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I have c1oael y followed the progreaa of the Anti­
Lynching Bill. The Sub-Co-.J.ttee of the Senate Judiciary 
Co.m ttee bas 1111t and baa agreed to report t o the full 
CoiDi ttee within a few days the bill which we considered 
lo eo .uoh deteU. 

I aa glad to report that the Co-.l.ttee substituted the 
word •-.tmng" for the worda • aerious inJury" which ure 
contained lo the originel draft . This, as you will re­
collect, will restrict the bill to the real purpose which it 
ia intended to accomplish. All ln all I think the matter ia 
in good shape. 

~o:,r;• "'~ 
Aaslatant Attorney General • 
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Kl!lo!ORANDUM JOR THE ATTORNE! GENERAL 

Senator Jr. R:yan Durty called on a departmental 
matter, and later on the conversation drirted to a 
discussion or the court . 

During this conversation, he exhibited a genuine 
regard ror the President personally and a desire t o go 
along with him. He seems to reel that he races a 
rather serious situation ror reelection in Wisconsin, 
because or the La lrollette group and the strong ~old 
guard~ Republican vote, and reels that voting with the 
Presi dent may cost him 30 ,000 or 40,000 votes in the 
State . However his calculation may be about this , be 
said he intended to go along, but that he relt that i r 
there is to be a compromise he would rather hold ror a 
rlat_B,laven than the Hatch amendment . He t old me that 
he-lied told Senator Robinson he would vote ror any 
amendment that he thought he could get through. He 
is, however, very strong ror a raise in the court to 
eleven. 

Respectrully, 

~(!I \<••&•eec, 

Joseph B. Keenan 
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.londAy, July 26, 19.)7. 

About. noon today I had an interview with Congressaum Fred 
J . Vinson of Kentucky, in Roo111 12:>1 of the !lew House ornce Building . 
t spent about an hour with hi.J:l , Re i n entirely syopathetic to the 
~esident ' s Plon . I diacussed with him the necensity of le"ialAtion 
on !'ive points . 

1. Court Rcfor:n . 
2 . ••ages and Hours . 
J . Housing . 
4, l:.xecu~ive Reorgwrl:tation . 
5. Loop-hole Legislation . 

lle is friendly to all of these propoJed 1'\Caauren a~d alao 
believes that they should be disposed of this year . He said that the 
flages and Hours Legislation would lllllke a great deal of tro·ll>le . Indeed 
he thought that it blld a good deal to do with the stiffening of the 
opposition against tbe Court Bill, and might easily have been the turning 
point in that matter . 

with it . 
r11tb regard to Housing , he said there would be no <iifficulty 

liith regara to Loop-hole Legislation, he sain there would be 
no real trouble in getting through a fair bill . 

Util regard to "xecutive Reorilani:tation, he tb<>\.lfht tl""'6 el•o 
Pfl?:?QF£ 1 a c I I that a bill of soil!e sort could be passed nlthowh 
it ~ro•Jld probably not go all the way . He su:•.:ested that they were con-
sidering the creation of an Auditor l..enernl to take care of po~t audits 
and that all questio••s of law upon which the Comptroller General ami the 
kuditor General did not agree, should be referred to the Attorney C611eral . 
A~ently be has devised 11 bill of bis own on tb · t ·l'ibS bl , and 
ooturslly thinks it is 11 good bill . 

l'iith regard to Court Refom, be did not think it likely thAt 
anything could be done about the "Uore,.e Court this year at least . f!e 
uid thiruc that the Bnnoe 'light be willi01:; to pass the President ' s Bill 
so far as it related to the inferior Courts . He talked at 80"8 langth 
about CongresSillllll l:>u.1111ers speech. Indeed he b!ls prepared an answer to 
it but is awaiting the proper time to ~eliver it . HE says that Congressnmn 
SUIIIIlers never 1aentionod the Supr""'e Court or t"he Judiciary Bill in lillY 
meetings of' the Judiciary Colllll:ltteo , snd that 'Ilion CoDHressman SUJIII'lers 
aasu..ed to spetlk for the Co:nmittce , it irritated quite 1.1 nUlllber of the 
m•"•bers thereof . 
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llr. Vinson ss.11 that the JUl!iciary Comrnttee is JD~de M of 
19 De.tocrats and 6 lte~ublicans 1118king 25 in all. He said that he 
felt sure th&t. wo could comt upon the following member• ntllllely: 
Cellar, 1\e~ver, liamsay, ';alter, Ch&nd.ter, Citron , Creal , Hill Md 
Byrne, ..aking 9 sure votes . ln addition to these 9 he clai.'fts the 
following as doubtful nwnol,y: lliller, riesly, t~urdock, Tolan and 
O' Brien makin< 5 in all . Tbia loaves 5 Democrats and 6 Rcpuhlicans, 
ll in all opposed to the bill . He is thorowhly in accord dtb 
~· idee that Congress should consider all t hie legislation this year 
1\ w his personal view ie that 1• 10 uld be best to have a recess and co"lte 

back agai.t on the first of October or shortly thereafter . He felt 
that it wou.J.C( teke off the strain and would give a n opportunity for 
reforming of lines, and •.o-.Ud give the members a little rest, and ,,ould 
bring th""' back at a more favoruble season of the year, and .-ould not 
interrupt their •=or plans , lind above all , would give th""' 11 chance 
to have contact with the people back hooe . 

Vdth regard to the status of the Court Bill, be sud that 
originally we bad 8 10ajor1ty in the llo UJe of about 75 . He thinks that 
we had ~ nt the nest just before the recent breakup in the cien~te, 
a majority of about JO . In view of the Senate llttitude, it may be thot 
the present sitWltion is doubtful . The a-gunent I':Ould be used that 
there is no advantage in the l)u.ae takinp action if the Senate is deter­
mined to ldll the :noaeure, and tbat there is a disposition to bide behind 
t.he Senate act1onf. lndet'd 1 generally s. eald.ng , the llo·•se would not 
~t to go to the trouble of enacting legislation which the Senate would 
set oside . These th~s make it difficult and indeed probehly inad-
visable to revi'le the Supreme "ourtiasue this ye!lJ' . HP does th1~ , 
however, that eomcthing could be done abo•lt the lorar "ourts . 

I talked to hi,. 8 long time about a proctor, the .,ethod of 
appointment and 8 ~~ syst<!lll, and that a r.parently the Senat~ 
J udiciary Co:nmittcc was IMking plans to S!lbotn'e the entire bill . 
.lr . Vinson ooid that it """ 8 pity that the V">tt> in thP .3~.n,.te on the 
motion to recommit was so overwhelminJ . II~ und~rstanas bow it hapoened 
but be thinks it was a mistake and that there should have been a line-up 
showing that the division was pretty close after all . He s~1d tllll~ 
-.;ould have increased eb•.nces of favorable !louse action . lie eaid, hol11wcr, 
toat a good IDllrQ' members of the Hou8e "ere irritated b)· the manner in 
which the Bill hlld been treated in the SeMte . 

He has no :>atience with the i<lea thl\t ..,.,rticula.r "lsaeureo 
split he PIU'ty . He SAid that the split is in the heart and that we 
havo had divisions on mony m&asures and yet the Party has not arlit . 
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He is evidently disf(usted •·i th Congressllll.tl Su1U\era • speech . 

With Ngard to n caucus , he said that he did not look upon it with 
'"'ueb f'lvor. ile said he bad never •een a caucus that did any good. Thoy are 
ordi.osrily engineered ~ lllembers of the House who rspresent o •a.l.nority ~~ 
are generally regarded , unreasonable or irr~, and tbat such leadership 
cs.nnot accO"';>lish '"uch in a caucus . iloreover, •hen " mov&"lent of t.hia ldnd 
is in charge of such leadership, the bul.c of the House is not disposed to 
go aloov, no matter wha~ the merits of the controversy ~~v be . He .. ~, that 
u ca 'JCU8 never doe a anything construe ti ve . Fie add there would probably 
be no difficulty in getting t he cauc~s to pass a r esolttion puttinc 
ito@lf on record as tn fav_2rr of co.1aidering and disposirtg of th" lesislation 
covered by the five points-;;-he do•tbted whether it 'WOuld go on record WI ap;>roving 
of the five points . o asid that when you endeavor to get an approval of 
s o many points , differences arise, comJromises are mde o.nd yon get. into a 
dlil\geroua situation. He said no doubt tho caucus wo,],d gladly approve of 
' t'esobtion laudatory of t he Presi,tent ' s lead•rship . He suid evelj•ono 

would vote fol" tha t but after o.U, that wo•lld not mean >liUCh beciLuae known 
opponents of the President ' s Plan would vote for it, nnd then claim t~t 
they were supportinG the Prcsidnnt . Joreover the newspapers '"'uld give 
but little attention to aey ouch resol>tt ion . Ho frankly said that the \ 
r.agea and Hours Legislation r.o:Jl.d tlllke the chief difficulty in gettinr. caucus 
actioo . He re. eated that the tsges and Hours LogislAtion had ldllod the 
Co'lrt Plan and that moat ruwbers wore getting protests which beund together 
opposition to both measures . 

iJ~nce he th~uaht that tho caucus J1l4!ht o.gree to consider and di~pose 
of these billa , but lll4!ht noL be IVi.ll.ing to a.'rrove of thrm 1n princi;.J.e . .:e 
thought that the rooreaniu.tion of Executive Depart,.ents mi<;ht betta:- bo 
submitted to the ~ongress i>n nediatoly after the recess . Indeed, his ~eneral 
iden seemed to be that matter s tlult were to tske uo cuch ti-.e could be hold 
over until after t.be recess 1 nnd that work co•tld be dono on them h the 
mcantilne, and that they could be talcen u with zeal >lhen Congress re-<U~sembled . 

I then took uo With bim the question of t he techn1tue of the caucus . 
He said that 55 members had signed the call for a caucus, and that be would 
let me know later in tba day whether the npti,Nion hsd been filrd with 'Jr . 
ll?U(fhton who is Chairman of the caucus . il>f, also asked nim to let IUO know 
how :aany !'10Clbers it tooK to call" cancus . He snid it took 25 . I told h110 
I was U'lder th" ilnpreasion that it took 50. He said be woul~ let me know 
lo.ter in the day . I also a skt'd hi'll to let me kno" what; the rule """ a a to 
the tinle within which a caucus had to be called. 
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1\,oc$! vad a talephoM c•ll fro CO'I res 3:>all \' ~naon who Mid 
t.hr. • the -.>loa ha~ been c~.a."lCed !ln:i t !I~ t 1+ no• took S,) to call a 
cs cllll where aa torurly it took caly 25, 'tNt that tbl're 1f8re 55 no:nes 
actually ol> tb• f't t1on . H~ aaid h,. lvtd onne itricult:• i "l rinding 
out. what the ;,U.e is eoncernil\ti' thf ti~e within which n. cnucua tnll!'\t. be 
aaa.,.bled . Arter ltlquiriea be found that there wna no 'Mile on the 
a••bJect . 

Be aL>o i'lfoned • e that the •tl tl.cm did not I< to h v• M 
•·•c lP called 11t ""7 p~~rtic·1lar ti .. e . !1e irfo,...,ed " that. he hsd tAken 

up tne ..atter .. ~th the , )'JlrlillontarltLn wbo was inclined to believe that 
W~r• t ~~~ l/&tition ~not ftx I:J1e t.i~r for ll c••JOUS and where thr rules 
tllllf'ifl' n? ¥TOTision, it na thft ~ ty of tt~ ChJIII~.r"".n of th,. CJII'lC'UI to Cl\ll 
a C'lUCJa r~t..'U.n • r f'350D.,ble tb-- . Re l!li 'le -...J t ll.;P'f ta s~ 0\1\;,'bol.M 
abo•Jt t '8 cauca• ""tt"" and t ~· lA:- . ~to:-b.,.. ""'d ~isc .-.wJ th" ""tt•r 'fi t.h 
Co'lgraa!l"la~ Ul ,.., D. llcFsrlane of •n ... a who ..,... ouession or t.h.. · tition . 
The l>t t1 +.ion ha not ;;et !>eon fUP<! wlt"t Ch.•ir'!l.'ln llo t•hton and ot • . R•;-'>.IJ"I'I 
aol<...:l ~r . iolcF:ll'lane not to t'lle it for th~ present W'l~il he, R.oy~, eould 
feal o1t the aitmtion &nd 1•t h.ia f eet Wiler him. It &!),eared that _lr . 
FJly"..trn ha been ..-v and hai Just returned . I• also • ear& •h&t the ~ etl­:.ioo aaC:a the e JCua to co~1dtr tt.£ ,f'ollo..t.n~ l!ll!ltters: 

1. Co.IJ't l!eforn. 
2 . l.qea 111td Ho~ra . 
3. Hcrtal.n;: . 
4 . };xec r..ive eor•an1ozat1on. 
5. r ..... Bill . 

It ... .u. be noted tnat the 1 etiUon doe• no t refer to LooJ>-ht>le Le••islation l><>t dou ltlcluda FeM Legish·.ion. U.,. , Vinoon tholtl~ht !.hat 
Loop-hole Le;::l.sl.A•..ion >w! b<oen loft ott bee••·~• thn pet' tionero &SIJ\l.,~d 
tba It "10~ b.,,_.., b My .-rt'Jlt, 
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Mond&y, Jul.T 26, 19J7. 

5a00 P. 1. 

Bad an intern .. at rq ottice with Congreealll&ll Jere Cooper . II• 
said be could not she .. .uch ini'oraation • • to the statue ot aey or the 
projected lel!ialation except the •loos>-bola• leiielatioo. He e&icl tluit 
was 11oing al<Xli Yery well &Del be thoucbt the bill •oulc! be broucht out in 
a couple of weeks. 

With r egard to the Court ~Lona, be said he wee not 1n a position 
to KiY• cucb Y&lUAble adYio.. Be did not think there would be 11111 chance 
ot doin& ~ U it cootaine4 11111 reta.rence to the SUpreme Court. !Yen 
ae to the rest of the bill he had so:oe doubt. Be said the leabere of 
Congresa realize that t.hirt)' Senatore can pretl;r nearl;y always dest.ro)' a 
bi.ll llDd that t.ba peycbolo17 at the present tt. waa that th87 nntec! to go 
boaa and there would be a etrone feelin& ..,.,gat uey le11bere that it •ould 
be a Yain gesture to do &r\)'tbing about the Court Bill this year. "nle 
lleabere would probabl,y take tbe positil>n that the Senate, having paned, 
after long debate aDd great delq, a particuhr bill, that it aigbt ae 
well be accepted and let the ~~&tter 110 in that fashion. He eo.id this 
••• epeci.all,y true in viae or the attitude or ConareaaiiiBn SUlllllere. 

Ho said that Con&rellllll&ll SUanera ie very popular and hu a 
large followini in the !louse 1 end the t then we.re eo aany obstacles to 
overcome that he doubted whether the House would want to UDdertako the 
fight. He did not think Ech of the proposed caucus, nor did he feel 
it would get 8J171'hare. He eaid that the Leadership was of such a kind 
that the majority of the O.ac rate would not follow it n.o utter whet the 
cerite of the propoeition alibt be. 

He said U the JWUciar]' eo-tttee of the House could be induced 
to nmont to the bill, ALter tbe Sen.ate paned it, the provielooe the Preei­
dant wanted in the Mtter of the x-er Courts , there wae a chance that attar 
all the Senate algbt accept lt, but he felt this wee a rather long chance. 

The on.l,y particular suggeetion be ll8de n a that Saa I!AybW"II ehould 
contact Swmere and a .. 'Obether there was &D;Y bope in that direction and 
that perhaps thareatter I ooul.d '" a.-tara peraonall,y and Mko an etfort 
to get b1a to 10 alone with at least thAt part of the President• a progru. 
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/ I!POrandua lluaber 2 . J)eie 2. Jill¥ 26, 19.)7. 

Ill the utter o! ad,JOiil'DUilt he telt it would be beet to stick on t.he job, Be thouaht that ooe ~th 110re would be suttieieot and t.het t hen , when the adjOil.J'nQIIt took pace, it could be without tJrrf idea ot 
returld.ng 1n the Fall. He t.r~ tbet it there were a r ecess until the tirat ot October, it .. ould meao that Coograaa would be hare October, 
BoYeaber and December - a utter ot three 11011tha - whereas oo.e 1100th 
now would enable Coa&reu to tiniah up the buainua~ called attention to the tact that Coo&reaa adjourned leat year oo Qe 6, aod he said .. ,.n it we et.yed through the mooth of Auguet, it would be leas of a 
hardabip than to coooe back and deYote October, Jloveaber and Dece11ber to the CODgre,.ional worlt . • Ra Mde clear that he waa u:preaaing o~ bia 01111 rt .. a. 
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OOffia llf t~t}.!Lmttl! @entrnl 
llu!Jflt!Jhm.ll.~. 

August 14, l 9J7. 

The President, 
Tbe White House . 

l.tf dear :b' . Preeident: 

''i tb rot;ard to the United Sta tea ~rab&l. in Alae lea , D1 vision I 4, it strikes me that it would be best to t&ke no action for t.he present. If it can go over until the next eession it will give Delea•te Dl=nd an oppor tunit,- to work ou t the dtuation . The incWIIbent, Joseph A. HcDonald , is en efficient officer and T.e have no complaint to make of the manner in which be bes dischar&ed hia dutiea . Unless, therefore , you have wiatas to t.'te cantra.ry I shall e1 ve no further thou£bt to the subject during this s ession of Congress . 

'illth regard to tho United States Marshal for the Eastern Dle-trtct of New York, I had a tell< wi th lair . Farley. I think he desires the 11~pointment of Ju:ea E. lleal,y, vice Albert l!enninger , deceased. The difficulty , however , is that Heel,y could probably not be confirLed . A Deputy is acting efficiently a t the pr eeent time and ' 'r . Farley thinks it would be best to toke no ection at the pra•ent session of Congress . llnleea you have rlahce to the cantra.ry , I shall aaSUI>e you ore w1llil18 to let the matter rest as it is. 

With the ell.llinntion of the for egoing matters fro11 ilc!Dediate oonsidoration ther e r elllA.ln only the followin$, whioh ou£bt to have COilaideration. 

1. U. s. Circuit Court of Appeala for the Seventh Circui t , vice S&lluel Alecnuler, r etired . It would be bigbly desirable, froa the standpoint of the Court , to till this vacancy if it is feasible to do so. I unders tand the ditrieultiea and gatt.ered troa what yo> said yesterday that you tb.ought the utter would have t o go over to the next sessi on or Congreaa. 
2 . U. S. Omrt ot Appeals for the Distr ict of Coluabia, vice Josiah A. Van Or sde l , deceas ed . This io o highly important utter and it &t all poaaiblo should be disposed of at thia aeaaion. 

J . U. S . Dis trict Judge in J(entuclcy . This aatter is being con­aider ed alons the linee you suggested yesterday. 

