeas profits 

tax 'because they are allowed a mni.ua credit of 

8 percent o! invested capital . 

2. Failure to trmalrofita in excess of a 
necessary no retUrn 

24.3 

Another serious shortcoming of the 1940 excess 

profits tax law is that profita in exceas of a necessary 

normal return on invested capital are not subject to 

the tax unless such profits also represent an increase 

over the profits of the 'base period. Companies which 

earned during the base period an average of 30 percent, 

50 percent or even more on their present invested 

capital will be free from the excess profits tax on 

income in aD1 rear equal to approximatelr these percents 

and will 'be taxable onl7 on increae.ea in their incomes. 

This failure of the law to reach a large portion 

of excess profits is due to the provision of a credit 

for every corporation equal to 95 percent of its base 

period earnings, regardless of the else of those 

earnings in relation to its inveated capital. 

I 
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Ill - Re~~tdiea 

ReYiaions of the excess profit• tax to be con­

sidered adequate, .uet reach the two kinde of profits 

..mich I have been dhouea1ng. The tax can reach a 

~ch larger proportion of defenae profita if there ia a 

reduction in the 8 percent credit on inTeated capital. 

Profits in exceaa of a necui&J')' no~ return can be 

reached by taxing all profita abOTe a stated percentage 

of invested capital, regardless of aTerage base period 

earnings. 

These were the basic elements of the Treasury 

exceas protita tax proposal of 1940, and i t ia thia 

plan, wi th modifications dictated by experience , that 

244 

we auggeat. In that proposal corporations were to be 

allowed tree ot the exceaa profits tax an amount of 

earning• equal to their earnings during the bu e period, 

but not more than 10 percent of inYeated capital . How­

ever, they were granted a minimua credit of 4 percent of 

invested capital with 6 per cent allowed on the tirJt 

$500,000. Thus, under that plan a concern which earned 

7 percent during the base period would be allowed to 

continue to earn 7 percent free of tax. A concern which 

earned only 2 percent during the baae per iod would 
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be pe~tted to earn 4 percent tree ot tax. i concern 

which earned 15 percent during the baae per iod would 

be allowed to earn 10 percent tree of t ax. 

Under the 1940 Treaeury proposal it wae recognized 

that if busineu ie to erpand and inveetore are to put 

money into new corporations, an opportunitT muet be 

allowed to earn an adequate rate of re turn on new 

capital. The plan allowed an 8 percent return on new 

capital, with a 10 percent return up to $500,000 , 

regardless of the earnings experience during the base 

period on ol d capital • ' 

If the plan submitted by the Treasury last year 

had been applied to the examples previouely presented, 

245 

the tax results would have been quite different . For 

exaaple, one corporation ~ch had a 40 percent return on ite 

invested capital in the base period would baTe paid exceee 

profi te tax on about half of its 1940 income instead of 

on about one- twentieth as under the present law. The 

large industrial company which received over $250 million 

of defense contracts woul d have paid exoeaa profits tax on 

over one-third of its income and the other company with 

poor earninge in the base period would ha~e paid on 
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about one-fifth of its income inste&d of both 

companies being entirely exempt. 

Even this plan, however, would have tailed to 

reach substantial amounts of defense profits received 

by corporations which had especially poor earnings 

during the base period. To meet this defect we would 

suggest revising the 1940 proposal to provide that 

246 

where the average earnings of the base period were leaa 

than the minimum of 4 percent , the excess profits tax 

should be applied at a low flat rate, possibly 10 percent, 

to that part of the current profits that is in excess of 

the base period earnings but not in excess of 4 percent 

of invested capital. For example, if a corporation 

earned during the baas period an average of $100,000 a 

year, Nhile 4 percent of its invested capital amounts 

to $300,000, the first $100 ,000 of profits in the 

current taxable year would be entirely exempt from 

excess profits tax, the next $200,000, representing 

the difference between the $100,000 average earnings 

and the $3:>0,000 credit on invested capital, would be 

taxed at 10 percent and any earnings over $300,000 

would be subject to the regular excess profi ts tax 
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rates. Tllil llinimwa rate of tu wo.J.4 llilll .. t all 

tncreaeee in profits 4ur1Dg tile 41ltnae perl04 at leaat 

to aomo exooaa profits taxation without undul7 burdening 

concerns wbose inorease4 earnlDga are not trU17 defonae 

profits. 
We wou\d suggut alao that the rate allond on 

new cap!. tal be the 1&11111 aa that originallf augguted, 

naael7, 8 percent, 1dth 10 pe:roent up to $500,000. 

trq maxl.mm return on capital ••t be a aoMwbat 

arbitrary figure beoauao buaineesea 41tfor widel7 in 

the dogreo of risk ther f ace. Accordingl7, it is • 
desirable not to aot too low a maximwa rate of return. 

