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HMJr: 

Sec 'y 
Frank 
Knox: 

HMJr: 

K: 

f!MJr: 

K: 

HMJr: 

K: 

HMJr: 

K: 

HMJr: 

K: 

HMJr: 

K : 

~Jr: 

K: 

HMJr: 

K: 

HMJr: 

K: 

HMJr: 

Hello . 

Hello , Henry. 

Hello , Frank. How are you? 

I' m fine. 

June 22, 1943 
9 :14 a . o . 

Good. Uh, Frank, two things: Same , oh - I don ' t 
know - a year ago, or something like that - uh - you 
l oaned us uh- uh- Admiral Conard, C-o-n- a-r-d . ..• . 

I wrote you a no te about it yesterday , or day befo re. 

Did you? Wha-t did you say? 

I said that h~ was about to be dischar ged by the 
ho!ni t al , apparently all rtght •.... 

Yeah . 

. : . . and asked i t you wanted him to r eoor t to you . 

Well , the answer la, "I don ' t . • 

You don ' t, huh? 

I didn't ·get your letter, but •.... 

Well, it's in the ma11, then . I dictated it a 
day or tvo ago . 

I' l l tell you. He's en avtul nlce f ellow, but he 's 
a li ttle old t or thi s - selling Job. 

I ehould think ao , yeah. 

'.full t 7 

I should think you ' re right. 

And, l f it isn ' t going t o embarrass you . ... 

Oh, not a bit. He's a retired admiral anyway . 
He can Just go back into r etirement. 

Well , whatever it ia, wlll you take him orr my hande? , 
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I will. I w111. That' e all t aken care o r. 

Right. Now, a nother thi ng: You - could I somehow 
or s~mewhere see somewhere in the Navy the t r ue 
s t ory on wha t the ei nkinge a r e? I don't want them 
up t o the last couple or days bu t i r I could - say 
trom the r i r et or Januar y up to the fif teenth or 
J une or something l i ke that . ... 

What do you wan t to uee them fo r, Henr y? 

Fo r my own head, that ' s all . 

Oh, well, I ' ll give them to you. 

I mean, I just want to see them visually. I don't 
want the~ on a piece o f paoer. 

Well , do you want actual tonnage or juet in r ound 
f1guree? 

Well , I mea n I 'd like to know ... . 

About one-third ae much this month as ther e wer e 
last m~nth - - -

(Remainder of convereet1on not r ecor ded.) 

2 
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HMJr: 

Opera tor: 

Henry A. 
Wallace: 

f!MJr: 

Til! 

HMJr: 

'II: 

HMJr: 

W: 

HMJr: 

W: 

HMJr: 

W: 

HMJr: 

W: 

HMJr: 

W: 

-

Hello. Hello? 

He's coming right now. 

Yes, Henry . 

Henry? 

Yes. 

Oood morning. 

Ye s , Henr y. 

June 22, 19~ J. 
9:35 a.m. 

Uh - l ook, let me - have you g~ t a mocent? 

Yes , s i r . Go right ahead. 

3 

'llell, I've been working here very quietlY on t r yi ng 
to find so.m~ way to help the President on t his price 
situa t i on other than th r ough sub sidl es on account 
or t he attitude or Oonsress , and we think we have a 
way which he could do 1t - which is - and you mos t 
likely have thought or it but thle idea or the possi­
bility or buying up an enti r e crop and then dietribut­
ing i t through the r~gular channels .. . Hello? 

Yeah. 

Now,I wonder ed i f you had any time when we could sit 
down and, maybe, Just talk this thing over and 
whether it had int• reeted y~u . 

Well, I don't have a ny r eeoonaibility in ~he field. 

I know. Neither have I , but I' m doing 1t and t hen 
if - I haven't got any ei ther , other than- Just t he 
same that you and I- that we don't wan t t o see infla­
tion , but on account o f your knowledge or the farm .... 

I'd be glad to talk. it over with you i f you wan t to 
come up and have lunch with me at one o 'cl ock, I ' d 
be delighted. 

Uh - wouldn ' t Milo be good o n thi s? 

.Yeah. Milo's go t good braine. 
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And I- could I bring the f ellow vith me who has 
been doing the work on thia? 

Sure. 

I t 's Captain Kadea who used to be in the Tre~iury. 
I s tha t too much? 

Fine. I'll arrange - I'll see i f I can get Milo 
and- one o 'clo ck in the Capitol? 

One o 'clo ck would be perfect. 

Okay. 

I'd like to Just get your reaction before I go any 
fur ther. 

You bet. 

All right, a ir. 

And I '11 be there , and I ' 11 bring Kades vi th me. 

Fine •. 

Thank you . 

That' s good. 

4 
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HMJr: 

Opera to r : 

· HMJr: 

Robert 
Dough ton: 

HMJr: 

D: 

HMJr: 

D: 

HHJr: 

D: 

HMJr: 

D: 

HXJr: 

D: 

HMJr: 

D: 

HMJr: 

D: 

• 

Hello. 

Mr. Daughton. Oo ahead. 

Hello. 

Hello, Henry. 

Row are you, Bob? 

June 22, 19113 
10:511 a.m. 

'Bout the same. Buey wi th thie coal businese. 
Row are you? 

Just about the eeme. 

Not c-o-1-d, c-o-a-1. 

Yeah. Uh, Bob, I read in the pap ers that you kinda 
talked with your committee about when and bow on a 
tax bill, but I didn't eee anything definite ooming 
trom you. 

Well , we wasn't hardly ln a positiOn to decide when 
we'd be in hearings until we saw wha t was done about 
the recess. 

I eee. 

The boys - some or them, you kno w, want to - it we 
hAlve a r eceea - want t o go home t or a li ttle time. 

Yeah. 

5 ..,. 

At least th1rt~ days - it we have a recess t or anyt hing 
like titty or sixty daye, I don't beli eve we'd get them 
t o work. 1 Twould take a li ttle time. It we don't have 
a r ecess, we could go t o work, as tar as I know, pret ty 
soon after we dispose or - send th1 e coal bill over to 
the Senate, it we are able to do that. 

But • ..• 

But until we decide what's done about a recess, my 
thought was this , Henry. 

Please. 

Here was my thought about i t . I think the commi t t ee 
is i ncl ined t o go along. 
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D: 

l!MJr: 

D: 
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Yeah. 

That i ! we had a r eoeaa or aomath1ng like f i f ty or 
s ixty days !or us to go home and come back two or 
three weeks before the Congress reconvenes so as to 
get that much t i me with tax b i ll •••. 

Yeah. 

6 

• .. . Wher e we wouldn't be interrupted by sessi ons or the 
!louse and r oll calla, and get in a f ull day ' s tfo rk. 

That would be wonderful. 

Yeah. That's wha t I had 1n mind. 

Well, I just wanted a - ju&t a little talk with you 
t o find out wha t you did have in mind and that aounda 
good a nd I take i t , a t the right t1oe, you will say 
eo publicly. 

~· 

Yes, I wil l say so publicly. 
I see what is done about the 
public statement about it. 

I want to see - quick aa 
recess, then I'll make a 

I tho~ght there was a very good reaction from the 
newspaper s on your statement when you left the 
Treasury about - uh . ..• 

What t ook place there. 

...• About the tax bill and all that. 

Yes, and they came the neares t tellir~ the truth-­
nearest telling the whole t ruth eb?ut it exactl7 
than any sta tement tha t I've heard !rom t!lem. 

Yeah, I thought tha t that was all right. 

Yes, I ssw that a nd wee very much pleased with it. 

Well , I j ust like t o keep in touch with you. You ' r e 
about the most important fellow on the Hill as tar ae 
I ' m concer ned. 

Well, I thank you. And I'll keep you infor med every­
time there's a move and a ny time you think that there 
ought to be one end you wan t some intor~at1on that you 
think I might give, why y~~ let me - you call on me. 

-
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I'll do that . 

All r1ght. Thank you, Henr y. 

'Bye. 

Good bye. 

7 
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June 22, 194 3 
2:20 p.m. 

Edward S. 
Greenbaum: Yee? 

HHJr: I ' m going up t his af ternoon to s ee Elinor because 
she' e not ao well. 

G: Oh , gee. 

HMJr: So, I'll be in touch wi th ycu tomorrow about 
tomorrow night. 

0 : Yea. 

l!Y.Jr: 

o: 
liY.Jr: 

G: 

HMJr: 

G: 

l!Y.Jr: 

O: 

ID!Jr : 

G: 

HMJr: 

G: 

HMJr: 

G: 

But I - I've got to be back in the morning anyway. 

You ' ve heard ....• 

Yeah, the doctor ••.. 

.. . • spoke to me, heh? 

The doctor called me up and he ' s a- her temperature 
is hi gher and he's quite worried, so I'm going to 
leave her e i n an hour and go up t here. 

Is he giving her the eulpha drugs still? 

Yeah. They- but it takes another f ull ~Y bef or e 
they'll know. 

Ye a.. Oh, gee! That ' a a mesa. Well, l ots or good 
luck, Henry. 

Eddie. 

Yes. 

I was up and had lunch, confidentially, with the 
Vi ce President and Milo Perkins and I let Captain 
Kades report to them what he had been doing tho 
l a st three days on this question or how to handle 
prices, whi ch he is working on - the f ood o r icea -
Hello? 

Yea. 

And he made a wonderful i mpreasion, and they 
encour aged him to go on . 

Yea. 

8.__ 
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G: 

HMJr: 

G: 
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G: 

RMJr: 

G: 

'D(Jr: 

G: 

F!MJr: 

G: 

F!:.!Jr: 

Q: 

9 
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Now, what I - I' m now tftlking off icially - uh - to 
you or to the Under Secretary or War by you - I ' d 
very much like to have Kadea on an indef ini t e basil 
over here as my - to help me per sonal ly on these 
special assignments. I'm ~eaperately i n need or 
somebody, because Paul can' t do it; he 'e- ~eta through 
with tax bill- now he goes away because he s exhausted. 
I have nobody - and Kades could r eally be a general 
counselor - counsel t o me and I 1 ve cleared it wi th 
Paul and it's entirely agreeable to hlm. No w, I 
talked some months ago t o t he President about 1 1' and 
when I needed somebody like that and he said anytime 
I wanted anybody to come to hlm and he 'd arrange it 
but I don't want t o bo ther hlm it I can do it thr ough 
your o1'1'1ce . 

Yes. You mean sort ot-juet an indefinite assignment? 

On an indefi nite assignment. 

Yeah. Wel l, that means- indef inite- it means 
almost per manent . That's what i t means. 

Yeah. I mean- I - !rankly , I mean, he can give 
me what I' ve been l ooking t or. 

Yes. 

I 1 ve been t o Bill D:luglaa and I've been to Frankfurter 
and I' ve been to d11'1'erent people and, as you know, I 
spoke to you abou t different peo!)le. 

Yes. 

But Kades would till t he b111, as r ar as I ' m concerned. 

'!be trouble with i t - 1 t vi olates completelY Army 
ool i cy in r ef erence to fellows in uni f or m being 
around other governmen t agenci es. 

Well , the t own i s full ot them. 

No, it isn' t . 

nh , well, I could glve you many oases. Every agency 
hae them. 

Why, the t' s - that ' s no t true. 
oa ses l i ke Landis' t hing wher~ 
there - W. P.9 . wher e there' s s 
and Donovan's out1'1 t •..• 

There a r e cert~in 
we bave a shop over 
War Department unit, 
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Yeah. 

I don't know ot any •. .• 

State Department. 

What? 

State Department. 
•• 

\fell, t hey may be m111 tary attache tellc ws ••.. 

No. 

Or something like that. Well, anyway, for the 
t ime being, it' e all right. 

Well, I don't wa nt t o ruffle you. I went to 
smoo th you down . ... 

Yes. 