Sincere~ 7"'a, 

~~~ 



THE ATTORN EY GENERAL 

WASHIN GTON 

August 18, 1937 

6:00 P. M. 

IllY dear Mr. President: 

I 111!1 having an awful time trying to l ocate Dean 
Clark. I have talked with his secretary at the Yale Law 
School and find that Dean Clark is pr obably on an automobile 
trip. There is a bare possibil ity t hat he may be at Oxfor d 
today. 

I have tried to reach him on the telephone by paging 
the dif ferent hotels. This waa without success . I also 
heard that he has previously visited Professor Harold J. Laski 
in London and t hat he will return to London on the 20th of 
August, pr esumably stopping at Oxford on the way. This i s what 
gives me the idea he may be in Oxford now. 

He will sail for the United States f'rom Havre on the 
S.S. Manhattan on the 26th of August . I have also given 
instructions to have m;y previous cabl e to him delivered to 
Professor Laski 's home . Of course a aeesage may come 
from him at any time . 

If it is not received by the time you desire to act 
the question is present ed as to whether or not you could take 
a chance and send in the name anyway. It i s highly pr obabl e 
that he would 'accept and indeed such a course might r elieve him 
of the necessity of consulting with various peopl e about it. 
He could truthfully say that he had been drafted. There ere, 
of course, objections to this procedure but it strikes me that 
it is well wort h thinking over. 

The President, 
The White House. 
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AuG ~ U lSI'./ 

About two ... ka ago, '111111 .. 4Ml1118 '111 tb tu subject or 
reeppointmenta or UD1te4 States Attornaya, tbe Deaa or Carl 
SaolteU ot 1f1<alng OIIDIO up. You ultad • to ..aartaln tr<D 
Senator 0'Mahoney an4 Senator Schwartz their feelings in this 
metter , as to whether they would want to en4orao Sackett tor 
rMppointment. '!'hi a rou will recall ... 1n aooord&J>Ce with the 
•tbod ot prooa4u.re in Mob 1natance reprdleaa ot the atata 
inYolYed. Senator Scbwarta atated that be bad no objection to 
the rMppointlllent or 11. 8 . Attorney SaolteU, end that hie re­
appo1n~nt would be aatiatactory; Senat or O'wahonar llkewise 
azpreaaad aet1areot1on w1 tb Se.cltatt and his a ppro-tal or bia 
appo1nt•nt. 

Senator Schwartz called in about a waelt ago, 1n pereon, 
and atter a 18118tby oontereooe 1nd1oeted that he telt the 
intereata at tba Adminlatretion and tbe GoYarDMnt would be beat aanad by allowins the •tter to r-in 1n ita present status, 
without &nT aot1on tor tbe tima baing. 

Sinoe both Senetora were not entirely in aocord tbot the 
reappointment ebould be Mde at th1a tima, the •Uer wa held 1n abeyanoe. 

Senator O'wahoney called me tbia afternoon on the telephone and reminded me ot the tact tbat I had oonaulted blm (DOt that be bad oonaulted this Dapar1aent) about the 9aoltett reappointment an4 
ae1d tut be wa quite dlaturbed that H had DOt bHn •de. Be 
turtber Mid t hat be underatoo4 tbat I ud ada t be aht-nt to S.aator Sobnrta that be could appoint 111170De he wanted. I told blJO there na utterly no warrant tor a uob a atate!Dallt (and I talt 
aura tu Senator ude no auoh atat-nt) nor bad I dlaouaaed the 
•tter '111 tit an.YODe other than yoaraelt . 

Senator O' wahoney aaid 1n aubatanoe that he belle•ed it wea inooDOeinble tut there eboul4 be any repriaala; that he felt no 
enl••a; that the oourt bill 11 a bygone &ttair or, aa he put it, 
... ter onr the 4aa" and be tb0U1!11t 1t would be a •n1oe geatu.re• to han Saoltatt 'a ,_ aant in. S. tu.rther atated that SaoltaU ud 
written hlm but baoause ot h ia situation be bad not replied. 



lluo to the Attorney Oeneral. 

2. 

I t old Senator 0 1Wahoney that these sppointmente 
were beinc collaidert d 0111 a.fter IUiotbar and thet I would 1n 
tba course ot U.. brliiS thil to your attA11tion, althollill 
you were toclq out ot the e1Q' and I expected to leaYe tor 
.,. ncation. 

Ilea pee trull,7, 

~0\L.--....., 
JOShH B. U1!8A11 • 

The Aelietant to the Attorney Oenefal. 



• • 

•tpartmtnt of Ju~itt 
WUbfiiJton 

August 19, 19157 

9Q!fP1Bpsi!ltwa ~ 

llFJ«lRANNmm lQR THI ATrOR!I!Y G!li!RAL 

In -:r tallt w1 tb Senator Sehwarts he indicated 
that a cabal. as in the Mld.ng between Governor lliller, Senator 
0 'Jiahoney ancl lleCrac:ken, a newspaper publiaber ot decidedly 
Anti-Rew Deal tendencies. This ettort U to be launched at the 
Bar Aaeoeiation •eeti ng tor the Stat e of Wyoming at Yellowstone 
National Pe.rkJ the pri ncipal epeakere to be Stineht1el4, rltupera­
tivo eri tic ot Rooeevel t ancl Preeident ot the berlcan Bar Aseoeia-
tion , Senator Wheeler ancl Senator O' llahoney. 

s-tor Sehwarts stated be and Gongresaaan Greever 
were steacltaatl7 behind the President and hie prograa. 

Reepecttully, 

' "\I('Jr::. · 
JOS!P!! B. ml!AN The .leeietant to the Attorney General . 





-
Bffice of tbe 6olidtor emeral 

IIUIIIn;lm, • . , 

'~ 20, 1937 

In .... rox T o !!rave Contracting Co. 
Silas *5t2D Co. v. Tax Colllldaaion 
Jl[Jn T, ote Of flae)!ington. 

1' 

PreH •ina17. These thr ee cases are suits by contractor• 
to enjoin collection of a tate groaa receipts taxes. In the pravo 
eaae , a three jud&e Federal District Court granted an injunction 
ap.inat tho West Virginia Tax Coaoiuioner. In the Silas Mao on and 
~ cases, the Suprea~e Court ot llaahington retuaed relief. Neither 
the United States nor &rfT ot ita officers are parties or b.an appeared 
heretofore aa aaicua curiae. lll three cases are now i n the Supre:e 
Court of the United Statea, haTing been argued laet spring. On 
June 1 , the Court set the ea .. a down tor reargw:tent naxt tall , re­
queeting the .t.ttorn111 Central or the United States to present the rlews 
or the CoT!rnaent upon the two quaationa inTolved. 

The Questions lnYOlved. The contractors in all three cases 
are engaged in the construction of daaa tor the United States. The 
States of West Virginia and Wa1bington impose a t ax upon all contract ors 
measured by a percentage of their gross recaipts (2% in West Virainia, 
1/2% in Washington) . The contractors here cl aia illlllunity upon two 
grou:nds1 

1. They assart that since they are pertol'!lling 
aerrlces tor the Federal Oovernaent, a tax upon their 
groaa receipts troa that source is conatitutionall7 
!X81lpt troa state taxation , since 1t •ould apose an 
inTilld burden upon the lJnited States. 

2. The lands upon llbieb the work 1a done, except 
tor the rinr b!da , han been purchased by the United 
States. .&ccordi~, the contractors contend that, 
pursuant to pertinent state legislation either ceding 
jurisdiction OTer thole ~ to the United States or 
consenting to the aoqniaition by the United States or 
tboH land a, the Federal CoT!rraent b.aa excluai T! 

legillat iT! jnriadiction and all atate stat utes , in­
cluding tax ... auras , can havo no application therein. 

PISCtJSSIOI 

I t bu 10111 been telt that the existence ot a tax ex•pt 
el&sa such as OOT!rnaent bondholder•, Oovernaent .. Plo,eea, etc . , ia 
undelirable and iMquitable. There baa been threatened an extension 
of this ex!2ption to aeeuritiel of quaai-COT!rnaental entities, auch 



- :>-

a a the Port of New Yor k Authority. let through a aerie a of deciaiona 
onr a lone period or years, the SUs- Court hu been procrese!Yely 
expaMsng the field or ~q, onr the viiorous protests of a 
peraietent llinoriq. 'l'be Court now holds the ealariea or State 
.. plorees ·~eel in co .... rnaental, aa diet1n&Uiehed rro. proprietarr ' 
actirlties ex•¢1 aalaa to states and their subdirlalons exampt; 
Federal aalaries u:apt rro. State inca.. texu, etc. It 11 believed 
that these three aa .. a afford a INitable vehicle to reverse the trend 
and to begin to oarrow the tax exeept groupe . 

Undoubtedly, if these taxee &re sustained, they will be 
reflected in bi&her bid a tor C:O...roaent contracts in the tuture. 
The increaaed coat to the tJnited Statal will be ottaet at least in 
part, though tbia would be al1J;bt, Iince the tloited Statea does DOt 

eaplor Bales taxu often, by c011porable texas 'llhich the rederal 
Covermoent will be able to collect froll those who sell goods to states. 

Poaa1b111ty or increased coat to one sovereignty is not a 
Talid r eason for holding invalld a tax of another. 111nimum wages, 
mnj•m boura , aanutacturera ' texea (upheld in Lillgttt and Mrera v . 

!lpited States) , regula tiona aa to doin& bueineas directl.T or indirectl.J 
arr.ct coat • 

!xiatin& precedents han turned on the fozwul.a of preServa­
tion of the dual eyatea and require ae complete treedom aa practical 
to the opere tiona of the reapecti ve covernaents. Thia baa been carried 
to the extent of exeapting printelJ owned ore extracted u,y concession­
aires froa I ndian lande. 

Jl'reelT acceptin& the dee1reb1llty of preserving the dual ) 
qatem, it ia our contention that nol)-dJ.acr1ainatolT taxes do not 
interfere with the dual .,.stem and abould be auatained. 

tiona! coat these parti cular taxes -.y entail to the United Statea, 
'l'be Treaeury feels the illportant thing is not llbat add1- ) 

but rather that a decioion upholdin& th11:1 abould be rlewed aa the first 
ltap in a l ong ran&• procraa of al.illl1nat1ng generall.T thia type ot 
a.unit y (except, or course , where the tax r~~q be diacriainatory). 

Both the Jar and. Interior De9"1---nta . bgeyer, r..1 nther­

wioe. '!'hey riel' Uieoe tai8a u iapoeing Jill add1tional coat upon 
their operetiooa, and would 11ka to ••• tha dlcl.ved lDVilid. SUch 
taxes, they say , iapbli I aireet bUrden upon their tunct iona. 

There hal been expreaeed, aloo, the fear that Iince a ~ 
deciaion based on eucb a conceaeion on our part •ould aalce it con­
stitutionally po .. ible tor en17 Stat. to lny IIOft-diooriainatory groll 

receipt a tuea, the Stetea would abu.oe the opportunit)". Texea ai&ht 
be lerled which would approach probihitOZT lenla. I! nol)-dJ.eeriai- ) 
nat017 taxes oo independent contractors are valld, lito" not regulatory 



1 .. 1tl.at1on, -.;ea_, houra, aao..ltatJon, Ito, TbtM are 41Aeers1 boat ) da.flc:era Wit.bio our feM.r&l cotrt.rol, Iince t •. e Urdted !tatel aicht lU.U c:an"7 em the opent.toc, ..t &Uo u.. l"'lh ap!Mt. ~uon or PedeN aeth1Uel would appl.r. 

! t.biak H - to.lrlJ' bo l&ld tht.t thooo oppe>ood approvo tho ) rutnotioc or tho tu -pt crouP" but boll ... W.t thq &hoal.d 
iacluda pernsental ...-plOT"'• Mle• Qd ,....!pt. t&bl attect-i.u.C IO'Hn.ta\. e~tRct-t. nua rM.Na.inc WIOald. Miat&ill \be pnMnt n.at.ua '\"'\ lnd reader f'UtU. furU.tr tftOJ"tl \0 D&n"'W e.-ptiant , -...........,.,..~ 

t belbTt Wi\b the TrMaW')' t.hat the queatiOft au.~t. be rlt•td )0 broodl,y 1• t oru of utobli~ ult.la&t.l;( a fair and oqultobl. 171t&o o!" tuaUOOt aacS that. .. ahaul4 .. 1u QpCa lbll OJ)pOJ"twai~ to 1110rk 
t.o.rd that. end, entt ~oacb then ~ t.. an tt4ditional ONt> to t.ht 
GoYe~t. in ao dolnC , 

2. Jb• 'uri•disUop 1!!Uf. 

All dolpart.Hri.U Are ~ U t.o \be p)IU1on t.o bt t.abn J tl)' the Go'rt:mMl'lt 1J:a \ht ••¥t. t1rc1n1a oaae .. .--1)', that. the tJaitM St•tu 4oft bavt exclv.~i•• Jur1adJ.otJon ~n tbt r1'ftr bt.n.kt b.rt not over the rh•tr bed, ainco ae to tbt l atter 1t doll not ha•t t.itlt b.Jt }/. rather Mrtl)' a 4a..1N.rrt atnitudt. 

AI to the .,.,.inl;ton caM I, 1.onool .UC Cr&tld eow..., 1t J .ould -.. that Ut tr.n.ittd Stat.e1 could ~•a&ll.T haYo .s.olud" jur-ltdiction o..r the rh'er b!mk1. In t act, bo•ew• r, it hu not. uer- ) oi .. d that poqr. Tbe State ot h~o cuntt.auea to tumiah poUc:e protection, etc. in t.l'IAt. t..rrltoJ7. l\u"t.l:l.u, tnt.•rlor lql &.bat it dou DOC. .m. .. exoluln ja:rbcltct.1on - U. does mot. tam. tb btzroltu or -.lnt.&inizle a.clloo~, tu.rnbbillf pOllee aDd tt.z.e pr'O'Wct.lOD, etc. Ond:tr theM cSrcuaat.anoe• it 1• beUned d•tlnble to peraS.t the ) Jur1141ctlOI\ t.o ,....Un 11.1 tho St.t.tt ot laahill(ton U a tound l egal 
theotT wwl4 lupport; that. result. !he approach t.b&t .. ,J1&n t..o ura• U tha.t coaHQt. b)' &.:l• United St.at. .. 1a Deeeaa&l'7 c.r."r lt !a t.o aoqU.,-e j!U"lldJ.ct.lOD tY'Oe t.h. lt..t.tl, and \.QAt n= ~t. is P"-
1\lllld QDJ..e.aa oirc-..t&A.cet &t't1.rot1~ ahaw t.~t t.ha United StatAl 
doet not Utb t.o acoept 1\lcb jt.U'Udiotlon. The C.1ro'alt.MCU ahOWi.Jll a l"4J•ctlon or j uried.J.otion hereLn &ra !OWII! 1A 1\a oefiltln\&lnct 8\lpe.r­ritlo.n by the Sta-te ot ·~• aoq';l!.e.soe4 LA b7 CoQcN11 , 'llblcb haa apee.U'1eall7 nutitld U.. coatraou. the oU.J" depa.rt;Mote M" not. d;JINIMcl t.lfl die&ppl"'ftl Qf thlJI Yie•. 

) . Ptd•£!1 Rc•try!tlOnl. 

'l'htN would be DO OQiloelliGG l1:1 t.be C'M.Md 8;..at.ea that. a J !tale t&x coW.d be le?itd OD OP'l"'\.loat carrl.S OD .1ft Nlen'llt.lor..l anct.r tb• u.olu.lln U,Ula.t.l" Jv1.Uet.lou o! the UrdtH St&tea, •· , ., QuanUoo. 



J 

4 · P.pe.rt.Mp\41 1ntmftt. 

'PI:eae Yitu han bHn c::h.a tar tclerlor and ~ tor 
~aUeratloa: oo nntr~. ~\.19\h. fb ... De~!IU wne 
·~ o.r ~ p;"Obl_. 1a l tau, u4 all ot tMa ha•• written ua 
u or ~ 1.t am ba .. b..s c .,fttereneel . I Mid JOt;1 .:;tuld pro'b&bl:r 
Mn'-1.20 tho aat.ter at. a Ca'bJ..M\. ....t.llc, .Wt.l..al OoC' pccitiaa. &3d 
~ C:..t. the attJ.t..ade aa ·~· 

llo o=e ~ ••t.l.ut.. the ext.N c:on, ~t. 1t. wUl. &:IOQDt t.o 
I conJ.1c!e:rable n:.aber ot a1Uiooa. 



Lon4oll 10M& Aa~.IO,lnt, 
(t.C ) 'Dae Prel14•t. 

DleplJ appreolatl rocret 4llt&Roo preolll401 por1oD&l 41acuallOR 
~t 1tlll tool 41ollRatlOR 1houl4 ltall4. 

Cllu'l11 Clart • 

• 
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OOffitt of tJrt~ ~enn-nl 
lllbifittghm ,ll. QJ. 

Ausust 18, 19J7. 

The Prealdent, 

The White Houso. 

~ dear ~- President: 

1 aub~it nere~ith the nomination pipers for a •ucceseor 

to Ur . Justice Van Orada1. 

I aacarta.ined that DeAn Clark na in I'Urope .-nd I have 

CBbl ed him as per copy at t.ached hera to . Up to the preeont moment 

no ren1~ ha• been received and I, t eretr. re, do not know w~.at hie 

attitude is . As t oon an an answer iE received I ~~11, ot 

In vlew of the teet that I aa 1eav1nf tonib4t to go to 

New Y<•rl< to meet Cecilia end wi ll not be back in Washington until 

about. 13 : ~5 P . 1! . to;oorr01 , I also aubtlit t.o you the noaination of 

Dean Justin Willer so t at it may be iGQediatel~ uvail~ble should 

tbe anal'er f rDD Dean Cl.L.rk be adverse . 



/ 

STRAIGHT CABLE 

HONORABLE CHARLES t CLARK 
C/O J.liEXCO 
LO!ICO~ 

\ 

IUS!I1Nl'1'011 D C A\IQJST 18 19)7 

r.QU~D BE GREATU P~EASED IF YOU WOULD ACCEPT APPOI!Il\1100 ASSOCIATE 

JUSTICE ONITU> STATtS COURT OT APPEALS FOR DISTRICT 01 COLUJIBU STOP 

THIS COURT AS YOU KNOll' IS OF EC.O~ RANK WITH CIRCUIT COURTS OF APPEALS 
A!ID Ill !llT.IBDl AIID t.IPORTAJICE OP COII&'TITUTIONAL ~tUESI'IOIIS CONSIDDI.£D 

PROBABLY RAIIKS NEXT TO SUPRf.OIE COURT STOP S~ARY Tf/U.VE THOUS~ID I"IVE 
BU:IDRED MTH LIFE TlliURE .>TOP liATTEII IJI)A!NIJI! CABLE IJC.W)UT!LY 

RO,.!ER Cllll.IIIIGS 



, 
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On.: ~ . Prell f'e\t 

U>ffin. 11! l~e!illonul! (!)rnrrnl 
11hc.o!pngh1nlU!l. 

tk1l \. 7 , )7. 

I M•• tM hanor &.o lnelo .. ber..-tt.h • Ml&lMUon 1D t'lnor 
0: !loGo- le rl•• • Cl rtl., o! Co!!Mc:Uf'" jt., t.o bt an b oc.' UJ 
Ju!"1.1ce ot tbe United t.-:tu C.,.U"t or .l,ppe1b rnro ~ t1 t.r-t,.t or 
Colll:llbt!>, rit"• neor'nblt Jnd.ah J. . V!U!. Cn1el, d~-.ttd . 

Dean ClAre hi 1.11 )'e(l!'ll ot ae;e, tn4 urrll'ldl pa L:Jm 1n 
t:oodbrldf~, Cot:.n~t.h.•IJ\.1 reC"t~h'ed tho dt(reft of 8 <'Mlor or .Art.n !":rom 
Yr .. h f1!'1hen1t.y 1n lt'Jl1 , l be d~ree or Bet" dc1r or U.we tro11 th!tt 
ln!"t.it,,lt.\011 in 191); ~!.hO t.be N"lpif'nt Of honoh-17 ~ ro•l fT'O:lll 
l!Ue iJn1nr"''-l.,w1 \hfo l:ni·f'rdt,- Of Cola!" -'o, (;fi\.~Jt{' roUe.,:.-, 
..-;'ld 'JUline ~LYI r ll.)'j n.t1 ldld.tt.od W ~ Ur ot Ca:mH't.l.e--\. Sn 
1913 1M -.. ~ 1D t e rcct.!~ o! la• a\. Hn IIA•e Wtt.U 1 H: 
WZ~ ruc'"'!P .. hel.T uWt.Mt m UI'Gd \.6 pro!"«aao.r or 1 • , f'bres$0':" 
mj Unea Proteaor, 191~1929, tt.alt.,.. Pr•l'a.or ~ tluD or Ule 
dlool o!" La•, !de Unlnn..lt7, ~· 19.29; '4'"181\...bc I.I!'O!HIIOl" tt. 

t'.oltJ:!i'!J.a Ut:inr-... 1t7, t'o!!"'J.dlU:dn:ndt71 aM Vnlnrwit.. or Cobr!tdo 
'Mtn«l 1924 t.DIS l9lLI .... r or t.he cocw ... cUe~t~\ • of F .. 'l"e::rmta~••a , 

l'H7-11Ulf C01.n•"ttr-.:.t. Jttrjldal CouneUt lq_29...l?JlJ bu bH-1 ur-r1:sg 
aa 1!. ~~"' ber and t.l'l• t"oport.~t" or U.. A.dvlJ.Ol"f C~t.t. .. t.o t.~ tJnlt.ec! 
H .at.tt SUprttM ('(lu.rt on ttdo-rtll. ChU Procedl.l.l'o llneo 193' o.nd u 
vice-et:ti1Mtln ot t ho Co-.to&lon on ReorgMitAtion or : t. L• ~lf<rt:llint.G 
in Conn~et.crut. t'tt b l.htt author or 111tJ11 accophd .-o:riCa on l4>gnl 
ll.lhj•ctft . 

~an Cl.l r• 1a 1. b.,..._,. and c.alol-=an or •n•lltnt. nputat.icn- , 
U1Ut7, Ill! UI'fi'S..ae•1 01d nas att.d."*' ~· 1D t.be tiel.d.l or 
lu .&:ad lapl ~Uoa 1D !.tl'l Da.1tAd ! t.u.u. 

t ~ ~ DOI:li¥Uac. 

Th• Prtdd.nt, 
T't-fll Whit.fll Jioo.&AC • 









'c~~t ar ! , 1917. 

1117 d.r lr. ,.....l d .. \ t 

S...U• -co .....,,_ Coreln, ot 

PrLaoe-, _, " a co " or a leUer wrlU.• 

'b7 lr. IU• l .. Iiller w 111Uaa P1U llalli"'er, 

011 llarob U , 1877, wbiob I "oloH ber .. t\11. 

llr. llalUqer "" a ltreU~e..-111-ln or lr. 
luUM ll..ler - ......, u.. tJ>u....,. ot Ule l a \t.er 

ft!all I t-.1 ""'17 -•1"1· lr. lla.lliDpr 

~ a lMdlJic 1awr•r 1.11 Ule s"""'"•t ud 
....,i cled 1a Clal .. o-, Tuu. 

81noere!J' yooara, 

•• • 



THE ATTORNEY GENERAL 

WASHINOTON 

October 8 , 1937. 

My dear Ur. President: 

Sometime ago Professor Corwin, of 
Princeton, eent me a com• of a letter written .,_ 
by Mr . Justice Miller to Williruo Pitt Ballinger, 
on March 18, 1877, whicb I enclose bere,ith. 
llr . Ballinger waa a brother-in-lew of Ur . 
Justice !Iiller - hence the inti~ey of the letter 
which I found very amusing. !lr . Ballinger 
became a leading lawyer in the Southwest and 
resided in Ga~veston, Texas . 

The President, 
The White Rouse . 



/ -. ~ . 
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Prot. Chu/--.. ran i nto 
thia in tho Miller papers at 
Harvard L&w School. 

ESC I 

1Uatice Millar to ~illia= Pitt Ballinger, March 18 , 1877 , 

apropos or t ho suggestion that former 1uatico John A Campbel l 

be reappointed to tho Beach, to fill tbe vocaooY caused bY tho 

raaignatlOD of 1uat1ce Davia: 

"'lbero i a no men on the benCh or tho SUp race Court 

more interested 1n the character and efficiency or ita 

peraonel than I am. Ir I live ao long , it will atill be 

nioe years before I can retire with the salary. I have 

already boen there longer than any- man but two, both of whom 

are OYer 8-tiYent'Y. 

••tthln five yeare from t hle time t hree other or the 

present 1udgea will be over seventy. Strong Ia now In hie 

alxty Dlntb, Huot 1n hie eixty eighth, eod broken down with 

gout, and Bradley ie ln feeble health and in bla sixty alx~h 

Year. 

"In the naco or Oo4 what do I aod Waite aod Field 

all men 1n our sixty rtrat year .. -.nt or another old, old man 

on tho Bench. • • I ha•e elready told tho Attorney General 

t hat 1f AD old li18Jl na appointed we Should hue within ti .. 

yeare a majority or old lmbocllea on the bench, ror In the 

herd work we hove to do no man ought to be there aft er he ta 

seventy. a.t they will DOt resign. Neither Snne nor 

Clifford wboae centel failure ie obvious to al l tho Court, who 

have come to do nothioa but write gorruloua opinions and clamor 

tor .are ot that work hove any thought or roelploa. • 



THE ATTORNEY GENERAL 

w.-.SHINGTON 

The President 

THE WHI TE HOUSE 
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THE: ATTORNE:Y OENERAL 

WASHINOTON 

October 12, 1937. 

r.ty dear Mr. President• 

I saw Dean Clark yesterday. He is still 

interested. I discussed t he situation quite r~y 

and f r ankly with him. 

I aesuae the =atter ie to be held in abeyance 

until we see whether Justice Robb will retire when ho 

reaches the age limit, which will be, I believe, on the 

fourteenth of next month . I hope the t he will do so 

and I am endeavor ing as diplomat ically es I can t o 

bring about that result. 

The Presldent, 

The f.hi te House 
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nil!: WMrn: HOUSE 

WA»tiNOTOH 

or 

.,_ Putt• I. T ~~ 
OWtD\ • 18• lR'P • 

!Ill AIIOhiii ODIIAL 

.. ,._ s-tU. .., ~·· 2!2A 

,,_ .., • .. 41J'efted ...un 
~a~ ted eta tee D1nnn .,.. , 

11111lpa 11/l I RIM Ql _, 

r. D. a. 



-
1l1& AnORNCY OEHEAAL 

WA&HINOTOH 

lHF " H'lE HOUSE 

N~1 2 9 n ~H '37 

!tiL• a.nt• eu 10Ul' •.ort~nlftlll of' t..iw nth of Qet.Jbe.r, 1D ~c.b :rou u.c • .:a.t.r•r I u c-utn• ut:1 pnt~ tr:r aq ~ t r ct.cl a.•ine\. ttn1\«t Pu~~~ .l\t.om.q IU.!.U· gt.n or Kt.tu1u City. 

1 J .... h.t"" ~ .n.c~ \he~ \4 ,.. a • ~ .-a1 ot OP?QS1Uaa to bJ.... LliOai•t. f.b.,. potJ•r-1 t.bt t. ~ Ln IUIJICNri. I htn aetA oll~LI'\it t'r011 Yarlou.a nnwp~~f"'ra ?t t.h&.\. lt.At4 •bl~b lndtut. U..t the,...,.:,:-, .. \. or.-uluUaa h -.-.J.It.l t 41 .. reftC!elAatloc Ud t..•L t.M.• o~t .. uoe, tb~-h t.)• ~tot.or• , will at.t.pt. t.o tw..we hia r.rlaeed b)' aoae ot.ht~:• appoint-ee . llr . JU~tt.n n..a afli)Otct..,d Pabt"'U&t"''' ~, 11.,.4, f.r: 1 
hl• -,.._UI • W r:t ft ll, UJ.r.l o.1"e 0 UtJ! re OB c.;;.. \ldl'd o( l"Alo t :"abr"f..&-r'7· J.ppe.ru~ U.. a••I•Ptl'"• ue u.ktJ•I a pod dtd or L • (OitL~ e.n4 U l• GlqUUt.ed. t.! c.t t.be rtal r.ucn tor Us. op '>t)dUOI'I t.o t•il11t.AD JIVI'I out. r U:l.it wlp:- •lLh • l<"lll he ,.,. .. eat.. e'ec:t•oo tr. " 1ft 't• ..., cu.,. . 

Ana• ertnc tp.elrlca~ 7~ quttt.toa, l ~~' ,., 1.l~ t. I b&v• DOt. *rd oce word tr• eJ.t.n.r Se:-at¢1" • U:t ~JKt., or t'raa • oU..r -.r!'I<OI!' 1r a.• ~it Mwn_e to l!r. KLllJ.ctn. 
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THE WHIT& HOUSI 
Wo\1.111NOTON 

,.,u ........ !~1 
161 , I I, UJI7. 

·~ria 

!Ill .t.TWI ODD.U. 
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THI': ATTORNI':Y OI':NI':RAL. 
WA . HINOTON 

O.ceober 6, 

lC1 dear lr. Pruidentr 

Will wondere never ceaael Tod&J's 
tavoroble deoiaion in the Alwoinwo Coa~ aotter 
waa written by llr • .Tustice McRe:ynolda . Sea 
cow enclosed. 

The Preoldent, 

The lhite Rouee. 
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SUPREME COURT OF THE UNITED STATES. 

AtcU.- r-f!UIT •t .\Jaeria. } .t.rJIMI ,,._ Lilli Daukt 
.\J>Jtellu.t, ("owt •' tl.t r ... Led 

... i't&l,.. ,., tl ... w.,,.... 
Tbe l'n.n,.J Stat,. of ADHrit&. UM.trirl ol l'trln&)'h·IIJ!Ja. 

(D.!etrubt'r 6, J937.J 

)lr Juat~-M \ I• lto~·ut.I• d('ti\"I'MI th~< <ll•htlou ,.r tloe f\tutt.. 

Tbk IJofll'ltl btanp ap a liuJIJ d.t.;r('e ol lbt I>IMrl• t l~<~•.u1, Wt~ot· 
torn l)o~~tr"'t of l'ntn.y!\·ul&, tbr!'f ju.J.r- aht•n•, •hVh Utltfd 
a protiUituwy lqjunrtl• a .od ref'Wif(l 10 rtltrallllaw om.,. of tl• 
l'ahtd ~,.,,.. r,_ «<ad•xtuac a ptoeef"'Lea .. ....., aM'fllant ua 
&llr.>O.tt ·-lnrt_ 

J-.. •. tflt. , ..... p~t ___ .. P~aM,JIUll- ~··--
•"""'l.lual •• u. Wr ..,........._a f!C>MNt ..,..,.. .....dh.J .... 
...,. ,...,.., .. ,......,. ., ............ _,....,.. ... ,.....,. t .. 
tan ,,,..,._ ~ t Uw at.~ r..- .,_,. n. itt 6wft. .,_t.l &ad 
"fl,....latu• W,IJI t'll"t't&uu. mocbAN.Uou 1 In!) J~dr ... 
iaportut '"• .... l'fiP ,....... • tOter. 

AJlrll U. J:):t7, l.b., t'ruttd $talN U.rou,• t.lwo1r Ia• rot!l.-"", 11• 
ft•tld.llllbl tv-....., ht•thut"'1 a ~~~ ln th41 ~rutlt .. rn OLI1rlt1 oJ 
Nrw \'t rk "~rw Yt~rk b:lllt "-whrll'in tht! •t•J>I•IIIIII, II• "'""~'" 
lft'"llbl, lfMirlotill)rn and GUam~ (aist,Y·Ibt" ill ~1), 'lttr. tlam.ed 
u IJ~rfti•I.OJih All of ll._ 'Wtl'l! ~~I wilb 'i.,IAIInt tb" anti• 
Lna.d l.a'tn l.rMt Ill rroJ r~.ate reli(f lhf'OCII!Ih IDJ'w"tllll~~~t d-hnq of 
ap~IJU, ~~ ollw prop..rtJ.., •t•, wu ubd 

April :t.l, JH1. tftlh. .. p,_.,-1,..,... Sv.at" •l>stor'l:ul -~ a•d 
U.. 01.ttwt (.-...rt flltrM u d pu1e onlorr ~-~~~ U.. II• .& 
"'".......,.. wida lht s-Tort ... , so • .,.,_, .. t&et....su~ •• 
u.. .... u.. ,..,..t ............... - •lwrnll ll pNJ'lld fw .. fa, 
J ... tu. ,_~ u... .a-n m. ............... f.,.q,. .. s-
Yort.,..,...-. tt.~..wly ....... ~ .......... ........ 

1M J..Ctl- .,..,... that PT-11tiM of La- &IW 11111 •oaScl 
.aablf'l'( •Pt,..ll&ot I• 1-M r-\1 r4 COM'iUT'ftlt ,...,_ 1111 U.. .. .., .ab­
ifrt .. tt .... bf tWOt6tU'UI a)IQ that thi"J''WM tlof ,._,t,iJJtyof ..... 
tlJtd.r.tC d..,.,... M•l un...,.nalr 001naac" The 1•r•1" fnr ,..a~r ~olld 
-.uclallr upo" ll•• a.Hllon Lhat u,. nh rmllrloOt'd •ubjfl l w•t· 



, 
''" 2 AI.-..• r.,., A-'nl" C•tlllll l~u ! 

lin _. .......... tulldtJ W..t'-1 YotA ~ ~ ,.,.. 
-.1.414 .... edJe.tiratlilf ~ , ........ .,.,. o( I'll ,... ........... .,-. ...,..... ..... u, .....a .......... ' the ~tt """" 
G~ ..... nJ'I'IIIctlq ta'Uftco~• ~~~~duo J•·l 4lf •• .._,.,,., 
Jl.lti!XI.MI..-dt\11~1\ ~ C .\..:!(\~iUOiit1tol tJH .. J\I•'-" 
.._blfllll, ~rd f'noiHtf'f', ''~" lllldw~ ol tart a.t d ••1"1) fTIII'f 
EI"''QQ9 .. "' ,_hl'lirtl, ti•W ap-rtt-1 folf.c.wrd. 

I"Jtiiii.Y, IJitJ tlti'No .. 11 0 IUJil(o .. Uoll iO dtll ~ltii'T. IIJ'J"IIflhl t' ... lt• 
DOt a.u.......,l uni!Witbt l',nn ... ,lullla anJ Ntw Yorltl tosll• tNt IU ... 

tl&u.ti..JI,)" j,Jtfltl,.aJ In IQbjec'l .. u ........ -.,.._ ll ""11' tt>tt•om 
~ ot tM f"'I•U 1M in lN tWit~ rt•..t. til• fJPt .\l..u 
lbt ..,.,..,_ "' tll.f ~IU,_ .. U.latn Ullt witlll ~ ....... Nt. M 
61 ,,.. Jtll tiDIUr'lll .,,... ......... aUrrd w..u.ttr ..... ,.,. 
....,.,... ~~· Q/ * pttu.- .u t1p n.&.s... et dlle lollbo &rw&a. .. ....._w., .... ~ 

0. Dt .a.r ............. ·-"'- t:aiud ... , ........... , u.s th 
r-..••U~•-. .... t>&J•c;« '*fndaat.,.._,,... ... ,.. , ... ...,.., 
""'~ ~ t ..... •• ,.. alrjtort IUJV'I', ,..,.. ............ 

11!1arl ..-..itl.n tb.f s-y, rlt .. ,, dt.llu .ubMa.ntiallT ,.,. ,,,_ t. 
the 1112 11111 ,,II Stw \'ork tllit clot- MOl attack tbll tMn>•lull 
pro.-kwr. uf tl•• lUll d,...,... or ..-k ta ~ 1111 lll'h"• ttki'A 1'1 
lb.I>Udnrt ('o.~rt f,.r ''" Wettnn l>alr:itl ol l'Miui,Yfu.n!. ln tlut 
fUh of Jfl :l Tllof Sttw Yer\ "uttl• not •ub.foc<!\ Allll'fl•ll\flll (', ... 
pllliT lq tl11' JM'rU flf IWll • •!Urtillf dtoe,... .. \IU.IIUUII ('-i'lllf 
'll'lll II< I 1 trn I'""JoUtbl-:< lajn.l)" b,- briq- CGoa!lp•lll'<l I<J lll'f•d th• 
wit ta tJ. t'-•utlw-nl u~rritt tof \'- Yod:. • " It ........ IN 
daal Llw l•o -.,1,6 .," ..... O&t m ,....., ., ~ .... , ... l.uot. 
MJo!" ...sc..t, -... •IIIII nti.W ..pt. ud ltJ.al .., -..a lur 1111 i-...--. .............. .. 

w-... ~ ................. rua-..1 ... ,....,... _,..,.. ....... 
...... .. ttq ....... ---" ..... f'fftd ...... ia...,..,...., tb ..... 
--~ ,......,. .... llhoqat..C, ................. 
eew~..-f'NtW.-""'" '- Jif'8llf'" , .... ~ .. .-~,... .... 
~ .,.w_.. l.ftll ._,_ Uld poist GUt thl U.n.,.._ ud 
~,. _,.....,.. .. oa~J M"tU.,. ..r~a~ vw-r- n ...... -'• 
qut"'r ,_. \M<J,..• 

'Bf c:llall"'l"f\\ dt'trff IIUWt bo 
.4#1'!111d. 

The Cm&ot Ju-tiet •n·l Mr. Ju.tife Sto~• tOillt 110 p•rt 111 t l11 
cvuldtuti"• Of ,l ... t.iltcl of IIIIa e~r .... 



THE ATTORNEY GENERAL lAI ' 
WASH INGTON (\/ . c Af 

December 6, 1~, \ /.r·~ 

c~ 

My dear Mr. Presidentr 

The nominations for places on the United Ststee 
Court of Appeals for the District of Columbia seem t o have 
been wide~ approved by fri end and foe alike. 

The Groner nominati on ha.s been confi rmed and, 
after some pr el iminary skirmishes, the nominations of 
Edgerton and Vinson were approved by the Sub-Committee and 
by the full Judiciary Committee. Senator King, acting 
for the Committee, was ready to repor t the names favorably 
today when word came from Senator McCarren, who is in 
Nevada. He asked to have the matter held up for a week. 
Senator !in& objected but finally agreed to bold the matter 
until Wednesday. Tbere i t rests for the present. 

Tbe President, 
The 'llhi te House . 

• 
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THE ATTORNEY GENERAL 

WA8H I NOT0N 

December 8, 19J7. 

ICY de&r llr. Praaident1 

t 

Yesterday I encountered Senator 0 111&boney 
and bed a brie! converaation with him relati ve to t he 
bill that be and Senator Borah Ncentl,y introduced 
dealing with the subject ot F'ederal licensing or 
inter-state corpora.tiona. I aatbered troll whet 
Senator 0 1Mahoney aeid that neither he nor Sena.tor 
Borah wu wedded to aey porticulu po.rt of the bill 
and th4t they would be fled or an opportunity to 
diaouae the queation of a.nti-truat legislation with 
repreeentathea of the adainJ.atntion at aey tilDe 
a.nd wi thout being coaitted in edvance to aey p&rticul&r 
procru. Indesd I rather theu&bt be waa eager tor 
wch a conference. 

!ha President, 
Tbe llhi te Boue. 

\ 
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----

The Preaident, 
The !lhHe Houae. 

ICY d .. r llr. Praaident1 

<&>ffiu gflfrt}Jbrmti <inural 
~hm,'J.Q!. 

Dece!lber 9, 19)7. 

I heve in.forroaUoo thet lMda .. to belieTe tbat the SUpra .. 
Court u;r, and probabl,y will, prooou.lpte the nn SUpre .. Court Rules on 
or about the twentieth of this 110nth. All JOU lenOir the SUpreiM O>urt 
W&ll authorized bJ Act of ConJreu to fonrulata rn1ea wi th a Tin to 
eillp11t'yi.ng l"ederel. procedure . Tbe Act waa peued on the nineteenth 
~ of June, 1934. 

As no doubt you recall, I began the agitation tor tbia law in 
llarch in a speech in which I streued the fact that JOU endorsed the 
pr oject . Thereafter I urged ita passage in Congress without t he assist­
ance of any bar association .ndorsements, or other hel p in that quarter. 
In !act the bar associations, although faTorable to the project, had 
concluded that it neTer could be paued. It was in fact paseed about 
ninet7 ~a thereafter . l"roco that time to this an enormous amount of 
work bas gone forward in connection with these rules . I appointed a 
Collllli ttea end the Chief .ruatice appointed a Colllllli ttae. Thee a groupe more 
or lees coel.eaced and the work baa been going forward intensivelJ. 
The Co.aittea bas reported to the SupreM Court and that Court has b .. n 
worldng OD these rules for s- U... 

All above stated tb87 will probahl,y be proorulpted before the 
•onth is onr. I sillcerel,y hope so. It will than be 111J dutJ , under 
the 8J)8Cific provision ot the law, to aublli t tbe nn rules to Congreu 
at the beginning of the seseioa in JanWirJ. If all thinKS go ott •• per 
schedule , it will, ill IIIJ judg-.nt, urk oae of the 110at conetructiTe piecu 
of work ill tbe illprovuent of l"edaral judicial. uobinery that hu occurred 
in a e.neration. 

Sincerely JOUrs , 

~PAw~>;?./ . 
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TH E ATTORN EY GENERAL 

WASHI H OTON 

December 10, 19)7. 

ICY clae.r ll:r. Preaidentr 

Today at Cabinet !Ceating you asked ma 

to supply you "i.tb a brief cesoranclum reJ.ative to 

the outco11e of the lfollon Tu case in tbe Board 

of Tax Appeals . I eubmi t au oil a memorandum 

harowi tb, which I think conre tha points you 

ehiall.J' had in llind. 

J alao enclose a printed copy of tha 

rather elabor ate opinions and dlseents . 

Sincer ely yours, 

~~re:,, 

Tha Preeldent, 

The 17hite Houae. 

7 

11 

• 



Decu'ber 10, 1957 

M I M 0 R .& I D g II. 

Re: Decision of the Board of Tax Appeals in the Case of Andrew llellon, 
Petitioners , T, The Commissioner of Internal ReTenue, Respondent. 

This case wee decided on December 7, 19S7. The deficiency 

inYolYed in the petitioner's incoM tex releted to the calendar year 1931 

and wee alleged bJ the Go,.eru..nt to be $1, :n9,0S0. 90, together with e 

penalt7 or so percent. The petitioner rued hie petition with the Board 

aaldng a re-deteraination or the deticiency, denied fraud and claiaec! 

an oTer-pa)'llant in the lliiOUDt or $139,045.:).7. The respondent bJ an 

amended answer assorted an increased deficiency in the amount of $2,059,507.49 

plus e penalty of SO percent, or a total deficiency in the tex and penAlty of 

$3, 089,261.24. 

The iesuee involved were grouped into seYen eewete iteJIIs, the 

principal one being the etock aalea and chargee of fraud in connection with 

the transfer or the Pittsbura:b Coal CoJIIp&ey, Colii:On Stock, to the Onion 

Truat Compan7. The following eight ••bare or the Board constituted the -
aejo.rity: &oith, Starnhaien, Arundell, Van Yoesan, Bleck, Tyeon, r..,enh 

and Murdock. Tho ujori t7 hold thot the petitioner did not t ile • !alae 

and fraudulent return with the purpoe! ~r !_TBding_ texea and thot no part 

ot the deficiency aa due to fraud with intent to e'Vnde taxee, '!'hie 

opinion finds a tax liabil1t7 on the part of the petitioner variouel7 

utiaeted at troa $400, 000 to $750, 000. 



I 

- 2 -

t.bt opiA.loo, • .,.., ~· llall:zt, .t.roo~ 1 11.:,!• Ol~, ~cd. !,:.ra· 

lh1le U..7 did cot Cine! that th•n •• rr..s, t.b.7 4!d eoncl.ula U.t. ~ 

m~e. u the record re.tUWd UM cla.iJI or u. ~t.l tiOM'J' that be bad 

-.4• a boM tide ...u or tbe atoct w \he Dnioa ~t. Co.pa.Qr aDS tb&t. 

tbe .... w.nu nt.H.t.od bJ bl.a (\be peUUon.r) 414 aot. oltu a•r tboae 

doub\.t. rn other •ord• it. !owt4 t.Mt. tM Nl.tt ,..,.. not bo(lll tide. 

( 

Onder the Turner opi i'Lion, ma •part fro• the ptN1lt.7 tOt" fl"aud, the 

Ooveruent. woul4 hue recoqr.cf epprox1Mt.tlt $2, 000,000.00, t t should 

be not.4 that. 'fJ-aon, the latel't. M•• OMl appo1nW• to the Bol.rd, vot.d -• 1\b \he •Jorltf. 

utaeMd b • con or tbe opildon. rour at.tetioo .b dtree:t.ed 

t.o l'WDtr'• 41•-eantbl& op.I.A1on at'*"' 107, et .. , , _..,.uC'Gl.arlr•t the 

.... t.ct s-••ce• on s-ee• 1117, 1.08 ud 109. 
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UNITED STATES BOARD OF TAX APPEALS 

A. \ V. M P.I.LON, PI!TI"riONER, IJ. CoMMISSIONER OF INTEI\NAL 

RI:\"ENIII!, RI!SPONDP.ST.1 

Docket !So. 76400. Promulpted 1>f.rfomtM>r 7, 1031. 

l. 'rho JJnlc by pet111oner ot etock ot tho rHttciJurgb Coni Oo. to the 

Unlou Truitt Co. o1 l"~ ll utmrgh Wll8 a comph.'IC nnd ''ulid tJule, &lvlllg 

rl.sc to a l~gtl l Ue4uc:tlou. 
2. RtJrJ)OUdiem 4Jsallowtd a dt'dua.lon tlall.l\td on a.t<!Otlnt of tOM 

on ale ot aod: of tbe Wt~tem Publlc St-n-l<"e Corporation. on the 

ground tbat "'the dlllpotqll ot these &t~U do not appe3r to be trau. 

ael1on" on whlch IOSSH 0111 be recognlud tor lntome tnx (mr~" 

Pctlttont"r tn hls pedtlon nmrmau,·elr aile~ thnt pcUtloner did not, 

within ''lh lrl y doys before or nttcr tho dnto ot 1mcb sules. enter Into 

any <'Ontrort or option w purcbose o-r ncqulro nuy shnres or the lllld 

atoek ot aid corporaUon:• Tbe e,·tdence 1how1 that tbe tdOCk "'At 

reatqull'fd 87 da.rs alttr the ate but doee n('t e«abllAh when the ton· 

trat't to rt"tloqulre .-.. tnlr-r'fd Into. Brll. the petitioner had the 
bunlNI nf pro...-ln& no rom nu1 or option wae entered Jato within thlrtT 

day!il of uw Ale. The <leductlon 18 dtallowtd for faUure ot 1ue:b 

p roof. 
S. FJnl<'& ot atoclt by ~Ucloucr t o o corporotlon, nll o( the flt OC:k of 

whleb wu owned by hr. dnu1bter, were valid ~nl('ll und, und~r lbO low 

•• It ulott<l In i93l. cue rl,. 10 lepl d.ecloeUonL 
-4. Pftltlouer dJd not tlle a faiJJe and traut'lulfat recum wt1b Iuten· 

tion to t•ade taxes. 
5.. PtUUooer was not. h1 1031. tbe ownl'r of any bftnk stoc:k-. 

6. Jn 1 he aummer of 1000 lh~ Bethlehem St~l Corporatton lX'gan 

ocgotlotlou8 wlrll the MC'CihUic·Mn rs:hnll Ot,riJOI'tUJou tor lht Af'fiU1~1· 

tJon of AJ)J)roxlrnntcly on&otblrd ot: the IUJ~I I!l o t: tbe lntt~r. Alter 1Nml 

we"' r{lnern11y ngrfoOO on tho two tofJ)()rlllon• hLstrueted tbt-lr lltor­

!WTJ to d"'w the eoruratta eo It to pre.-ent. Sf l)Oelible-. tbe f'f!C!OCDllloa 

oC plo to lolcCIIDtlo-Ma,.luoll or Ita •ockholdtra. Under tl1t r;Un ot 

pi"'l"fdure worked out MeCUnUc-llarsbaU on January 15 tranttfttrtd 

tbe rtl'lf't• omitted tnnn thf: B(lthlebem trnn.-octlou to tbe Union Con· 

l'iiMlttlon eo,, a ncv.' corporllllon, t or .a,ooo of ttl totn1 (h000 shllrH ot 
o utbortr.~l ltoclc, whteh Btoek w ns ~Mued {ll rt'CII.r to the stockholdc-rt 

ot IM M('('llnllo-M•rtlh•ll OorpoNtllon. On l"obruarrlO. 1931, t h• Mo· 

Cllntlt>-lbr.ta.all CorpotatJOD trawderted tbe ....eca C'Ol'ertd b7 lu 

• Tb:LI l'l'«'H'Ctle.- .... ltan! ._,,.,.. a •Ptrla1 llhlt1n• or the Board Nntltttnc et Vu 

'Fouao., pr81.dln.l". T,... .. ll, •ot'l TlarMr. Tra••ll *ll'btd tr .. 1M .,_nt an. 

t'Oblplet!on of t .. tftdmOD,J' but btfON the ft.Dal I'Utnal-.dOD OC tbt ft.Jill', 01 4lrtC'll.oD Of 

tltt DCMird tht opinion lt wrltlen In I'AI't br Vu Fo.-n .nd In p.a.rt b7 Turn('r. 

SO n , T, A.-No. I 08 



2 3G U. S. IIOAll() OP TAX API'KAUl llP.I'OilTS. 

IJ;rec"tu~nt wtlh tbe Jlttblehem St('('l CorporalloD to thrf't or tbfo hll~ ter-'s tubddJarr cort.J()rnUoo• fur 240,000 abo~• ot rho OOIJunon ~oek ot lbe lk'thlehCnl Stt'rt Corvorntlou and $8,:.!00.000. fAc."e ftliUfc, ot till bond-, rbe 1ald &lode and bondJ t~oa dl-iU1buted \llf'fC'IlJ' to tt,. ltot"~· boldtrt or U1C lle(.,lutlr-Mnr&h811 C-urporaflon. llt'ld, I hot 11Hl l:lethlo­he.m Su!t'l Corpornllon tlld uot ncoulre IUb"LUntlnlly ull ot abc a~t• or tbt McCUnlle-llanball Corponuton 10 •• to cou,-rJnn:e tbt trana­•eUon n reorpntulion within the m<'lmlng ot eecclon 112 (I) (J) (.\) ot t ho Revenue Act ot 1928: hcltl, '"''lllc,., t iH&t t he 1Wth1t"bem SU."l'l Corpornlon wu not 11 eorporatlon a l)artJ' to a l'f'OrpnWltlon aDd the gain to tbe pecltloot·r o-o tbe distribution to blm of the IJKb1~1Jc111 f.ltOC>k nnd boudll ts 10 !)('; rf)(."Oiult<'d. G-roma" v, ('omml••totlcr. -u.s.-. 
1. ""'ou;h rhe t'nlhn C".onoe-lnl<'tfou lA.l.-K OilJ)(>nc ('o. l'n)f!mnlutl(,u. 1he Union (XIu .. l ru~IIHn Co.-l'llt St.•t'nrllh~ Co•'t)()rnelon rt'OI'JlilUixattun, Autl the PJtt f(tt•llfHir«- C.:..rpuratlon liquidAtion wef'f 1•rttt In a J'ln.clt piau tor tbfo llquld.ft1fun of t"ulon, tbf ,.u~·ln• tU .. trlhntJnnl$ h)" t:nluu to ltJt t'lt>Ckh ol11rrs of 111«' atu~;k ot KOtliK'I'8 n ull Pltl W(1rc dh1LrlbutJuu11 wltbln B<'Ctlou 112 ( ft) n.nd the txu~t.! nf t~tiUon~·r's Onh•u iitoc·k l.; to bt· apportfonecl ac1ong Ko1~~ l'in. ana Unl<m lu deottrtn1nl.ng Ulf' gain 10 JX!Utlonf'r frmu lbl': llqnlc1rHh•n flf Hnlon. Umlul1Jit /Jo,hrbt(ll'r. Zll n. T. •'· 8. nurl 'Nr;,.IA .Auu t'lr'Ufl l.lltlllv Jo:n·u,-ltlt·~ CoriH)HIIiQit, 34.1 B. T o\ 3::!0. tollO\\"td. 

8. t'\'rtaln fiATtDC•Uhl hy 1br 1'ulou r~mo;trunlnn Co. nmt l'IU ~t>t•utl· 
I'IM CortiOrn tlon tor llw ut'C'OHIIL ot l)('llt1ouer ltttd to boc" !.lirldtnd<~ .. 9. Tl f' talr n'ark~t \"alue: ot the stot'lt of tlif' ltcCllntle-YanJJall Ool'l· fftru~hm Co. on Marth 1, 1~1:1;, dN·C'nnlnf'd to hco $300 11er ~hnre. 10. 'l'l•r A, W. Mt.'UOU &:1uC"Atlonul and Cbnrltoble t'rllit wu. In U):a. a Talld tx.l11tlnr trmot, orpnlud and OPfl"'tC'fl exclu .. l.-cly tdr f'dutll· tJonal and dJttr11ab1e ltU~ The 1 n~u.!l:fer by Pt"tltl<mrr 1o 1 he li'U"'t ot ec••14fu pnhHi.nga In lD81 "'"I o C{Hnll iCh' aud vall•l aUt. 

Franl.· J. Bogan, l-:1g., ll'iUimn. A. Seifert, E1g., MayMrd Teall, EBq., Paul 0. Rod~ald, Esq., lV. 11'. Booth, E&q., Nelson T. B arU!on, E1q., Dtmald D. Shtp(llvi, E•q., and A. 0. lValltr~ledt, E1g., for the petitioner. 
Robert 11. Jaohon, lfsq., F. R. Shearer, Eaq., David R. Shelton, J::•q., and E. L. Updike, E1q .. (or lhe respondent, 

The reapond~n~ de[()rmincd a deficiency in petitioner's income tax lor the ealendnr year 1931 in the amount of $1.319,0S0.90, together with a (X'nl\lty of 50 (X'reent under ooctinn 293 (b) of tho Revenue Act of 1028. Pol.itiouer filed his petition with tho Board asking redetennination of the de6ciency, denyiug fra\ld, and claiming an ov~rpayment in U1e amount of $139,04~. 17. By bi3 answer, Ill! amended, rt'Spondent asserted an increased defiei~ney in the amoun~ ot $2,059,507.49, plus a penaJty of 50 percent, or! Iota! tlc6ei('Jlcy in 
UlX and lXlllllty Of $3,089,261.24. 

'I'he 80\·cral is!ues in~oh·ed in the case ha,·e been grouped as (ol· lows in I he findings of fAd, nnd, wil h tho nxcoption of tho issue u to SO B. TA. 
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the McClintic·MilN!hall-BetJ•Iehem N'Otl(ani~otiou, will l!<l considered in 'the opini.on in the order indicated: 
1, The 11o6 .,,ts aDd the ch1rce ot trnud. 

Jl. Tho owoerolllp of t110 bani< llockt. 
ill. 'Ibe MeCIIDtl.,.llarohall Corponlk>n·lletbleb.,. 81<'<'1 C<>rt>Yratlou traotGetlon. 
1 v. Tbe llquldaUou of Union Oon•uuctlou Co. V, Tbe Pl7me.Dt.l b7 Uoloa Con.~tructtoa Co. ab4 l 'ht Securhles Cvr· porAtlon tor the account ot P<!UUoner. 
vr. Tbe nluatJon ot the Jtock of McCllntlc·MarvhaU {;()ustrurtloo ~. V11. The eootrlbu1Jo01 1-e. 

Pn-1UNGSOr PACT. 

I.-Th~ Stock Salcl. 
Pituburgh Ooal Co. Stock.-On l)oo,>mber 30, 19311 ~tition~r wo!J the owner of 12<!,G22 sluu'Cs of tho common stock of tho Pitt.sburg~ ('oaJ ('o., all but 125 shares of which had been owned by him for more tluln two years prior to 1931. Of the Iota! of 128,622 shares of Pittsburgh Coal Co. stock, 76,822 shares which had betn carried in I he "Joint Account" of A. W. 8nd R. B. Mellon were transferred tO' tho personal account of petitioner on December 30, 1931, and showed • eost of $3,863,777.7~. The total C08l to petitioner of the 128,622 •hAJ'Il6 was $61177,847.7~. 

During the year 1931 petilionu bad reali7.od large capital gain!J. Sometime in December of U1at year he discuseed with H. M. Johnson, his financial secretary, tl1e matter of bis income tax return and which eecurities might .best be sold to establish capital IOO!eS "~th the pur· pose of claiming such losses ns deductions in bis r~turn. Pet itioner determined that U1o common stock of the Pittaburgh Coal Co. woul<l be the most suitable for the purpose. 
Petitioner accordingly approached B . 0. McEldowney, president of tho Union Trust Co. of Pittsburgh (hereinafter called the Union '!'rust Co.), and proposed a sale to tho Union Trust Co. of the nbove mentioned bloek of common stock of the Pittsburgh Coal Co. Mc­Eldowney inquired the amount of the stock and tho price. Upon being informed of the number of shares and that tl1e price WM ~.ooo for the block, lllcEldowney told petitioner to send the stock over llnd tl1o Uttion Tru8t Co. would take it.. 

Petitioner thet'l'upon directed JobllliOn to gather together tho cer­tificates representing his common etock holding11 in the Pittsburgh Coal Co. and delivtr them to the Union Trlllit Co. On December 30, 1981, Johnson delivered certificate~ representing 128,6!2 shares of common stock of tho Pittsburgh Coal Co. to the Union Trust Co. llnd recelred thtrefor the check of that comJ)llny for ~,000. ne o,T. A, 
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1'he T'nion Tru-t Co. issued a formal confirmation of the tran~c­
tion, 119 follows: 

'ruE UNIOS' TactT Cow:rANf or Ptnaac-aoK 

PiU.tburgb, PeDDI)"l\•anla 

"Purc::hued from A. W. Mellon, 
ero B. M. Johnoon, 
MeUon Nallonal Baok, 

No. P. 66234 Hlth Avo. and Smithfield Sh·ect, 
Plttabursh, Ponnaylvani& 

Quantity 

123,02'.1 aharea .• .• . 

Settlement Date 
.0.... 30, JOJt, 

DCKrfption 

PsntaU'IlOH CoAL eo ..... ~,. 
Cowwo:t CAMTA&. 8Toc& 
($100. PAll VALVO) 

Date Dee. $0, /9~/ 

JN--Aooount 

Prloo Amount 

<1. OU3876 $500, 000. 00 

'Vo Arc. ploaaod to confirm purobue rrom you or the within doterlbed .ccurftlea. P•ymtnt. will be mAde on above IChlemt.nt date, to wb1eh time lntere.t hu been oaleulated. Soeuritieo abould be lo onr ~on oo that dAle, "bon Int.,..., thereon will cc.ue. 

Upon receipt of the Pittsburgh Cool Co. stock t.he Union Trust Co. had the share~ tniJil'ferred lo the DAme of A ely Co., a partnership composed of IX'rt&in officers of the Union Trust Co., whiclt hottl ()Cell formed for Ute purpose of holding title to securitil!! owned by Lite Union TnL-t Co. and lo facilitate their transfrr on dispo!'ition but which, in 1931, held title lo securities t'CpN':S('tttiog tho inv~stmcnt account, the tt·acling nccount, the trust department, the loan det>art· ment, and ~urities held for eustomtra. Tit~ otlicers of Uu~ Union Trust Co. had also fomted a second partnet'!'hip called Clay & Co., to !told litlo to securities held for customers. At th11t time lho Union 
T rust Co. had no Pittsburgh Coal Co. 001nmon stock ~tmottg its in•·mments nnd the name of that stock was not printed on its invest­
ment sheet forms. It WIL'l, howe vet·, listed by typl'" riter on the invl'l!lmcnt lit.ts issued during the (X'riod the stock was held by the {inion Trust Co. 

I n aooortlanco with instructions previou.,ly received ft·om petitioner, JohJUJOn. alter receipt o f the chook for $000.000 I rom the Union Trust Co., d~w a check on IX'titioner's j)«&&nal ~unt payable to the Union Trul¢ Co. for a similar amount •nd dolivercd thnt clteck on December 301 1931, &S ll payment 01\ petitioncr'll DOle for $110001000 