Sim.ilarlr, it would be duirablt to keep the tu 

rate low on that part of profits which is t..e4iatel1 

above the credit. To thle end we suggeat that tax 

rates be graduated in accordance with the rate of 

return on inveeted capital etarting with a aoderate 

initial rate . 

Moreover, with tbie new broad exoeas profite base, 

it would be possible to adapt ourselves quicklr and 
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li!UCh 110re eaeilf to a ued for atlll lupr rn-ee 1f 

the eJUrgenoy ehould 10 require. Tbe tllture h 11peoial17 

uncertain during an eJUrgency period, ud ft lllght han 

to act quickly. It h better to hue a broed exceu 

proti te tax baae caretull7 wrked oat while • etlll 

han the tiM than to patch up tM pr11ut law uul 

take the rhk of fhldhg ourallne coa.tronted with thl 

necuai\f of ~rOYia.illg IUoh a baae oa abort notice 

at a later date . 

Thus tar I haYe outlined the principles of excese 

profits taxation which 1n cur opinion ahculd be followed 

in this emergency period and haYe indicated ways in 

which the exieting law tails to carry them out. I t 

you share our belief 1n these principles, I belieYe 

you will agree that a plan like the one I han outlined 

is the logical Mthod of putting the principlea into 

practical operation. Variation i n detail• ia not a 

matter of concern, so long ae the plu edopted tax11 

both defense profits t.Di1 exce11 profits, which the 

present law doea not do. 

IV. Pcsaible alternatiYe 

It these principles are not to be the guide for 

taxing corporation• during the IMrgency period, it 

' 

• 
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11011ld be nll to bear la 111114 tM 4lM4natq.. of tM 

tu in i h pre11nt fora, 11hlch blYobet the edwlnhtft· 

tiYe difficultiea ineYitablf acco.paDJiDg ozceee proflta 

taxation but tail• to tu large UOIUlh of proflh that 

it properlf should reach. .l eUqlltr, .,rt eaellf .a.la· 

ietered p1an would, of c:oune, be to abu4oa the uce11 

protita tax and to iller•••• the corporation lao ... taz 

b;r enough to produce the duired rneme. Wltll eaoh u 

increaee 1n the corporation inc..e tax there lhoald, 1n 

~ judgment, be coupled a proYiaion for reducing the 
• 

te.x when the earnings of the corporation are 18ediatelf 

made eubjeot to the indiYidual income tax. 

Tlria kind of e. plan would be in ha1'1110DJ with the 

idee. of integrating the corporation and the indiTidual 

tazea, placing chief reliance on the taxe.tion of inco .. 

ot indhidue.la. Profiting froa our experience w1 th 

preYioua plana of thia genere.l character, ..aT diffi­

culties prnioual7 .. t can "'1'1 llktl1 be uoided uu1 

equitable taxation of profits to the indiTidue.l atock· 

holder proTidecl. 
I do not eet forth thla pll.ll 11 one that carritl 

249 

into effect the principles Which I preYioull7 cliecuaeecl. 

It ia baaed on prlnciplee of ita own and ia eucgeated 

ae an alternatiYe, not a substitute. 
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When I tirst appeared before the Com ttea in 

executive session and discussed this tax progr~ with 

you generally, I told you that I thought there were 

certain typee of durable coamoditiee, such ae electr ic 

refr igerators, automob~les , watchee, clocks, and 

cueraa, the reduced consu.ption cf which would be 

helpful to national defense, not onl7 becauee the 

\ 250 

plants are adaptable to defense work, but also because 

the material s used in these commodities are used in 

defense articles and the workmen who manufacture these 

things are possessed of the very skills that are needed 

in many of our defense plants. During those discussions 

different members of the Committee intimated they 

thou:ht that taxes on some of these articles should be 

bieber than were recommended and I assured them that 

we would not object to some increases on these particular 

art icles. Since that time there has been eo much die­

cuaeion about various excise taxes that I think I 

should repeat to you what I said before -- that I do 

believe that these ar ticles are the type that it is 

doubly desirable to t ax . 

• 

/ 
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We cannot expect to devise a painless tax bill, 

The situation calla for sacrifices . Aa Secretary 

~orgenthau has already -told you, we have bad ummistakable 

evidence that the people are willing to make eaorificee ' . 
aocordine to their ability. Outside the tax field greater 

sacrifices are being asked and ch.,rtully made . There 

' i s no basis for comparing the sacrifice of those who 

are asked to exchange the aecuri~ of a Job and a home 

tor a soldier's pay and a soldier'e h1rdshipe with the 
•• 

sacrifice or. those who are asked to pay even drastically 

highe1• rates of tax. 
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