•... nice strokes, gentle strokes. 

Okay. (Laughs) Well , I'll see what we can do . 

And, I don 't know - 1n t a1rnese to the boy- what 
I want to ask you 1a what would - What are his 
chances or getting a command 1n a combat un1 t, you 
see? 

Well, nothing, unless we w, uld start something on 
1t, and I expected to do that after he has t1n1ehed 
hie assignment With you. 

But I me~ , at th1 r t y-eeven, can he get a commandt 

No, it wouldn' t be a command. He wouldn't be the 
commanding oft1o er, but he might get w1 th t r oops. 

He m1ghtt 

Yee. 

I eee. 

But he wouldn ' t normlllly ••.. 

!!e wouldn 1 t? 

..•• unless eome o ther 
That ' a fair t o say. 

step a were taken on 1 t . 
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G: 
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G: 
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G: 

HMJr: 

0: 
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- ~ -

Well, I 'd be pleased if you would tell - if you thlnk 
i t's important enough t o t ell Bob Patterson about thla . 

::t ea, yea, I w111 . I'll apeak to him about 1t. 

And, uh- see- and tell him i t would r eally b~ doing 
me a great service. Well , I mean me - I mean the 
Treasury. 

How do you think he'd react.to i t1 

I 've talk ed to hlm and I asked him whether I could 
call you up and he eaid, "Yee.• 

He'll p r obably do it- do anything that you would 
want - would be what he'd want to do. 

Pardon? 

Anything t hat you would went, he'd want to do , I thlnk. 

He said I could go ahead. I aeked if he wanted to 
think it over and he eaid, "No , go ahead." 

::teah. 

He sa id, "What am I going to t ell Foley?" So, I eai d , 
•Well, F~l~y' s 1n the Army,• and that I ' m not going 
to wor ry about Foley. 

Yeah, that can be done later. 

I ' m not goi ng to worry about Foley. 

Yeah. 

And the o ther thing 1a, while I' ~ on 1t, I mean I 
would thlnk he would be due f or a pr ocot i on by now. 
He's been a Captain a l ong t i me. 

Yes, I think that pr obably would be i n line. 

I should think he 'd be due t or a Majority. Well , 
Eddie, whatever you can do on 1t would be really 
doing the Treasury and me personal ly a great service. 

Well , I' l l try my best. 

And, would you let ru know? 

' Yu, I will. 
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Okay. 
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TREASURY DEPARTMENT 

I NT'E'flt o,.·ne& C01114MUHICATION 

TO Secretary l:orgenthau June 22 , 1943 

••oM Captai1i J~ades 

The purpose of this memoro.ndUI'I is to venture a 
pt•elimlnar;- ans1:er to tv;o ?.Ue5tions : (1) wh~r the 
prices .of certain com1oditles, clas~ified as uncon­
trolled, ~ve.not been ~ut under ceili~s in the same 
• :..c.nner· as. controlled coModities; and (2) what are 
the restraints and economic conditions b] virtue of 
which the current price structure of cerlain uncon­
trolled commodities is upheld . 

I 

The answer to the l'irsl qu~stion de11ends in ~art 
upon l'thether or not the price of the corrunodi ty is above 
or below parity . . J1s recontli' as A1,ril 2, 1943 , !'resi­
dent Roosevel t , in vetoin~ the ~anJcl1ead Eil l , reiterated 
the principl e of parity prices as a means to ;:et parity 
income for 'the farmer . 

Ir the pr1ce o e co1.~110 1 y ca cu a e rn . ene l 
payments accordinu to the President in his Bankhead 
Bill veto message} has not reached parity , OPA is for­
bidden by ~an to i~pose a ceilinr price at less than 
parity. Examples are ;;heat , cotton and barley, the 
prices of nhich on J.:ay 15 , 1343, r:ere belol'l parity. 

13 

.~ • 

Regraded Unclassified



- 2 -

(1) the necessit y for holding out to 
the f armer the hope of a sufficient reward 
for his risk and l abor , in order to encow· ... ge 
the farmer to produce the co~nodity in the 
desi red quantity; and 

(2) t~e desirability for maintaini ng 
the prices of much of the produce of the 
farmers in reasonable balance , in order not 
to tempt the farmers to concentrate on the 
production of the most profitable commodities 
to the exclusion of other essential but less 
profitable commodities . 

For examvle , any grain can be con­
verted into ~lk or ee:s or meat . If ten 
bushel s of corn will produce 100 pounds of 
pork and the guarant eed minimum of hog 
prices i s $13. 75 per hundred pounds (as it 
is now) , farme r s vrill sell corn in the 
form of pork unless the price of corn as 
such approximates $1.37 per bushel . 

II 

It is seriously doubted that a solution of this 
problem is 'to be found in the mere removal of legal 
restraints . The Division of Research and Statistics 
has prepared a brief statement of the main factors 
which are holding up current prices in six uncontrolled 
commodities; namely, wheat, cotton , hogs , steers , 
barley and rosin. That statement enumerates the 
principal legal and economic considerations which 
support present prices of these six commodities and 
is appended hereto . 

The mere enumeration of these fac tors illustrates 
the complexity of the subject and the dif f iculty of 
evaluating the comparative influence exerted by 
statutory provisions and supply and demand conditions . 

.J. 4 

.... • 
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At t he root of the matter, of course, is the . 
imperative necessity of effecting a compromise between 
the high prices necessary to stimulate a high volume 
of balanced production of essential farm commodi ties 
und the low prices required by the consumer. 

It is believed that the possibility of a partial 
solution should be further explored from two angles : 
(1) whether the Government should assume the burden 

15 

of guaranteeing a certain price to the farmer (because 
at least during war it is in the interest of the •• • 
national community to insure maximum production from 
the land), and (2} the procedure by means of which 
such a guarantee can be made mos t effective . 
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STATEl.iEIIT OF FACTORS SUPPORTIIIG CURRENT 
PRICES OF SIX UHCOiiTROLL.ED CW.:ODITIES 

1. \rneat 

Prices are hel d up currently by : 

1. Hen-recourse crop loans at 85 percent of parity, the 
minimwn permitted under provis1ons in the Price Control 
Act of 1942 , as amended 1n October . (This is the 
principal price-supporting influence.) The loan on 
the 1942 crop averaged $1.14 at the farm, and is raised 
to $1.22 for the prospective 1943 crop . The average 
farm price rAy 15 (latest reported) was $1.228. 

2. Restriction on sales of Government-owned wheat at less 
than parity , as contained in Agricultural Anpropriat ion 
Act for fiscal 1943. Parity 1my 15 was $1.441, as 
compared with an average farm price o£ only $1.228 . 
This ties up about 300 ,000 ,000 bushels of wheat now 
held by the CCC . 

3. Quota limitations on imports of wheat from Canada , as 
contained in Agricultural Adjustment Act of 1933 , as 
amended. The quotas were recentlj removed as applied 
to imports by Government agencies , but remain i n force 
against commercial imports . Stocks of Canadian wheat 
Anril 1 (includinz some in U. S. ) were at the high level 
of 798 ,000 ,000 bushels , against 566 ,000 ,000 a year earlier. 

4. An increasing demand for wheat for food , livestock feed , 
and industrial uses . The disappearance of U. S. r1heat 
this year is estimated at 963 ,000 ,000 bushels, the largest 
since 1920 . 

5. A prospective decliue of 26 percent in the U. S. crop 
th1s year . 

• 
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2, Cotton 

Prices are held up currently by: 

1. Restrictions on sal es of Government-ovmed cotton. 
(r•obab1y the mos t i mportant price factor . ) 

2. 

3. 

4. . 

(a) Restriction on sal es a t less than parity. 
(Agriculture Appropr iation Act for fiscal 1943. ) 
Prices are now about at parity, and some CCC 
cotton has been sol d in recent months. 

(b) Limitation on Government cotton sales to 1 ,500,000 
bal es a year and 300 ,000 bales a month. {Agricul­
tural Adjustment A~t of 1938 , as amended. ) 

(c) Requir~ment that sales price must cover all costs 
to Govera~ent of cotton ool d. {Agri cult ural 
Adjustment Act of 1938 , as amended. ) 

Government- owned cotton totalled 2,700 ,000 bales on 
April 30 . Loan stock (to vthich title rna~' later be 
acquired) totalled on that date 630 ,000 bal es of 1941 
crop and 2,670 ,000 bales of 1942 crop . 

The Government crop l oan at 85 percent of oarity on the 
1942 crop (which brou~t 3,100,000 bales ot the 12 ,400 ,000-
bale crop under loan) and respect of a loan at 90 percent 
of parit y on the 1943 crop. 

Restrictions on cotton pl antinv under the ~gricultural 
Adjustment Act , which have bel~ acre~~e planted to 
around 24 ,000 ,000 acres . (In 1933, tne acreage was 
pl aced at 40,000 ,000 , but there is some question about 
the comparabilit~ of t hese figures .) 

The prospect of a further decline in acreage this year 
duo to weather and lal1ot• factor s , despite permission 
given farmers on Karch 6 to exceed their acreage allot ­
ments by as much as 10 percent without penalty. 

17 
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3. Ilo::s 

Tite outstanding price factor is the Government program 
to stimulate pork and lard producti on for l end-lease , 
military , and other uses. This has been accomplished by 
heavy Government buying , initiated in the spri ng of 1941, 
and by ~uaranteed support prices extcndin~ to specif ied 
future ~ates . (The present support pr iceuat $13. 75 Chicago 
basis , slightly bel ow recent oarket l evel s , is effective 
until September 1944. ) Prices are ~~~ tially controlled 
by ceilines on rork products , but a nistrative difficul- ,._ 
ties have so far caused ceilings on live ho!?:S to be avoided , 
although farm prices r ay 15 were 20 percent above parity. . 
Live hog ceilings have been threatened recently, ho;;ever , 
8nd this was in large part responsible for a substantial 
price decline during the past month. 

4. Steers 

Price factors are pr actically the same as for hogs. 
\.ltb t he f arm price l:ay 15 at 29 percent above parity, 
ceilings could be placed-'On li vc animal s were it not for 
ailininistrative dif!'iculties and the effect of such ceilings 
on p1•oduction. Indirectly , farm policies di rected tonard 
raising the price of corn have been nartly resnonsible i\r 
the hi •h prices necessary to raise the production of beef 
{and of hogs) to the required levels . 

5. Barley 

Barley prices are supported chiefly by a strong demand 
for feed use . The price recentl y rose also because of an 
increase of 1 1/2 cents a bushel i n the Canadian export tax 
on barley {now 8 cents) , which increases the cost of barley 
imported from Canada. A price ceillne cannot be imposed 
because prices are below parity {24 percent bel ow on J.;ay 15). 
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6. Rosin 

Rosi n prices have been supported by crop loans and 
by a Government s tock-piling program in 1942 . A very heavy 
demand , combined v;i. t h the prospect tho.t t he 1943-44 crop 
of gw1 rosin will be the smallest on record, have been 
strengthenin~ factors . The fir st Government sale from t hl 
1942 stockpiYe , made in April , was considerabl y above par i ty 
for tb.1 i grade . 

..1.9 
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TO 

20 , 

T REASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

DATE 
June 22, 1949 

Seoretar7 Korgenthau 

Attached is a survey of laws and programs thereunder 
affecting agricultural commodity prices. 

