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THE WHITE HOUSE
WASHINGTON
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To me this Treasury statement

is rather unsatisfaotory. Oan yom
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THE SECRETARY OF THE TREASURY
WASHINGTON

May 31, 1939

My dear Mr. President:

Last Thursday you asked Hanes
and me for some specific information
and I take pleasure in forwarding it
to you herewlth.

If there is any additional in-

formation you would like to have, please
let us know.

S8incerely,

The President,

The White House.
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June 23, 1939
TO: The Fresident
FROM;: Leon Hendersan
SUBJEOT: Hanes report to Morgenthau, Jume 13, 1939 om tar bill.

You asked me to give you my slant on the Johnnie Hanes!'
report on the tar bill (memorandum to Morgenthau from Hanes, here—
with returned).

I received this but a coupls days ago, and ni.un-t the
tax bill is being rushed along with numerous changes, I will shoot
on the toplie generally.

Specifiecally:-

1. I 4o not believe it will stimulate, incent or inoite
much business. It will help psychologically.

2. I feel that the loss of revenus is much greater
than the Treasury estimates. (The exmctness of some of the easti-
mates in the Hanes memorsndum is wmwarranted,) .

3. I "view with alarm®™ some of the changes being rushed
through without adequate oonsideration and hearing. This goes
partioularly for the "last in - first out” inventory basis. The
~Treasury always has opposed this before sinoce it permits corporatiocms
to arrange thalr values to escape inooms taxes.

4e I am firmly convinced that the omissions are mush
re serious than the chenges, since the will to remedy will be
weaker next year. I raise the gquestion, "when do we desl with
exempts and middle income increases.” Also, these $100 million
to be gotten by proper deplation allowances for mines and
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5. I sm espeocially disappointed that your repeatedly
maintained position on undistributed profits has beean ocmpletely

ignored.

6. I believe the chmnges in sccial security tax burdiens
ocompletely overshadow all the present changes as "business stimulants,”™
We oould halp by going muoh further in this dirsctiom. /
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T« I am scared about rumors of some recent changes
being made by Treasury rulings, particularly on lowering valua-
tions of securities held by large estates. If true, sand I be-
lieve you should inquire about this, it rms somter to de-
sirability of insreasing estate tazes,

8. Ihﬂlfiﬂfﬂliﬂ;thﬁth'ﬂﬂﬂlmm-
mansuvered, that you were put "behind the eight ball" by publie
announosments of persons who can mot handle thas political aspects
of tax revision, that the Treasury tax staff is not sympathetic
to giving you expert help in achieving your aims.

9: I believe revenus could be reised by "vanishing
sxemptions.” ]

10. I hope some day we will tax income other tham that
received from tax-exempis at the top instead of the bottom. Im
other words, if an $105,000 incoms has $100,000 tax-exempt, the
#5,000 should, in equity, bear the rate of the bracket in whieh
the total $105,000 income falls,

Loss of Revenue
The Treasury estimates $15.7 net loss of revenns.

I'11 bet a hat the loss carry-over will be nearer $100
million than the $23.6 million Treasury estimate.

The "last in - first out” inventory basis and the other
administrative change, allowing deduction for income texes paid to
foreign ooumtries, will together probably rum $50 millien.

Atninistrative Changes

(a) The administrative provision permitting the valuationm
of inventories on what is oalled an "in-and-out" base. This permita
corporaticns to o arrange the walus of their inventories as to save
themselvem large sums in inocome tax. Tha large corporations, I be-
lieve, have been pressing for this change for some years snd it is
my knowledge that the Tresasury in former years has been strongly
opposed to this change. The mcoceptance by the Treasury of this
administrative change is diffioult to wderstand espeocially at
this time when there is so much oconcern over the mize of the defioit.
This administrative chenge makes our tar struoture more regresaive
end I do not see whersin it can have much stimulative effect upon
tusiness activity.

(b) The second administrative provision relates to the
deduoting from income tax paid 0 the United States any income taxes
paid by Americsn comcems to foreign coumtries. Onm the famoce of it
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this looks like a substantiel loss of revemus inssmuch as
Amsricans have about $7 billioms of direet investments in for-
eign comtries. However, the press reports may nmot be an asscurate
desoription of the administrative revision. Further comment would
require more information om the actual wording of the proposed
changs.

The other administrative changes proposed in the House
and SBenate committees may also be harmful to our tax struoture,
but I can not comment on them inwlligently without further in-
formation and m-

In view of the number of administrative changes whish
wore made within a very brief period without public hearings,
there is serious doubt whether they all received adequate dias-
enesion, if any.