h~ld by that ~'Ompany. 

P etitioner ne•·er reacquired any put of such stock and there a fler never owned 111ly common stock of tho Pittsburgh Coal Co .• 
108.'1' . .&. 
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TowRt-.:llhe end of Mat-ch Ol' during I he first part of April 19321 
1\icEillo"~'OY issuell instruct ions lo Cnt·l R. Korb, " ,.;co president. 
of the Union Trust Co., to dispose of the 123,622 sbnres of common 
stock of l ho Piltsbm·gh Coni Co., ncquil·ed llS above indicnlod, if tlltd 
when n fnil· return on the invll6bnent of the Union Trust Co. t hel'ein 
cou ld be secur·ed. On or about the dnto of ~v'ing this instruct ion1 
Korb approached J ohnson, the petitionet·'s secretary, and inquired 
obout a possible purchoser. J ohnson advised him that he knew of 
no one intel'estcd at that time. Kor·b made no fmtber inqui ries nnd 
d id not look olscwhcr-o for" pur-chaser. Later in the month of April, 
he made a simiJat· inqul t·y of Jolmson and J olmson asked K orb to 
quote a price. Korb had n memorandum prepared which rend ns 
follows : 

Flguroo for April 25. 1032. 

A. W. M ELLO:< 

D<!c. SO, 1931, 123,622 sbnres PlttBburgb Cool Company Commou 
ato<:k (~100 par •·alue) at ~.(}141!87~------------- --------····· $500.000.00 

Co•t -------------------------- $(1()0, 000. 00 
Intert•t-LU! dnys at 6%---------------- 0, 833. 33 
Stock T111 n~fer Shlnli)S-------------------------- 4, 944. 88 
Pennfl. Ji"h·e Mill •l)l..x_ ________ .. _ _________ 2, 500. 00 

~17, 278.21 
A\·erago price ftgu red on $517,278.21. •••••••••••••••• ----- $4. 18435399 

Upon being ach-ised of tl1e price, Johnson told Korb thn~ the prico 
wns all right nnd thnt tho stock would be puroh!Lsed hy lha Coalesced 
Co. Up to U1at time Korb wns not advised as to the name of the pnrty 
represented by Johnson in making the pu rchnse. 

At 2 p.m. on the same date a special meeting of the board of direc· 
tors of the Coalesced Co. wns held, nt which the following resolut i"n 
was adopted: 
Rt:sor.;n:o : 

Tho t the DTOI)fr o1D<.-er1:1 o.t the Com (lAilY purehnAC from Ule Uulou Trust Com­
l)Qny ot P1Jtsburgh 123,022 share-& ot t.bc common ct~plta1 stock ot the Pi ttsburgh 
Conl OotnJ'IUti.t at $-1.18435390 a abnre. tor the nccount of tlJc Coalesced Compo n)': 
tbnt lo effectlll!l tltc JHitc1HlSC of M1d .stock Lbcy pny co lbo said, the Onion Trust 
Cornl)tlD)' or l'sttsburgll $117,278.21 OUt or funds of tbc Corporntlon, nud UUlt 
Utey giYe t.hc Union Trust ComJ)Bny the Coml)ftny·s note tor $4.00,000 ; and that tn 
connceUon wttb giving tJu~ note for cbc pt~rcbosc of saicl stock thnt snld ofHecrs 
g1vo. the DteelUJtlrY atoc::k I)OWers nnd t.hat they arrnugc from time to time for c.hc 
reduction ot aald not~ out ot tundA ot tbe CorJ?Orntlon, and Arrnngo tor tho 
rcucwoJ ot the note. 

T11e stock wf.s paid for by cheek of the Coalesced Co. also dated 
Aj>ril 251 1932, in the amount of $517,278.21 d•·awn on funds pt-o,-idcd 
os shown in tho resolution. As collnte.ral for the $400,000 note, tho 

SOB.T.A. 



6 
Coal~ Co. deposited the Pittsburgh Coal Co. cmn~non ~U>ck so·~· q uired. Within 8 few days, at the requcsl. ol the Umon 1 rust Co.: al depo$ited as further collateral Rtpublic of Poland bondB h~vmg 
$000,000 par \'aluo. 

The Union Trust. Co. i98ued a fonnaJ confinnation of sale to the CoalCJ><:ed Co. A8 followg: 
T~em UKzO)( Tfton CoMPANr OP P1nsauMtm 

PtUobUJih, P...,.rl•o.nia. 
Sold to The Coa.J.caeod Colllp$ny 

Bos 1139, 
Pil14butih, Pa. 

No. 8 100917 

Qu ... mr Dc-e.ripUon 

123,622 lba,.. •••• PJTTtlfiVllOII Co.u Co)IPANr Co>n<o>< &roc• (lltltl Paa 
VALVE) 

Settltmtut Dalo 
Apr. 25, 1032 

Date .ip•. 14, 1931 

In ...... . Aooount 

J,rlco Amouol 

--
LIIW36399 $617, 278.21 

FLAT 

KORll 

We are pleutd Lo confirm •le to you ot Lha within deltrtbed eecuriU... Pay· men\. t. dl.HI on tho above ~ettlcmen\. date. to ., hkh time lnt.erttt bM bean caleu· Jated. U unable to e.U ou !H!tllc~nent dAle, ple&ae forward ebetk and eeeurltltt will bo held for your coovenloooe oz lblppod aa deoired. If paymoot It de!oyod, l nte:mL to date or payment .. ;n be ebArgod. Kindly advbtc dlsp<Mitlon or Mecurl· tlot, IJ yo~• have not aln:ady dono 10. We applftiate, r.hia bUJtn._ &nd th.nk you for ft.. 

At the time of Ute sale or the stock to lbe Coaleerod Co. petitioner wu in England. He had no knowledge of the sale unlil his rct.w·n to the United States in July Ul3~. 
The Coalesced Co. WB!l organized by petitioner on December 2, 1929, under the laws of Delaware. I IJ authorized stock "'118 of one dua and consi!lled o{ 300,000 shares of no por m lue stock. 11H) Jl')ti· tion~r wolll oa·iginally the AOlo btockbolder, having roc:eh·ed 94,400 ehores or the llftid stock in exc:hongo for aaeuritios and real ostate as follows: 

lAOt,._.W..,_....._bl.D-':i:., .... ·C Z'11!Cf ---· JlftOI ..... "*-If At.'W'IIIiaul ........ It • Co.-••• -. .... -n ••••• • ,,,,.,.,, )jl., 'JOl., II ............ ol A)tnQfllttm. lAd ··~"''""····•-····· .. • ._.,, ....... fi!K./104 00 ~..!::i::'~'.:::, -&~:: p~:::~:::=:::::::::::::::::-=:::~·· -:::: ~~ .. .,..\I'. LikMICw;;oc: '""-.. ..... - .. m ..... - ........... - .... .::: 1.141, .... 10 
aea.T. A. 
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On Doccmber 181 J9311 ~he CoaiC!i<lcd Co. wns reorgtmi~ed with 
uuthorized capital stock o f 250.000 shares of $100 pa r value pre­
fet·•-cd stock 11ncl 250,000 sha•·es of $1 pRJ· "o lu<> common stock. ·rwo 
hundred thouSilnd shai'CS of prefer red stock and 200,000 sluuoes of 
the comnlon s tock wore iAAncd to the petitioner in exchong<} for th<> 
orjj!inuJ stock or we Coalesced Cu. and adJ.itionul secul')ties as 
follows: 

lOOJm•bMte Afuq•lnwn Oo. oC Atuerle.., &WI!Ct!tred "oclt . ................ . 
:.0,00) abw• AI umlnum Co. of Amerlct. Pl'fr.red stoek . ••...•.••••••• -~ 

=:~ ::::: g~~:r&.~':::::::::::::::::::::::::::::::::::::: 
2,&0 11hltl ft ClAy Oltlrict Coni ()() •••••••••••••••••••.••••••••••..•.... .. 
6:AOCOah~~tt~~ OuJf 00 ~Lfcm ........... . ... --.. ··············• 
rol.OOJtbatM KOPP.!fl; Oo. f'Oalmon at~k ............................... . 
l»l.r.oo ...,., .. rue'" Rtt)ubuo ot r oiM'lli babd! ........ -· ..... -······ . 
st:acer·!d.Mlter Rea!e._uue, Pftc..buflh • •.•••••••••... •..••....••........ 
t,riOO lhlll'O'f \\ ht.rton OOAl Co ... ....................................... . 

Colt " oc.ber Value at w-bkb 
buli lO I)Ctl· lA'klft Otl boob 

ttoow or CoalGiell6 Oo. 

The above securities were taken upon the books of Coale.'l<led Co. at 
their fni r nuu·ket ''nhre, as determined by the of!icers of Coalesced Co. 
On December 31, 1931, the balance shoot of tl1e Con lcsced Co. showed 
assets agb'l'egnt ing $61,978,686. Of this amount $61,055,184.70 toep­
resented sccuriti.es received from petitioner. 

At various Limes prior to, during and subsequent to the taxable year 
petitioner rondo lnt'Jl'} gifts of securities nnd other property to his two 
chlldren, Ailsa b1cllon Bruce, wile of David K. E. Brure, and Pnul 
Mellon. 

On Deoomoor 25, 19811 the petitioner macle a gift of all of the com­
mon si.OOk oft he Conlcsced ()(). to his children, Ailsa and Paul, givi ng 
to ench 100,000 shares. With the stock t ho pet itioner sent tho follow­
ing leiter lo his daughter, Ailsa Mellon Bruce : 

0.-..cE.\UlER 2{itb. 1931. 
l)EAa An..eA: In the J)OBt from time to tlm~J I hu\'" i;rnu,_t~rred to you nna 

to l'nul U!J g'ittlf etrtnln ln\'e8t mt!nt1r, chle.fiy bt J)TOtJerLl@& wlt b the mnungemcnt 
or control ot. which r bn ' 'C- ln the past been Long assoclnted, and as sou bodJ 
wltb Da\·ld lire becorulog interested and OC(lualnted wltb these lmsJnesees and 
Loklng care of your nnd my interefJta lO my 4;11thiCuc:-tlon JlmJ gruUOcat.IOn. I urn 
now M Cl•rl31 mO¥ time t rJmRfe.rrlng to 10u nnd to Pnnl cotb ot you oue hundred 
lllOUSimd (100,000) shores ot tho common cnpltul stock ot The CoRil':fCX.'<I Com· 
PlUlY which COJUI)8U1 bolOs and owDB stock llnd securiUts lar~ly o! the snmc 
compnnlee lo which y(lu nrc ut~ndr lnt.cl-l!Jit~ ftC you kuow !rom your nOQUII Int· 
un<."' w!Lh the COUlJliltU.)' nml the lntoruuulou I llCL\'C .,;hew you '-'oncc.rnlng It 
and tbe pro·pc_rtles. 

With OO.L- wlijhes to you an4 for a m08t e:nJoy4\ble Ohrtstmas ~tnd wtuJ mucll 

Your nftC<'Uonfltc father, 
36 0. T. A. 
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A leU~r of similar purport was wriUen to P aul Mellon. 
The petitioner h118 0\\1100 no common stock of tl1e Coalesced Co. 

sim:e December 23, 1031, but bas oont inued to own the preferred stock. 
'l'he prefet·t-ed blook is entitled to a 6 percent divid~nd per annum out 
of the nee ll&;el! or 1 he cot·poration in excess or Its capital tmd out of 
it! net profits, ptty11ble quat'lerly, and is subj!'Cl to t'<'demplion ut a ny 
quortel'ly di.idend dnte nt $10.) per share plu~ accrued dividends. 
The common stock has all voting rights tutii"S dh·idends on ti1e pre· 
ferred remain unpaid for four quarterly dhidend dates, whethe~ or 
not suooessh·e. in" htch ca!le voting powers ,.cot exclush·ely in U>e pre· 
ferred. No dividends can be paid on the common F.tock unle£:s the 
dividends accrued on the preferred ure paid and then on!~· by making 
certain prescl'ibed provisions for the redemption of preferred slock. 
During ti1e yenr 1U32 the Conlesocd Co. pnid only ono qunt1erly divi· 
dond ou the preferred stock of $300,000, und that Wlls Jlllid iJl casb.. 
In 1938 it paid two quarterly d ividends amounting to $600,000 in cash 
and gave demand notes for the ba.Janoo of tho accumttlat~ dividends 
for 1932 and 1933. It& earnings were not 6u0icient to pay the divi· 
dends in cnsh. 

After tbe transfer of securities made at the time of reorganization, 
up to the close of the year 1933, tile Coalesced Co. acquired additional 
securities whiclt were taken upon ils boob al 1approximately S31,· 
COO,OOO. Subslantially all of ti>ese securities "ere aoquired from Ailsa 
Mellon Brnro a nd P11ul Mellon, after they had been rooeivcd as gifl8 
from tile petitioner, or were securities which hnrl boon sold by the po· 
titioner at a loss, either to t he Un ion Trust Co. or th o'Ough the bt·oker­
age fit·m of Moo'"'• Leonard & L y11ch. Tn some iuolllnces the Co<Liesced 
Co. placed mnU:hcd orders for Ute securities sold by petitioner through 
Moore, T..eonnrd & Lynch. 

T he oOicers of the Coalesced Co. from JllttURr) 14, 1931, to :\fay 29, 
1933, were as follo•t'll: 

Pres:Jd~ut-Utnrr A. PhUliJlll. 8t".oJor emJJioyee ot tht! A.. W. &noll R. B. lttl.lon 
Jolot A~.DL 

Vtoo pf't6:1dent-l'u11l lf<'IIOn, itln ot petltloner. 
&!c:rNnry nnd •'1!18i.&Lnm rrcosurcr--0. 0. Sbt'"perd, I)CUtloner·a J)ersooaJ 

altomey. 
Tr<!A$un-r end n•~l.stn nt IK'CrttRry-R. AL JohntOn. J)Ctltlontr's flnanc.Lal 

114."etel.ll ry. 

On :May 20, 1033, A il•a MeUon Bruct' ruijlned from the board of 
directors and her husb!nd, David K. E . Bruce, was eleeted in her 
plu.e. A t a special llM!<!ling of the board of directors on May 81 
1933, Paul Mellon wat elected president and Dm~ was elected vi~ 

I& B.'!'. A. 



9 
president. Duril1g the years 1931 and 1032 the Coolesced Oo. paid 
no saluies to its o~rs. 
Tl~ capital stock of the Pittsburgh Co.l Co. was dh·ided into two 

cl&l!SI'S, 400,000 shares of common sto<'k and 350.000 share$ of 6 per· 
oent cumulath·e preferred stock, both having a par vnluo of $100 per 
share. 'l'he preferred stock alaa•"s with the common in the co rning~ 
of the compiUly alter the payment of a 6 percent tlividoml on both 
classes of stock. It al110 had equal voting rights with the common 
st.ook. 'l'h& stock of the company is li•ted on both tlae New York 
and Pitt•burgh Stock Exchanges. During tl>e year 1030 the total 
sale$ or the common stock on the Exrhangcs tUnountNI to a2.100 
shares nt priWJ ranging from a high of 78y2 per Rharo in J1u1uary to 
11 low of 17Jh per share in Deceaubet·. I n 1981 s imilnr Mles umounted 
to 29,.100 shares at prices ranging from a high or 28 ~ in J anuury to 
a low of 4 in December. During the month of Decemher 1031, a total 
of 2,900 share; were BOld on the Exchan~ the bighe<t. price paid 
being 6y8• On December 28, 100 !!11ares sold at 4'/i. No sales oc· 
cu=d on Dooember 29. The bid nnd IU!kNl J>ri~s on that date wea-o 
4 onc'l 41/.11 respectively; on December 30, 200 shttt'(IS at <1. In April 
1932, ftOO shares were sold aL prices ranging from a high of 4o/1 to a 
low of 8Jis. On .April 1!8, ilie last business date prcooding that on 
which tlu~ Coalesced Co. acquired tl1e alock from the Union Trust 
Co., 8% was the bid price and 4 was the asked price. In May the 
Exchange prioos rnnged from a high of G to a low of a, with 400 
ahao·cs sold . In Juue 700 shores wc1-e sold at p1ices ranging from 3 
to a~ . 

.At Dt>cember 30, 1931, the Pittsburgh Coal Co. had paid no divi­
dends on its common llock for a munber of years becau..e of lack of 
earnings. For the same reason the dividends on preferred stock had 
not been paid in fuJJ, and on the date mcntionod the accnaed bul unpaid 
dividends on preferred mock had reached such a large 11ggrcgate per 
share that the common stock had no pro~pocts as a dividend p•'Oduccr. 
Its value was specu lath·c. The petitioner's block of 123,622 shares was 
the largest single block or Pittsburgh CO&l Co. stock ouiAitanding and 
its nlue lay l~ly in the strategic position of the holder for voting 
purp<M!eS. 

On 1\farch 23, 1932, the petitioner gave 34,000 shares of preferred 
stock of the PittsbUt·gh Coal Oo. to ltis son aud daughter jointly. They 
iJnmcdialcly contributed the said stock to the Coalcl!Cl'd Co. 

The Union T rust Co. was originally formed as a co01panion oom· 
p&ny of the Fidelity Title & Trusl. Co. of P ittsburgh, the purpose 
being to create a second company wbic:h rould legally indulge in busi­
ness maUers connected with llae affairs of tn•stll and cstttles for which 
tl1c Fidelity Title & Tt·usL Co. was ncting. The pelitioucr becam& its 

:SO 0. T, A. 



10 30 '0. S. BOABJ) OF TAX APPEAl.'~ REPORTS. 

first president. Shortly thereaft~r, vnrious investors in tho Union Trust Co. ~ dissatisfied with the earninWJ olthe company, and 
tl1o petitioner ad•·ocated tllo opening of banking oflioos and tho entry of the OOllllltli1Y into a generol banking business. This OOUJ'8& waa oppooed by oortain of tbe oflioon;, and petitionu a~ to purchase 
the stock o f nil of those who had booomo dii!Siltisfied. As a result his stockholdinJ,'>I in the Un ion Trust Co. we•-& substantially increased. About 1898 James A . .\leKain, the president of th& Onion Trust Co., 
dit'd IUld, at petitioner's illijistenoo and over the protest of numerout oftk'<'I"S and stocl<holdors, ll. C. McEldowney was named president, in which capacity he continued until his deatl1 in 1935. At the time McEldowney was named prt'sident of the Union Trust" Co. ho waa 
IISSi~lont CIU!hier of tha Nnt iona l Hunk of Commerce in PitU;burgh. During tho years 1931 and 1932 R. D. Mellon, the petitioner's brother, 
was a nee president and diroctor or tlle Union Trust Co. and •ns also a member of its ex~rutive oommilt.oo. Richard K llfcllon und W. L. Mellon, nephews of the pet itionor, wero members of the board or diJee. 
tors during the same period, and in 1932 petitioner's !lOll, Paul Mellon, was also eloot.cd to membcl'l!hip. A large number of the remaining members of the board were, ILOd had been. cloerly ts.!otiated "ith peti· 
tioner in the operntion and manajll'ment or tl>e ••arious business corporations in whi~h petilioiWI' had his cl1id interests. 

In 1860 petitioner's fnlhrr-, 'fhomns Mellon. estohli~hed the bnnk· 
ing house ofT. Mellon &. Sons. Upon completion of his studies nt the Uni,.e.rsity of PittsburJ(h, peliliont•r went inuMdintely intn the 
bank as un employee. A few montl18 later the father gave petitioner a out-fifth interest in the busint'SS of tbe bank. Some rime later Thomas Mellon ""I"Otc and ~igned the folio";"!: lettc•·: 

PI'M"'lfUROu. Jluuwr11 ;$, J88Z. Proi)Mitlon tO MUl Andrew tor wr11ct!t l'll'"t. and tuture. 
lfll to ha1't' tbf entl~ n~t protlta of the Da.n.k from Jauuorr 1. 1881, tncludln.-r my 11nlnry. Tl1e book11 IO be rt-neljm;ll'tl fte"CUJ•d lmcly. l!"rmn l ,~; t JruiUAr)• ln­-tibant. He t(') hn\·e cutlrC' net proftll ot blnk nnd t•Y me an IIIUnUJJI tola_ry of t-wo th0418nd dOllarw u Its attorney and ftftfftl bundmt 11('1' ann~un rent lor tbe bllnk1n• room: Arw1 1 to Allbw bhn forCy·ftv~ bwttlrtd IX'r nnnnm ror atttndln.« to my ortvate aft'a.lrt And ertflle, aellhiM IOUJ. coiiN'I Ing r('nhl. a/~ rut done berttnfore. 
Tbla arnu.rtmtnt to lael tilt tui)IIH"'tdtd by another or aonultd b1 tlthe.r P'lrt1 

•ruOIIJ. MKt.r.o!f. 
After a f~w years petitioner ma<le a gift to his brothu, R. B. :Mellon, of a half interest in the bank, the business being tl•creartcr 30 n T. A. 

• 
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carried on 113 a putnersh.ip under t11a name of 'I'. Mellon .~ Sons. No 
writing evidencing the gift was executed. 

I n 1002 t11e Mellon National Bunk was orgnuv.cd and ncquirod in 
exchange for its cnpital stock the privnto banking busi neAA of l ho 
pu rtncr-sh ip. Petitioner lind his bi'Oihlll"1 R. D. Mellon, iulmeclinlcly 
u chnnged tlte stock so received for st ock o'f tho Union Tr·ust Co. 
The latter company has continued as lho owner of 98 percent o•· moro 
of the blOCk o f tho MeUon Nulional Bank down to lho prc"4'nt uate. 
Upon ill! orglLilization the petitioner became the pret.ident ur tho 
Mellon National Bank and e<>utinuod to sen·e in tl1al capac:ily until 
shortly before he became Secretary of the Trensury on :\larch~. 1021. 

I n ~cm~r of 1932 petitioner had under discussion with Johnson 
the matter of his income lax retu•·n for th•l year, and J ohnson pre­
sented t< lisli of securities and •·ocomnwndoo tlteir sale. P etitioner 
d.irected Ll1nt they be solei. O n December 29. 1932, Johnson having 
first discussed t ho matt(1t' with n. c. McE ldowney, tleliYCI'I'cl t ho 
secu rities to Cll'l R. Korb1 11 vice 1>•·csidcut o f the Uniou TrttS~ Co. 
Korb took the matter up with McEldowney and WIIS told that he 
hnd agreed to purchase tl1e securities al the market. Korb accepted 
delivery of 1 he cert.i6eates and i ued fonnal oonftnnation or tho 
purcllll.6e8 and deli>'ered Union Trust. Co. checks oo,·eri ng lh~ pur­
ehase price. 

In February 1933 Korb rocnivoo instructions from McEluowney to 
dispo;.e of U1e securities aoqujred from lhn petitioner in Dooombcr. 
The instt·uctions wet·e to sell at the market price. Korb called John­
son aud mndc inquil'ies about a pllt·chusor. J ohnson asked Ulllt he 
quote hlm a p•·ioo. On receiving the <JUOtations from Korb, Johnson 
objectoo to the price at whlch 40,000 shares of A.merican Locomoti'Ve 
Co. common stock were quotoo. Thcso shares bad been priood at 
$2001000 in the December trunsaction, but were quoted by Korb at 
$240,000. J olmson ogr-:1 to pay $21~,000, or 5·3/8 per share, in­
stcud o f S6 per shore, the prioo at wh ich the shares were lhcn quote..! 
on ll1e Eltchange. A.frer consultation wilh McEldowney, Korb was 
instructed to accept J ohnson's proposa l. As a result the nnt.ire block 
of secm·itios in qttcstion was solu to t he Coalesced Co. under dal~ 
of February 28, 1933, for a total sum of $3181859.68. Part of the 
purehaso prioo of the securities was paid by the Coaleeced Co. out of 
fuJ1cls then on hand, while tho remainder was paid f1'0m tho procoodt 
of a lean Crom the Union Trust Co. in the amount of $218,809.68. 
The securities acquired were posted as collateral The pric:ee re­
cehed by the petitioner from the Union TrUBt Co. in Deotmber, th& 
l>ric;ldl paid to tl•e Union Trust Co. by tJ1e Coalesced Co. in February, 
and tho amount at which the eecurities in question were taken by 

8fi 8 . T. A, 
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!.he Union '!'rust Co. as collateral for the Coalesced Co.'s loan, aro shown as follows: 

Prbfl$1d ... ~ ... d \'ahltN .. 
nkt~., lal«<LL lo "NUIM ol tetttrlly ~UQIM'rbY Tnwtt'o by -· .... _ ... _ 
~ 

u_.,.,.,. c.. c.. 
40,000 •hv. o~au Loc'Otnl"ll"' Oo, eom.tnOQ. , •.••••• . &:m.GllO.OO 12Jl.(mCIO tlto.~CG a.om.-w hdAoRRO.~ •. .... . ........ . .... ., 

~· 
t...m ...... \fiUt«< hrto lllca•IJU&U ... l)nlllm4 ••• .. ~i\(10 '""'"' ~. ........ ,_ ..... llollod ...... Rbo ~ Oo-.r.!.;1-·· ........ UllllGO ... 1!10. (II) Plt,OCO ptor ulue M'-Oilrf PlldRc R. H. 0• col boDciJ ...... IIO,(I(Itl.'16 1 1l,tA7. :D lS. HO,(KI t,~u..r. Alumhuua Co. ot Amtricwl.. llf'tc.r.d . ........... """"'"" 61. tli7. 60 00.0:0.00 

'l'he 1,2!l0 sh4res of Aluminum Co. of America preferred !lock rtPnl· sented 1,000 shares belonging to Pat~ I Mellon and 250 shares belong· ing to his mot her. 
All of tho securities induded in the abc)\·e 1ransaction were listed l!eeurities excepL the Sugar Co. stocks. At the 1 ime of the ll11llSRC· tion with the Union Trust Co. on D«rmber 29, 1932, ti•ll United P orto Rican Sugar Co. goltl notes were in default. 
I n December of 1933, Johnson again confet·r·ed with petitioner in t-egard to tho salo of certain soourities lhen on hand. The seeurities selocted were ~247,000 par \•aloe Oennan Go•·enlment external 7 per· rent bonds dun in 1919; $:)3,000 por ••nine Ahnni rmru Limited G tX'r· cent bonds duo in 19-18; $196,000 par mlue lnlerboro Rapid Transi~ 6 perotnt bonds due in 1966; $17,000 por nluo B. & 0. cotwertiblo 1¥.! i>Grcent bonds due in 1000. Johnson ad.-ise<l U1e petitioner that it had been ag.-1 by ti•e directors of ihe Coalesced Co. that that company could use the securities in questioro, nnd nftor some d is· cuss.ion it was agreec:l that the petitioner should sell the bonds in question through the brokerage finn of Moore, LeonArd & I,ynch nnd thoL a matched ot-der to buy ti•e bonds should be plaeed with the same firm at the same price on behalf of the Coali!SCled Co. 

Aocordingly, on Deccmoor za, JOSS, the bonds wero 110ld through Moore, Leonard & Lynch for tho petitioner and at tho same time purchased through the same firm for the Coai&BCed Co. 'The peti· t ioner sustained a loss on t he transaction in U1e amount of $63,1133.23. The bonds were delivnred to the brokerage finn by Scott and Wyn· koop, the former being an employoo of petitioner and the laltor a.n employee of Coalesced Co. The snme bonds were delivered by the brokers to Scott and Wynkoop for deli,·ery to the Coalesced Co. All of U1e eecurities aO<Juired by I he Coalesced Co. during tho years 1931. 1932, and 1933 from the Union Tntsl. Co. were eecurities which peti1ioner had &Old to the l;nion Trust Co. at a loss, preliminary to ao u. T. A. 
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the preparation of his income t!lx return for the yea•· or years in 
which t.he transaction with tl1e Union Trust Co. occurred, except lh<l 
block of 1,250 sh11res of Aluminum Co. o·f America prefct'l'ed stock, 
which hod belongecl to :Paul Mellon lUlU his molhet· rmd whiclJ hull 
beeu included with the securilie.-; trunsfert'O<I by pelitionc•· lo tho 
Un ion Trust Co. on December 29, 1932. 

O vct !l period of years prior to the i ncorpornlion of tho Mellon 
Nal ionnl Bank, rmd independent of the bnnking business, pctitionet· 
and h is bt·ot.he.l'1 R. B. Mellon, had invested jointly in t'Clll cstuto nnd 
in large umou nls of secm ities. The t•ecords of tl1cso inYeslments 
we•" kept in ,., set of books refert'O<l to 1\S tho "Joi11t Account" and, 
prior lo lhe incorporation of the bank, specifically clcsignntctl as 
"A. W. i\f~llon ,~ R. B. 1\fellon." A ftcr t he incorporation of the bank 
the Joint Accom1t was kno""' liS "'1'. Mellon & Sons" until )fat·ch l r 
11118, when lhe foUowii1g memorandum of agt-ec.nent was l!lllE't'ed 
into bel ween petilionc•· ond R. B. :Mellon: 

WUCU:..\8, A~ \\1', MD.LO:O tuu1 R. U. lJKLJ.ON hll\'{', for- mo u~· YCflr.!S llllllt. U\VUed 

tolmly certnlu rea1 estnte, s tock!), honrl'J nnrl ot her Sl'euriii<'S. nnd lutt'n.•.sts tn 
real e~Jtnte, th(l~ttl Hil' OOlnK <'dUill<'rllt('(J iu the S\'Lu"flulc hcrero nn.nexed, uJu.l. for 
th eir ow-n oom·c.nienec lu bondJiug .ijUc.b iU\'<'SUueot, the)' bn,·c nd OJJted nuc1 n..!!ed 
UH! fUifUC or T . .lb;r.z.oN & So~ B. Wldcr whleb lltlme the prOj.C.rt lea ho. \'C bloeu 
eorrled; ond 

\Vut1li"...AA, th~ un\le rfJhtudtng beh\'<'Cn the l•l\rll<'l'l rf'~JX"Ctlng tbelr loter<'stiJ In 
enid J)rOJ'K.'rW!fiiM C\;denccd on)l• by t he boob of AC«<\1111, wbit b ht1Ye beeu kept 
re~tJ.K.JCtlug lbc Stuue-, nud lhey are d~trons now by written agroonh .. nt, ot C''l· 
denc:lng the llrro ngemt)nt nuder which tald Jlr<l(J(!nl••.o; nrc 0\\ urd, t heir tl.>SI;K!dh·c 
lntereshJ the.rcJu, nud aliSO cbnnglng t.hc nn.nc lJSOCI to ilhmUry ijlli(l U<'eOuut.s trom 
T. lleJJou & Sons to A.. W. ~icllon & U. B. Mellon. so as to a,~ott.t ll llY t:dgnlftcunce 
o.r J)d.rtnersbiJ) Uablllty, obligation or ))Ower. 

Now, TI:Ulti!>'OKE, U. Is ngr~ bctw~n U1e I)A rti~ ns fo1I01\'S : 
(l) The monl•yJJ wltb wbteh to l!l(•qulre 11 l)llrt or tbe sntd propc:rtlee bovlng 

Leell nth·nneetl lu unequal proportions by tbe reSJ«th·c pc~rtJctt, the unrte riiJt.nlJd ... 
l og hna been and ts tbnt, l_n the Jol.nt. Recount, c:redl t shall be gt'·en to cncb ot the 
I.JOrtlcs Cor thek respective tndlvftluAI nth·o ucem~IHfl ot nloncys lo tbe rmrpoaca 
ot t he jo.lnt it~uut. aud tdtere.st sbnll be tdJowed tbctcoo Ill llCCOrlltmec with 
the. prat!UOO heretofore cx1stlog. 

(2) AddltJowtl prol)ertie1J mny be pureho8('(1 oud nddtoe,l to l!~ltd Joint nccouot 
by the coocurrenoo or bOtll J)nrtlts berPto. 1111d in Ukc UUlJlJler forther n.dvnnec­
mc.nl8 ror the purvot~e or mnkJng eucb purebnses. or fo r Lbc prott..'Ctlon or an)• 
ID\'P8Uneot c-arried In said joint occotmL nuty be mudc by 4'Uher' pnrty lter<!tO, fltld 
tho Mme shall be nd<lt'tl to n nd t-reoted In t be tsnmQ uu\nne.r M ndwu tt'('mcnt8 
heretofore mndc. 

(3) The prOl)erUes 80 owned jointly nnd the Income thercl:rom AhnU be lfullle 
to r thf' f(\·J)4YWCDt to tbc J)tartlet n!SI)CCti\'e..IY Of $11 tuC.b fUI\'(IO(.'CWeDt~ lOKt"UK'.r 
wtlb lntcrest: ontl ot.o ror the onyment or r.errorm.ance ot llll obllJrotJOWJ to· 
c:,ur-red by the JVlrll~rs bere.to ln coonQCtlon wltb tbc propertleH 11)0 owuctl Jointly. 
For the vurpose ot aecorln~t sueb repo.yment nnd pcrformnnet', nil thorea ot 8toclc 
aod .tOC.nrlllea 10 owned Jolntly 8hall I~ kept IJel)lrRte and nl)nrt from tbe othtr 
aecurH I~ oml prottertlttf owned by tbe pttrtlelt hereto, nnd 1bolt be Jlln(.'t.'tl to I he 

88U.. T.A.. 
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custody of such party or partle•u ma1, from tlnlO to Ume, be mutUAlly t.nrnnged by tho l*ttic. be~to. and nil a:bare! ot ecod,. JlfeUrltltt and propertlee btlonrtnc to 101d joint a«<untlhall bo deemed <harlecl with a lieD aod l)leclaeclto oecun tbe pa)·meut to tbo perUes ot th('l'lr ~ll,.e ad,•an~menta (with lntereat) 11nd the peym~rtt or l)trformanee ot the other obHco.tsou menttouetl. 
(4) l ... or the connnle.uce o·t the JXltllet abe t-uatod.J and bandllDt aU o f Aid tu·o·~rtJN to ownNl &hall be ~rrled on In thct name. of tho parUN bfl't'lO, Jointly. ,.,., A. W. lt•llon aud R. B. Alrllon. 
(tJ) 1L h1 dhJt lnec ly ttlnutnl {'ll oml nKf(l(l{t thnt the arrn n~:emcn t heretofore <'XIattot and now deftnro by llllt pret~t.ut arreerueut el.l!Jta (lnllrclJ' for the coo· 

\eo.lf:~ ot the Pftrt1es. 1baU not C'OO.Itltuu~ a J'lftrln~nblp. &ball not be 4('1tmed to s~~ to either portt Lh~ vo"·era ot • I'Rnner nor nutboTI&e the c.rrylnc on of Any trndr. or bUidneu. but the relation h1 lhnil~ srri~LlJ" to tho custody. ,,rotcc· 
Uon aa<l lutndiiiJi ot tbo protJ<'rtl .. bertla m•ntlonl>d, owuod jolnt11 b1 the pnrt.l .. h ... ,,.., ua t11elr reopKd...., rtcbu w.ma. 

(6) RubJect to the pa,.-meol 10 tbe recpeerh-e parties ol thtlr ad,•aD(Itm~te (with tmerest) u• f'lbo"e mNIIIoned, clJo Interest. ot rhe p:Hfl(\1 tn the lftld oro1r etllea n nd tbe IJJcome and I)I"'<.'el'da thcreot l8 on undh1d(l(l onc-b11lf lnte:relt to each ot .._ld l)ftrrlu. 
Wmu:aa the duo exK'Utloa b•...,..r thla lJit da7 ot )lan:b. 1g1s. 
Aftu the execution of tho above ag~mcnt, petitioner and his 

brother continue~d as theretofore to invest equally in reAl estate and 
various aecurities. At no time did they engage in business as deAlers. 
Title to real estate was carried in a single nnme for oom·enienoo while 
securities wore carried in the name of petitioner and his brother, 
separutoly, one-half in the name of each, or in the names of their 
nominoos. In making purcha.."'!S or sa.les for the Joint AC<:Ount tlte 
interest o{ each owner was indicated. The bnnk ncoount of tho Joint 
Account was carried in both names. Petitioner and his brother each gaw the other a written plenary power of attorney and both names 
were used in executing necessary documents. 

The oot·tili.catllll representing aecurities carried ill the J oint Ac· 
count were, so far as po88ible, equally divided, one·half to each, peti· 
tiont~r and R. B. Mellon, and placed in two separatA) pouches marked 
with tho initials of the respective owner, tho pouches both boing kept 
in a sa fety depoeit box held in lhe name of A .. W. & R. B. Mellon. 
When money was required it was supplied one· hall by each owner. At 
the end of uch year statements were prepared and fumiAhed the 
owners ahowiug nil roooipts and cxpenditul'es and the holdings of oach 
owner in the Joint AC<:Ount. If either petitioner or his brother bor· 
rowed from the J oint Account, interest was charged on such loan. 

During tho ta.xable year th.e J oint Account was largsly managed 
by R. B. Mellon through H. A. Phillips, an employee, who acted under a power ot attorney. 

No pa.rtnership returne wero ever filed A4 to the J oint Account, and 
petitioner and his brother, each in his individuP.! return reported ML~~ 1 
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half the income and claimed deductions of half the expenses and hall 
t bo losses nrising from tho transactions carried in tho J oint Account. 

1'1lo relatiousldp between A. W. Mellon and R. B. Mellon, evi­
denced by the Joint Aeeount, was not a partnership. 

In l1is tax return for 1931 petitioner deducted ns a cnpito l loss the 
sum of $5,672,189.95, nod as an ord.iJ,ory Joss the sum of $5,766.30 on 
nocount of the obove described sale of common stock of U1o Pittsburgh 
Coal Co. Respondent disallowed· tho deductions, assigning ns n 
reason that "Ute d isposal of these stocks <lo not appear to be lt·ans­
nctions on wld~h losses nwy be recognizqd for income lax pur·poses.'' 
In his nnswnr in this proceeding respondent charged that t be above 
sa le was fraudulent. 

Tho sale by petitioner of 123,622 shnros of the common stock of 
the Pittsburgh Coal Co. wa.s a. completed va lid s:.Je. 

We.~te.-n P-«blic 8er1-•ice Oo,..pomlit>n St()('k.-In D=mber 1928 
petitioner 81ld his broU1er, R. 13. i\fcllon, by subsct·iption each ac­
quired 7,500 shares of 6tock ill tb.e Western Public Service Corpora­
tion at $15 pet· share, or at a cosL to petitioner of $112,500, n check 
for $225,000 on t he J oint Account beiug given to covar Ute purchases 
of both. In F ebruary 1929 petilioner and his brother each ucqnirod 
from the Union Trust Co. 20,000 shares of Westel'n Public Sat·vice 
Corporation at S22 per share, or 11t a cost to petitioner of $440,000. 
On December 12, 1930, petitioner and his brother each acquired, by 
subscript ion, 4,500 additiotlul shart.'il at $15 per sluu-e, ot· nt n cost to 
petitionet· of $67,500. Payment was made UU'ough the Joint Account 
in each instance and thereafter the S<)Curities were cnrt'ied in such 
account, one·hnlf iu tho name of each, the petitioner and his brotl1or. 
The total cost to pet-itioner of f:he 821000 shares thus ncquirod was 
$620,000. Thereafter petitioner and his brother each disposed of 
5,000 shares out of those purchased in February 1929 to various of 
their employees at cost, leaving 27,000 shares owned by eAch on 
Docembcr 2, 1931. 

On December 2, 19311 R. B. llfellon, acting for hhnself and his 
brother, petitioner hCJ-e1 sold tho 54,000 shrtrcs of Western Public 
Service Corporation stock to the Union Tntst Co. for $4 per share, or 
a total of $2161000. The transaction was arranged with H. 0. Mc­
Eldowney. The dalivery of the stock was made to S. S. Liggett, a 
vice president of the Union Trust Co. Th.e Trust Co. issued formal 
confirmation of the purchase. The check for the purchase price was 
deposited in tile J oint Account of A. W. 81ld R. B. Mellon. 

The W:e~rn P ublic Service Corporation common stock .,-a,s listed 
on the Pittsburgh Stock E:tchango and during 1931 the total sales 
amouJlted to 2471000 shares, ranging from a h.igh of 141,6 to a. low of 
2>/s per share. I n Deoombcr 154,~95 shares were sold at prices rang-

ae B.T. A.. 
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ing fl'l)nJ 4Y., l"'r share down to 2%. During the 6rst four days of December, a totAl of 8,140 sha1~s were sold at prices rlluging ft·om 4% per share to a low of 4. In January 1932, 6,310 shores we1-e sold IlL prices r·rurging from a high of 411! to a low of 3''& Jlel' share. In F'ebruary, 4,W •hares were sold at pri~s rangmg from a high of S5 per share to a low of $4. 

On J•urua ry 8, 103:.!, R. B. )h•llon, acting for hi1n"<!lt and his brother, purchased M,OOO &h•~· of Wr6tern Puhlic ~rl'iro Corporu­tion stock from the Union Trust Co., paying $j.075 per share, or $\!'20,0~0 for the lot. The chctk in paymellt w11s drawn on the .Join~ Account. 
Th~r·e<Jfter the Hock Wll8 placed in lhe Joint A<'COunt, being held 27,000 shares in the nnme of 11. A. Philli(JS 1111d 27,000 shRI'!'S in Um mune of J, F. Sturgeon. P bi.llips and Sturgeon "·ere emplO)~~ and nominees of petitioner and his brotber, in whose uamrs stocks wen> often held. 

As to 4,b00 shares pnrcl1A.Sed Dt'Cember 12, Jll30, at a~ of $67,­GOO 11nd rsold for $18,000, petitioner, in his return for 1931. elnimed an ordinary loss of $49,500. As to th~ remainder, 22,(>()0 sluu·rs, lul\'ing a cost to him of $442.500, he claimed a capital loss of $.1S2l.OO. Rl'· •poll<lenL di.,.llowed tho losses claimed, nssigniug the snme reason as in the ca!e of the stock of Pittl!burgh ('oa.l Co., ''ll1e disi)OSIIl of t hr!!<l stocks do uot nppear to oo transactions on which lo«;es may be recog· ni7.ed for inoorne tax purposes." In his answer in this Jli'O<X!eding ro­spond.ent charged I hal the Ml& was fraudulent. Both •t the timo ol the 81\le to the Union Trust Co. and o f tho sale by U1e Union Trust Co., R U. :\fcUon was " vioe Llli!Siden~ of tho Un ion Trust Co. He was also a director and mtmber ol the executive eommittoo of the Onion 'I'ru8t C'-o. and, as such, was prestnt at the meetings of each body when appro••al of the above transactions W!U! voted. 
In IlL lenst four or fh·e other instances tho Union Trust Co. bought &e<>urities -.nd betwel'n thirty a.nd ninety days tb~rea.fter sold them back to l11o person from whom it had purclursed tbelll. This usually oceuned in tile months of ~mber and J annBI'Y· Tho above tr'lln!\­action involving Western Public Ser>•ioe Corporation st«k is tho only instJinoe in the reoord in which R B. Mellon, acting for peti­tioner, sold stock 10 the Union Trust Co. and, 11 fter tho expiration of 30 dnys, purchased l11e SIU.IIC1 or sub6tantiaUy identical, prollerty. R. B. Mellon had lull authority to let on behalf of petitioner in the abo,·e transaction, b~t petitioner h~d no personal kno.yledge of the solo Ol' purchase untJ.l 1933, when his 1931 tu return was being questioned. 
3G ll. T.A. 
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T he Sttle by R B. Mcl lon, acting for petit ione1· nnd h inu;<:lf, of 64,000 
shares of the stock of Weste1·n P ublic Service Corpora tion was a vnlid 
legal sale. 

Salu to tlrl! Atqalot Oo.-011 December 1, 1931, petitioner owned 
0.200 sha•'Cs of American Locomotive Co. stock oc<tuircd by pm·chaso 
in 1930 nnc1193lnt a cost of $230,292.50; 3,900 shares of Texns Gulf 
Sulphur Co. stock 1\C<jllir"Ctl by p11rchnso in 193Q ut n cosL of $209.420; 
1,900 shRres of United Light & P ower Co. prefet't'Cd stock ncqui1'Cd l1y 
pul'CIIItS<', 1,400 shari'S on No,•ember 7

1 
1029, ttt n cost of $131.7~'0, a nd 

500 shal'es on Novcmher· 14, 1030, a t 11 cost of $40,100; and 2,500 shnt'CS 
of Westinghouse E lecll·ic & Manufacturing Co. stock o.ccp1ir(•d hy put·· 
ciUt,'le in )[ay 193l at" cost of $158,212.50. The oggregnlc cost or nll 
Ute above stock was $773,805. 

O n D~ccml,>(>•· 1, 1931, petilion~>t· sold the above sho1·es of stock to 
the Ascalot Co. at t he following prices : 

6, 200 !ihl\ ri'8 Amerlcnn Locoruoth·e ................. - .. ............. - ................... $-1{), 600 
S, 000 shores Tc·xos GuiC SuJpbur .............. --------·---·---- 100. <~00 

000 a.hnrcs United LIJtht '"'" Power ............................... _.,_.,.___ 25,000 
l, -100 shnrea United Ulght & Pow(!r ...................................... _______ 70, 000 
2,l500 shn reiJ We~Unghouse E:lectrle & M fg__________ 82. tsOO 

Total-------------------------- 828. GOO 
'fh6 prices nt which tho nbove stocks were sold wc•·e, in each instance, 
t he fair market p rice of t he stock on UIC elate of sale. 

The losses so sustained were claimed by petitioner as deductions in 
his 1931 tax rettu·n. '£ hese deductions were disallowed by respondent 
and in his answer it is charged that Ute s .. les were fraudulent. !11 
his brief and on oral argumc.nt respondent abandoned Ute ch a rg6 of 
f•·uud as to Utcso I r·nnsnctions with the Ascnlot Co. 

Tho Ascalot Co. was incor porated w1der CJle la ws of Doluwaro on 
J uly 11, 1930, with !ln authori zed issue of 2,000 shat-es of stock of an 
aggregate par vnlue of $200,000. On J uly 12, 1930, Ailsa l\feUort 
Bruce, daughter of petitioner, exchanged SOC'urities havi ng a fnoo 
value of approximately $7,000,000 for a ll of tho cap ital stock of lite 
Ascalot Co. .A.t all t imes since organization Ailsa Mellon Bruce hus 
been the sole stockl10lder in U1e Ascnlot Co. At various oU1er times 
she contribttted other securities t.o the company, substantially all of 
tbe securities so contributed hn,dng come inlo het• possession as gifts 
from petitioner. A relatively small nmnbet· were ae<p1i red by 
purchase. 

At the org anization meet ing the following wero elected directors 
a nd officers: 

D. K. K 8n.1Ce. pre&lc1PDL 
Paul Mellon, vtcc prbldc.nt 

l!:68. T , A, 
211800-31-2 
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Atlla lldloll Omce. &:reak~;artr a. lf JoboMMl. aaltlant ll"HH~< 1,.,. 
o . 0. Shtponl, ...,..,_,"''1 

On Jantiiii'Y 21, 1031, H. A. Phil lips was ~lr<:t~d ""'istnnL t.('Crot nry. Tho e:tecuti,·e committee c:onsist~ of Bruet', J ohns<>n, and Shepard. 
Petilioo~r has mwcr own~ any stock, nor i)e(>n lUI o~r or di=­tor, not· had tUI)' pn11. in tho di1·c-ction OJ' mn11nge111~1l~ of !he A.'<Calot 

Co. 
All of 1hc c8J'tlin~ of the .\seolot. Co. h•"·• ~>Non obsorbNI by it~ 

sol~ stockholder, Ai iSJt Mellon Bruce. 
Petitioner entered into no conlroct or option within 30 dAyA before 

or after the sale on December 1, 1931, to l."t'&cquire any of the abo•·e mentioned sLoeks o11d ncl'cr reacqnil'i'd nny intcrc~t i11 t.ltc .\mcrican Locomotive, Texns GuH Snlphnr, 01' UnitNl Light '~ Powc•· stocks. On July 1, 1933. (X'titioner bought from the A."(:Jllot Co. at the then 
market price, 2,000 slut res of W~t in~thouse ·r:lcctric & ~[anu f~tcturing Co. stock, puying $118,12G therefor, this sal~ resulting in " profit or $35,726 to the Ascalot Co. Petitioner still O\\"DS thl' W'e.,tinghouse sLoek then ooquired. 

The above sales by (X'titionor of stock of the Amcl'irnn Locomotive Co., Texu Gulf Sult>hur Co., Unitoo Light&. Power Co., and 'lll'Sl· inghouse Electric & ~!anufocturing Co. to the L<>colot Co. were valid und bona lido sales. 

U -Tile Otrru:r&hip oft/u; Q,mk .Sw<h. 

On Murch 4, 1021, petitioner become Secrctnry of the 'frro,ury of the United Stale!!. On or about January 25, 1921, tlelition~r wa. Advised by counsel Ulllt, ns a prcrequisiw to aec<!pting the abol'o position, by virtue of which he would lx.'Come, tz ojfWio, choimuu1 of the Fodernl Jlcsen·e Board. it would Itt> nect'!' ary for him to dh·est. himael f o! the owncr,ltip of n.U bank stock•. At thnt ti tno 
be WitS tho owner of A Jarj,'O block of stook of tho Union Tru~t Co. and lesser amounts of stock in oth~r l>at\4 On February 7, 1921, petitioner purcha~d 82 !!ltares of ~tock of tho Union Tntst Co. at a price of $2,750 JX'r shore. Tlt~S(I sllltres hl\(1 formerly bceu owned by the I'Stnte of H. C. F rick. At the same time (X'litioner'• brother, R. B. lfellon, bought 183 ~hares of the same stock. T11e two pur­chases bt-ought JX'titioner's holdius,.'!l in stock of tho Union 'l'ntsl Co. to 8,800 ehores and those of R. B. Mellon to t.OOO shares. 

On lllarch I, 1921, pctitionf.!r and his brother, R. B. Mellon, uc­cuted a contract of sale in the following form: 
AOIIUlUl<T, Made t hb ft .. t aay of Karth, A. D. 1021. btl- Atn>UW w. ata..r.o.:t. o·t tU Clt.r ot Ptlt8bur1b, PennQ'lnnla. of the ftret. Plrt. and RrCJuao n.. lrla.r..ol', of 1be Nm4'1 Cftr. of the MlC!Ond llft-tt : $t1B,T, A, 
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WJT!(WJ& : 

That che ftm """' ht,...bt "-'!11~ lo the """""" """1 tor me coul!lderollou 
bcrd.na.tt.rr Met tonh, the foUowtng Uaret of I!IIOC'k In che eeYe:ral corDOrntlona 
euumerntt'd, ana for tho prt~ per Bbnre 8CL Of)f>08Itc to tlc.h block ot tiloeka, 
fU' shown In"" C:)hlhlt hereto nttachC(I l olt lflk'(l lJ)' the o.ru·ues hc.n-t.o. 

The e«oml vnrl)' aw:rNa LO pny 10 t.he nrtt J'nrct t ho several lliltowua act 
opi)081tc eacb bl()("k of totort, ogg-regnUoc the totol 1nm or Ten mllllon, nwe 
bnodred '"'fUIJ' tbou•.and. four bundt{'() uluN.T ftYt IHid no one-hundredlhl 
($10~.~~00) DollftrJ, In llb ln<lulh• altfr dtm•nd lor ltlcl> Jlll.!'metll bt lllld 
fl.ra pan,r. or hlt ltpl ~ruenta.t1'l'H. and to a-1 lnh·rKt u~ereo·o at tbe rate 
ot fh•e and o~lblrd JIC!f' centutO. aDJtv.atJ.r. lD quarttrly ln...,tnllmtnt~. 

A a t.bere arc actrutua upon aid 5bares dhld~nd• maturlu.g and PIJ able at 
dllrerent dat.., tbert!oro, l or erpo<llent'T, It It •crt't'd lhat I be I!I'J't ll'lMT oball 
M pa1d ih~ a('('fUing dl1'1dend when pa.lt1 by H~b of the aid C"Omponle& and 
tutttrett Ut)OJl tht portion of the PUJ"C.'blta prlco l"f'J)~nie-d by 811(1 blotk of 
ttock sboJJ bfglo to r tu't from tbe date of 1~1meut of aald dl\'"tdond. 

l'armeut8 mn)' ba mndr by the s~nd vnrty on llt'C.'OUnt ot: the tJr1nclpnJ dt•bt. 
nt ouy tim~ vrtor to Jho dewaod tor ooymeut u afOr(IMnld. 

The cc.rt1t1cntl!• for 1110 ld shorts or litoek eholl bo trtul8ferrro upon tl1c booka 
ot the <omponlea 10 '"ld """'"d """T· • ball bt blm be endor>ed In blnnk, lo 
doe rorm. and ahall be deposltod wllh lhf Union 'l'ruoL OompotlJ' ot Pit~ 
burgh, as C!tUttodlan. to .eeure tbe pe.rmt:nt of the toosldft'atlon, undtT lA 
aulhor11t. dlliT tsoeutocl b7 both part!.,., ....,ltlnc Lbe trUSI under whlcl> lllld 
shl.re1 ore btld. 

I t l.S furth('r arl"('(''(( ~t..-eeo the J)llrtfe. t.hftt in tl1t ~T~nt of ll1(> d~th nr 
J('pl dl.MI:\Uity of lh('t ftr81 PflrtY Wm-e f't\rrneut ot the NloUUdf'rat1on, the ll("('f'l1ltl 
1J8rtJt may J'fU~l'e bln~1t ot tb~ obllgttlon of CJJII I,IC'f'ef!'JDeDt b1 returning Lbt 
Mld J!hl'lres ot ~lotk to the legal represeJUatlves or lhe ftrat DllrtY aud adJustlng 
the unpaid tutcrut a nd accruing <livJdeodl, ou<l th~r(lupon t.he obllgatloo (I( 
the second party under U1l.1 Agreement aball bu termlontcd, t X«'tlt fur un 
nd,htMtmeut of lntereet and dl'fldcn(lg accruing. 

It Ia turUa('r oc~t between the [Mlrtles hNeto that In che en:nt of tbc denlll 
or legal dlsablUlJ or the lftOnd porcy, bl.t lepl rcpr~otA.Lt,·es ma.)" In lllro 
manner tenulNlt: chit AJmtment by dtlln~rlDJ cbo ~rttbtes ot fltoclc: to tho 
llrat Jlllf't$, or bla lopl ftprooentatl<.., and tbfftttJ>Oft lbe obllptlon o! th• 
~erond p&1'tJ' lhalJ be termluted. exeept for an a <Uutmf'ol of iDtera:t and 
dh1den<lo A«TU!nl. 

lt lt: turtb~r 11fftd between the J'lftrt::lf"t hmto t hat In the event of tht dNtla 