Programs now in operation under agricultural control 
laws which significantly affect agricultural colll!llOclity 
prices, may be summarised as follows: 

(1) limitations upon establishment of 
price ceiling• below parity prices or the 
liigheat price between the period January 1 
to September 15, 1942, whichever ia the 
higher; 

(2) price support operations of the 
Commodity Credit Corporation through loan 
end purchase programs, at 90% of parity 
price on basic agricultural commodities 
(except wheat and corn at 85%); and 90% 
of parity price on nonbasic agr icultural 
commodities where necessary to increase 
production. Support programa in relation 
to a wide variety of agricultural commodities 
and processed foods have been placed in ef­
fect under these requirements; 

(3) aubaidy programa in effect to re­
lieve the narrow margin between ceiling 
prices on processed foods and coat of the 
raw product; also subsidies as to butter, 
meat and coffee under the ~price roll-back" 
program; and also subsidies as to certain 
imported food products; 

(4) current provision for parity benefit 
payments to farmers designed to attain parity 
return upon 1942 crops of wheat, corn and 
certain types of tobacco; 

... 
• 
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(5) the current africultural conaerT&t ion 
program, adi!~ted flex bly to restrict produc­
tion of a 1 "ted number or presently excess 
crops and increase production or war crops, 
under the accepted s1stem of acreage allotments, 
production quotas and conservation practices 
implemented by benefit payments and penalt ies. 
Another form of payment, incentive payments for 
war crops and attainment of war production goals, 
is presently an item in disagreement between the 
House and Senate under the 1944 agricultural 
appropriation bill; . 

(6) price restrictions upon aalea of 
Government-cont rolled stocks, and quantity 
restrictions upon sales or Government stocks 
and imports or wheat and cotton. 

These programs are described more adequately in the 
annexed memorandum. 

21 
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z1D eg4 Progrw Wtotipc 
AP1cultpral Crnqditv Priet• 

'!'bie -edua outlil>ee the c-rel cbaracter and operatiCCl of' 
laws, aDd pr'O&J'Ull thereaDd.er, attectin& pric .. , productioa aDd ar­
lc.etin& ot e¢cultlll'al .._uuea. 

• • Pri.pciJwl ,..., Ial'J)l.ucl 

'lhe prino:lpal. lewe attectinc prices, production and lloii.J'btl.J1& ot 
a¢cW.tural e~tiu are ae tollow11 EMrsanCT Price Cootrol .tot 
ot 1942, as 8lllellded 'b7 the .tot ot October 2, l942J the sn-eral agricul­
tural COiltrol aote which prorlde the tr&Mwork ot CODtrol onr production 
and lllll'btina aiJoed at atabU1aing aarkete and prices of a¢cultural 
e~ties, 1nclu41ng the Agricultural .tdJuatact .tot ot 1933, the SoU 
Cooaerntion and D-atic Allota.nt .tet, the Agricultural Adjuat.nt Act 
ot 1938, all u -.led and ~-ted; and the paerallan aDd ap­
propriation :lt.a ralat:I.D& to the pr':lc:e 8UPJ)QC't aetiTi.ties ot c--uv 
Credit Corporat1011 throlacb loan aDd pa:rdi.&M prop-aas aDd w:lthbo'ldlnc ot 
ucees atoeb. 

B. G••ral. Ob3ect1ne gf ''"' Cg=M,ltx Prognu 

Progr&~~e preaen~ baing adminietered UDder the foregoing laws 
renect two baeio objeou ... s , as tollow•• 

1 . P¢tz. !he attai.J)J.lent ot pari1i7 price tor tara 
c011110d1ties. Parit7 price 1a ~ datined ae that 
price t or the e--uty 111dch will g:lft to it a pa:rdlae1na 
power w:lth r .. pect to articles that t..._.-a ~ equi't'aleat 
to the pa:rdlaaine power ot the c~v in the base per1ocl 
Allllll8t 190'J to ~~ 191.4. 'lhe periv obJeotin 1a -tJ.u• 
stated 1n tar-a ot tara incoee rather than ter~~ co..>diV 
price , perticularq in ralat1011 to banetit pa;,unta to tar­
aere UDder acrieW.tural cCII1&erfttiOD progrua. ror that 
purpose , periv ae applied to inc- ia tbe ratio batonten 
the purchaaing power ot the net incOON of' termers and non­
f'er~~ere which pr....Ued durin& the - base period. 

2 . Prcdppti!ll• .tcr1cultural cooaerntion prosJ'W, 
or~ operatina in the direction ot 11al.tin& proctaetiOD 
and aarbtl.ng, are- tlai~ ...min1etered in teo diree­
t.1.ceaa to limt prociDctioo aDd aarbtin& of' aurplua crops; 
aDd to 1nereeae produotioo ot c.....U.tiea eaMDtial to the 
war tood propa 'b7 proTi.dinc inoeDti.,.. tor planting ot w.r 
crops and atto1n"llt ot 1ncreaeed war productiCII coal•· 
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!be 'ft!'iowo acrJ.eultval cootrol proc:rau, altAOQCb. illt.rNJ.ated 
in botA poU"7 and adJWdrtr.tioD, NCt111re olaesitioe.tion illto two 
pneral patterne !or COIIftllicoe o! tr...~t. Into tAe firrl patten 
!all reetricti01111 Uait.ing ilqloliti.., o! price oeiUnga and clirect 
Oon~t price npport opera tiona. The •00114 patten •braoea 
all'ieultiiJ'al c...eenatiCII pro.,...., ill~1udina a~.....- alloWcte and 
urltetiJla quotea, and war crop end nr produoti<* goele , ee ~­
-ted br benefit and illO«ltin ~te and ~ties. !ba firioa. 
proP' ... end raleted le•e er. deacl'ibed below IIDder these two pD­

eral bee41Ags. J. r. lliseelJ•neoua pro.,.... not ees~ cl•eeitieble 
IIDder tAo• two budinp er. ll'OIIl*l at the ad o! this ._...and,.. 

I • PIICI SQPPql!S 

l . friCf CtUlv LiaiHt'Tr 

Price control laws pMWDt the ilqlositiCD o! price oeillnp 
up~~> all'ieultural c....,.Utiea, or c.....a.itiea procueed or..,._ 
!actur.d there!roa, below the bieber o! (1) pe.rit)' price, or (2) 
the hipeat price between JIIA'IJM"f 1 , 1942, and Septaber 1S, 1942. 
Section 3 ot the l!iMrgen"7 Pl'ice Ooovol Act of 1942, u ...uied 
b,y ee~tion 2 of the J.ct of October 2, 1942. !Boutin Order 92SO 
ot Octo"-r ), 1942, 41Moted that •ll'ioultval benefit and subaicl,r 
~ts be dedwlted tl'OII pal'it)' pl'ioe ill eatebl1ab1Ag price oell­
inge. 

~t end oott... er. auplea of pre-~ unce~~trollAd cca­
aoditiu beoauee prices er. below parit)'. 

s . rn.ee spport Optra»w 

A Y1de ....,.. of price eupport oparati.,... are ill effect ntA 
respect to acrJ.cal.tural prodllota and prooaoeed foods. !'heM 
operations illcl'lllie IIIUidator)' loan end price IJ1ll>port propaa OD 

basic OC>-oditiu at the etatGtc17 elnS- o! ~ of pal'it;T price, 
or at the discretion of the Preoident at 8"' of pal'it;T price .., 
con or 11baatJ price aapJIC*t prGil'aae on M~~baeie coeod1tiee at 
tAe etetutccT ~ of ~ of pel'it)' pr1ee IIbera nacesll&%7 to 
en~curap the expeneian of productiOilJ rec.,tq aDD#Qileed price 
roll-back prograa~~; aubeid1ee paid proce .. ora 011 pJ»C•eeed !code; 
eubeic~T prograae oo illported food producte1 rltbbclding !rem the 
urltet ct GoTernaent41ald atocke tor the purpose of price support; 
anc! pari t)' baneti.t ~ta Md.e IIDder the f.ll'icul tural consene­
tion progru. 

?3 
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1 . •·rdetorx npprecourse !(top lNL»J?Sil ass cat 
119d1titp. fbeae 108Ds wet be IWie eftil&ble b)' C.->cii t;y 
Credit Corporation ca beaic coe"'ditiea - cotton, com, 
wheat, nee, tobacco aDd peanuts , at ~ rate ot (i) 90:C ot 
parit;y price (or at tbe discretion ot ~ Preeicimt a t 8~ 
ot puit;r price ca com all4 neet) to t..-..re who coopel"&te 
ill tbe proar-s ot ~ Dep61"tllct ot .t.¢cultw-e, aDd (11) 
60S ot parit;y price to IIQIICOOperatore ca cal;y Ula uuaa 
oTer the urketillg q'IKitee eatabliahecl b)' the Depertm<Jnt of 
.Agriculture. Under exiatillg law this requirement e:ctende 
throu,gh a teo ;year poat-ar period. Ap-icultural Adjustment 
Act ot 1938, ae uended, and aaction 8( ~) ot the Act of 
October 2, 1942, to Ul8<ld the :!Mrgency Price Control .tot ot 
1942, etc. 

fba 111tegraticm ot ~se loan pro£1"8118 with acreage 
allotaent all4 urlcat111c qaota proar-e ot the Daputaent ot 
Agrlcul ture ia c:lisCUIIaed below. 

2. Prio• cnmport. W'OG'M' qo psmbetic c?'P!?i!' 11••. 
!be Secretary ot .t.cricul tare 1e required b)' lAzldillg and pur­
abue operations to support the price ot nonbeaic agrlcul­
tural c._oditiae at not 1aae 'than 90:C ot parit;y price when­
eYer neceeaar;y to encourage expanai0111 ot production. !'baae 
oper ations are likewiae conducted thl'ough COUIOCiit;y Credit 
Corporation. !'bie requireolent 8ia.1l.u~ appliae durilli the 
two ;year poat-ftr pariod. Section 4(a) ot the .t.et entitled 
"An Act to utend the l.Ue and 111creaae the credit rei!OUI'ces 
ot .. tha C~t;y Credit CorporatiCG, and tor other pulpoaee•, 
"PIA o•ed Zul;f 1 , 1941, ae ._.,ed b)' M Otion 9 of tbe Jlconoe1 c 
Sta't:dJ..isatica Act ot October 2 , 1942, 1J.8.C., 1940 eel., Supp. 
n, titla 15, eac. 71Ja~. lith reepect to certaill war crope, 
price eopport operations are aTeilable call' to t......en who 
plallt at 1e .. t 90:C ot their war goal acreage and o~ on the 
output of acreaae up to llOJ' ot tbe war coal. fba illtegra­
ti.,., of thua price support operatiCGe w1 th acreage allot­
lUZlt and urkotillg quote proar-s, ie c:lisouasad below. 

Price ~~Qpport procr-a at not lass than 90:C ot parit;r 
price ba.Ya been ...-mead eo far on either tile 1942 or 1943 
crops for ~ tolloor1n& nonbeaic a.cricultaral c~tiee• 
r;ye, barley, craill aorcm-a, dr1.ed beans, dr1.ed ..,.,u. peas, 
dr1.ed 'ft'illldecl peas, hoge, I nab potatoes , ..,..t potatoes, 
ngetoblaa tor C.mlng, cebbto.e;e for kraut, ao;ybeana tor oil, 
tlaxaaed, ca.ator beans , oli....,s !or oil , rball e ggs, w!lola 
dried • cae, cla1r7 products-butter , aldJa milk, chocl4ar cheese, 
e..aporatad Dlillc, 1"lu1d llilk; truck crops !or trash 118l"kata, 
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chickens end turbJe, pecene, dried tndta, wear beet., 
bq end peature Made, eeecl and 11.-p tiber atnawberriee, 
s .. ete~t of J. B, Buteon1 Preaielant, ·~V Credit 
Oorpon.t1011, Beari.Jlp before Ca.ittee 011 Benld.J>g end CUr­
rency, Bo- ot ReJi!NHDt&thu, 011 B.R, 272S, Part III, 
llq 20, 1943, pp. 6J...6S end pt.tial end Ooop-eae1CIIlAl 
Reoord ot June 19, 1943 (Vol . 89, Jo. 114) at 13330-3332. 