Treasury Ruling

While discussing taxes I should like to mention something
that may not have ocome to your attention. An important change by
Treasury Decision has been made in the Treasury's handling of es-
tate taxes within the last few months. The mile requiring that
ssourities in an estate should be valued for estate tax purposes
at the market value was removed s0 that now securities will be
valued presumably at the price they would bring if moctually sold
at forced liquidation values. In other words, sn estate with
400,000 shares of DuPont would have those shares valusd not at the
quoted priece en the appropriate date, but on what is negotiated as
being the prioce that such shares would have sold at if they wers
dumped on the market that date. It is my understanding that this
change was ordered by Mr. Hanes. A small blook o shares umder these
rulings would pay the market value, whereas a large estates consist-
ing largely of seocurities could negotiate a lower tax liability per
share. A change of this kind is in direot comtradiction to the sx-
press desire of the Treasury to inorease inoome fram estate taxss
and viclates accepted canoms of tax equity.
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I have the fealing that the administrative changes
being mads in both the tax legislaticn and reomt tax regulaticns
umnder the guise of removing deterrents and simplifying procedurs
ars weakening the revenus produsing capacity of our tax structure
end are doing so withowt adequate preliminary discussion. Howsver,
I onn not make any definite svaluations without more information
and study. The subcommittes hearinge are mot available to ms yet.

Undistributed Frofits Tax

You have consistemtly takenm the position that you dAid
not oppose the repsal of the wdistributed profits tax providing
that the abuse it was designed to mset - tax avoldencs - was ade-
quately met in other ways, The taxr is now being repsalsd and yet
oo attempt at all has besn made to prevent tax avoldanss, Spotion
102, for ezsmple, remains mohsnged, although there are grave
doutte concerning its affectivensss in its present fomm. Pat
Harrison promised last year to humt for scmething mdequate.

The exempticn from the personal income tax of income
derived from the cwnership of property in the form of undis-
tributed profite strikes at the very heart of the principls of
progressive tazation acoording to ability to pay, to which the
h=eriomn pecple are committed, Many of the mnation's wealthiest
individuals may now, through the simple device of pemmitting their
incoma to be retained by the corporsticns whose policy they comtral,
escape thelr proporticnate contribution to the general sxpmass of
the Oovermment and pay, through the flat corporats income tax, no
higher proporticn of their income than the poorest stockholder in
a corporationm.

FROM 1923 T0 1929, BO0ME §32 BILLIONS OF INOOME ACCHUING
TO INDIVIDUALS, AND YET RETAINED BY CORFORATIONS REPORTING KET IN-
COME, ESCAPED THE FERSONAL INCOME TAX, During mush of this pariod
the marimm surtex rate was 20 per cent. It im now 75 per cemt and
oonsequently the incentive to retain samings 48 far greater.

The reimposition of a high wndistributed prefits tax in
con junotion with & reversal of Eisner va. Maccmber |exsmpting
dividends on oommen stcok paid in the form of cosmon stock from
texable income] if it ocould be obtained, would, sa you imply, per—
mit corpormticns to retein cash and yet enable the Oovernment to
tax income from property according to ebility to pay. However, it
may be doubted whether making stock dividends tamable incoms would
facilitate greatly the reimposition in the oear futurs of the un~-
distributed profits tax. Aotuslly corporaticna can, amd, inl936-37,
did pay dividends in non-cumulstive preferred stock, which was
taxable incoms. The real drive for repeal cams not from the desire
of oorporaticns to retain cash but from the deaire of individuals
to eacaps tazes.



However, legislation declaring as taxable income the
distribution of corporation eamings in the fom of common
stock would offer an opportunity for the Supreme Court to recon-
sider the Eisner ve. Macomber case and, if the legislation were
upheld, make it somewhat easier at some future date to revive the
undistributed profits tax. '

Something of a minor order might and should be done to
amend Section 102. It may be possible to delete the words denoting
the intent to avoid taxes and substitute a more objective criterion
as prima facie evidence of excessive retention of earnings than
"the reasonable needs of the business."

Vanishing Exemptions

Increases in revenue could be obtained, without broaden-
ing the base, if exemptions were progressively redusced for higher
incomes. Exemptions are supposed to reserve minimum incomes for
necessitous family expenses. It does not follow that a taxpayer
in the high brackets needs the exemption,~- so it might be eliminated,
thus providing more tax revenus.

Va
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON

LEQ!::::ME::'I::;;':REGN ...wt 2. 1939

Dear Mr, President:

When I came to SEC, at my request
you asked Jerome Frank to become Chairman until October
first, 1939, with the expectation that I should succed him.