or lepl diMbUif.1 of tho aooond !lUll'. the llrlll pU1J', o r hla len! rep.....,>ta· 
t1vC8. sheJI ba"e tbt oi)Uon to termluate lbJJ ~ment by re-tekl118' tbe abuee 
ot .stock hertlnbetore 8<'t forth nod d~lh·~rhlA' 110 atQuluRuce to the 8CCOnd 
J)flrcy'a legal r~pr~entAth·ea ot obUgallou tor Uto purohnso money atore.'l{l l~, duo 
JtdJu!!twcnt bt:luc ma(le bC'lwceo interest tmt>nld and ac:erulng dl...-ltleni.l& 

Wltn..., : (!Jiroocl) A. W. M>l.wl< 
lSignod) IJ. ~L Jon•oow R B. 1\la.r.o:< 

There was appended a 1i.st showing the nun1bt>r of !hares, the ptice 
per share, the eel ling prioe of eaeh atoc:k, and the aggregate III'Lling 
price of the e.ntire list of stocks in 24 banlca. 

On the aame date there waa e.~ecu~ bt>l ween petitioner, his brother, 
and the Union Trust Co. an agreement providing for the deposit of 

ae B. T . A. 
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the stocks sold with the U nion Trust Co. 118 custodian and agent uf petitioner, the Union Trust Co. to hold lhe atook as pledge enrl llllCurity for the payment of the principa I and in teres~ provici<'d in the agreement above referred to. Tbe certiJkates were to be en· dorsed in blnnk. The agre<>ment proviolt'<l for the Frtle of the oe­cm·ity in e1·~nt of default of pnyownt of principtil or inteo-est. and the &«<unting for the proceeds. It nlso J>I'OI'ided for the release of any pnrt of the stock on written notice by petitioner and hit brother. The two abo,·e agreemcnh! were dra\\'D by eounsel for petitioner lllld R B. Mellon nnd WCI'e pooepnre<l aiwr a r>roposcd plnn or U· changing tlte bonk 6tock, for otloer typts of ~locks was absndoned due to the diaicnlty of fixing tho exchnngo value of the other sLacks. 1Vter lhe oogreemems were ~.<ecuted appropt·iate entries were mad& in the book• of the parties reflecting n sale nntl purchnse. In 11\'Li­l iooer's books the.c entl'ies were mnde in the "H. B. Mellon" account. Entri~~ were like\\ise mnde from time to time thereafter in R. B. Mellon 's books to t-eOec~ iuteo·esL paid lo petitioner nnd dil;dend.s received by R. B. Mellon, ami in petitioner's books to record inttrest l'!'ooi VC{J. 

In his tu return for 1921 petitioner reported gains a.nd losses ao·ising from the snlo of lhe ba nk s~ks covered by Lhe ogooecmcnt of March 1, 1921, the net NSult being • loss of $23,80:>.83. UllOll &udit by tl•e Bureau of I nternal Rlw~nue vurious chnnges were made, result ing i'n u net p rofit from the .Mao-ch I, 1921, transaction of $!!06.32.~. Tltis adjustment, with othrrs made in the 1921 return, re­s ulted in 1111 additionnl tax of $132,836.21, whlch was paid by peti­tioner. 
On April 11 1927, the dividend rote on stock of tho Union Trust Co. was increased from~ ptl'CI'n~ lo 60 pereenl. Shot1ly therea fter, without petitioner 's knowledge, peli lioncr's financial J;CCrtlary aug· ~ted to R. 13 • .Mellon that the interest rat& provided by the a.groe­mcnt for sale of tlte bank slooks should be increased. R. n. l\Jollon agreed to tbe proposal ~nd lhe interest rate was changed from 6'~ peroen~ to 7 percent, eO'ccth•c J uly 1, 1927. In tho year 19'29 the interest rate was increased from 7 percent to 8 percent, efftcti,·e April!, 1929. 

At various I imes petitioner loaned R. B. M~llon mon~y to mAke in­.-eatmtnts and for other business purpoees. Tlw amounu of such loans wrre charged to the R. D. llrcllon aoeount in petitioner's book:• and suboequent re1>ayments were there credited. During Lhe ptriod f rom 1921 to 1980 R. B.Jifellon used 110one of the money thus borrowed to purchll.S6 Mlditio~tal bank atooks. The 8tocQ 110 pun:hued were depositt'<l with the tntslee as eollatcr11l under lhe lgt'C('ment of l\larch 1, 1921. Other amounts lollned were UI!C<l to purchlll!& additional &e&T.4. 
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stock upoo the exe.reisc of st.ock r igh t.<l, such new stock being deposited 
as acldit.ionnl coll>lter&l. New st.ock orising from stock dh·iclends on 
t he stock so held was likewise deposited. 

Under date of June 20, 1930, petitioner, R. D. Mel.lon, Paul Mellon, 
and the Un ion Tntst Co. executed IU\ agrec.ment by the t<>nns of 
whkh R. D. Mellon sold, assig ned, and lranijfcrred to Paull\fellon all 
h is rig hts under tho two agreements of l\Iarcb 1, 1921, and in and to 
all securities subject to suc.h ngrec.menls. Pnul Mellon, on his part, 
assumed all lhe obl i~tations nncl liabilitie.~ of R. B. :Mellon under 
such ngl'OOlllent.<l

1 
including the obligation to pay the purchase price 

of $10,520,495, with interest thereon. Pet it ioner consented to the 
assignment o.nd tr11nsfer and acknowledged receipt of all intet'est due 
to date from R. D. Mel lon. The substitution of Paul Mellon for 
R. B. 1\fcllon in lhe indeblednes.~ was mnde nt the request o£ R. B. 
Mellon. 

Appropriate book entries were madn in petitioner 's account.<l to 
reflect tltn rolcnse of R. B. Mel lon from tho obligation and the 1\S­

smnpt:ion thereof by Paul Mellon. On tl1o su.me dny, June 201 1930, 
Paul l\fnl lon was charged nnd R. B. Mellon cl'edited with two it.nms, 
onn of $253,000, a second of $17,900, on account of funds loaned by 
petilione.r· to R. B. Mel lon, such f unds lutving been used to acquire 
additional bank st.ocks and the loans bei ng unpaid. Under date of 
Ju ly 2, 1930, R. D. llfellon paid tiH) sum of $351,346.46, '<hich amount 
WilS entered 011 petitioner's books us "Interest-final payment." 
With t ho payment of Uris sum the amounts receil·ed by R. B. Mellon 
as di,,idends aud tho amounts paid to petitioner as interest were 
brought into exact ba.la.nce. The payment was made without the 
knowledge of potitioner and arose frorn tho desi.r·e of R. B. Mellon 
not to profit by lhc 1921 transaction. 

After June 201 1930, Paul Mellon paid petitione.r interest on lho 
obUgation at the rate of 7 percent. All d ividends pnid t!uring 1931 
were paid to Paulllfcllon rutd accollllt.lld for by blm in his tax retum. 
All intorest received by petitioner, in the taxable year and prior 
years, wns returned by him for taxation. No demand WllS ever made 
for payment of the p ri11cipal sum nor was any payment on account 
!hereof mndc. 

Ou Maroh 231 1!)32, petitioner, by an inst rument in writing, fors:.,'ilve 
Paul Mellon all indebt.cdrtC8S owed by him to petitioner e•cepting 
tho sum of $2,000,000 whieh was to be represented by 40 promissory 
notes. Tlte notes, bc.aring the above date, consisted of two series, 
the first of 20 notes Clf $45,000 each and the second of 20 notes for 
$'-51l,OOO cnch , all maturing quarterly. Appropriate entries were made 
to re6ect the forgil'eness of tho debt in the amowtt of $8,791,395 ond 
the conversion of Ute remai ning imjebtedness into serial notes. 

36 o. r. A. 
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On March 26,1932, Paul Mellon cau..OO a corporation, named Smith· field Securitie. Corporation, to be organiud under thelan of DeJa. ware. Hl\ transferred t.o this corporation all of the bank stockt owned by him, ~xoepting 1,800 sharN of th~ Union Ttust. Co., in coiUiid&ra· tion for 1,000 shares of stock of the Smithfield Sec:uriti~ Corporation. A short time later, acting on petitioner's sujl'gestion, Ptutl Mtillon ll"'e his sister, AH .. Mellon Bruce, one·half of the 1,000 shar&~ owned by !tim iu tbc Smithfield Securities Corporation. Thereafter P aul i\lel· lon and his sister esch 0xohRnged tho 500 shat'lll of Smithfield for 10,000 ahtres eacl1 of Coalesced common stock. On May 10, 1032, p<'titioner tromsle•·red t.o his children, Paul and Ailsa. u a gHt an aooount receinblc of '1,2ISO,OOO owed to him by R. B. Mellon. They immediately contributed the eame to Smithfield. Petitioner has never been a &tocld1older, officer, or diroc:t.or in the SmiU1field Securities Corpo1111ion, 

On .\pril 4, 1932, Paul l lellou paid petitioner S~W,OOO, an amount 6ufficieut t.o equali~e the difference between the dividends recei<ed by him on the hank stocks and the inwrest. paid to 11etitiooor. This payment was made .-oluntarily and without the personal knowledge of petitioner. The payment was cnt~red on petitioner's '-bas "Inter· est in full to 8 '23/32" and reported by petitioner in l1iS 1932 tu return. 
On January SO, 19M, Paul Mellon filed a claim for refund of taxes paid for the taxable year 1931, in which he 8!1!el'led that he had erron...,ll!lly failed to claim deductioiUI on accoun~ of the worthless· DellS of certain bank stocks owned by him in that·JIJ&r. Th~ claim was allowod in part and rejccWd in part. A C)fttiftcat• ef overas!M!68· ment for &.~76 was issued and paid, with intel'lol> ot ~.IMI. The llloek as t.o which the certificate of overasse88ment ,. .. ia11..d ~naisted of 12~ shares of the Farmcrfl & Merchants Br.nk tot \yest Sfwton. P enn· sylvania, acquired by Paullfellon by the tranoact1onof June 20, 1030. By amendtnent of his a~U~wer respondent alleged in elfect tha~ in 1981 petitiontr was tM 011'1ler of the abo•-e bank atocks; that he re­ceived, actnaUy or ocnatructh·ely, dividends in the amount of 1804,466; that he did not report. such tum as dh-idend.a but rtport.ed the 1111m of $75~.397.64 thereof as interef;t reooh•ed; that petitioner was entitled t.o a deduction which be did not claim on aooount of the worthlesaneas of the atock of the F anners & Mercbanta Bank in the amoun~ of $1,876; that a«ordingly he underatated hie income in the amount of 847,193.86. 

During tTte taxable yesr 1931 petitiollH wu not the owner of the t.nk atodlll litted in the contract of March 1, 1921. aea.T.A. 



~­r 

~ 
e 
r 

A. W, WLLON. 23 

m.- Tho McOlintic-Mrn•sludl Oorporati<Jrr,.-QeiM6hem Stet! 
Ot)l·poration Tm1U100tiot1. 

The McClinlic-Mni'Sllllll Construction Co. was inc01·porntod under 
lho laws of Pennsyh·nnin, on March 20, 1900, for t he purpose of en· 
guging in tho business of fubl'icnting and erecting structural stool, 
n business commonly refel'l'ecl to hcrciunftet· as tho fubl'icnting busi­
n~ss. Its inco•·porutors were A. W . .Mellon, R. D. Mellon, H. H. 
McClintic, nnd C. D. Mnl'>lhnll. On l\fnrch l , 1913, !lac coq lOration 
hnd outall1nding 30,000 sha res of conunon stoclc an d 3,791 shni'Elll of 
pt-e! erred stock, of whjcJt the petitioner o'med 9,030 nne! 600 !j]ltlres, 
•·espcctivcly. On D oocmber 81 1921, a 100 percent di,-idcnd was do· 
clnred on both the common oll1d Ilreferred st.oQk, inct~asin;,: Ute stock 
of Uw tX1lit ioncr to 18,000 shares o( eommon stock nnd 1,200 shru·cs 
of pt-eforred stock. 

On D ccembet· 14, 19221 n cli\'iueml of 3,885 sl1nrcs of p l'Cfcn·ed 
stock wns <lcclnrcd on t he outstanding cuu1mon sLock. On the 18,060 
s botes of common stock then held by l1im, the petitioner received 
1,147 shnl'CS of the pt'Cfe••re<l stock so clistributed. It is stipulated 
by the pa rties thau, solely for tho purpose o f apportioning Ute basis 
of potitionc•·'s 18,000 shares of common stock between those sh:\l'CS 
nnd tlte l ,H.7 shares of prc!cn-ed stock on the date of u istribution of 
t he lutlet· und wholly without p1oejuclice to the right of either pm·ty 
to prove or contend otherwise in a ny other proceeding or for amy 
ot her pw·tX>sc in this pt·oceedillg, the 18,060 shares o! common slock 
and the 1,H7 sltnt-es of pt-efcrrcd sLock hud 1.1 fnir mnrkcL value of 
the same nmounL per shtti'C ftlld t.hut accordiJJgly the con-ect runow1t 
of petitioner's basis prior to the dislt·ibutiou of the 1,147 shat•os of 
prcfcl'l'ccl stock for deicrmining gain Ol' loss upon tho subscqt~onL 
sale or other disposition of the sluu·cs of conuno1J stock is to be 
apportioned between the 1114J shnres of preferred stock nnd thn 
18,060 shares or common stock i n Ute p•·OJlOt·lion of 6.97178 pea· 
cenlaun aliCl 9 1.0'2822 per centum, respecth·ely. 

F or r< number of yeJll'S UJG McCiint ic·Mal'SllllJI Construction Co., 
collliUotlly referred to hcrcn Cter ns U.te Construclion Co., ope,.. ted 
its business dlrcctly. Lalor, howo1·er, its opernt.ious wet'C cnt·ried on 
to a lar&.,; degree ilirough subsicliary companies which it had ac­
<tuired or orguni zed. In the course of its operations it hod occumu· 
lnted subst.a.nti.al properties nnd assets not used (ljrectly in thG fubri· 
eating busiltOS$. These assets included corporate stocks and bouds, 
occow1ts with ' 'nrious cot·porations, ftlld cosh. Some o f tJ•e securities 
had been acquired as compensation for work clone under ' ' nrious con· 
struction contracts. 

J n Ute annual report of C. D. Mt\l'Sltall to the stockholclers of tlJe 
Construction Co., under date of February 24, 19201 tho following 

88B.T. A. 
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sutement appears: "A.s a number of our in•·estment~ do noL ha•·e any 
direct bearing on the mftnufocturing OlleNltion of the McCiinLie­
Jifn t•shall Constl'uction Company, a nd the Ritcr·Conlcy llfnnufactur· 
ing Company, I recommend that tho following inv~tments oo sold 
at actual eost to the llcCiintic·Marshall Corporation, to oo organized 
u a holding oompany, and for Lhe purpose of takinl! care of in\'$• 
mcnts U1at i t may be to our interest to acquiro in tltc future." T ho 
stocks of five companies were listed nt a cost or \'a lue totaling 
$6,667,104. 

The McCiintic·)IArsholl Coi'J)9ration, hereinafter n!ferred to as 
l\JcCiintic·Mu,hall, was Or!,-anir.ed under the laws of Delawnre on 
December 24, !026. It ill8ued ilil capital stock, both rommon ond Jli'C· 
fet-rrd, on December 29, 1026, to the rll.•pecth·e holders of the rommou 
and prderred stock of tbe McCiintic-Mal""haU Construction Co., sl1are 
for shttre. the 11etitioner rwfi,.ing for his stock in the Cotlloiruction 
Co. 18,000 shnrcs of common titock and !!,347 shares of prefer~l stock 
ot McCiinlie-1\fllt'!'hnll. 'The preferred stock wns 0 p~t-eent pat·tici­
pating stock. On December 21, 1928, at an adjourned meeting of the 
stockholder!!, the certificate of inoorporation was amended 8<1 as to 
pro••ide for two issues of preferred stock. 'The pt~f•rred stock then 
outslnnding constituted the first issue und wns subjeet to redemption 
at the option o f the compuny nl $100 JX'r shaN, or book value if the 
book •·nlue exct'«led that amount. The second il!<lue was 6 lX'rceot 
nonparticipating stock and "' as redeemable at Ute option of the oom-
pany nt $105 per share. . 

Shonly n ft~r t he omendnwnt of the cr~'liRcot<> of incorporation tho 
preferred stock Oltlstanding, all 6..,t i~uc stock, was called !or M)o 
dcmption at ~!!3.!!1 per ~hare, rep,...:,~>nted by tile company to be the 
book nluc. In tl1e alternn1h·e Lhe holders of preferred shal'l'~ ont­
Mnnding were given tllc prh'ilcge of exchangi ng tltci r shal'1)S fot• pre· 
forred shat·es of the se<:ond issue, at the rn(e of 3.2321 new shon>a for 
each of the old shares. All of the preferred stockholders •«rpted 
the offer and made the exchange. except the estate of Oeorge W. 
Corlx>tt, o,.ner of 600 shares. Instead of surrenclrring tlte stock in 
aooordo noo with the cal l, tho <~State instituted sui t in a cha ncet·y court 
in 01-lawnre oll~ging thot the call price fixed by the board of dircc­
tol'l did not truly reflect book •·aloe, Lhat if the 888tts were properly 
shown on Lhe books Lhe book nloe of the stock would be at least 1,250 
per Rha re, aod praying that McCiintie-Morshall llCl requi rl'd to Jln'· 
pare a nd Ale a tn te ond corrcctstjllelllent of nssets 11nd liobi litif~ and 
that a decree be entered tootablishing the proper redcmpt ion pri«. 
1'his l<uit was pending throughout the Jtar 1930 and was not &l't t led 
until July 22. 1931. 

Th& petitioner exercised tho optiou to exchange his prcfet·red F1cwk 
o f the first issu& for pref~rN'cl stock o f the socontl illl!ue and I'C<lei\'l'd te B. T. A. 
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7,586 sh>tres of thn lattm-. I n lute Deoembet- 1930 or in Jnnuury 1931, 
he •wquircd by pm-ohuse from McClintic-MnrshaU 131 aclditionnl 
slmrcs of U>e second issue, nt a cost of $J30 per &hare. 

Upon its ot·gauization in !926, ).fcCiint ic-Marslutll noquired !rom 
t he Constt·uction Co. tho stock of its operating subsidiorics. It 11lso 
noqu ircd nil other assets of tho Constnl!ltion Co., includil1g the securi­
ties ond assets not dit·ectly usccl in tho fnb.-icating bt>sinC.'!S, except 
such p•-opcrties ns were roteined by the Construction Co. for direct 
opemtion. At June 30, 1030, llfcClintic-hf.ln;hnll owned the bi.ock of 
sixteen comp1mies, including opernting comptmies, to t he extent of 100 
percent. 
Alon~ in June or J uly of 1930, Eugene G. Gmoo, president of the 

Bethlehem Steel Corporation, hereinafter referred to llS Bethlehem, 
suggested to C. D. llforshall, clmi rm11n of t he board of d irectors of th& 
McOiiniic-Marshal l Corpot'11tion, the idea of the aoquisition by Beth­
lehem of the fabricatiug business and the assets connected there"~th 
of t he .McClintic-llfnrshall Coq JOration and its subsidiaries. Bethle­
hem owned direclly wd indirectly the stocks of a laTge group of affili­
ated corporations, sixty or moro in 1931, carrying on various businesses 
sucl1 as coni mining, iron mini ng, the manufacture, production, IUld 
fllbricatiug of steel and steel products, transportation, and shipbuild­
ing. A t that time l ho fabricnting business of tho Beth lebem group 
was th ird in si•.e in t he United States and it wns the desire of BetJ,. 
Jehem to expand Utnt business by the uoquisition of the fabricating 
busin.ess and assets of McCiintic·Illlll'shall. There was no suggesLion 
or desu-e on the part of Omce for the acquisit ion of what may be 
termed as the investment or nonfRbricati ng assets of McCi iutic­
Mru·shn.l l. T he discussions co11tinued from tiJnn to t ime during tho 
StUllmer of 1930 and as the result of a meeting beld at Bethlel1em, Penn­
sylvania, in August, P rice, Waterhouse & Co. was i nslruotecl to make 
IUl e;mmination of tho books and nCCQnuts of McClintic-Marsball and 
its subsidittries r•nd to propnre a consolidated statement of tho 1\SSC~ 
sncl Uabilities of tbe group as at J une SO, 1930, and a. consolidated 
profit and loss stateJnent for tho three ye91'S ended December 81, 19291 
and the aix months ended Jm1e 30, 1930. T his eXIlm ination nud report 
was to be made for the purpose of supplying clnt.l\ from which a figure 
might bo obtained at which BeilileheJD would o.cquiro nnd 1JlcClintic­
M.arshall would dispose of the fabricating business and assets. 

The original report was submitted under date Gf September 13, 
1930, and supplemental reporte wnro made undar dates of September 
17 and 26 and October 6, 1930. The examinations mado and t he re­
ports submitted did not oover the asseta and liabilities or the profita 
and losses of the subsidiary and affil iated compwies in which Bethle­
hem was not intorcsted. C'.ertain otl\er assets, including inl'estments 
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in stookl! and bon& advance& lo >ttbsidinry ot• nnilittt.ed conopanh•,, I lit 
income U~ereft'Om, 'and the relnted items of e~pe!Loes wN" al<;(> u ­
chHied f rom the exnminatiollll nnd repom. 

Before t ho end of October 1930. it Willi untlr ••,tood in ~~·nora I tet·m~ 
thai Betlllehem or nominees, •ubJect to the drafting of the comn~cto 
and the working out of the details of the tnwsaction, wo~ld &<'(Jilin! 
the fabricating bus111ess and the as:.oiR coruoocled the t't'\lllh .,r ,\h·· 
Clintic-Mal'!jhall and its subsidiary companies and would pay illl'l'l'· 
for 240,000 shares of Bethlehem common stock and $8,200,000, fa~ 
value of Bethlehem 4 ~ pcrQent serial gold bonds nnd would '"''umt 
tho li'ouil itics properly allocnble to tho Cnbt·icntin~ business oC l\le. 
Clintic-Marshall and its ~ubt<idinrie• and an out~t&ndin~t $12,000,1l00 
bond issue of tl•e McCiintic-i\lari.hall Con.trntlion ('(). It \\ 85 
also agl'e4'd that McClinUc-Mnrshn ll Rhould hn\'e the <lividends 
and interest on the Delltlehrm !ltock and bonds from Ot-tober I. 1!00. 
Alter the ~neral understanding was rNtcbOO in October of 1930. tl111 
attorneys for U1e putties wero instructed to l>l'l'ptu'P the IUl<'~'-tii'Y 
contract&. They were furthrr instructed to prepare the contract~ in 
aueh a way, if po&;ible. as to 1woid any tu to M~Clinlic-:Uarshall or 
its stockholders. 

l t wns tho understtutding thot pending the dra flinjl' of lho conll·nels 
there should be no changes in the business and assets of McCiintJe­
Mnn;hall except such changes as should take place in lhll on:llunry 
course of busines~. AI sornc dnfe prior to D!•ccmbe•· 6, 1930, how­
ever, repre,entnli"es of McCiintic-i\Jnn;hall stated to Bethleb~m tlrat 
it ~ras advisable for •·Perul&Jh-ania w reasons" to rehtin Penn•yl­
vnnin t-eal r'lnte o( subsronlinl vnlue nnd sugg~Jsted thnt n pnl'c~lof 
re11 l estate owned by the Kenilworth I.nnd Co. in the cit v ol l'tll>· 
bur!!h and known as the Water Street property was most suitable Cur 
that purpo~. lL was proposod that this pt'Opcrty oo con\'eyrd to 
McClintic-'MnrshaU and eash in an amount equi\'alenl to its , ·alue 
substituted among the assets Bethlehem w&S to receh·e. 

The plan of procedure originally conle.mpla!od w !IJl 1 hat Lhe Mc­
Ciinli c-Mal'llhnU Cor·poration should transfer that pot'lion of its liS· 
sets which ~tluehem ,,.as to acquire to a new corporation in enhAnj:t 
for the cnpnnl stoclc or the n~w corporation and ll1e new cm·pon1110n 
would then lrtutsfcr tho assets so rc<.'Cived to Bolhlehero for tl1e l'Oil· 
sideralio~ '~hicb hud been agreed upon, and immediately thereafter 
would distnbute t!x> &Wehern stock and bonds so recei\'ed to 11> stockholders and oo clii!SOh·ed. 

On. the 27th dny or October 1930, the Union Constru~tion Ca. 
aometunes referred to as timon, was or~iz.ed under the Jaws of V..•la· 
ware as lhG new corporation te be used in effecting the trRnsfor of the 
fabricating businll>l8 and ASS('la under the ag-r~Ant with lkthle· SIB.T.A. 1 •w•-• 
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lwm. I ts authorized eapi(,tl st.ock was 50 shares, which bnu " IJ~Lr 
value of $100 pet• share . At the time of organization McCJinLic­
l\farslutll subscribed for 10 shares of stock for cash a t pur. 

The attorneys proceeded wiU1 the drafting of Uul contracts in an 
effort to set forth '\\'hat they understood to be the agreem1111t of the 
parties. Under the earliH cl rnfts of the conll·ncts it was prodded 
that the assets of McClii>tic-Mnrshnll in which Bethlehem Willi inter· 
ested should be convoyed to the Union Construction Co. for 40 of 
its 50 authorized sha•-es of capital stock, which 40 shnrt•s should 
be issued directly to the stockholders of McCiintic-Mo.rshllll, and 
thereafter the Union Constl'uction Co. should t1·ansfer the nssots 110 

received to Bethlehem or "nominees" for the consicleration [We,~ously 
s ta ted and should in tum distribute to its stockhold•>-s the Bethle· 
hem stocks and bonds acttui rl'd in that transfer. In the rase of cer­
tain of the s ttbsidiary cornpu nit'S, seven in number, it was provided 
that the properties and assets, and not the stock, should be acquired. 
It was also providetl that all Rds of the U nion Construction Co. and 
the seven subsidjary compa ni~s, except ns otherwist) provided, t-ei!Lt· 
ing to dissolution and l iquidation should be subject to 11pproval of 
counsel for Bethlehem. 

In addition to t be prepnrai ion of t hG eonll·acbl covuing t he trans· 
act ion in general between Bethlehem and MeCiintic-Marshnll, t he 
attorneys proceeded with t he prep••·ntion of forms of cooveynnee 
to be executed in respect of lhe L'1)al estate located in the ,-urious 
scetions of U1e United S tutes ancl stnndiug in t.he nnn1e of ;\'IcCJintic­
Marshal1 and so,·en of its subsidiary compani~. By Dceemoor 20, 
1930, the d rafting of these deeds hnd been nead y completed. 

On or about December 1, 1930, Price, Waterhouse & Co. was asked 
to extend its examination of the afl'ni rs of ll1cCiintic·'M•u·shnll for the 
purpose of making a cert ified balnnce sheet. On previous ocensions 
its investigations had co1·e.red only the aJ;Sets included in the Betble· 
hem transaction nn<l it had been denied access to the records covering 
the investment assets, or "Omitted Assets," us they were usually re­
ferred to in the eonfn•-ences and pll]>lli'S of the parties. This further 
report wus ordereclat U1e instance of Bet hlohom co1msel !or the pur­
pose of funlishing infonnntion flS to the "Omitted Assets" and the 
liabil ities of McClintic-l\fa.rshall. T ho report was submitted to the 
directors of ll1cClintic-Mn1-shaU u11der dnte of January 5, 1931, and 
in add ition to the balanoe shoot included a statement designated "Con­
tingent or undoternuned liabilities as at Jw1e 30, 1980," and listed 
ten items of possible liabilities. 

At some time between ~mber 18 nnd December 27, 1930, the plan 
for e ffooting the tra nsfcr of tho fabrieatil1g businl\1!8 and assets was 
changed. It wns dooided to transfer the uonfabricating assets or 

38 D. T , A. 



28 a 0 U. S. DOAIIO Ot' TAX AJ'Pt:AJ~~ REI'ORT>I. 

"Omitted Assets" to Ute Union Construction Co. and to trnu~fer tho 
fabricating bu,iness and 11~ts direct from McCiintic-1\fnr;hnll to 
Bethlehem or "nominees." This chango of plan was communicated 
by Smith, cl1iei coun...<el for llfcCiintie-l\[nrshall , to Moor"t', chie( 
counsel for Betltlchem, in 1\ lctt~r dat('d l~<Wmoor 27, 1930. On De­
cember 31, 1030, llfoot-e wrote Smith expressing llJIIWO\"n l of the 
change in the pllln of pro<"(l(lure, a11d on the sumo date Smith wrote 
Moore sug~ting n confcrl'nee in Moore's office on J nnunry G, for the 
purpose of Rl!lling aU of the papers in fiual form. 

At or about the same time Marshall instt·ucted Patterson, &'cmtnry 
of McClintic-M:nrshnll , to cull in all of tho pt-eferr·od stock of that 
corporation from employees nnd to pay thet"(\for· $180 per shnt-e. The 
stock so culled COl'ered all of the preferred block outstanding except. 
that held by the four common stockholders, A. W. Mellon, R. B. )fel · 
Jon, C. D. MarshaU, and R. H. McClintic, and excepting, of course, 
the 600 shares of first issue pt·cferrcd lhnn the subject mutter of litigu­
tion with tho Coroott estute. Some of the preferred stock so ettlled 
in from employoos was issued to certain of the four common stock­
holders at the call price of $180 per share and thereafter the stock 
of the )lcCiintic-:Uarshttll Corporation, both common and preferred, 
was o,.-ned h.Y the original organizers of the Construction Co. in the 
following pt-oportions: 

A. W. M~llou.------·------·-·-··--·----- 30 J)<'r~nt 
R. 8 . lh•llon ---------------------- 30 J)<'lffnt 
R. 11. M<{"llntle.._ ----------- • _ 20 J)<'ffi'ot 
C. D. llanol>oft____ ---· - - - - · 20 percent 

Wtth reference to sev~n of the wholly owned subsidiaries of Mc­
Ciintic-i\Iurshnll, namely the lltcCiinlic-Marshall Construction Co., 
McCLintic-Marshall Construction Co. of Jllinoi~, McCiintie-:\farshaJl 
Construction Co. of New York, Inc., McCiintie-Marshnll Co. of Cali­
fornia, ~fcCiinti~-~larshaU Steel Supply Co., McCiintic-:\farshall Ex­
port Co., and MrCiintic-:\1ar!'hall Co., it was understood that Bethle­
hem or "nominees" were lo ncquir-e the properties and as.wts, but not 
the shares of stock. Accor·d inllly, in further prepamtion for the 
transfer of its fabricating business and a~ts under the agreement 
with Bethlehem, McClintic-Marshall, under date of December 31, 1930, 
addressed a letter to each of lhe above nomed subsidiaries advising 
each corporal ion that if it would declare a liquidating divi~lend con­
sisting of its assots, i\fcCiintic-Marshall "would assume nne! pny or 
perform all • • • indeht~dness, linbilit ir~, obligations and con­
tracts, including those incurred between the date of deelaration of 
such dividend and tl1.e actual trans{e.r of • • • IL'!Sets pursuRJlt 
to said dividend." 

MD. T. A. 
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29 
'rhe leturs of December 31, 1930, to the abo1·o named rubo.idiaries 

&uggt>Sting the declaration of liqwdating dh.JdendJJ were authorized at 
a special mooting of the board of director·s of tho ll!cCLintic-ll!ar'!lhnU 
Corporation held in the principal oftices of thtiL corporation in Ute 
Henry W . Oli1·er Building, Pittsburgh, Pennsylvania, at 3:30p.m., 
on December 31, 1930. C. D.llarshall, Jl. H. McClintic, E. J. Patter­
son, and E. A. Gibbs, a majority of ~he board of dit'OOWI'!l, wore 
pr'!!.'lCnt. At t ho sruno m~ot ing resolutions were al110 adopted ( 1) au­
thorizing tho execution of proxies to vote the stock of the seven snb­
sidiaries on moJOiutions declaring the liquidating di\.Jdends previously 
mentioned; (2) approving the purclrase, in the name of U1e corpora­
tion, by its officers of 11,366 shores of its pr-eferred stock at prices not 
in exoo;;s of $130 per slu<re nnd the sale of 131 shru'ftl each to A. W. 
and R. B. Mellon, and one share to H . H. McClintic, and further 
declaring a di1•idend of 11.100 shares of the said preferred &Wck on 
the common stock of the corporation; (3) authorizing tho exr<:ution 
of p r'Oxies w vote the stock of U1e Union Construction Co. at a meet­
ing to be beld for tho purpotiO of increasing tho capital stock of said 
company from 60 shares to 5,000 sharee, and authorizing the board 
of directors to issue aU or any part of said stock, and (4) approving 
a proposal to transfer oor·tain u;;sets of McCiirrlic-l\Iarshnll to t he 
Union Construction Co. lor 4,990 sharu of lhe capital stock of said 
company. With reference to the transfer of assets to the Union 
Construction Co., the minutcs read in part as follows: 

Tt'e Chnlrmnn then pr~Jeented to the meftlng n ptnu or roorgnniMtlon. Oo 
naotlon, It wu uuo nlmotud.Y reeoh·ed lb.lll Mid l)lan (Jt reorsnnlzatlon tthoulcl be 
wplod Into the mlnuc .. or the meellng, a COPT or whlctl plan Ia., roU01Q: 

McOIIntle .. Mnrlhftll CorvonHIOJl, l.IC"h.tK Lbe owner of all or the oulitnndtng 
cnpllOl atcx·k or Onl4'ln Con8truetlou CoroPIDT, thAt ll to uy, t.et1 (10) aharee.. 
wlll 1 ran...'lrer to Union Con~tructiOtl ComJlfth1 tertaln .,..LI to utbange tor 
rour thoUMJ>d nino huodred Dlnel)' tUOOl lborea or the Cftr>ltal •took or Union 
C('lnMinlM:Ion Oomt"'ny, Onion Construction OomJlftDY ftMtunlng and n•r~lng to 
1Jt11 or SRtiJ!fr ttut1 t)frtonn ccrtnln hutebtectnrAA. llnbllltl~ nnd o!Jll~nrtons of 
MC'CIInUe-MnrfJhiiU Col'l)Oratlon. Tbe .to ld tour Utou.eand nine btu1.dred nlnet1 
(4.G00l iharH ot cepll&l e:tock of Onion Oonatructton Corn1•n:r will be 1m· 
medl.tttl7 dlnrlbutfd a• a diYidtnd t:o lbt rommon at.orkholdt:ra of McC'llnt:k­
llarshall Corporation. the ~rporatlon·ft JUfl)lut befnr In u-ceu or the book 
Ynlnc or Ute t1811Ctt toR\'tYt'd co Unlon Colhllrucl.lon OomJ)I\ ny. 

On motion, the following resolution was w1animously adopted: 
naoc.n:o that the plaa of reorpnlullon I'('Oid aod ordtred I!PI'Hd upon the 

mlnOU'tl of tblt mft't!q be and the ame tt he:rebr appro' 00 and ado1Kt'd. 
Special meetings of the stockholders of the l\f()Ciintic-MRr&llaU 

Construclion Co., ?.fcClintic-Marshall St~ Supply Co., McCiintic­
MB T.A. 
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Marshall Co., and !IIcCiinl ic-Marshall F:xpo1t Co. WN'O held in Pitts­burgh during the intenal from 4:30 p. m. to 3: 00 p. m. on l:k>eember 81, 1930. C. D. Marshall, H. JT. McClintic, E. J. Pau~rson, and E. A. Gibbl! wero pa~nt, with Patterson holding the prosy of McClintic-Marshall. R..olution~ were adopttd df<'laring the liqui­daling dividends suJ:gestNI in tho lett~r authoa·ized that tluy at t h~ special meeting of the directors of McClintic-llarshall. In eaeh in.rance the etockholden\1 meeting was immediately f1>1lowed by a epecial meeting of the boa1•d of dilwtoa·~. The nililutes indicate that in the case o f the :'\I~Ciintic-Man;hall Constnaction 01>. of New York, Jnc., rho special st()("kholdea"S' meec ing "as hd<l in Buffulo, Now York, at t :30 p. m.,eastern standard cime, with Welles V. ~loot and S. Fay Carr as proxits Cor ~!cCiintic-Marshnll. The spe<"ial meeting of the st.ockholdea-s of the McCiinlic-ll!arshall Construction Co. of lllinois was held in Chicago. acrording to the minutes, at 4 p. m., central litandard tinte. Tho hll<'('ial lll<'<'l ing of tll6 McCiintic-MM•!!hall 0\l. of Californi11 was held in San ~·rancil'<.'O at 3 p. m .• Pacific rJ.andard time, with .\. G. Ku.ebcl'r1 A. B. Charllon, J. 0. McC lure, and E. F. GobJ pa·e>Jent, and IT. ll. McClintic and the McClintic-MnnhaU Cllrporation p,......nt by proxies. pecial meetings of the d.iM'Ctora of tho l\{cCl int ic·Marehnll Con>llruction <.'<'. of New Y11rk, Jnc.. nnd McCiintic-Marshall Cllnstrnction 01>. of llliuois ..-ere held m P itts­burgh nt 5: M> I'· m nnd 6 I'· m., eastern !<tand11rd time, resi'I('Ctively, with 0. D. Marshall , H . II . McClintic, E. J. Patterson, and E. A. Gibbs (lreseDL 
Tho meelin!-'8 of tho val'iou• roa"I>OI'III inns ""ere held llnder verbal instructions from roun..<el and •<ithout "riuen notitel'. .\II prei>Ara· tions for t.he meetings had been made hy counsel and Rodew•ld, of the firm of Smith, llucha.nRn, &ott & Gordon, brought to the meet· mgs a memorandum of p~ure and the ,·otes that were taken wel'll in aooortlancc with that memorandum. The procedure followed was that the <arious mot ions and documenta were read at the first meet. ing of the dny, some probably not in full nnd therca[teJ· it was the under$tanding that the !!&me action wot:ld be taktn at the other meetitai(S. In "" Jar ILil the Dililutcs recite that the \'&rious meetings of the stockholders wea-e c;~lled by the direcl()rs at the n!QUeet of the ttockltoldena, the minutes are in<-orrec1. Then- had been no previous meetings o~ directors calling apecio.l mectinj(S of the stockholders except poonbly l1l the case of the lfeCiintic-Marshall 01>. of Cali­fornia, where a special directors' meeting immedial.ely preceded the special sc~l~oldera' rnootin~ .. 1"hc minutes of the directon~' meetin~: of the Jtlmo18 rompany ~•ung the reading of the minutes of th~ .WC:lrholdere' meeting just held are •IS<• int!ll'rett. No wch minul!'!l were nMOd and no such minutes wtre at the D>e4'ting. MDT.L 
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The l!e•·~n subsidiary eompanie~ o f McCiiulic-Morshall rontinued 
to operate the •·arious properties after Dewmber 31, 1030, M they 
prol'iou81y hud done. ll!cCii ntic-Jifur~~hall, which wns authorillt'<l to 
do busine&S in Pennsylvania, took nn steps to operate tho propua'lies 
nor lobe registered to do busintll!S in ony of tho statts in which t ho 
subsidinries operated. &''Nl doeumNll~ executed by l\foCiiJltic­
Maa•shall under date of Februna·y 7, 1931, ffi!iled the as!'nmption of 
liabilities of each of the sewn dlll>!<idinries in consideration of the 
declaration of liquidating dividends 111-e••iously described. 
A~Niln~:t to the minutes of the Calion ConstnlCl.ion Co., a m(!('ting 

o f the bo&nl of directors was held at 8':45 p. m .. ustern standard 
time, on :Dee.!mber 31, 1930, at the Henry W. Olh'er Uuilding iu 
Pittsburgh, .. -ith C. D.ll! arshnll, H. 11. McClintic, and E. J. Patter­
ron, a mnjm·ity o{ the bonrd of llireclo,.,., present. A resolution wo3 
nclo111cd cnl ling for o. special nu>etin~:t of stockholders at 4 p. m., to 
Ill' held on the Stun~ dnte and al the snu1e place for the purpose of 
inca-easing the capitnl stock of the company from llO shares to 0,000 
1-hnre,, At 4 p. m. tl1e special si<Wkholders' meeting wAS held with 
the Slime indh>iduals present and l'l'lll'<'l'<'ntiog all the ouU!tanding 
>lOCk of tht rompany. eithrr dil'l'Ctly or by proxy. At that m~ting 
n re'!Oiulion was Rdopted increL•ing th~ authorized c3pital stock of 
ahe coa·poa·ation from 00 shart'll Ill 5,000 shnres. A furlher l"C''iu­
tion wns adopted authorizing the oonNI of directors at their dil!Cre· 
lion to it,,ue any or all of the saock "for such consideration and to 
such pe111ons or bodies coa·poa·Rte (wh~ther stockholders of this cor­
l){ll'ation 01' otl1crwise) as may he J:H'rm ill~d by Jaw and hy the term~ 
of C('rtiflcute of incorporat ion ns amended nnd as to the said d i­
awtors mny seCJll od•·isnble." Tlu~ minutes also show a second meet­
ing of the board of directors at 4: JG p.m. on the same dote and at 
tlte home place, at ••hich a re90iution was adopted in the same lel'l'llJ! 

and words as that adopted earli~r in the day by the board of directors 
of :lfcClintic-~!arsho!l pro•>iding for the tronsfer by ~fcCiintic-l\11\1'· 
shoJI of Cl'rtain of irs assnts to the Union Constn1ction Co. for 4.900 
shnres of tho capitol stock of th~ latter. A resolution was also 
udortcd nppa'Odng tho purch!IS6 of the Water Street property from 
the Kenilworth La nd Co. for tho A\tnl of $130.132.~0, and thn giving 
of an option to that company for its rcpltrth ii.SO within a period of 
two years. The officers were authorized to purchase from McClintic· 
Man<hall tho 10 shares of the Union Construction Co. stock rub­
&eribed for by that corporation for tMb at the time the Union C'on­
Hn.action Co. was organiud. 

Prior to the dote or dates on which the minutes of the various 
meeting1 of the se•-en subsidiaries and the Union Construction Co. 
were put in tlnal fonn and entered in the minute boob, drafts thereof 
wer-o sent to counsel for Beth lehem for suggestions. 

8ft U, T , A. 
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ln al't'Ordaooe wttl~ tb• ••~Wn ~)ltl•ln Smltll .. lf'lt~r to Mllllrt. oa. ~mbtr 31, lo:kl, ...,I t. ~luUWI· \la-..U .uwl O..h~ Dll a S"e• Ycd: • Jar;"'VJ ft tal )( .\lfil.b. nc• ~c •f ~ wu tJ.o ,.....,_ The Cllllr .. c~a.l .11flca!t1 had ~ do Willi l.lw ei1U!M 00\~rh'M th• !UiiWI'UI•Iitoll Q( llalldlt1 ... bfr)hdl and a..~aJ•I IM lktl•ldmt ol•ftoctild to the •"«'rt.it~n lA the ('(Mil~ of a ca.- of__..,... .. ,..,...,. ..,. :a..W.-. ol dr. liahaht--. of lbc ~~~of M~1.aaat:->£An.'>all wrlollK• t f~l d-.t. .. "" on tJ~t part of ~!f<111uic-MarWu&U ol 0.. natun:o ai'Ml uuont of •II li•bllltk-t nQI. TtJ~ in tt.. lle('lhulf.)C.r.hall bal&IQ •I o'!lf'lt. 'IhtJ...,. &tn.W !Aat tl.,. ... ...a-ella 'IIIJM a1~1. Uwl..S. la ~ef UUir...rdilwy MIGN,IICitC.b.~ lA t.be...JI•&f3" 
COVl'llf of lhe fal·ri~Libf h-.-!~ ah•1 nn lhe lnformaUon l~t~fortt thfm. Wl·~ t.mwllllnr to "rltt tl• J)rovlaioo IOII,ICM. by McClintic~ iloC.,...aU mco U.. Wl'lli'M'U.. ~hh ~ lh&t 1M ,..m... of tb.. t..brito.ai.llrC b.i.- ...._ 1M ....,._a. of \M t.bdnila l.lwnof t.tiiCht<W ~ CCPIW\(t'l'nl llD4 •"\!'!.,.,. lltW>J• ud Ul btpin;: W"ith ihiC.turtiohll ~h·l!d by l1im from t.l1• ((.ofllmua lltiXIIhulr~ot-.., of ;\II"· Clintk )lanhafl at a canffl'f'ltN ln l)•tt•• llri[b i.a ll>- fottMOn of ~..,. 11. lfiftO. -....d-uo~~~ lb. Wa W -pt1 10 of li. 

&-.. A• • ....tt of Lids dtl....oe lht w ork ~ the ~ c:arn. to • llalc. and C. )), l futl•all a.nd E•)li:rntl 0. Cnrf. ~·,ro advi!IN.l. a~ wnf•·tnd •lth a:la.l'll .. ll .. to tbt (fin I':J:l·m-1 t.n him j,f hid..Jtoa • ..t..or.aa 1~ IMl. •poa Miec .dT!.d b1 )u,,.a.u lMt u..e. .... ~ ~ about ...._ C'Oat.i r- ~ liabi.J,tM-. vf J.ltCIJuttt--Manlu.U, lnMnK"t('li llttblthtiJt'• C'QIUIII'I to rf'CM"ml •ult tbe. «ltltr.n. al<1~ tbe hrtt~t d..cr.d br ~I for MrCIIatleo ~.....awL 
...,_...,.,. COII.f.....,..o.a:• I~ .JUIII.'f $. Att..r Uaa-1 th.t. DO t~,~.n..Jw- a~iQP ••rt WW '1.1 hi Ftbniary 10, thf. date of delln~r:y of thn «•n-.,dt!nlio•~ and lb., nno••• ili!I:I'UIH~ntt of ..... 1m~ haftll u.t CWWlft11u·.._ Do.rillt c.ht ih~-al 1.,.-twtl"l Juua'J" • and F._,. Ill. to~~~ ... for U. pan .. ._...,. a ....... _._.-ill, Mdl 

--\} toail aDd ~.Jboa.. 
A hl't IJ!'f eotlft-tl'IW'INtwl J•1111ary Q, 7, sntll\ U011r1 nullllld S.:l!lt,U· mara to lot .. ,,t to 1\u..OO~ co •b u .,wlinati• "· tt. PIUJ",. of •hdl. ... to ... «naia ....... u.,... .......... 46 h."'""'""' uMer U. ....,._...l wrth lof.tOu.tx--)bnl...tJ 1I"W't' rll'l(. ~p1t'14!d h~ •111 ~•1· llool"1! ,.., ps.rt.ieQiarly int~lllll11nln• thala.ny OICIIIA) ..-hich ltatll'«n~ftlt.y way of a·ro6u t.o ••"' faln:llll11r b"ti~ ttfd s.ftd sft, J~mt I, Jo.'ltl, •-auld b. ta.f~ ..ua. tbt ~~ a d .oc lii'NIII..I Ill- ... , fllhtr U.. ia ll.- t'UIIi- n,..Jt_ SJdoU· 

IDIUI. ~to l'1~ •1 flrl' about Ja11 ••rr 111, •htre It~~ •III'IIC tt~\~raJ cl.)""J maklna d.o dlkk ~~ii'NI Ly ~loott. Ourl41: that 1111'" ... ,£.. 
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A. W. )J:El.U)N. 33 

ho mttdo an t\udit of the list of tll!Sels which bad been drawn up by 

Pillenger !or transfer to the Union Construction Co. He also worked 

out with Pitlelljler a division of the cash between the fabricnting assel3 

which Bethlehem or its "nominees" were to rooei"o and the nonfabri· 

culing osscls which were to bo lransferrod to Union. According to 

the agreement between the parties, the MeClintic·Man;hall stockhold­

ers were to retain all divid<mds deci!U'ed on :\IcCiintie-llan-hall stock 

on or before October· 1, 1930, and from and ttflet• thnt date McClintic· 

)fnrshaU wi\JI to rooeh·o the dh•idends and iniAirest. on tho Bethlehem 

stocks and bonds which were to be exchallg"d for i111 fabricating ~ts 

nnd lm•ine!'>l. The diV"idcnds on the 240,000 sbnres of stock were not 

nct.unUy p1Lid O\'cr to McClli>liCl-ll!arshall, but it. was permit ted to de· 

plete the fabricating assets in &n amount equal to the di'>idMds on the 

240,000 shares of BeUilehe.m stock from and after Oetolx-r 1. 1930. 

This w8lllnkcn into coosider11tion by Scl1lottmnn in making h is check 

of the assets to be lransferrod to the Union Com;h·uclion Co. and th086 

to be tr&nSferred under the contract with Bethlehem. Tite fabri­

cating nsscts to be transferred were also diminished to ruako allo,vru1oo 

for tl1e interest on the $8,200,000 in Bethlehem bonds, and this item 

was also taken into consideration by Schlottman in makinJt his check 

or tho assets which woro to be transferred to Union. On January 14, 

1931, Moore wus ad'~sed by Rodewald thnt Schlollmnn nnd Pitlenl!'lr 

!tad •greed upon the diV"ision of the assets anit lhut tho tnmsfcr lo 

Union would be made on the basis of that dirision. Scl1lottmao's re· 

p<)l't of tho examination wall relayed to Moore by Schick, comptroller 

for BelWehem, under date of Janunry 21,1931. Price, iVntAirhouso & 

Co. made t\\·o reports to Bethlehem under the same date co,·ering tho 

trnnsactions of J\leCiintiCl-M&rshall and its subsidiaries from July 1, 

1930, to November 80, 1030. 
On January 16, 1931, &n indenture bet1\·een McClintie-MarshRII 

and the Union Construction Co., beuing date of December 31, 1930, 

was executed. By tho terms of the agreement McC1intic-J\1ar~~hall 

transferred tho "Omitted Assets" to U nion for 4,990 of the tota l 

:>,000 shares of Union stock and the assumption by Union of oertsin 

of McClinlic-Marshall'e liabilities outlined in tlte agreement. 

Jt is stipula!Aid by t lte parties I hat, except for tho pnrposo of deter· 

mining the amount of the e&rninga, pro6t11, or income of lllcC!iJ>Iie­

:MarshaU, Ute fair market ,-alne of all net aSSl\ts of tho 1\lcCiintie­

Marshall Corporation, including the property transfern-d to tho 

Union Construrlion Co. and prior to gi\'ing cft'oot to I he n>illllUanoo 

of the 263 ~hares of preferred !!loCk sold to common stocklroldfrs 

obov~ described, was, at the lime of the transfer to Union, $66,078,· 

200.12. It wu further stipulated that the valu~> staled is nppor· 

tionable to lhe common and preferred stocks of the McCiinlie-Mar-

•nT_A 
2QS0?-37--.3 



34 Sf IJ. S. OOAilD OF TAX APPEALS R}:J'ORTS. 

al1all Corporation and to th~ capital stool< of the Union Construction 
Co. as f·ollowa: 
To prc.tc.r-rt'tl t'(ork of Mt:Ollntlc-MIIrShnll CorporaLiou. ~.4~7 •h•- "' ••80 .... obort •• ·--- ····-·--····· •••• $3.8110,410. 0<1 To 00.!!00 w.,. oC "'"""""' OtO<It ol ~<(:llulleollarwMII Cor-

J>Ot1111Do - ·- ----· -·--- ·-··· · - -·-·-··· - · 18, :\23, 000. 00 To 4,000 tharea of ctplte.l noc:k of t.:ulon Conjqrnct.Jou Co- • . -- 41, 2 45. !!00. 1!! 

00, 078, :!00. 12 

'r he ratios existing al thal time, on the basis of such apportion­
~~~~ bet•·een the fair marl«>t vnlue of petiLionf'r'e 18,000 ~lUIM'S of 
oomn;on stock of the McClintic-~larsholl Corporation untl petition­
er's 1 497 shnres of common stock of the Union Construction Co. 
were 2ll.~lOS per centum and 70.4S92 per centum, n>Spi'Ctiwly. 

