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Donr l!r. Preoiden t: 

TREASURY DEPARTMENT 

WASHINGTON 

Deeeober 5. 1939· 

I have p leuure in trallemHti~~t; here11Hh c. cecorond1111 

..,'bwtted to ""' · vbich retere to our diacusdon ot :reaterdq 

in reserd t o the inquiry l:lad.e b:y the Miniater ot SWeden v1 th 

rupect t o the di "l'Oiol of iinnhh ('Old• I ahal1 cot 1&11 to 

keep 70u 1Dfor11M1d ot anr fUrther dcvelopnenta 1n the preatcea . 

Sincerely youra , 

?he Preoident, 

i'he 1lhi te Houae . 



TREASURY DEPARTMENT 

INT E R OFFICE COMMUNICATION 

DATE December 5, 1939. 

P'fiOM 

Secretary Worgenthau .. ~~~~~~~~~~~~~"~~~.-~1'., 
u.- . Cochran .-SfRI6Tl¥ 69Nf l8[flf l, 

TO 

Th.h JOOrnin& I telephoned Vice President Knoke of the Federal 
Reserve :Bank of New York and inforoed him of the SeeretiU'y ' a proposal 
of yesterday, made in answer to the i nquiry of the Uiniater of Sweden 
in regard to t he poaaible purcbaoe by the Un ited Stateo Treaoury of 
Finniah gold in Stockholm. 

Ur . Knoke called me back t his afternoon to le t oe know that the 
Federal Reeerve Bank hs.d t oday received a cablegram f r om the Bank of 
Sweden i notruct ing t he sale ot $5, 900 , 000 in gold from i t o earmarked 
account with the Federal Reserve Bank. J.a a ou,pplamental tra.naact ion, 
the Bank of Sweden had inatructed the Federal Reserve Bank to oredit the 
aocount of Finlanda Bank with $5 , 000, 000 . It tbua appearo t hat the Bank 
ot Sweden 1e taki~ Fi nnish gold in Europe , selling i te OTI!l eol d i n 
llew York, and ""'kine dollars available to Finland here , 

We do not yet know whether t he proposal developed yeaterday aay 
aleo be utili•ed, 





THE S£CA£TARV O F" THE" TR£ASURY 
WAaHII'fOTON 

December 6, 1939 

A conferonce ns held in IllY office thi~ !IIOrning in ldlicb Act1ng Secretary of the Navy Ec11son, Adl:liral Furlong, Capt. Kraus and lf&rren llcl&i.ne repre:tented the Navy, and Kr. H. R. Sutphen and Kr. Spear represented the Elect ric Boat Co=~ ot New York. Cocmiss i oner 0~ T. Helveri.ng, John L. S~van, Ed Foley and Charles Kadea abo par­t icipated. 

The general position ot tho TN&sury Department in relation to the clceing agreement technique as applied to contracts under tbo Vwon-Tr&llllllell Act n s discussed. The pri.mary question n s 10betbor or not t he Internal Revenue Bureau would emcute a elca1Jl8 agreement pel':llittin& tho El.ect ric Boat Col>paey to charge off u obsolescence one bal.t ot a construction cos t of a new building and new plant faoU­ities est imated to cost slightly over $600,000. llr, Sutphen stated that all machinery and equipment to bo installed in the ,.w bu1l.d1.ns was standard and that no special tools or equi)XMZ~t 11'8re required tor thia contract. 

After stating what we would be wi.ll.1ng to do in regerd to obsoL­escence of special tools and equi~t acquired tor the particul.ar contract, I then elqllained to them that under the law n could not allow any other rate of charge-off for depreciation and obsolescence than t he standard rates in force in the Bureau and now applied to factory construction of all types. 