I believe the interests of the SEC
and the New Deal would be better served if J rome continued
on, and I sincerely hope you will ask him to stay at least
another year. He has always insisted that he could not
afford to stay later than January first, 1940, and I'm sure
his financial drains are ¥ory heavy. Even three more
months would be well worth while,

Jerry has handled himself splendidly
as Chairmen, and my admiration for his brilliance and
high capacity is constantly on the increase. We have a
tremendosly important schedule ahead,~ we are breaking new
grqund in utilities, reorganization, and with brokerage
bank proposals for oustomers protection. We are just
starting on the new Maloney over-the-ocounter regulation,
ndh.nth-mhnrklnytmt indenture to set up, as well
as to draft investment trust legisdation for the next session,

In my opinion, the SEC is really
olicking, and I went it to keep on. Jerry is going away
on his vacation today, snd T understand he 1is coming in to
see you for a minute, I hope you cen mention the matter
to him today,- otherwise he might use his vacation for some
plans after October first.
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THE ADVISORY COMMISSION TO THE COUNCIL OF NATIONAL DEFENSE

FEDERAL RESERVE BUILDING
WasHINGTON, D. C.

aapm:bcr 26, 1940

MEMORANDUM :
To: The President

F‘Eumt Leon H_anﬂuranrn

This is to inform - not to bother you.

After meeting with you today, the Commission will heold
an important meeting on organizetion difficulties - at the
urgent suggestion of Melson, Hillmen, Chester Davis end myself,
particulsrly. The prospective meeting may not be mentioned in
our conference with you, but I thought a little outline for
you might be helpful - just in CABE cevssens

You kmow from Chester Davis, who is handling my interest
in chemicels slso, of the attempt to ignore TVA in the build-
ing of increased ammonie facilities. The present system of
clearing contracts through Knudsen, without adecuate reference
to other Commissioners, is partislly responsible for this. You
esked Knudsen to clear for the Commission, but this wes before
we had Nelson end the functions of a Coordinstor of Purcheses
were outlined.

Nelson has thought - so have Stettinius, Davis, Hillmen
and myself - that clearances should logicelly be in his baili-
wick. Everything Nelson handles he carefully checks with the
other Commissioners, so that all designated responsibilities
can be met. Knudsen's people - and to & lesser axtent Stettinius -
are legs careful, and meny things get by without proper atten-
tion. Examples, in addition to the ammonis plant case, are:

(1) lumber for the cantonments, which runs prices up tremendous-
ly., Knudsen's men (end to & lesser extent Stettinius! expert)
tried to handle, and Nelson has had to sslvage the situstionj
(a) locetion of plants between the Rockies and the Mississippi.
Devis, Nelson, Budd, Hillmen and myself are trying to carry out




your ideas, but frequently the Army end Navy want to give us
only a few mimutes to epprove a site already negotiated - in which
negotiation Enudsen's man hae perticipated.

Knudsen slso wishes to control priorities, which you essizned
to Nelson in your order setting up the Coordinetor of Purchases.
Knudsen end Nelson have telked abdut this conflict - in a friendly
way - but the lssue is not resolved.

The issues involved ere quite importent - I believe we can
handle them, but there's & little dynamite in the situntion.

Lore



THE WHITE HOUSE "c;"/ :
7t
WASHINGTON Ty

‘September 28, 1940,

MEMORANDUM FOR
THE PRESIDENT

Leon Henderscn telephoned last
evening to ecall your attentlon to
the attached story which appeared
in the Washlngton Newe last night.

He sald he and Nelson Rockefeller
have been convinced that some of the
Republicane are working on Knudsen -
particularly Slcan, who came cut for
Willkie last week.

Leon eald that the chief op-
poeition hae come from Morgenthau,
and that they have had difficulty
with the Treasury. The other day
they gave Knudeen a ruling and in
it they went out of their way to
attack the poliey of lending which
the Commisslon has been working out,
Knudeen told Foley that 1f he had
any more of 1t he was golng to quit.

Leon thought you should know
this before Knudsen comes in on
Monday or Tuesday.



THE WASHINGTON DAILY NEWS, FRIDAY, SEFTEMBER 27, 1940

Page 12

Defense Group May
Ask Showdown Soon

Oy CHARLES T, LUCEY
The National Defense Advisory Commission, blocked
repeatedly in speeding the nation's rearmament program
by the opposition—direct and undercover—of inner New
Deal officials, may appeal to President Roosevelt soon for

a showdown.

Boma of the Indastrial leaders
brought here 1o put the mulll-billion-
dollar deferse drive In high gear s far
have relrained frem snything lixe an
open brfak oub of & senss of fairriess
to ke President in time of an elcction
campalzn

But mlleged persisient snlping al the
conmiszslon's efforts pay fores an ale-

ing of thess eonflicls. Reslgnations of
tome of the oulslanding men with the
comamlsslon are possible,

New Dealers ab first seemed to ap-
preciale that s Defenss Commission
headed by such well-known business
men a8 Messrs. Knoudsen, Btettinins
and Fiedd constitule s valuabie politi-
cal nuset for the Presidept. Tt was &

sel-up calculated o Inspire public con-
fidence thal rearmament was lo com-
petend hands.