McClintic-1\farshall and Union both kept their books on the accn•al 
basis. Entril'$ thereon reflecting th~ above tran.o;action wet'(l datl'<l 
December 81, !980, but woro actnnlly ><ritt~n io the following month. 
Several of the checks relating to the book ent ri~s were deli ver·ed 
and paid on January 22, 1931. The eertificate of tl~ Union charter 
amendment, increasing ita capital Stock, was ~!l"nl'<l on December 
31, 1080, and filed for recordation in Dt-laworo on .Jonuar·y 1~. 1031. 
O n the samo date the Kenilworth Land Co. Cnlli'C)ed the Watc•· 
Street Properly to Union and Union executed in favor of Kenil­
worth the option to repurchase. Stock trall!lfcr notices co,·erinl!" 
the transfer of stool< fron> McClintic-~larshalJ to Union were dated 
January 16, 1931, and mailed Jnnuur·y 17, 1931. Transfer stomp 
vouchers wcro dated .January 16, 10:11. Notices to debtors whoso 
accounts were transferred by )fcCiintic-~larshall to Un.ion were 
doted Dectmbor 31, 1980, and certififd January 1~. 1931. 

Cerlificatl'l for the 4,990 shares of Union stock dated n-mbor 
81, 1930, wero made out and dclh·crcd to the four common stock· 
holders of llfcClintie-Mnrthall in the following month. r clitioner 
rect"ived l(l07 !lllch sb&J"eS. He entered ~ lran.-tion in his books 
under date of J anuary 1, 1931. On Jonn~ry a. 1931, and ehortly 
thereafter, dh•idends and interest were noooived on the secu•·ines 
later transfo•••-cd by i\lcClinl ic-Mnrshall to Union and the checks 
thN-.!for were deposited to the credit of Union on the date ~ived. 