The Actin& Secretary of the Navy stated t hat our re.f'Ueal to ent er into such a olcsing agreement would postpone for a long while the con­struction of these boats, although subeeqllently Kr. Sutphen aclaloWl.edged that the 23 boats prorlded tor in thia contract could be llll&llUfactured in the existin& pl&llt but without the secrecy that would be aasured by the construction of the addition to the plant, When I suggested to the Actin& Secretary of the Navy that the proper soluti on was for tho gavorDDent to build these pl&llts and then lease thea to printe induatrJ, the Aoting Secretary of tlwt Na'f7 re.onstrat ed that this would be tar =ore expensive tor the aonrment becauae under the clceing agree1110nt tbo government would not be obliged to pay any part of the constructlon costa. Repeatedly 1t _ , explained to the Acting Secretary of tha Na'f7 that any deduot1.oo tor unreasonable depreciation or obeolescence would. result in tlwt aonrnment paying tor such construction bocauae a ~ pcrti onately larger 11110unt of actual exceu proti t would be retainod by the contractor. I c0118tantly reiterated tbat we could not treat one taxpayer differently than we treated all taxpa,-.ra. 



.U th1.5 point the representative• of the !iaV7 Depart...ent reverted 
to the case of the Consolidated Aircraft Corporation and stated t.bat 
the;r bad just receive<! new proponla contemplating an entirely di.fferent 
type of closing agreement , I e.xplained to the Acting Secretary of tha 
Navy t hat the appropria te offici&UJ at the Internal Revenue Bureau would 
euspond any otller work tlley are non engaged in and hold themselves 1n 
readiness to consul.t nth the representatives of the Navy Department and 
representatives of tha Conaolidate<l Aircraft Corporation on any new 
propoaal.s the contractor 'llished to we. .lncl I turther atate<l to 
)lr, Ed.ison t.bat at the conclusion of theoe negotiations I would be glad 
to :=eat '!11th the representatives of the Navy and the Coneolidated .ur~ 
craft Corporation it that was deemed desirable . 

At the cl ose of the I!IAiating I again emphasized the fact that the 
closing agreement technique could not in any way be used to circumvent 
the c1ear intent of the Vinson.-Tr:uacell Act and afford to any taxp&yer 
110re than he was legally entitled to, and offered to )lr, Ed.ison the 
support and innuence of this Depart&ent 1n any legislation he might :tee 
fU to propose to Congreea to prorlde tunds for the erection of needed 
additional fac111t1es to expedite the national defense prograa. 

Althou8> this matter was not diaeuuod 1n the meeting, 1t is su~ 
mit ted that the problem which faceo the War and Navy Departments can be 
eolved 1n either of two .,..yst 

(1) By ere~in& plants si.ll1lar to the •shadow factories• 1n 
Great Britain and lea51n& such plants to private industry 
and by upending existing navy yard and arsenal f&e111tiee; 
or 

(2) By constructing or financing the construction of such 
plants sa pllrt of a federal public works program under the 
Federal Works Agency, 

It 1a -.y considered opinion that it would be far better to spend 
a1ll1ona for defenaa than to usa the tax lawa to subeidilo prift 
IIW\1 tions ..akers. 



T HE WHITE HOUSE 

WASHI N GTON 

MEW>JWfDOM J'OR 

'fHE SECRftARr OP 'l'KE: ~ 

What la tbe atatua or 

Joe Pew• • 1nooae tall oaH! 

I. D. R. 

-'IED 
l:::y Dopu ) 

~ o~ t U S 
• • 

B;y 17, J . :Jte r. ~~12. 
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Oece~ber 21, 1939 

My dear ur. Prea1dent : 

I t~nk you ahould know the following taote . 

The meeting between Henry Wallace, Louis 
Brownlow, William H. MeReynolda, Herbert Gaston a nd 
mysel f will not take place thls morning . 

Wednesday afternoon I learned trom the news 
tleker that Governor Hill or P.o. A. had resigned and 
Dr. Black appointed ln hla pl ace . I t hen telephoned 
Henry Wallace and oald lt wao ~aeleos for us to meet . 

I teel very b4dly that I wae not gi ven the op­
portunit-y t o carry out your w1ahea as telephoned to 
me SundAy evening by Bill Hassett, namely, that Henry 
Wallace and I meet and talk over the Farm Credit e1t­
UAtlon botore Oovernor Hill r esigned. 

The Presldeot, 

The ~n1te House . 