3. Pr1ct roA-tssf W!!CI'IIl• lip to det. eu~ pq­
unte to proceaeore ban bean aJIIIOUIIcecl on butt.r at the 
rat. of ~ per patmd to ~-t. tor a reduetioc ot tbe 
- ...,...t, i.R the retell prioa; end at tba rat. ot 21 per 

25 

pound 011 tbe 'llllolea.le carceee ot beat, laab end JCttoD end , .. . 
1.e5j per pound 011 tbe wbGleale -.. ot bop, to aceoant 
tor a 1<ll' redueti.OD in ret..il prices. 

4. Spb•'"''' ,pp procteatd faM• . 8ubeicl1es are pd.d 
to ~eeore on ~eeecl foodt tor tba purpo .. ot ablorb­
inc tbe price diftaretitl between, 011 tbe OM bend, the 
1~ OPA price ceUina: 011 the ~·tee! food; end, on tba 
otber bend, tbe support prices eattbliahecl by tbe Secretfl7 
ot Ap1.cul ture to .. cure increatecl production ot the cc.­
•ocH:tr, plue the cost of proceeeinc. The purpoM ot eucb 
Pl'OCZ'IIIIII ie to ""'ble processor& to procaee at fair 111&1'£illa 
between coat and ceilin£ pricu. Such aubai41aa carried out 
in the paet or ..........,Old tor the t'lltura inc1'11del ·11111 feed 
wheat end cre1n aloobol J)l'0£1'11111 pecltere• -• "'PJ>ll•• 
ot peas P"""D under contnact tor cennlnc pill; c 111 end eabblp 
t01: lr:raut; npteblea cennecl tor ci'fili.an c:DJ ptionJ ..ar­
ioua eclible oila-ttocMecl, paam1t1 end tlazMed; olin• 
tor oU, cbeddar cheellll, fiu1CI llilk, ..,... beet.. 

S. Sube14I W'9@'1M C5 1Forttd szrpdiUea. Such 
Pl'OCZ'&IIill are in effect by CCIIIIIOd11;r Credit Corporation witb 
respect to cott .. , eucar, tee and oocoa. 1'lleae are in the 
nature ot cuerant.ec~ quutit)< or Je&rl)' crop parcbaeee (.....-, 
tea end cocoa) and abeorpti.011 ot ahippinc cbarpa (con .. end 
.....-). 

6. Ji+bMJ9'rr 'kmm"P' •tqgkt frla wMt• !he 1943 
A,riculture Depart.ent Appropriation Act prennte tbe eale 
ot t&ra c011110d1 ties -eel or controlled by tbe GO'femunt at 
leea tben peri1;r prioae, witb l111te4 a.xceptiona ncb ea cra1n 
tor feed parpo- end tor iDduetrial uaee . 8alee of wheat 
tor teed Wire lia1ted to 1.25,000,000 bwlbel•, aubaac!'OIIItlJ 
increased to 225,000,000 w.b.ala at a ealea price not leaa 
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tbu tile paritJ price ot corn. Joint Reeolutioo appronc! 
llarcb 2S1 191.3, ~c lo. 18, 78tll CCJDCN••·* 'lbe 191.4 
Aerieul.ture DaputMnt Appropriatioo BUl, preiMiltl;r in 
ccct ..... ce, CODtaiDa e1•11er r.atrieticGe 'QPGil tile .U. ot 
Gonmaent.-M<l.d tara c-.ditiea at 1aaa Uwl paritJ aD4 
llaite tba exc.pt1011 in tile cue ot wi!Mt or con> tor t...S 
to eal.ea at not 1aea Uwl the paritJ prioe ot con>. 

'lila .U. ot cotton, except to .f'or.ip~ eoantriee, 1a 
llaited to 300,000 bales & calendar IICDth &De! 1,SOO,OOO 
bale a in ~ calcdar rear. Section 381( o) of tbe Ap-1-
0'\ll.tural Adj11.11t...nt .lot ot 1938, ae UI&IIClad. 

Witbbol41Ds !rom .ubt ot !&ftl&re1 axceae e tocka (aa 
d1at1Dgu1ebed trOll Gonuwt-bald atocka) h ettectad 1:1,­
tbe qateca ot ecre&ce allot..ot &De! Mrbting q110t&a, 
coupled rith baafit ~ta &De! panaltiea -ar tba &nllllal 
agr1cultural CODaernticG prop-aae. 'lboaa pro!VaJUI ar. da­
ecribad llOr& t\lll7 'bal.ow. 

7 . Paritx aYMRta. Suppl-tal baafit ~ta to 
t&nlere, known aa • parity ~ta•, 011 cropa ot com, 'lllaat , 
cotton, rica , and tobacco, were introduced b;y the Agr1cul­
tural Ad,jll.lltMnt Aot ot 1938. Par1t7 p&7Uilte are made to 
prorlde tba .f'araar price income 011 tbeae oropa ae naar to 
parit,. aa ponible ritbiD llaite of &DDual appropr1at1ou. 
'!'he appropriation tor 1940 llaited ~te to UOUDte nacee­
&ar7 to briDe the price r.tun> up to 7'JI, ot parit,.. Stlb­

aeqW111tl;r, tb1a lla1tetioo -· el1w1yta4 and the 191.3 appro­

priatioo autbor1Md the Secretary ot Ap1.c:ulture to ..U 
~t..nta and incur obliptione tor 1'llll. parit,. ~ta. 
Parit;y ~te IUPJ)l .... t a¢eultural conaarntion pa:r­
-.nta, but the total pa~ta, pl.ua tbe UOUDt receind tor 
tbe c.......Ut,., M;t not exceed ita parit,. price. 'l'he inta­
cration or parit7 payMnta ritb agr:l.c:ultural coneenat:l.oo 
proerau, ie 41ecuaaa4 'bal.ow • . 

'!'he pand'"B 191.4 .lSJ"1eultare Depart.&Dt Appropriation 
BUl inclwe prorlai<m tor parit,. ~ta AUJ"•cet11ls 
appi'Old.aat&q t 170,000,000 to be paid witb reapact to 1942 
cropa ot .t.at, corn and t.o cr&dee ot to'bacoo. Appl'Oii­
•taq 9'-" ot tb1a -trill be paid in U.Oet eqaal 
-t• ritb rMp&Ct to 1942 .t.at &Dcl corn crops. 'l'lwaa 
pqMnte are deaipl*! to hr1Dc r.tun>e equ:I.Talent to parit;r 
price on tha Cllll.7 beeic crope r e "''"£ 'bal.ow parit;r price. 

* Pel'lliaain eal.ea or wbMt tor .f'...S nre r.centl;r 1Dcreaaa4 to 
27S ,OOO,OOO bllabala. Joint Reeolution apprond J1111e 1.4, 1943, 
Public lo. 71, 78tll Coacreaa. 
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II. AQRiqpLmuL oppvmgw "2M'' ' 

AJr1cultun1 OODHZ'fttiao JIZ'O&%'&U •'llraoe tour ~ llaMa ot ooo­
trol, which CUl be operated fieod.~ to 1.aore&M or 4eore&M produotiao 
ot ~1t1o Ol'Opal tara aOH&C'8 .notacta, tara orochloUao qaotu, aoU 
oouarratlao ~. aDd ...Utili& avo t P"'iraul1.J. !boo' are 1»­
~ted lJ)' cub ~ta to cooperatia& tUMt'101 UMI-ta ot peeal­
till ap..1ut - oooperetiJI& tVMr~~, aDd 1- 8114 parobaM pl"'p'U8 ot 
tho C~t;r Crodit CCI!'p<U'&tiaa alr..q 41eouaaod abon. 

A epao1t1o crop ia ueil"od aore&g• allot..lta-catiaaal., et&ta, 001mt1 
aDd tara. 'fh• allot.nt 111tea talle lloh to.noer how ......., aor .. ot tho 
particular crop hi abould plant 1.a the particular 711r . I.e~ allot­
- ta caD be 811Plo7od to 1.aore&M or dloraoeo utiaaal. proc!llotlao, do,I)G4-
1Dc aa the aiM ot tho utiaaal. allota.>t aDd aa the t;rpe ot ~t ~>eM­
tit ottorod. 0... t;rpe ot 'bollotit ~ operata aa a -j)OIIlll&tiaa tor aot 
pla:Atlag. Aaother t;rpe 'lllq operata u an 1.aceotift tor aceod1.ag tho IQ&l. 
'fho atatutaa pruoribe the atendarda to &Oftl'll tho ~t ot allot.nta 
with reepaot to -•llod •basic cropa• . u.s.c., title 7, aecs. 1328, 1332, 
1343, 1352, 1358. BOIINftr, the Seoretar)" ot A¢cultaro baa wide diaoretiaa 
with respect to placiDJ othlr cropa aa an aor11 .. allotooent 'baeie. U.8.C., 
title 16, eec. 590b. 

The 110st recentl)" procJ.abod utioll&l acr .... allota.>te are u tel­

low•• 
43,423 ,ooo act'N tor 001'11 

55,000,000 ...,... tor 'lbMt 
2S,5S0,276 acree tor cottaa 
1,320,000 acrw tor rice 

B • Pm'P91' m Oppt,aa 

Under corta!D preacr1bed cOIIdi tiou productiOG qugtas are appUcahlo 
with re~ct to corD, cottaa, rice, tobacco, Wheat aDd paanute. It prior 
to the hee!nnl ng ot the ..rtet!Jig :rear 1 t appeara that the total eappl;r ot 
tho partl.O'Ol.ar c~ t;r will -od tho aozwal 1oar' a doeeetio caaw.ptiaa 
aDd export lJ7 110re tbaD a epao1t1od percentap (r&nJiDc trc. lOS to 135), 

(1)SOCt1CIIII 7 throGcb 17 ot tho "SoU C.......,..tiOD aDd Daeetic AllotMnt 
Acto u added 1J7 tho Act ot Februar7 29, 19)6, 49 Stat. 1148, as t-1 od 
(11.s.c ., title 16, Mea. S90c-S90V; Acr1cultural &4Juta.lt Act ot 1933, 
aa reeuctod 1J7 tho Aot ot J•e 31 1937, SO Stat. 246, u uadoc1 (u.s.c., 
title 7, MOl. 601., 602, 608a(s-9J -608e, 610, 6l2c)J •A¢cultural Adjuet­
Mnt Act ot 1938" ot Februar7 16, 1938, 52 Stat. 31, u &lllndod (u.s.a_ 
t1 tle 7 1 MOl. l28l...J.407) • 
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the Sacret&rJ ot .lll'ioulture 18 reql11Nd to 10 proolaia . The prool.u&tiOD 
1a tollond bJ a ret.rez>doa ot the fUMre who would ba attact.d. It Wo­
th.lrda ot tboo tar.ere all'", a~_.,. ll&ti~ ...-btl.D& quota *-• 
attaoti'n tor that II&Z'D\1ac JMl'• !loo ll&t101l&l qaota 1a broltc dOIIa bJ 
atataa, coom.U.a aJ>4 tar. . llarbtl.D& a quota ucaaa bJ a;r t azwer 1a 
aubjeot to a ~ p&IW1t7 oc.pat.d at a atat11tor7 rata per \Dit ot the 
co..odit7. the p111181t7 ~ .S.ther ba paid or awidad bJ storiD&: the 
uc.aa llllder racuJ,atiOila ot tha Sacr.t&rJ ot &¢CIIltllre or bJ daU'I'ViJic 
it 'UP to the S.oret&rJ. the p&"alti" are applloablA apiAwt all tazwara 
1rra~t1w ot how tM)- 'I'Ot.d 1a the reteNDdoa. 1J.8.C., UtlA 7 , aaca . 
]JU..,1J76. 