The agreement reached by Gr'11Ct' and Marshall on or about Janu­
ary 8, 1931, was !oUowed by a writwn contnct dated Janunry !l-2. 
1981. In tho preliminary parngrR(lh~ n( the agrwmcnt wer-e ..;.p,..· 
ll(lntations by McCliutic·Marshnl l as to its p1-opert ie5 and flnnncial 
condition. Among U1e rtprt!!UtatioWI made wert the following: 

• • • EXrf'PI tor lhe .... •.tcnmtot lhd trln.fd'f!r or ct:naJn pro~rty, 
t"'p.IM of the tnftln1ment1 N\'friU~t Which h11.n• betu delh'cred tO nelllttli('IJ1, 
and tor tba lMt)'mcnt by MrOtlutle-)lnr•hltll ot ~rtaln cuh dlvldeodJI wh1ell NB.T. A. 
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""' meDtiOMd In pareJrapb (e) or th..,.. ,..p,_,UdO!Il of fact aud a dl•ldend paid Lo tba atook ot another corporotlon owned by lt. no sublto nthtl e:heogc 
wu matlo •• 1110 pro~rllti and ltMC:li ot McOIIu tlc-l.tar•hllll and/or th~ Sub­
aldlarr Coonponlea between June 110, lD30 ••d tAe date hereof. txeePl IUCb ...._ u .. ~re modo ID the ordlnarr eouroo of the bu.t .... of li<CIIntle­
Afa~all and/or the Subl-ldlaJ'1 Oompa.nJea. • • • 