Sincerely your s , 

~~--~· 



Dear Heaa-

'rbaak 70• to• tlw 

leaa ot __, et.pretMa at 

Ca~1n•' me••lftl•· 
A Yllf Mliii aa.ta--.1 

'0 7<*· 

AI WII"70we, 

• 
I• 



-
\~ HRI~J 

Dtot~b~r r~ . l~~o 

To refl4 ,.nil re \.urn tor our 

rnee . 

F. D. R. 



d PECIAL. 

Mt 4tar Kr. Pr.dcle~t.: 

R.ctntlT 70'11. atke¢ ~ about the poui~UUy of htu.lrac -.441 .. 
t.loMl 'boc4t e.catn•t tb PAnMa C.MAl. wwt.r tl:e J.et autborhlac 
t.~ lu\\Aect of P'Nl&aa C&.n&l boMt, to rtb'burtt tbt 'l"reat\U'y for 
coet.t of the C~ ftDd aore partlculArlr for the ~rpoee of tlnane~ 
inc the enl&rltntnt of f~c111t1ea of the C~ LD tht l~t.trtt\ of 
bttan uO 1nhrooeM1o co~.rce, "" f'Uth.orlu4 \17 tbt Act 
epptOYtd Augutt 11 , 19)9, up to an ae£riCA'tt COlt Of 1277,000,000. 

h the opinion o! the 'tree.tu.ry DepMt.llflnt, no ~41\lotlf!.l 'beetle 
1JA1 be 1uuec1 against U.e Ca.nal ou t.s14t of tM lti:IUal 'borrovlJl& 
aut.horltat.lon ln the Seeon4 Liberty !o~ Act, wltbout obt.aift!OC rur­
thtr authorl~tlon f rou Co~••· 

the P~ Ca.cal J.cu &1iltborh60 ,~ .. S.Ortt.U7 of tte 'heu1.U7 
to htu $375.200,000 of tvo a::d three per ... , boMJ. ot t h h 
..out oab h)l-,6}1.000 ver t 1uue4. laadftC a 'bal.uot ~lnc.e4 of 
•~.569.000. !his \lal.e.Au ~-u subject t.o a4,ttat•nt for certa.b 
Poe tal S.'rlQ,Jt 'bOtl.h laauec!, etc. , llrlQC1QC d-.e l»..t--.cce 4Ahm to 
aMtat 1225,000,000 '' "" uae G! euet:at• t of t~ S.Coal Lnert7 
lo ... Act. 

fM S.Coad Llhrtr !~r:A U t Gt Septtaber 21.1, 1517, autl".orlu4 
tht S.orttt.r7 or t h• ~tUU%'7 t o borrov, •~Ject to aa orlci-=&1 l!J:t.. 
1tat1oA or aho~t $7.5QO,OOO.OOO. (aov 1eere.,~ to $45,000,000,000) 
f.tl4 a44.H , .. t •or this s-ua • • • $225,000,000 el\a..U be ill lhu or• 
th4 un1ttue4 Paaa=a C&Aal ~Gnda , I ft othtr wor4t , the Stcoacl Llbert r 
1oM Act •btorbed. ,.ncl e.xU.qv.ltl:'.e4 tl" .. rlf,tt\ t o ht\le 644H1onal 
P~naaa OIAal bond•• 1tav1Q£ co spec1rto ur.ute4 authorltktlcn to bor­
rov -calntt tba c~. 

1 vlll ttD4 to you a further let~er 1c t~.e nest ~ or two con­
otr·ctara t~.e ~n,.rttl tubJec·t or haul~ obllp.t 1oru to Ot.pitalh• u ­
ltf lac ttlr·Uqu14aUnc proJeeh ..a4 tinMOt t l".o ooc.ttruct1on of 
tuturt pro,•eou of tb.t t u.tw-e. 



PS F t 

THE WHITE HOUSE 

WMHINOTON 

December 28 , 1939 . 

l.!E!~ORA.'lDtf.l FOR 

R. N. , JR. 

8d Flynn ' s brother - John H. 

Flynn t o r Appraiser ot Port. Put 

through now. 

F. D. R, 
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