0 • CsmHryatigp 

J'&l'lliag prograu· are daaigned to accoapl hh tha decl.ared statuto17 
purpoaaa cocMM'&ticm, 1Jiprovw.1t ot aoU, p&r1t7. S1ICh a prograa ~ 
hew aa an objact1w rad......S proc!Dct101l ot wurpl.ua oropa &Dd iaCN&Md 
product10D ot ahortap cropa. A progru~ ~ haw dual objactl.wa, aoo4 
taraiag practice u4 bal•noad productl.Am. t1.8.C. , titl'! 16, eaca . 590&-
590q. 

D • Mtrktt1nr •cr• ta 

The atatutae authorise ~~arketiag agre-t prograaa to regulate the 
hlllldliaa of agricultural c...odl.tiea 1a iataratate aDd twreign c-oe . 
Agr&Uolllta aequl.aaoad 1a bJ the 1nteraatad partiaa and approftd bJ the 
Sacret&rJ ot Agriculture ~ be uaed for a;r agricultural e.....odl.t7. 
llandato17 orders ~ ba iaeued either llj)OD the aoqul.aacenea ot a apaoitiad 
Kjo.r1t7, or 'CIIIdar certaia c.1rcNaat.meaa without 11\lCh a cqul.eae&llCe llj)OD 

appi'Oftl. bJ the Prallid&Dt. a-, asndatol7 ordare -:r bejuued cal.T 
with respect to carta111 ..,_...w ..._...uuu iaclwUIIc aUk, tobacco, 
u4 eartaia trul.ta and wptablea . w1n1.,. pricaa are authorised cal.T 
with r .. pact to aUk. Karketiag e.greaenta and orders with reapact to 
othar COIIIIOditie a relate Clll;y to the regulat10D of ehipMDta, product1011, 
gradiag, size, eto. tJ.S.c., title 7, aeea. 608~Se. 

E • .l!¥!l 

the Supr Act ot 1917 probibited iloportatiOD ot wugar in axeaaa ot 
qW>taa praacri bed bJ the Sacrat&I7 ot .lgrieultara. ru. price raiaiD&: 
pron~ au ~ad bJ Procl.aut101l 2SSl ot AprU l3 , 1942. The Act 
alao &llthorisaa beatit or aubei.d7 ~ta to wp.r t..-ra ~~ 
aith oarta1a at&Ddarda ralatiw to t ara quota&, ace rataa, fair prieaa, 
aoU OODSarntiOD, ato. The bue rate ot p&1MI>t 1a tl¥ per 100 po1mda , 
rae wl•• A .......tactllrer'a excise tu and an 1aportat1oo tu are 
pnacribad. t1.8.C., title 7, aaea. UOl-J.l.8). 

28 
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F • Bpttit PtlMJtf eM Pp•l Ute 

Far.er OOIIpli.aAoe with tAe CODtnola 1e illduoed I>T eenral. ~~ ot 
C&llh piQMllta azul penal t.1e11 

l . Pvi!f Jl&lM!ltt• Por com (111 tAe -rc1al cora­
prodac1q u-M 1 WbMt, oottcm, ria. aa4 tchlcco are ...S. tc 
tar.era wbo -pl;f with acreap allota.ta. the ~ta 
(co.puta.. per 'llll1t ot the ~t7 prodllcecl, e.,., l~ per 
bwlhel ot WbM.t) Melt to prorlde • retara u nearly equoJ. to 
parit,- as the L'lmda llllde a'ftilable penlit. o.s.c. , title 7, 
eec, 1303 and Appropriation Acta provisions. Durillg tiecel 
:rear 1942 puit)' ~te emountecl. to e.ptll'OXi.matel;r tl70, ooo,ooo. 
(See attflcbe~ chart •Table 5°) • 

2. l'rocJuctioa adJI!Itpent allO!!Niee. This is a ca.ah 
payment Jlade tc an ~n.dual farmer who CCO}'Cr8tes 1n an 
allot..ent prograa, The ........,t ot the ~t 1e detendned 
aa follolrs: 'J'he 0 DOnoel J'ield0 ot the allotted acr~ ie 
CC!IpUtecl f or the part.ic:uhr farm. The predetual.Ded _.tary 
adjuatmeat (e.e;., ).61 per buahel ot cora) b lllll.Uplled b.r 
t he •nonoel J'ield". In addlti.GI>, the present program pro­
Tides for wbat are 1n ..rteet lneentin pe;J~~eZ~te f or potat...a 
and truck erope to beccae e't'ailable only upoc achievement ot 
the particular fano cr op goal. o.s.o., title 16, aace. 590h-
590q, title 7, eee. 6l2c. 

). Conow:n.t1on I?!!YI!!lts. To encour•ga aoil bu1ld1q 
practices ~ be made on tAe hlals ot the acreeee affected 
or ot the too:maga of tertilir.er uud. o.s.c. , title 16, 
sec. 590h-S90q. Durill& tlacel year 1942 proc!uctfm> adjuat­
.ct allowances end coneer'fllt1Clll P'Q'J~'~Dta &JIOimted to ap­
prox111e.tel;( $436,000,000. (See attached chart •table 5-J 

4 . Dt4uct10Df. PII;)'Mnt,a are 6Ubject to tao lr:lnda of 
deductions. Firat 1 there ie a deduotiOil tor plan tin£ 1n 
excess of allot.ents . (The 1943 progr1111 fixes deductions 
for plantinc cottClll, wheet and tobacco 1n excess of allot­
ments a t tan U..a the rate of pe:r for production edjua-.t 
all""""ce. In other worde , if a tarur plants lOJ' abov. hi a 
allo-t.ent ot tbeee crepe , he w1ll loae hie ctira erop p&J­
...,t.) 88001141 • deduction ~ hi ..de for planting leas 
than the all.otaeat. !hie prorldon 1a aportant with 
respect to war crol"'• The 1943 progru prorldea thet if 
a ta:rwer fall• to -t 9QJ' ot tAe war crop coal• tor hie 
tana, deduetiCllla w1ll be -.de h>CII hie orop p811MIIt at the 
rate o! $1S per acre. o.s.c., title 16, aeo. 590h(b) and 
Appropriation Acta prvririona . 
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5 . l'!l;,,.,~t li!U tnt! on . Production adjWl~&nt <llow­
'ncoe ond comervution !"')'l!l•ntr oro lllL.dO l'\U·rlll.nt tc the 
pr ovicions of sees. 7~17 of the Soil Consot~otion rund 
Dol!les tic Allot~.cnt Act , o.e lllll•nded . Thoy oro 1.1Jn1ted to 
tlO,OOO (oxeept nth r espoot to Irish fJOt ntooe rnd truelt 
cr op pcymcnto). This 11ml.tnt1on dcon not "l'!>1y to pority 
pcyn$nts . Howev<'r, production t djuat nont t.llor.o.nec• , ote. , 
cro token into cons1dernt1oJ, ir cocputinb tho amount of 
r.· r1 '\.) f0)1llent r . 

III . MI§CELLMjpUS PrOG)l.'!"' 

S.ot.!~n :2 of the !.gri<"\Uturnl tdjU3U'4llnt l et o!' !9;3, t>:! ,.=enced 
(7 t. ~. C ., see . ~U.) , r.uthorlzes t h• PrcriC:Cnt to k;'C=e iJ:]lOrt c;uotr.r 
.. itt r . cpe-rt tc;. co=odities aubj uct 'I.e tho t virtJ tl:rt:l com.ro1 l.n•• 
\.:.or...C'\~T' ht detcrU.nes tlx:..t im;ort !; o£ eue.h COU'.!odl~!et! t=:J in ...c·rfel~t' 

"'torir.JJy 'lrith progrn.:s or 0;>6Tntio~• under •uch Leos. Il:o l'resi dent•r 
~ruell'\t./,t!.or CUI!t be :&.de on the bnris cf 1nvctt i6C.tione c..r..d df" tcrnil:rt10!'IS 
r r tho 'r:l.riff Co:rn.! " d on. The Pt-ceiCent c~ey codify or suspend "uch c,uot<lc 
u~o" th6 r or.ultG of fw·ther investig•ti(Jr G Lnd dCtOl'tlil'l!.tions of the 
Cot•miss1on. 

On Zrptcmbor 5 , 19:>9, impo,·t <1uotne I'ICI'O imposed wit h r espect to 
co!. ton • ntl cotton .. ,..,te nt 5<l'l' of t he cvwoec nr>nut.l impcrts or these 
c.,c.,odltios from 1929 to 19)J . By proelc.~r.utiot c of Deccnbcr 19, 1940 

nd Jur\.1 ;:"i , 1942, the quotes =oro rua}XInded with re!!pcct t-o cotton 
1'\.l, •taplc• Of 1-11/16 i nches ~nd l -l/8 1ncl>cG or :::urc, respecth·~ly. 

On ~ 28, 19U, im::>ert ~uotrr rc%'o h.pc,.c>d witt. r cspce• to whent 
, nd whcnt £'lour t t 5~ of the CT(>:'nt;;c t rnu1 1 J..c.")()rts of the se cor.::-cdi t!.\.fl 
!'roc 19~9 to 19.>J. t.rte:- ::li.no:- P7et:ptlono !'N" t he c:uo~ "er~ !:<.de b)· 
~hu ~roclc~tier. of A~-1 1), 1~~ tor r.etd, •~ri.~r~tl , ~nd ot~~r pur­
Z"'· cr , tho quot.= "'"ro ~\lSpt.-ndcc! o" /pr11 ~9 , 1943, in so f .r u they 
·"• ' to pur<i'Jtr.es by the urr Fcoo /.d,.inJ. vfrc'or cr c;.;enc!.eo desicr.rted 

b;,· hie. Th.;~ whe.o.t 'iuott. t·eotrie~ !.O'l'\. rczein.c in f'orcc c.~ in..-:+ cou.. rcitl 
1cpor1 r . 

B. Revolv1nK f)lnd f or J')cport !:ubr.16i co t.nd 
Donestic ConnWllpttnr l'rom·r. .. . 

~action 32 of the ftct of /.uguct 21,, 19.35 , ve F111ondcd (7 -c .r .c ·, reo . 
£'>1~r) I pcrtt::.t.OntJ._y U.tJpropriutOB t\n tmOun t t f.'Jlll tO JO't or OJ'Otl turto~l:i 
rrrr1r1.! o n a rovolv11"1t. rune ,..o encc.nJ.rttn tho ~Y.!'Ol't.t"t!on or t.,_r!.Nlt.\ .. n 1. 
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colt'J:IO<llti~• , incret:co the de~:~estic conn=r tion t.brou.;h other then trLde 
chrnno1c , nnd incrense the production or ~efieit eocmodit1es f or 
doi'\OBtic c;pnaumpti on . Those purpoces 11ro nch1ov<>d tl>.rot~th expor t 
bene rit p.jl:!ents , throuch purchnsc nnd di stribut ion pro~~ of the 
Fndol"t 1 Distribution /,d:niniotr ntion , nnd t hroueh i ncentive pb,}'lllente 
to producorn f or co=oditi es r equi r ed for domeetic consumption. llhilo 
the rovo1 v1nu fund lms been nupplo~ronted from t1lt0 to time IT; specif ic 
npproprintions , no ndditi o".al cppropdc.tl on 1o cont nined in tho 1941. 
~ prrorrietlon bi)l . 

<;>..u-p1us co;.;no•;i' ies hove been token frOl!l no=.l t r ude chnnnels 
~ rurchncos for diGtribution under tl>e ~~ Stamp PlLn, the sc~ool 
cllk end lunch proo- a , end f or divo>·aicr to ~-prod·.tctc "nd new Wlee . 
In th~~ r espect, tr.e l>TOgT>'It b:>s ecrved to arle::ent other prlcc-a11pport 
• ct1vitl.,. •nd hns ouz:pler<>nted oth<>r ruboi<'y " • ntures to assist ra,.,t:-e 
ir r e<.ehin& pcrity inco;.e. 