Other portions ot the agreement describing tho properties to oo 
acquired and tho consideration therefor read in part as follows: 

Tbe portl"" he...,to d"'lre that .llcCUutlellal"8ball •hall be reorpolaed lhrough the Acqulsltlon by BethlcbNo of ttll the J)ror~rll~" And nsseu1 owned 
by McOHntte-Mars.bnll (btu noue ot Ha capitol stock ) nt the tlrue t.hc trttnsnt· lion eo•eml by thla Agreement (be~lnatter Cftlled the Tntnoartloo) 1haU be 
tl-.1 (wbkb aball thOA l""lude tho proputl.,. aud uae~t. hut not tho oba­ot ltod<, Of the llrot ee•en or tbe llnbsldloey ComJJflolea u lloted In .. td 
Appendix A), the- tmmcdlnle d lttrlbutloo o.r the bonc:ts and &h(lrt~ ot &LOC"k ot llc'tbleltcm which arc 10 be dell\'cred b.Y tt to McCUntlr·MaHbaU pursuant 
to the pro,.laloo.ll of tblt A&rftoo<!ol and tbe diMOiutJoo •• 1100n aa practicable ot MeCIInU.,.llal"8ball and ot •td ftrst ..... ot the SublldlaiJ' Coont•nles 
wh08e Pf'OIK'rUN and 1uet1 are to be ~tcqulrod by Betbelebe.m, nod to that tud the po n te• beJ:eto bllve ac-rec<t upoa lbo plan of r~r1anhwktJon which t.s 
evtdeneed b7 tbl; Agreeonenl. 

• • • • • • • Ft'IJJT. Upoo the term.! aod coodJUooa berelnattc-r Bt.L torch M'cCIInUC·)fa r,ha11 
"4~ tbat, ln erchnn.so tor 18,200,000. p rlnclpnl amount, of rbc bonds of 
Ucthlcb(lm, hfteluatter drac.rltMod nnd hert' lna tt~r &Ometlmts co.Ued t he New 
Hondo, and 240.000 abo rea of the Common Stoek of n.thl•bem of the ..,.,., 
daM. nature aDd de«.r1ptlon •• t.be Common Stotk of Dethlthem now nutltand-
1"* and lltled on the New York Stoek E• <h••• •· lM)IIntlc-ldon<hall will co1wey, 083fgn nnd Lrnn•tcr, or enuee to be conveyed, assigned and trnnl fcrrcd, 
to FJerblebem. or to oo& or more nominees ot llethlehtm aa BeLblehtru 3hall rteec: (a) &ll tbe prol)trtl,. and a.tatQ of e•tr:t oetur. and deerr1pdon or 
M.atnti .. Marcball, lftl'lu41Dg Ita lood will aocl the ri-Jbl to """ Ito eorporot• name, but not locludtng any lharH or tta capital st~k or lhft sbnrte ot stock or 1.1nld Orst SC\'en of U1C' Subald1ary Oompflrlles, nna {b) nll til(! t'lrdt'M'rtl~ 
and asset• ot every nature and deecrll)tfoo of eatd ftr.-t ee,·eo ot tbe Sub­
•Jdlaf7 Companfe& loe!ludlnc thtlr tt"J~tlvt toO(I wtll• and tbe rlcbt 10 w.e 
tbelr J'8))1!C'ltve corporate na.me1: and &tb1clMm, rel)'hlft upon U1e repf'C-.. 
~nlaUons or fact ot MeO!Intic-ldftrohall be~lnabove ""t tortb, &greet that. In exchon.p tor t~~ld [tf'(lptrtlee a nd ••ts. Bethlehem wtl1 e_zf'Cote. t•f!'uc a nd d~IIYer to M.CUntk>-Uoroball Mid ~000, prlndl)ll a...Ounr, or the ~ ... 
lloocl> and <'trd.l!<at .. t or aid 240.000 oba ... or aald Common olntk. 

With oortain spooiRoo exooplions Belhlohom a~ree<l to assume all 
tho liabilities of McOiintic-Mart!hall. Among the obligation• as· 
eume<l was an item of $12,000,000 in ouutandinj; bonds of lhe Me· 
Olintie-l\{AJ'IIhall Construction Co., wltich bond issue was eecurtd by 
lho pledge of 160,000 eharca of 6 percent oumulath-e p referred stock 
of t he Aluminum Co. of America, owned by A. W . Mellon ami R. B. 
Mellon and loaned to the llcOlintic·ManhaiJ Construction Co. for 
auch purp01e. Bethlehem agreed that other collateral W.isfactory to 

88B.T. A. 
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tho lru>too would be dcp06itOO in lieu of such Al uminum Co. lltook and that the owners of such stock would be paid $00,000 per year for tho use thereof during t ho J")riod tho Aluminum Co. stock should remain pledged. It was further pro<ided: 
• • • All detdJ, attlftgm nenLS fUK1 oOter Ju!f11"llmtonlM of C!('ll\~Yt'l'ICO br wbleh tbe proPtrUet n11\l UHII to be coovrrOO. l..llllgned aod lrln$t'errt'!d to ll<!Lhlebem u lfo.....ad all be ao ron..,,·«~. aa.lcn<d ond mo"'ferffil •boll JU'O''tde Uuat tb~y shnll (like ('tl'oct 111 ot Jnnuor1 :n, 1001, whcC hc.r or n(lt actually u~oted aDd deth·utd o.o that 6ate. 

IL was also provided: 
A.t • I)Ort of Lhlll plan of roorpmraUoa. oil of tbf Sew Booda of Betble­to be rfftlfl~ b7 M.c£llntJe..)!anhaU under tbe pro\ lMion1 of tbl• AJr«Jnent and 1111 ot ltlld 2-tO,OOO 1haree CJf Itt Oommo• Stbc.k 1h&U be dlltl'1botcd to the -olden of M<alntk-KuaoiL 

Tho agt·oomenl provided 1 hat I he u·rut~notion sltould be closed on Febnary 3, 1931, which date was later extended to Febru~try 10, 1931. 
On January 23, 1931, o~. acting for Bethlehem, aoo on Janunry 27, 1931 , Man.ltall, acting for i\lcClintic·Marshall, signed t be nbovc ag~rnl bearing the date of January 2'2, 1081. 
The agreement was pia~ before the bontd of din:ctors of Me· Clinlic·:Mnrshull at n speclnl m!X'ting held in Pittsburgh on January 26, 193l, and a resolution was adopted authorizing nod directing U1e officers to execute tltc instrument f01· and on behal r of tlu~ corpora­tion. Preliminary to the adoption of the rerolution mentionl'd, tho minuU.S show the followin~:r : 

The Cblllrmaa &.hfiD JU1~atfld aad rftld 10 t~ a:tt'tC..bc a 1•11ta. or f(lonrp_n· 1161lou. Ou motkm. It ••·•!'! UDanlmouPir ~f(!d thn aid I)IIJI or n:our~nlt.a· U<>t> HllJIII b< «>pi<'! Into the mlnut .. of lbe .-tac. a «>Jlf of wblch 1'1•• Is •• toUowa : 

lletblebem SU"'I Coi'I)Oratlon 'fl1ll O<'QUint frOTD Mt<:llnLIN!oMioll Col'flOrft• tlon au 1hc I)r OJ)cntt. a.nd aMCtJJ owned b.7 MeOitntJc.l.lanb.AII Col'J)OraUou ( lnlt oo .. of lt.o ~plt.ol otock) at tbo Unlf' the l-rtloa ...... ,.,.. bT thl rto1"'P-Diudoo a(fft~Doot &baU be d(Nitd (•hkb .-tu•ll 1ben tuclullc the Jlrop• ertle• ond llMe\.tl.. but •ot Lbe •hart'll or BlOCk at NcOH.nllt-MarWU ConAn:lt'­Llon ComfM'IIJ". a r en1»7h·au1a oorponUon., lltC'llnlJe.lfar.ahAll Oonstnv'JJon ComJ)ft.ny of nHDOb. Rn lltlno14 COTl)OI'fttion, MeCIIntle-Mill'!lih.aiJ Co~tru('llon Ootnl)lny of New York, toe.. a New Yof'k COr'J!(I'f'l.t.lol, lltCUntfe..lla11iball Con\pU)' of oauronla. a OoHforoiA _ ... ll<>n. N:cCllnllo-lllnrlllall lltt_~l SUI)J}Iy 00w.l)lln1. fl. Pennayh·anlft COI'J)OrAt1on, a.le<lUntlt-UirlhaU JUJ)Ort Com· peuy. a Ot'laware COrpotaUOQ. and ll('(lUutlc-llla.nhall ~lU'. a Dtlaware coi'I)OraUon. Mclt ol. \\bl('b tou\l)lnl.- •• berctotore d('('1At'l.'(l a llqnhhUhl~ dt' tdrncJ ('I t an ot lUI tllti!Ctll nnd IJroJl('.rllet purau.oot to wblt.>b )l~ntlt--31t n--haU Corl)oratll»l ba!l bfr<rome ~ntitl«l Uu'OQJ'b N:Ot1t ow.,...rahtp or bJ IY1~W11'DM'It t~ aU .. ..-b aMett and ~) Tha bonds alld lhlll'('t or lt.OCk ot Bt't lll#bem SIC!'f\1 Cofi)Orntlou " 'hlt'h tl.re to be d~llvcn..<d bJ It to MtQiot~<~tantball Cor-MBTA. 
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JXn·•ltloo uurt~unnt t& the r•rovltdon.a of lht rcorscontr.ntt••u lll(r'('{•U\CIIt "Ill be 

cJhurlbutNl humedlately to llu~ fiiiOClthoJdent ot Ah~lllltiP·)Jor!'lhull 00rt)Onatlou .. 

and. llt'Cihn&c--llarth..U Corpo,.tJou a.od the ~enn aubtldilln' tomranl4."11 abo'"" 

mentioned .. m be dl.-..ol'"l'd •• 1000 thereafter aa pmetlmble. 