ATTITUDE CHANGE

In early months, they went "all out®
ta  co-operats with the Indusirial
leaders, Bul in more recent weeks »
change of atdiude Is reported—about
the bims New Dealers bogan talking
about Mr, Roossvells re-elecilon being
“In the bag."

Foletlon developed polnts to the necd
for n fad declarstion of potley by the
Prezideni himsell on the commlssion's
authority, If chatructionbst  tecties
persial, It ls sald, there probably win
be execullves now serving without pay,
who will find It convenient b return
to private businesses whish, |n many
cases, they have reluctently neglected,

RESIGNATION EUME

Even If no break comes before the
electlon, coma resignations Immedistely

thereafter are wirtually certain.

Chief oppositica hes comae from
Treasury Beerelazy Morgenthay, Tiha- |
trative of thiy was the differenes h-:-i
tween commbsion and Treasury on
excesy profits fax bill sectlon dealing
with smorlimilon of now Taetories
billk for defenss work. The Senate|Bosrd of Zoning Adjustment hed yes-
mw i the commissions way. terday thal slx priesis of the Con-

SHIPMENTS ABRDAD ;'".r;;r;uun mhi:uﬂuw{ st and ot

commisstan : 1 mmsCu ear ey, Inr, .-
th?“;::ndmt mw:u;b:; :hqﬂiz_.llt 1615 Manchester Lane nw, consile’
| tated & “single family” within the goq-

Statement of his pelicy, for the com- | png reculations,
misslon's benefll on furnlshing planes rr.l: :;.::;"Lmsinmﬁ Emlgtu:]inh.
mxilians : speclar mAnn 1] £
o Wmt;m;—vhi‘ing eritielsr | of ccempancy for them lo condact

af shipment of armz and eguipment |

0 Priests a ‘Family,
Zoning Board Decides

Reveriing = ruling by the Asting
Trapector of Bulldings. the Disirlst

1t | achool thene. Nearby residents had pre-
AL a Ums when many belleve tne| tesled thal the granting of the ceri-
couniry's ewn armed forces ace far|TKate would affect real estate prices,
froun sdequately equipped.  Uniess the | e ——

fue & clarified, the commbmion
rather than the President who i held |
to be righifully responaible. may he
I the line of fire on Capltal il

R R T T R T
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UNSIGNED
AIDE-MEMOIRE (Perhaps from Leon Henderson thru T. Corcoraan)

RE=Stating that the Securities and Exchange Commission
has been asked whether it would accept the trusteeship
of Associated Gas and Electrie Company if Trusteeship

were tendered by the Court.
Memo came to file in Feb-1940

See:T, Corcoran folder-Drawer 2-1940
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THE WHITE HOUSE
WASHINITOMN

CONFIDENTIAL
MEMORAKDUM FUR
HON. LEON HERDERSON

I tried to reach you by phone
but no luck. The Prasident told me
to tell you that he told both Enudsen
and Hillman Juet what he told you —
to keep the ball in play until he
gets back!

The Presldent aleo suggested
that you might get in touch with
Bam Rosenman when he comes down hers
next weak.



THE WHITE HOUSE
WASHINGTON

August 1, 1941.

MEMORANDUM FOR
THE PRESIDENT

Leon Henderson wants to
know if you want to tell him
anything to guide him as a result
of your conference with Knudsen

and Hillman yesterday.

G.
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told by the legislative leaders
1 take up the Priece Bill immedi-

after the Newtrality Bill is dispesed of.
Yery sinserely yours,
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THE WHITE HOUSE
WASHINGTOMN

October 15, 1943.

MEMORANDUM FOR
ADMIRAL BEOWN

I wish you would look inte
this pm{u

If the Nawy is afraid of a
scandal in regard to this man,
even though Admiral Robinson
asked for his services, the

F. D. R.

vew Jot. 13, 1943, to
arris Erast Tfrom Leon lienderson
.-...-, ba s Hu L L'_,-._.I':_I.._.:;:;.'_‘.'t tio
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October 13, 1945

Morris Ernst:

* told you several times a whole stratun of young Hew Dealers felt
they were barred from commissicne and transfers to certain depertments becsuse
they have worked for the Administraticm.

Here is a case I lmow about personally. A"“"‘-

Leon



THE WHITE HOUSE il
WASHINGTON

8/22

FOR THE PRESIDENT

From Leon Hendersen

The Defense Commission has an
understanding with Bob Jackson about the
oil cases, The Commission asked me to
handle its part.

Thurman Arnold has told Ed
Stettinius that you have, in effect,
overruled both Bob and the Commission
and told him to proceed with the suits.

This is so serious I believe
Beb Jackson ought to be here for your

discussion with us.
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