Recen~ data 1nd.icste that tbo l'ood Struop PU.n bns been discontl.nued 
<.n<l tht.t tho eatiu.ted t\96,000,000 for tho 1941. jll·o;;rru: 11'111 b!' ustd 
ure~ty ror t he school cilk and lunch procrn~s , olthou&h C5,ooo,ooo 
hi~ been tllocotl'd r or ~-.:en~r on cxporte ot l"'hont flour. L sup!'ler ente.l 
buclurt ostil"ate or the ProsiC:ont, dated Februru-y 2, 1943 (H. Doc. rro . 101, 
78th Cong . ) , indicates t hut ~25 , 000, ,'00 will b<1 ollocuted to U!!e ror in­
oenth·t l't'\l'l!t•nts f or cri ticol wnr crnl'S . 

(S.o Heo.ringo, Senntc Subcol mit tee on Appr orrit.tions, l.::r1culture 
.•ppropridlon Bill for 191./,, pp. ~6 , 37, 53~ tr . ) 
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~· House heo.rilljS on \bot 1944 ..gricul ture 
lleFutaent. AppropTi" W.on bill. 

Porilv JNIN~"tll'toltd GJIIOtuiU ,,.q .. tr«d for ,a,rMtftlt v....W IAt 11# a•p 
JIOTIIV-PCJVIItf""' 'P'OfT4PJI bo•f'd ON /14J Ql/ftMflllf, rffldt, 11-"'f f-lfiM04ftf J'OT,ict-­
potiO" 

"" X14l• ~II• E,fll • .... 1 ... . """'' lllllltl' Ulrti.l ..... 
'"' ~!: c:::.; .... ....... , ... 1M2 mated ..... 

COOimodJIJ -"' ,... ....... flllh)' tot~ pween ~~··' ..... Y"f_fl&• ,.._;;; ~" 

_, 
,..,. =:t 1:~ reQul!ed 

Slf.l il1: .,..,.. ·=\ _, ro,,.,. 
pfiotl .....,, "" ""' -·· ~ .. 

'"" IPu«' --.,.... .... .... . .... - ~ .. -· ~ .... -.... ==- .. ..... .. lUI . ... ···n·· "·"' ··;;:;- ''iO(ii 
·-·-···- - ... ... •• ... . ... .u ... 

W"'-1 •••••••••••• de •• ... u:t.t .. Ul.t .... U.l ... ... ... . ,., ... 
~-....:,~--~ ... -· 1 < .... .... ..... UIO ·.u· ··-·-··· LUI .... • I •oono•o u .• ... .. . 

~ .......... ,,. ______ .......... .•..... . ....... onOOO+O ........ . ...... * 

&limaud JN1Vf'U1'lf undfr lh 114-J JNI"!Ill'-rVIM..t J"Of"GM (kHd' era 1941 mJft 

'''"' 
CoOOllaiOdit)' 

"'~~· 

~=::::::::::::::::::::::::::::::::::::::::::::::::::::::::: ira!i:u=poo~::~-"-"_,~, .. .:.m= 
Total....~.4·••••·• .. · ··· · · ·········•·•·•••••·•·•···········•• ............ . . ........... 111,-

*Reduced to approximut.ely ~170,000,000 
by Sena te---bl.ll now in con!'oreo.ce. 

33 

•• • 

Regraded Unclassified



34 

Avr(n~llw:rol C:OMI:r1111h'MI J'f'Of"O"'•: AcrtGft ~lfd, Ml•t 
mol4d paymtft4t 194-6 oM II#,..,.. .... , "' J"CCrm~ OM ,., ... 

tt42 "'rlddiOrtl ...... """ tt11 IIP'Inlltanl ....,,..ll0e -· ,._. 
C.aodkJ ~of.,.,..., 

·~· 
Rae. ol fii711MIM. ..... 

~ ·--- .. ,. ..... ... .... 1--- -· ""' ·- " ... , . 
• -- '.::' '.::' --.... --· .,... -· - ""' ....... 

~.:::::::::::::::::::: ...... .... _____ 
" :u: ..... .......... .. 

~= • u .. - ---··· •• "·"' .. .. .................... ---···· ..... - --··· .. .... ..... ... .:::·: .. ..... .........., ___ ,,, ....•........ .... - -·-··· .. ·- 'i:tM· ... ...... ''iiii' -··m 
:;,:;--.::::::::::::::::::::: ),&1. ,... ..... .... .. r.':""" ..... t'fl~····· •• .. L M 

.._ ____ .. "' ~1.-..t (11-tf) ••••••• "'·' Lb ....... .. .... .... L~ ..•.••• •• . ... 
~:::Prii:24)::::::: -· ~.~~ ....... •• .... dU ... ····· ·' . .... .... Lb •••••• Ll ... .... ... '·' '·"" ~'aC:..':~<Ored'CiTi:: .... Lb •••••• •• ... .. . l.b .::::: .. ... .. t.ll •.••••• •• 11 .. ..., ...... .. 10 

:=""-"?.'"''" ... IAI ••••••• ·' ... 'tt IAI ,,,,, .0 "' n.hs. an ..... .. t.b ••• .•• • • •• ... ...... . 7 .. 
O lhWtlctr (4-'l--44 61«161 112 lAI •••...• •• t f\ ... IAI,,,,,. .. . .. 

loii • IWI Knet IMIUCIIIIf ' ·•• , ato.••• .......... ......... ....... 
'tOea& .................. ........ ........... . ....... "'"' . ......... ......... .... ,.. 

Regraded Unclassified



, 

SeoroetaJor lloPpntbla 

Randolpb Plllll 

Attached b a neqpaper clipping on the atat..Dt 

by ~onator Geor• in reapeot t o OOIIpUlao1'7 saYing. 

He oertainlr cantradiota thing• that ~ baa aald 

in prhate oontaNnOa with ua. 

(1111\!aledl •·•·~'• 

IUIP/Jcta 

.,; 

35 

Regraded Unclassified



• 
36 

WASRINGTOB DAILY lUW8 - JUne 21, l94S 

;;:.~&.:!;=T:f~;gecly Ah~ad\ 
If Compulsory Saving ls .NotYb~ecJ' 

• 
Regraded Unclassified



TREASURY DEPARTMENT 

INTER OFFICE COiolloiUN ICATION 

Secretary L!orgenthau 

Randolph Paul 

June 22, 1943 

The attached memorandum from Mr . Blough is 

well worth reading. 
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June 21, 1943 

AIEMORANDUJ,! FOR hlR. PAUL 

From: }Jr . Blough 

Subject : Compulsory Lending 

In the light of the recent discussion of compulsory 
lending two points need to be emphasized . The first is 
that voluntary lending has not yet demonstrated that it 
can withdraw enough spending power from the lower and 
middle incomes unassisted by compulsory lending. lmny 
friends of voluntary lending think it will not be able to 
do so . If they prove to be right, the Treasury should 
kno" more about compulsory lending than anyone else any­
where . l!oreover, it should not have placed itself in a 
position of .not being able to propose compulsory lending 
as a supplement to the voluntary program. 

TI1e second point is that compulsory lending is a 
te rm covering a number of dissimilar things . Objections 
which may probably be brought against one kind of compul­
sory lending are not necessarily applies ble t o other types . 

1imong the respects in 17hich compulsory lending plana 
may differ are (1) the base on which the ~mpulsory loan 
is computed, (2) the total amount of money raised by the 
compulsory loan and the persona from whom it is raised, 
(3) provisions for relief from hardships , and (4) the 
name that is given to the compulsory loan. · 

1. A commonly recor.unended base for co:nputing the 
compulsory loan is net income above exemption. There ere, 
however , several other possible bases. Increases in income 
could be used as a basis for a compulsory l oan. Last year 
you recommended that part of the spending& tax be t reated 
as a compulsory loan. Even the sal es tax has been proposed 
as a method of imposing compulsory loans. The total·net 
worth of the individual is another possibility. However, 
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difficult, if not insurmountable , constitutional and 
administrative difficultiu presumably account for the 
lack of consideration given to it. 

2. The objective of compulsory lending and accordingly 
the amount proposed vary widely. Compulsory lending might 
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be recommended as a comple te substitute for voluntary lending 
by individuals. This woul d require amounts far in excess of 
anything thus far proposed . Or, seoondl~ , a substantial . 
compulsory loan might be imposed on all 1ncomes from top to 
bottom to yield amounts up as high as $12 billion , as in ~· • 
recent proposals . Finally, the compulsory loan might be a 
postwar credit for the lower brackets of the income tax. 
This is the form used in England and with some modification 
in Canada . 

3. The inflexibility of the compulsory loan is one of 
the prinotpal di sadvantages . To meet this defect a proposal 
has been made that for persons whose incomes have not been 
increased, or for other pe1•sons who could demonstrate need, 
the loan be in the form of cashable bonds instead of in the 
form of noncashable bonds . 

4. Finally, it makes a great deal of difference what 
the comfulsory loan is called and the attitude that is taken 
toward 1t . If the of ficial position is that the compulsory 
loan takes the place of the voluntary loan and will destroy 
the voluntary systen, no doubt this result will occur . If, 
however, the loan i s called a postwar credit , as in England , 
it may very well be accepted as a tax and not as coopetitive 
wi th the voluntary s~stem . If the loan i s called wa minimum 
lendin& requirement, as in Canada , the voluntary lending 
system shoul d be able to func tion on top of the universal 
loan in the minimum lendin§ requirement. It is very un-
fortunate tha t the phrase compulsory l oan" or "compulsory 
saving" has been given wide public ci rculation as both of 
these phrases have very bad effect on public att itude. If 

·a compulsory loan is used it should certainly be called by 
some less objectionable name. 

Any lending program to yield the required volume of 
loans from the right income le ve ls must involve coercion 
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and compulsion of one kind or another . A question i s 
whether legal compulsion which is inflexible but operates 
under rules and regul ations is preferable to the erratic 
and often ve1•y unjust compulsion of social and economic 
ostracisms. A judioi~~sly devised scheme of compulsory 
lending -- for example, the ~ostwar credit as used in 
England -- may have substant1al advantages and may avoid 
many of the objections which can be raised too ertain types 
of compulsory rending . Forced lending of such a kind would 
not necessarily interfere with new taxes because it might 
be added on to the maximum tax program which Congress would 
be willing to accept and might make possible larger non­
refundable taxes in the higher bracke ts than Congress would 
othe rwhe impose . 

A compulsory lending program need not supplant the 
voluntary program. It may actually supplement it . A 
minimum savings requirement in the form of noncashable 
bonds should not destroy the sale of cashable sec uri ties 
above that minimum program. Indeed , morale may be better 
under a compulsory loan because everyone would know that 
everyone else was making at least a··minimum contribution . 

It would seem highly deairabl~hat furthe r study of 
com~ulsory lending be carried on in~he Treasury among the 
var1oUa Research Divisions and that consultation and perhaps 
joint study with agencies outside the Treasury might prove 
very desirable. 

• 
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T111A811Rt 110!'18 - TJ.l 8111l18 

T RIWWRl DEPAR'I'IIDIT, 
ottice of tbe Secret.u)' 1 

. Wu hizlgt«l/'-U l!US 

FUoal Senioe 
,..._ of the Pablle Debt 

I . TEIIIIJUTICII Of SALE OP SE!!IES A.-1945. 

1 . !be aala of 'freuur)' Not .. of tax Series A-1945, dated 

Septaber 1, 1942 1 pursuant to Depart.ent Ci .rcular No. 695, dated 

Sept.ber 12, 19421 rill tel'llinat.e at the c1oee of buaineoo on Jun. ,.f.t , 

l.Ma. 