On motion, lhn i oUowing t>esolut ion was mumimnusly udop1e<l: 

Jlreot.YK'O: that the plan ol rtOrpnl&atlon whtco:b tho ChaJr~JU~n llU prt'l'en~ 

rwd read to thl.s meetlug au•t whlth this lloord ha• dJrecttd to be toplrd l.nto 

1ho •u1nm~ff or lhl.s mceUug tw, and the tame bJ hPn•lly, nvnro'·"d and ndl,plcd. 

Uesoluuons were lllso <tdopled outhoriti11g Anti dircd ing tho ><''·en 

subsidia•·y oorporotions to execute instruments of con,·eyon<~ of 

t hci ,. 1n·ore•·ties 10 Bethlehem or such other corpm·ations ,c; it might 

dcsignnt.c. Dy o ft~~·ther J•esolution o liqui<l11ling dh·i<leud wn~ de· 

clarcd of all the BetWeh~m stock ftnd bonds to be ~h·ed in ex­

change fo1· McClimic-MurshRII'S fabricating businw.~ and a;,sel•. In 

connooLion with tho liqui<lal ing dividond th6 fiffit:ei'S WQ~c nuthol'i~~d 

and directed to r«Jnil'e f1'0111 the Slockholdet'S refunding bonds or 

oU1er security which ~.s to said officers mny ~~~~ desiroble for l.he 

pueposo o·f p rotecti ng the corporation f1'011\ nny ancl all cluims or 

liabilities, contingent, aoorued or ol.herwise, which ha,·e IJ('(!n or nuty 

be asserted against it." 1'he meeting was conducted from " mem­

oradum, in the same manner as the meetings of ])ec(!miX'r 31, 1930. 

011 Jnnunry 30, 1931, it~ t\ furt hr.· meeting, the bon•·ct passed a 

rei10lution to chango the name of the 2\fcClintic..Marshall Corporntion 

to William P enn Corporation. A resolution was ulso adopted <li­

r('(;ting lhnt tlle s lock and bonds of Betlt lehem to oo rt'ee.i\'ed for 

U10 fabricating businw.~ ond asselS of McClintic·llfarshol l be iJ<~>ued 

dinlCtly to tl1o holders of tho common capital stock of ).lcCiintie-

2\fnrshnll in pmportion to their respecth·e holdings, nnd autl•orizing 

ond d ii'OCt ing tho se<:retiU'Y or tL'!sistnnt sec•·~tnr·y of McCliulic­

Marshllll to dcliver a certified copy of the resolution 10 Bethleh~m. 

The resolution n~tmed C. D. Ma rshall to re<.'i'ivc the Bethlehem stock 

nud tho bo1\o.ls for t he stoc.kholdc•'S. 'l'he stocldJolders appro,·ecl lbn 

amendment changing the nome of tho corpo•·ntion to Will.inm l'1•un 

Corporution at a spec.ialm""ting held on Feb•·uarv 3 19!11. 
Also on January ao, 1931, the nnmo of tho· :l.lcClintic-MarsholJ 

Constuction Co. wns cluUJged to WiUi1U11 P enn Construction Co. 'l'bo 

certificate of the Secretary of State of P enn•ylmnin showing tho 

change of nl1llle bears the date of F ebruary 24, 1031. On February 6, 

1031, the Cllpitu l sloc.k wns reduced f•·om 50,000 Ehfti-.)S hnving n par 

value of $100 per share, to 100 shares havinl( n pn•· va lue of $100 

J)l!r share. On February 7, 1931, )lcClintic·Marshllll 110ld tho stock 

of tl•e Construction Co. to its four stockholders, A. W. Mellon, It B. 

Mellon, C. D. Mnl'Shnll , nuil H . JI. McCl intic, (or tho aum of ouo 

dollar, tho 100 shares bcing dh•ided 30 shares each to A. W. Mellon 

ao a.T.A. 
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and R. B. Mellon and 2() &!lares each to C. D. 1\hnhall and Jl. H. 
McClintic. 

On J anua r·y 20, 1931, the boa.rd of director-s of lho Detltlehcm Steel 
Cort>oration, at ils regular quarterly mttting held in New York City, 
'1'lified, conJlnned, and approved the action taken by its president, 
Eugene G. Graoo, in executing the abo,·e a~menl. wilb lllcClintic· 
:Mor·slrnl l. 

Tho Bethlehem Steel Corporation was or·gnnized December 10, 1004, 
under the lawa of New Jen!ey, and is the owner of the stock o f fifty 
or sixty corporations, sometimes referred to as the Bclhlebem group. 
The business of rho grout> is lhat of currying on on integrntcd stool 
busi11ess. Beth lehem itself or>erntes no t>ropcrtics. Among the com· 
panil"! owned by BEthlehem in 1930 and 1931 were the BEthlehem 

teel Co., a Pennsylvania corporation, BEthlehem Mines Corporation, 
a Delaware cort>oration, Deth·:\fnrJ' Leel Corporation, a 1\faryland 
eorpornl ioo, Pacific Coast Steel Corpomtion, u Delnworo corpoml ion, 
and Midvale Steel Co., a Pcnnsylvllnin corpot·ation. The largest of 
lbe operating companies in the Betltlehern group is I he Bethlehem 
Steel Co. It operates I he &eel producing propertiee in the East, while 
simila r properties in lbo West •ro operated by tl1e P acific Coast Stool 
Corpor·ntion. Thcso operations include the production of str uctura l 
~teel, .stool p late, tin plnte, rolling m.Hl equipment, and olbcr steel 
products and the operation or blast furnaces. The Delblehem Mines 
Corporntion operates coal mines, ore mines, quarries, and properties 
of lrimilnr cbn rnclcr. Tho Bcfh.llfnry Stool Corporation owns the 
prorJCrtics of the llethlebcm group wh ich aro located in lbe State of 
Maryland. It also owns the stock of tl•e BEthlehem Iron & Steel 
Corporation, a New York corporation, located in New York, which 
owns the properties of the Bethlehem group located in New York. 
These p roperties a re leased to I he Beth lehem Steel Co. for opemtion. 

The Midvale tool Co. wns incorporated under tlte laws of P ennsyl­
nnia on December 14, 1880. I ts name was chan~ to McOiintie­
Marsball Corporation on February 6, 1931. To a,·oid conf11sion it 
will be referred lo herein os Mid\'olc. At the time its nnme wn11 
changed, it had 00 shnros of stock out8tnnding, 45 shar·es being held 
illrcctly by Bethlehem and the otlter five shares by directors. 

During lbe months of S.ptember, October, and Non•mber, 214,159 
shart'Jl or Bethlehem common stock were purchased on the New York 
Stock Exehrlllg~, under nuthol'izntion rr·orn Grace, ror uso in the 
ucquisition of lh~ fkbricnl ing bu•ine.c,s nnd MSCts of McClintic· 
Man<haU. In a1ithorizing th& purch11S41 of .stock for the pUrpo9& 
mentioned abo,·~ Grace had t11e informal nppro,·al of the members 
of Ilethl~hem's board of directors. 

MO. T. A, 
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'l'hc cash of the lkt.Juehem gt-oup is carried by tlte Ilcthleh~m 
teel Co. in an nccow1t designated as "Inrer-oompnny Balances." 

Through this account eoch company is credited with its port ion of 
the profits on any contract or job in which it Jl8t'l icipates and with 

tho Cllsh coming into the a«ount tbrou!!h such company. In a 
similar manner each company is chnrged through the account with 

its expend itures. In mnking tho pu rohn!!<)S Q'f tho l3cthlehom stoolc 

described above, t ho cltecks wcro d111wn by the Brt hlehcm Steel Cot·· 
poration. Tho books of that corporation do not show oequisition o( 

the stock, howevnr, and it wu not charged with the cru;h so U· 

ponded, its cash being neither incrHsed nor clecru!!e(l ns a rc;;:ult 

of the purchases. Tho disbur.ementslot· the shares put·chased were 

chnrgcd ngn inst the Bet hlehem Mines Coq>OI'nlion nnd desc.-iboo ns 
<.liijburseu1ents "for ncwunt of lkthlchcm l\[ines Cot·po•·• Lion." Tho 

•ltores. when aequired, were carricc.l on tl1e books of tho Bethlehem 

~lines Corporation iu on account d<'l<ignated ~Contingent Fund 

.\o...ets.~ I n its bal•nce sheet of .O..~rnber 31, 1930, the Belhleh~m 

~lin~s Corporation cut•ricd the 240,000 shares of Dethleluam stock ns 

"Inveslment-C>tf)ital Stock of Domestic Co•'JlOrnt ions." 'l'he bnl · 

nnoo slu'Ct of Bct.J1 Ichcm for the Slime date showed t hese shares ns 
outstanding. The consolidated balanoo sheet showed a foob1ote to 

the effect thnt the 2·10,000 shol'(1S were to be used in part payment 

for ~lcClinlic-Musbo.ll ossets. 
Upon I he purchnse of the various lots of Bethlehem stock, tho 

shnr~M so acqu ired wero trans(erred to the nllmcs o f individuals. 

These individun.ls signed statements lo tho etrec~ that tho stock so 

held was owned by BoUtlehem, and they assig~tcd to it any and a ll 

dividends thereon. T he dividends paid during the year 1930 and 

until F ebruary 1931 on the ;;:lock in question were not paid to Ute 

individuals in whose names Ute shares stood, nor were they paid to 

Bethlcham, i.u accordance •vith tho signed orders of t hoso ind ividua ls; 

tho divid1mds wcro paid to the Bethlehem Mi11es Co•·porntion which, 
ucco•'<ling to U1e books of account, wss Ute purcllAscr and owner ot 
the stock. BeUtlchem at no time receh·ed credit or showed receipt 

ot the dividends on ita books. The entries on the books were made 

with U1e intention ol showing the Bethlehem Mint'S Corporation as 

the owner of tho stock. 
Some time in Fouruary 1931, 26,8<11 sh~tres of DcthJohrnn stock 

nequircd by Ute Dethlchem l'tfincs Corporation prior to the Mc­

Ciinlic-Marohall negotiations were written down on the books to Ute 

a•·era.go 006t o f the 21<l,l59 shares aequired <.luring the monUJS o ( 

September, Octobtr, r.nd No.-embtr, 1930. The total write-do•'"n 

amounted to $912,849. Thereafter the M·erugo 008t of tho entire 

240,000 shares was reOootcd lUI $76.74 por share. Betblehrun was 
SOJJ. T. A. 
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ne••er at any time chnrged with the amount by. which the ~ock --:as written down. 'fhe Bethlehem Mines Corport~11on wu crt(llled ,.,.lib tho amount of the wo·itc-down 11nd an account of the UcthJelwm Steel Co., designated as "BesetT6 tor Depreciation or In··~enu;'', wu chn rged. . . By in•trumenls dntcd F ebruary 7, 1D31, MeC'hnttc·lJarshaU, McCiintic·M u"tthn ll Constrnft ion C'o., MrCiim ie-Mo l'!!hnll Construe· tion Co. of Illinois, ond MeCiintic-~lnrshnll Steel Supply Co. eon­vercd to lli<lvale all their ~•1 e!'late ancl intertSt in real CStal o. By in~tr·umcnts b•wring the Siune dnlc the McCiintic-1\!nrshnll Construe· tiort Co. ot New York, I n<: .. ronveycd il3 real Clltnte to the Bethlehem Tron & Ste~l C"rponoliou, and tho McClintic·Ma.rshnll Oo. ot Cnli· for·nia ro1"e'·cd its real estate to tho Pacific Coast Su'<'l Corporation. By bills of ~le nlso l><'ftting the dnte of Februnry 7, 1931, McCiinl ic· Mnr ... hnll. ~fcCiintic-Morshall Oorutt noction Co., MrCtintic-~Iarthsll Conhtru<1ion Co. o{ Illinois, !llcCiinoic· M•M!hnll Oonstn1ction Co. of New York, I nc., ll!cCiintic·Marshnll Co. of Clllifoo·nia. McCiinlic­Mon:hnll Steel upply Co., McClintie-1\larshnll Expo11. Co., IUld Me· Clintic-Mot'Shall Oo. trons1~n-.:d ull nsscts except r·onl estntc amlpal· ~nl1 to Midvale. The II'IUISfers of potertts and trade mlll'kS were co•·· cre<t'by separate im;tTtnnents to meet tho requi 1~ments of the offices ill whieh notices o f such trllnsftts were to be filed. 
Under dale of February 10, 1931, nn inst n nneut •lr!<i~;"•ai ing Beth· lehem Ill! pn rty of the first pnl't, lllcClintic·Mll'shnll as party of the !!eCOnd part, &nd the fiel'ert Sllbsidi11.ry corporntions M parties o f iloe thi1·•l parr, an d t'Cciting Uw tt·llns fer nnd con\'Cyuuce by McClintic· !ltarsholl to Bethlehem or "nominees~, was e.~eeuted by Bethlehem, whe~•ci n Bethlehem, in accooodoncc 1l'ith the terms of thl) &j,'I'C<ment of Jamuu-y 22, 1931, assumed and agt-ecd to pay or to cause to be paid all liabilities of the group, except thoso speciflcnlly excepted in the Jnuunry agreement. By an instl'nment be:oring the sante dale and naming Bethleh~m, Ute McCiintie-Marshnll Construction Co. an<l the Union Trust Co. of Pittsbut·gh as parties. lkthlehron &S~~wned the 512,000,000 bond isst~ of tht Const ruction Co. A third in;;t.rument, olso dnted F ebrunry JO, 1031, wns executed by Bcth lclo~m, the Me· Clintic·Marsho ll Construction Co., A. W. Mellon, and R. B. llrllon. I t provided {or the substitution o( collateral in connection with the $12,000.000 bond issttc in plaro or the Uoe11 ui•ting rollatnal which belonged to petitioner ond R B. Mcllon. 

I n accordance with the re((uest of McCl inlic·MAn!hnll, lhe 240,000 shares of Bethlehem common stock were issued 72,000 sh•res each to A. W. Mellon and R. n. 1\!ellon and 48,000 sh•~s ench to C. D. Mar· shall and H . H. McClintic. On February 10, 1931 C. D . Mal1!h&Jl delh·crcd his receipt ocwcring tho 240,000 8h11re.s of &r h Jeh~n• common au n. T. " · 
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~lock and the $8,200,000, priucipal amount, o f Dethlehem 4~ per oont 

Serial Gold Bonds, •·ending as follows: 

~"IIJ from Ufth1eheu' Strel OorporoUon. a NL"'" J~r~~ty rorporruton. 

~.:00.000, l)rindl)lll amouo1, ot 111 Fo>ur aDd Oue-lloU Per C..'tiL Serial Gold 

llond8 and Ccrtiflc(ltet tor ~0,000 &:harea ot Ill common tnock uuade ouL ln the 

followh1g IHHnca on(l for t ho nuJUbcr of tibares if't nrter t nch ~uch nom(', 

re-pectf.--eiT: 

Andrew W. Mellon--··---·· ---------·-· ·--- 72. OOOAAnre~t 
Rleh•rd B. Mcllou ____________________________ 72.000 

Boworrt n. li<CIIntl<. ------- --------- 4'1. 000 • 
Chftrl~ D. Mnraball ............ _ __________________ ,. .. -IS, 000 •• 

Doled Fe~n~nry lO, 1031. 
(81111>001 c. 0. u.. .. u.w.. 

Tho bonds after nutbem iCfttion by the Union Trust Co. of P ittsburgh, 

ns t t·ostee, were nctually deli,·cl'ed by W illiam J. Drown. I M'i\<,1J I11J' 

of Bethlehem, to LheBankers Tn1ott Co. in l'iel\' York, and the Bankers 

T rust Co.'6 I."'OCipt wtu! delivered to Mar6hal l. 

The four common stO<'kholders of MeCiintic-llfnn<holl directed a 

letter to Bethlehem, bcoring the elate of Febn1ary 10, 1931, granting 

an option to pm•chtlS& tho JOO sl1ures of Willinm Ponn Construction 

Co. stock for tho sum of one dollar nt any time within ninely cJnys 

nIter· the colla tern I furnished by A. W. Mellon and n. B. MeJion in 

connect ion with tho $12,000,000 bond i68ur of I he Oons~mction Co. 

should oo released from the lien of the trust. Bethlehem exercised 

t ho option nnd acquired the stock for the sum of ono dollar. Tl>o 

Con•truction Co. is still in existence, but holds no prope1ties nnd con. 

ducts no business. 
The stock of the Riler-Conley Co., Kenilworlh L and Co., Steel 

Frame H ouse Co., llncl Sleel Fl'llnle House Finance Co. wll8 lranll· 

!erred to Midvale. It \\IS delh·ered on February 10, 1931. I n eacb 

in$tnnco tho oortilicntes were doHvered endon;ecl in blru1k nnd the 

nnme of Midvale (lllcCiinlic-llllli'Shnll Co•·porntion of Pennsyl­

''onia) wos written in. 
All of the properties t ransferred and conveyed by llfcCLintic­

l\Jarshall nnd its subsidia ries in RCCOrdance with the agreement of 

.hnuary 2'2, 1931, ioclucling Lhe real estate in California and New 

Yo•·k and the slook of tim KenilwortJ1 Land Co., Ril~r-Conley Co., 

Steel Frame H ouse Co., nnd Steel Frome House Finance Co., were 

entered on the book.~ of Midvale. None of tho properties fte<Juired 

nnd none of the linbilities IISSW11Cd in connect ion tho.rewi lh wo••o o,·cr 

~nlered on tlu~ books of Dethlel>em. I n Ma'' of 1031 tho California 

ren I esll•te WM transferred by proper bonk e,;tril'8 to the Pacific Coa.•t 

Steel Co•·ro•·ation nnd the Nuw York I'Cn l estaiG wns aimi htrly t rnns· 

!erred to Dcthlehem Iron & ScClel Corporation. In makin~t the..oe 

lranAfers the P llcilic Coast Stool Corporation was cl>arged with U>e 

10 B. T. A. 
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net amount of $660,039 for the n>ol Nlole eonvtyed to it ond Mid•·ale "'""credited with that IUllOttnl, onu &thlehelll Iron & StN'l Cot'IW>rn· t ion wOJJ char1--ed with tho net amount of $2,397,276 for Ute real e•tate it receh..tt and Midvale " '08 credited in U~e sam~ amount. '11,. minute books of those corpoi'Utions contain no N!fet'<!nce to the A<(lttisition of an~- of tile lllcClintic·lfa~hall ft<;Se(g. • • Aftrr tho unmo of Midvnle wns cltnngcd to McChnltc·Mnrllhall Corporation on f.'ebrunry 6, 1031, a DO" ' ledger w~ set up o? whirh an account wos opened designatl'd •s "I twest.Ulent tn P<OIII'rltes pur· chased from McCiintic-Morshall, (Del.)." The amount of Uw in· •·o.tment was shown as $26 617.!!46. The J'ountal vot>eher from whi<h I 
• tho ontJ·y was ll06ted WOJJ dated March 12. 1031, tllld dCStgnated as IK>ing for the "l!onth of Februuy, 1931." Tbe ~oucher reada u follows: 

To ret"Onl t.be: pun:bate of 1he propertle. ot Yc.Oiutfe.llarah:all CorporatleD. (Del.) purtuant to the e~ment d•lOO JAuu11r1 22, 1931, between Betbleht'm Stt<l C<mJOratJon ana M<Clllll~Mal'lhall Corporatlou. (0.1.). Dtll•ery mado to M<CIIntJe-lJanlhall (;<lrporatloe. (0.1.) of ~.0.000 aha.,. ot lletblthem Steel OOI"J))ratlon Common Stock- w1tltout per talue and $8,200;('100 ne.r omount. of lletblthtm s .... eo,....uou 4'illo StriA! Gold- Ia plJIIWlt ot prol)ft'tt... 
A('('OOII:l DewriptlOD AIIIOUIIt AmOUnt 2-11 ld.arkcl4blo ll«urltles 210.000 ahareo-

u. S. Corp. Commoa SW<L- f!& 417. 2.e. 00 0-A lnh~T'"Oompao.r Balan~ IJeothl('hCm Stetl CorporoUon.. _ _________ __ ___ • 8. :!00. 000. 00 

$20.617,240.00 
A second journal •·ouc.btr of Mid•·ale dated lbrch 13, 1931, ai!'O purporting to oo,·cr ~transaction in Fcbruary,shows "Purchnro from Bethlehem Stool Corporation or 240,000 shartS of Bethlehem Steel Corponltion Common Stock, without par value" at $76.74. per share, or $18,417,246. Under the 6Atlle date, however, a Bethlehem Mines Corporation journal vouclter .... drawn to i!ltow transfer or 240,000 sltarcs of Bethl~hcm common stock diroct from the Bethl~hem Mines Corporation to Midvale Cor $18,«7,246. The name of llidvale (~fcCiintic-Marshall Corporation) wu aubscqucntly stricken througb and Ute name of Bethlehem inserted therefor. Thereaflu under dale of April 15, 19311 journal vouchers were entered in tho 

1
M)Cords of Betlalehem to ~how a pun!hue in February of the 2-lO,OOO J!aa"" of B«hlehem eommon &toek by &thlehem from the Doth lelwm )fin~ Corporation, at $70.74 per share, or $18,417,246, and at tho same tim• aeale of Ute same shares, at Ute same prioe, to Midvale. The 240,000 shores of Bethlehorn comttlon stock were carried 011 the books of U1e BetWehtm Mines Corporation u its proP"rlY from the time or purcltllSI! on the Now York Stock E~chango up to tho lime of tran.'f~r to Midvale, and at no Jllace on the booka of Bethlehem is •o T. A. 
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t bere any entry showing that BeUilthem tral\'lferred Ute said 210,000 
ehan!S of sLOck to McCUntic-Marshall for ita fabricating buai~ and 
assets. 

Tho dividcuds on the 240,000 shares of Betl1lehem common stock 
up to :February 1931 were eventually credited to Midvale. By lho 
terms of tho agreement McCUntic-MarshaU was entitled to tho divi­
dends on t11e aaid Btock after Oct.obcr 1, 1930. and this credit wos 
made to Midvale to offset the amount by whkh the fabricating busi­
ness and as&eta ""t're diminished when tran.Cerred in aocordance with 
the agreement dated January 22, 1931. 

On February 10, 19311 the fair market value of the 240,000 shuu 
o{ Beth lehem common stock was $13,920,000 and that of the $8,200,-
000, face value, of its bonds was $7191810001 or 63.7667 per centum and 
36.2433 per centum, respectivaly, of tho total of $21,8331000. 

It wns stipulated that tl1o accumulated earnings or profits of Me· 
CUntie-Marshall available for distribution in dividends were $26,-

000,000 11! of F ebru!lry 10, 1931, of which sum not Jess than $18,000,000 
was aceumulated prior to December 31, 1930. Tho amounts were eo 
stipulated without prejudice to the contentions of the partiee as to 
their availability for distribution as dividenda by McClintie-MarshaU, 
Union, and Pitt Securities Corporation, a corporation subeequently 
organized to take o\·er part of the assets trt.nsferred by McClintic­

Marshall to Union. 
Under dato of February 16, 1931, Beth lehem directed a letter· to 

Miclvalo (McCiintic-Marshall Corporation of Pennsylvania) slnling 
that the lntler wns to confirm an agreemrnt wherein Midvoln hnd 
agreed to MS\1010 and bad wumed all obli,!!ntions of Bethl~hem 
under its ag~Wment with lfeCiintie-JifurshaU dated l'chrunry 10, 
1931, except the $12.000,000 bond isiue of the lfcClinlie-Jifarohall 
Construction Co., and bad agreed to pay to &thleht>m $20,200,000 
on demand and t. further amount equal to the oost of the 2~0,000 
ehares of Bethlehem common stock. On th~ same date &thlche•n 
directed a letter to Beth-Mary Steel Corporation, stating that it was 
to confirm lht assumption by D~th·Mury Sled Corpomtion of tho 
$8,200,000 in J3clhlchcm bonds u;;ed in t he acquisition of tl1e fubri· 
eating busineas and nf!SOts of McClintic-Mnrsllall and U1e assumption 
of tho $12,000,000 bond issue of tho McCiintie-lll arslmll Com·lruc­
tion Co., and further stating that in connection with such assump­
tion Bethlehem had assigned and transfPrred all of its ri~thts to 
recche from lllid•·ale t.he $20{100,000, as abo,-e eet forth. 

Tl•e trana!cr of properties between members of the &thleh~m 
group was n~ unusual when su,ggested for purposes of basin­
expediency, but in each instance where such transfers were made the 
proper chargee and credits were entered on the books of each cor-

as a. T. • · 
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poralion and reoord o,.•Mrsllip aotually pAll6<lCl in ~ of as&ell 
10 t:ranttem.d. After tDCh uan5/en ll•• rtcipiont. of the U8l!l! treated those a&rts as its own, ~liking up tho incomo therefrom a.nd 
rust.ining tM expetlS(l8 incident lller't'to. . . 

J n roMoction "ith lh8 acquisition o( lh8 property of li.CIIIlttc­
MarshnJI by tho varioua subsidill'ii'G of 1 he &,t,hle!Hwn Steel Corpo· ration and the MSUmpl.lon of the loond indehleduoes of the Beth· Mary ~ Corporation, 1>o chango ..-as made in lh8 ootilandinc capital stock of any of the oorr10rations. lltt.hlehem's oul8lan(ling common stock nn1ouoted lo 3,200,000 shares. It aii!O had 7 (lel'clenL eomulath•e ~!erred ~lock hning a par nlue of $100,000,000 oot· >1anding. 

On January 201 1931, the Union Tr·us~ Co. nud ManJhllll nod McClintic. repmentin~ u.-1\'fl and A. W. Mellon ond R. B. Mellon, entel'td into w 1\gnltm~nt. pro'"iding that the Tnost Co. would purchase from them Uothlehem bonds in llr8 t>riucit>lll lllllount of $S,f200,000, to be issued b~· that company under tll6 tem>S ~teL forth in the contnoeL On February 10, 1931, the Bankllr.i Trust Co. informed Marshall that II held the bonda subjeet to his oo·der. On J;'ebrus.ry u, 1aS1, Matihall aullooril>ed the Bank~111 Tru..t Co. to dcli"'r them to the Union Tl'\Ut Co. in ocoorde.nce \\"ith tloe agree­ment of JanuiU'y 20. Th~ Union Trus1 Oo. issued ,its t.hccks to tlto petitioner· and the otJ,~r McCiintic-Mnn.hoJI 8tockholdtra. The petitioner receh-ed $2.3ill,fl00. rej)ri'Senting the sale of his portiotl ol tlte bonds at 96, plus IICCI'IIed interest of $12,300. Tho petitiOn<.'!' entered the runou11t so r«eived on his books tmder date of February 11, 1931, and reported in his income tax return a profit of $1,9-22,631. It was admitted in the pleadings that tho item of $12,300 ,..as erro· neously reported by tho petitionct' os intertat rceeive<l. 
Bethlehem had no arrnngen~nt or aglt!<'ment with the TI"US Co. go'·erning tbe disposition of ll\e bonds afur iS'!Uance. 
liicCiint ic-ltbrshall, tho narM of which was changed to William Penn Corporation, has conducted no bu.ineea since February 10, 1931, and sinoo tl>&t date hos had no a..«se~JL In February 1933 ita 

certificate of incorporation wos amended, reducing ita capital stock to 100 ah•res having a par ' 'alue or llOO per ehan. 

IV.-TM Llquidatiort. of Uniort. OoMiMJCiio" Oo. 
T~~ Kop~1 Ot>.-Unio'n C'oMtrurtion Co. rurganization..-Among tit& Ul\1l!<tment uret.s tnn•ferred to Union by lllcCiinlic.-i\larshall \\'IS a block of 500,000 of tho 600,000 oulstautlirlj{ common shar~s of lloo Koppe.rs Oo., a _:o.IA,<aro corporation (herrmafter called Koppers Co.), t.nj!Sged, woth tl.s many suboidiaries, in building byproduct oob Mft 1'. A. 
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