II. CASH P.EID!PTION OP NCYI'J::S Of TAl Sl!:JUES 
COVE!iED BY Til IS CIRCULAR. 

1 . lotwi tbat.andillg tbe prorteione or Depart.ent C1reulara No. 667 , 

· dated hl7 22, 1941, u - nded, No. 674, dat..S Deeeaber 15, 1941, and 

l o. ellS, dated Septcber 12, 1942, liaitio« t o their uoue prioe the 

ClUb nrrender ftlue of 'freaaury Notea of Tax Seriea A-194S, dated 

....,..t 1, 1941, Tax Seriu .t.-19441 dated J&DU&r)' 1, 1942, and Tax Seriu 

.t.-.li451 dated S.pteaber 1, 1942, any ouch not.eo will be accepted, at the 

op\l.CIII of tbe oomua 
1 

at any tiae at or prior to Nturi ty for cash re­

dep\iCIII at their tax pa;y~~ent ftlue current et the tiM of presentation. 
c 

frMA17 lotea of tax S.riu .t.-1945 ..ature .t.uguet 1, 1945, thoee ot Tu 

• • • 
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leriea A-1964 aatun J._,. 1, 1964 Uld tboee ot !ax llerl• WM5 

utw'to hp' ' p 1, 1945a no 1nte ... at wUl aocrae after tile utar1t7 

ot the not••• 

2. Tbe ou b Nd•ption q],ue berftlld:er dur1Jia arq a ooth 1a tile 

._, •• the tu ~t qlue f or that aonth u abom ill tile taba Oil U. 

baok of n ob nota Uld u eh""" ill the teb1ee aJ>I*Ided, to the ~peotift 

ieeue o1rcular•• 

&. Not .. preaentecl f or JM~ya~Dt bereun4er .. at hen the requ•te 

for payaent properly eucutecl md .... t be .........,clerecl, at U. riak Uld 

upenae of the bolder, to the Federal ~oene Bank or otber ..-o1 that 

ieauld the ~1oular notea. 

11le4 vl\h \be federa l R-elater 
JaAe 23, 19.3 • 11:18 A,M, 
federal Resiater Serleo Ro. 1988 

IIBNRI IIOIOIIITHAU, JR. , 
s.o ... taey of tbe 'lreuur7• 

, .. 
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United States of Aaer1u 

lMS 
Depan.a\ C1.rwlar lo. eee 

P1retA ' t 

Piaoal Serrioe 

auuv. or U. hblio Debt 

SeriM C 

tiii&IUI! mr•n 1 
otn.oe or u. •••••'*» 
WaaiWiiltaD, ,_. ~f, lMI 

1 . llotAo or the tllnted Stet.. 1-.d ~ to IIepa · nt 

Circalar !lo. ese, dated Sept.hw 12, lMI ...s -.w- dMicUted 

TNM1ar7 IotA• or fu SeriH c oball berMttal' be dMScuted !l'au 1 

SaYillp lot.., Sarioo c, .ad Mid oirolalar 1a _ _.., .... to oaar- ta 

, 
a. !be Ml• or DOtM s..nac~ IIDdar u. 111""1a1- or CiNala' 

••• - .. bonb7 -.oc~..s, '11111 0~ -'U ~ a.u... ftll 

b- or noll IIOtoo ~the cloeilllat1CD "'howe) lhl'- ot I'*K 

llarioo c• '11111 be oODtiDIIed utU a::l.e\Sac .toetau .,.. ' W, aftor 

'llhiob DOtoo with the dM1pat1on "'!rouar7 lla'WiJip Jotoo, llariM oe 

'11111 be S..nad. 

c/0vJ'-~ -.r WWII!IAD, h., 

11le4 wlth t he 1e4era1 Becl oter 
June aa, 1943- 11:18 A.M. 
1e4eral Begilt<U' Seriu lo. 198'7 

SeornArJ or u. Tflw. ___ ..,, 

IJ 

• 
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UNITED STATES OF AMERICA 
TREASURY NOT£5-T.U SERI£$ 

A-1943, A-1944, A-1945 

TREASURY DEPARTMENT, • 
OFFICE OF THE SECRETARY, 

Washington, JuM t!, IUS . 

I. T&RMINATION OF SALK OF S&RIES A-If'$ 

I. The aale o! Treasury Notes of Tax Series A- 1945, dated September 1, 1942, pursuant to 
Department Cin:ular No. 695, dated September 12, 1942, wlU tenninate at tbe close of busineaa on 
June 22, 1948. 

II. CASIJ RllD&MPTION OF NOTES OF TAX St~RIES COVERt:!) BY THIS CIRCULAR 

I. Notwft~stnnding the provisions of Department Cin:ulars No. 667, dated July 22, 19n, as 
amended, No. 674, dated December 15, 1941, and No. 695,dated September 12,1942,1imitlng to their 
Issue price tho cash surrender value of Treasury Notes of Tax Series A-1943, dated August I, 1941, 
Tax Series A- 1944, dated January 1, 1942, and Tax Series A- 1946, dated September 1,1942, any such 
notes will b<l tlccopted, nt the option of the owners, at any time at or prior tn maturity for cash re­
denl()tion at their tax-payment value current nt the t.imo of prcscntntion. Treasury Notes of Tnx 
Series A- 1943 mature August 1, 1943, those of Tax Series A- 1944 mature January I, 1944, nod those 
of Tax Series A-1945 mature September 1, 1945; no interest will accrue after the maturity of the 
no tea. 

2. The c:aah redemption value hereunder durin~ any month Ia the same as the tax-payment value 
for that month as shown in the table on the back of e~~eh note and aa shown in the tables appended to 
the ,...pectiveluue cln:ulara. 

S. Notes presented tor payment hereunder must have the requests for payment properly exe­
cuted and must be surrendered, at the riU and expense of the holder, to the Federal Reserve Bank or 
other ~ney that iaaued the particular notes. 

HENRY &IORGENTRAU, Jr., 
Secretarv of the TTtaJI"'11· 

(F11ed wit• tb.e DJYlliloll .r the Pedeul Retleier, Jun.e 11. 1941) 
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UNITED STATES OF AMERICA 
TREASURY SAVINGS NOTES 

S.ri ... c 

TREASURY DEPARTMENT, 

OPI'ICE OP THE SECl\E'I'ARY, 

ll'<l8hington, J uPUJ tt,19~8. 

I. Notea oC the United States issued pursuant to Department Circular No. 696, dated S.ptom­
btr 12, 1942, and heretofore designated Treasury Notes of Tax SeriesCahaU hereatterl>edesignated 
Tre:uury Savinp Notes, Series C, and said circular ia amended to contonn to such new designation. 

2. The snle of notes issued under the provisions of Circulnr No. 696, as hereby amended, will 
continue until further notice. The issue of such notes bearing the designation "Treasury Notes ot 
Tax Series C" will be continued until e.xisting stocks are exhausted, after which notes with the desig­
nation ''TTCMury Savinp Notes, Series C," will be luued. 

.. ... -..................... ·- ··· 

IIENRY MORGENTHAU, J r., 
s..,reu..rv of 1M T.,.<4B1try . 
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TREASURY DEPARTMENT 

WA SHINGTON 

Juno 22, 1943 

KIICOlW!lJQII <II IIUI'III) or 1'111 JOII! 

CCIOIITTU 011 XIDI1CTIOII or IOI•DUDSI UPl:RDITtlDI 

A 11oot1ac wao ~locl. at 10130 .t..llo, J UDo 22, 1943 , ill tbo Souto 
r toonco oo-1ttoe ao .. ln tbo Sooato Oftlco hil41~~&o ' !bore wno 
prooant1 

Senator l!7rcl. 
Cocgreosaen Tabor 
!uroau of tbe Jucl.cot: 

Mr. Lawton 
Roconatruct1oo l ili&DCO Corporation: 

Mr, Cl qtco, J.. .. t , locreta17 cf Oo""orco 
Mr, llul.Ha:ao, lllO 
Mr. 1), '· llr1d&ol•. ll:u cuu ... nco 

l'rn1cl.oot, Motalo Rouno Co111p&DT 
Mr, 8, H. Sabia, Vlco Prooicl.oot, 

Dofoooo luppl1oo Oorporatico, 

Tbero wore t vo other JOOIIboro of tho Lochhturo preooot, whooo o.,.,, 
.,., oot koowu, 

!bo IIHtioc wu opono4 at 10 130 .t..llo Oooa:rouun 'l'abor l oft at 
11120 ;..It, Tbe co .... uteo reporter aa4o a otoooa:roph1c t raucr1pt of 
the mee\1QC• B.portera vere preaent. 

Suator l!7rcl. opon4 th o aeetillc .,cl. oaicl. that SecrotU7 Joo11 
ha4 b1111 roquooto4 to appear boforo tbo OoiiOil. tho to furu1oh certain 
1oforaaUoo coocornioc tbo rolat1ooob.1p of acUdtioo bot .,ean tho 
lllO IU14 tbo !IIV, J..oliotaot SoorotaJ'7 of Ccmorco Ol qton oa14 bo 
" '' appearioc ill Mr. J'oon 1 place ; that Mr, J on .. h;od been un­
oxpootocl.l7 cl.ol&7o40 ancl. hopo4 to bo oblo to roach tbo aootlac before 
1t o4Jcurno4, ao ... ver, Mr. Jonll 414 net appear. 

Bonete~ !,.rcl. oa14 be had addroooo4 a l ott or co Juno 7 to 
Secret ary Jonu, roquoating oortoio iotorao.Uoo, Mr, Clqton oaid 
ho had a reply to aucll· l ottor llh1Dh ho oubm1tto4 for tho rocorcl., 
Senator !,.r4 aokod Mr, Cl aYton to r ood t ho reply, 

Mr. Clqtoa oaicl. that aro COIIII1tmonto for davolop£t nto an4 
purch&ooo for account of tbo IIIV oaounto4 t o . 350,000, 000, He 
oa14 that o1oco ll:xecutiYO Order Jro, 9128, cl.oto4 AprU 13, 1942, 

.f8 • 
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tho lilY aakoo con~aoto and co.ait.Mnh and that durinc tho perio4 
hoa JW.7 1, 1911<> to X., 31, 1943 tho IJO aado co-itaonto tor 
ru'b'bll' and othor critical and otratocic art1c1oo •ountinc to 
about . J,4oo,ooo,ooo, ot Which total . 3, 100, 000, 000 wao aa4o prior 
to l:~~~cutin Order lo, 9121, Up t o tho end ot Ma7, 1943, 4h'buroo­
aonto on !or oicn dove1opaent o and parchaooo t or critical and 
otratocio mator1alo omountod t o .1,573,000, 000 and dio'buro .. anto 
ou'booquent to ZxocuUve Ord• lo, 9128 aaounted to $65, 000,000. 

Mr. C1&Tt• read hoa a oop7 ot Js.outho Or4or lo, 9121, 
datK .llpr1l 13, 1942. a doooripUon ot tho tunotiona and duUoo 
placod upon t ho lilY un4or that Or4or and uplainK tho purpooot 

49 

t or ta4h Ordor , Be taia t ho lilY civet d lroot ivot to tho ou'bt idiariot 
ot tha IJO - tho Motalt 2eoon o Coapa117, Do!onoo Suppliot Corporatioa , , • • 
IJ, •• eo-rcial 0ollp&n7 and Do!on .. Plant CorporAtion - and thoto 
corporation aako p-h 1n accordmco witb ouch d1roct1voto llo 
pointed out t hat tho ll:~~~cutin Order 41roctod tbo Board o! D1roctoro 
ot tho lllC oubo141arioo to follow tho d1rooUvoo b O\lK 'b7 tho UW, 

llr. Cl&Tton &aid ho attondo uetinct ot tho liP 'but that tho 
Joard nover acto on d1recUvu ciTon 'b7 Porltino, Paul and looonthal, 
llo •aid pract1oall1 all diu cUvu ot t ho lilY ar.o 1ow.d 'b7 PIWl and 
llotontbal, 111 repl7 t o a qu .. u on ho •Ald tho 1lmout1Te Order civu 
tho poworo ot tho Board t o tho Cbair=aA ot ls.outiTo Director o! the 
lloard e.nd that Porltino, Paul and lloaonth&l. apparoatl7 act un4or 
outhorit7 dologatod to thom 'by t ho Chair man o! tho II¥, 

111 repl7 to a quoation ao to What lV.nc Uont tho lloard porto""'' • 
Mr. Ola7toa tai4 it ut uall7 4itcutttt di!!oront quettiont pre<cntod 
r ol aUJIC to £enoral pro'bloza o! oconottic warfare. 

Senator llyrd aolted whether tho IJO Glwayo acqnloocod to tho 
41r octhoo o! tho BIW ond Mr. 01&7\on oaid tho IJC ota!! have 
ooaotiEoa roquootK tho lilY t o aodif7 tho torao, conditione, etc. 
ot con~Acto 1nltiatod 'by tho Bl!f, Senator 'll7r4 aoked vbothor tho 
lllC wu con tultK 'b7 th o lilY won ouch cont racto woro boinc noco­
Uatodo ICr, Cle;rt on of\id aoa'boro ot tho 1\JC oW! voro chen 
opportuait7 to oxprooo their viovo Which voro toldoa odoptod 
end t here were numerou1 ins tance• where Y1ewa ha.•• di ffered. 

Son~tor Btrd eokod whe t her 1100070 have 'beon ednncod by tho IIJC 
t or ot hor than aateriala. Mr, Ola;rton tnid, generally opealtinc, no 
tundt haTo been advanced other than tor aoatoriab onopt 1n aomo 
oa••• it vao noce eaary to make payment • tor l1T1DC qu.orter t , otc. 
and aach1nor7, aatorialo, etc, nocoaoar7 1n connection vitb devolcp­
aent proJect., 

Senator llyrd aaltod vhotbar tn7 lift con tract. r oqui.red an 1Dcr .. u 
i n vaco• paid to poroODI 1n toraicn countriot. Mr. Cl&Tton replied 
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that tholr oontracto ubo4T tho oo-callod labor clan••• SeDater IJrd 
aokod hla to azplaln ouch clanoe and Kr. Cl&Tton ouhaittod tor tha 
record a oop7 ot tho contr_..t t or llaloa Wood Which tho D.tonoo 
lupplloo Corporat i on h81 vit h tho International llaloa Corporation. 
Kr. OlaJton o>plalnod that tho olonoo roquirod contractor• 

(l) !o cowpl 7 witb pll local lawo r olotlnc to 
vacoa, health, oanltatlon, otc.; 

(2) Pq vaceo not l ooo than v;ooo pa14 on 1111 
othor comporoblo operation, or lou than 
vacoo paid b7 other por oono, vhich.ror io 
hlchor: 

(J) Prorl4o prohcU on a&alnot accldecto, etc . ; 

(II) Jvnioh ohoUor, Vater, r ocroaUonal 
tacilitieo, etc,, and 

(5) .Uowo uhtnco of food oapplloo at 
r•aaonable coat. 

Kr, OlOTton oaid aoot of their contract. voro aconor oontraoto on tho 
baolo of coot-pluo and ti .. d t oo, Bo oald tho lobor olauooo differ 
to oo111 extent Olld t hat all contr aoto aro not oa a ""'t-plu bao1o, 

Senator !Trd aokod tor l ntorJl&tloD concornlnc t ho nu.bor and 
u oWJt of contract• and Kr. llrldpaa, ... cuu ... Tico Prnidant ot 

' tho Motalo lleoorn Comp&n7, oald that h lo Corporation had IIIJ>prorl.• 
ll&tolt 110() toroip contracto outa t andinc, accracatlnc about 
$1, 000, 000, 000. Be oald 1nit1all7 t l , SOO,OOO,OOO ho4 bean cont racted 
t or, • 150,000,000 t'allillod and $50, 000,000 cancol od. Be oald ftl'7 
t .v of tho contracto contain pro• loloa tor tho p&Tilnt of ttx.d t ooo 
on t.be baolo ot coah, but that tho coapoaoaUoa t o the contractor 
1o ...-117 bsood apon a ti .. d t oo por 1tu acquired, ouch ao oao 
contract, Which he MntiCDOd, vao baoo4 oa a p-nt of ao llllch per 
poand of copper produced. 

CoJICZ'••••an 'faber 11'11:ed vhethor tho oaall contracto wore on a 
!bod pr l oo bot h and the larco contracts on a poroantaco or coot­
pl uo baolo. !hie 1Dtora .. uon could not bo f'IU'Dhhod and Senator 
JTrd eucseotod that tho Committee bo turniobod coploa ot all auch 
oontrcota tor ito oxaalnatlon, Concroataan 'labor ouc,eatad that 
tbo Co111lttoo did not nood coploa ot all tho oontracto, vb l ch vo.l4 
lnYOlYo an ezpenoo to tho acancloo, and tucsoot od that tho controott 
bt aado anlloblo to ono ot tbo Ooulttoo'• nu1Doro, Mr. ClOTton 
acr•od that tho Coaoittoe could •en4 Ito l nYootlcator to reYIOV tbo 
contraoto on tllo vlth tho oorporatlonoo 
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Mr. Ol~toa oa14 that o. 8, eo .. oretal 0011paDT bad a.o acoa.q 
ooa.tracto but aoot of itt aet1•1t1oo 1a.Yol._ ooatracto tor otroiCb' 
purchu.oo, u.,..u,. opot pureh&o••• 

In ropl-7 to a quooUon br Suator llrr4, Mr. llrl.4paa. ta14 U.. 
DtfODOO Plaa.t Oor}IOraUoa. ba4 7 or 8 r •. •lP ooatraoh ia ..tUch tho 
lll¥ bad ... lat•~••t. 

After a diocue oloa botvooa Senator llrrd, Oonrr••••ea. Tabor ea4 
Mr. Cl~toa, 1t vao 4eo14o4 that tbo Ooaaitte o voul4 eea.4 aa. 
iaYooticator tO tbo IJC to ox.&iao eoa.traeto of RJO ."'oneioo 1a 
vbich tbo BIV va o 1atorooto4 aa.d voul4 not roquiro oucb "'oaoioe 
to file copioo of all oucb eoa.traeto with tbo Oo .. tttoo. 

Mr. Cl~too. vao aoke4 to oJPlah vbat tho 0, 8, Co1110orcial 
OoapaDT 414. Bo oa14 tho Co.paar """ lll'Canhe4 1a llarcho 191!2 for 
procluoho purebaooo 1a tbo neutral oouatrho, ouch ao Portucal, 
tpah an4 Turb7, an4 ito acUY1t1oo bad boon oxtoa.4e4 to otbor 
aroao. !otal purchuoo ban boon $9, 000, 000 1a Portucal, 
$3},000,000 1a Spaia ao.4 $17,000, 000 1a Turb7, or $59, 000, 000 ia 
all . Mr. ~lUcan oa14 t.b&t tho Coapaa7 bad ..U total autbor1-
sat1oo.o of $2}8,000,000, of vb1ch $4c,OOO,OOO ba4 booo. eaneolodo 
Of tbo $59,000,000 41oburoo4, $1!,000,000 bao boea ropa14 aa.4 U..re 
1o $51,000,000 ouhtan41JIC• 

!hero .... a cea.eral 41ocuao1on of otbor oubo141arloo 4urtac 
vbicb Mr. llul11caa ouppl1e4 balaa.co obooto ao of Marcb }1, 1943 for 
tbo Oo..t ttoo 1 o recorda aa4 oJPlaiae4 U.. aaa.a.or 1a which U.. 
a4ala1otrat1n ezponoeo oo. "ieouat of tbo eubo141ar1eo vert 
prorated b1 tho arc. . 

Soa.ator Jrr4 oa14 bo bo4 a l1et of a a.uaber of que eUoo.o be 
v1obo4 to atk Mr, Joatt an4 that bo voul4 rnhe ouch lie\ an4 
oon4 1t to Mr. Ol~toa. 1a or4ar that tbe 1aforaaUoo. aipt be 

eubaitte4 for tbe r oeor4, 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

D ATil JUN t z 1M8 

TO 

SubJect: or the War on Bank Earnings in the United 
om, Canada and the United States . 

The attached table comparee the movements or bank 
depoaits, bank loans and Government security holdings, 
and o f bank profits, in the United Kingdom, Ceneda end 
the United States for the tour calendar years, 1939-19~2. 

I n each o r the three countries the maJor part of 
the t our-year increase in deposits ca n be accounted tor 
by increased holdings of Government securities . (Although 
the British and Canadian stat i s tics do not reoort Govern­
ment securities separately, it is a reasonably safe 
assumption that most, if not all , ot the increases in 
investments of banks in those count ries represent in­
creases in Government security ho ldings .) 

The earnings obtained by the banks from l arger 
holdings of Government securi tie a hi'Ve , in all three 
countries, about off set increased expenses and dim1~1shed 
earnings from other sources. Profits of British banks 
were up slightly i n 1942 as compared with 1941, while 
profits of Canadian banks wore down slightly. Net profits 
ct all member banks in the United States nmounted to 
S383 millions . This is a slight decline from 1941, but 
with that exce:i)tlon, is t he largest s i nce 19 36. It 
amounts to 6 . 3 percent on invee~ed capital. 

Attachment 

)2 

• . . 
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Coa~parteon o! WovDenta of J:arn.tne AeBeta , 
Depooito , and Profits of COOI:lorchJ. ll=ko in 
Unitod Iine;d~, Canada, and Ul>itod Statoo 

I 
19}9 

I 
194o 

I 1941 
I I 

United Xine;do:n - 9 London C1oa.r ine; l!aDJ<a 
(....,ounh in. milli~no of pou.ndo) 

De:>Otito +171 +348 + 517 

Dlecoun~a and adTancea +125 - 161 -193 
Icveetoeote - ll +149 + 220 
Treamury deposit roceiptu +309 +1!36 

-----
.C~pital o.nd eu.rplue (ond ot re:ar ) 135 136 136 

!Itt prof It • 10.6 9. 7 8. 2 
Ratio of profits to capital a!ld ourplua 7 .~~ 7 . 1~ 6.~ 

C&lla4a - 10 Clarterod Bo.nko 
(Amount• in millions o! Canadian dollars) 

~tnonito pa~ble in Cauda +274 +31 

Loanc in C-.nadn +136 +7 
Securities +183 - !15 - -- - -
CnpHal and ourpl u (and of ;tear) !} 277 277 

Uet profits !} · 
RaUo of profits to capitP.l and ourplus!} 

1}.8 
5·~ 

1, . 1 
.71> 

Ul>ited States - All Uombor Bt.ak:a 
(A&ounto i n milli ons of dollo.rn) 

Dopooita 

Loa.no 
Goverrwont nec\l.rit ieo 
o~~or inveatcenta 

Capital and ourplua (end of ;toar) 

!lot pro!ita 
Ratio of profits to capital and ou.rpluo 

!} Nino bank a . 

+) , 670 

+754 
+1 , 1o6 

+11 

+5, 101 

+1, w 
+1, 5 

+332 

5, S9s 

}49 
6 . 1~ 

+300 

+53 
+22S 

278 

1~.1 
• 71> 

+4, 5&6 

+2, 700 
+J , 716 

-22 

5,886 

390 
6.~ 

53 

1942 

+290 

-9 
+120 
+138 

137 

&. 6 •• • 
6.3~ 

+!)~2 

- 2 
+534 

2SO 

12. 11 
4.~ 

+15, 438 

- 1 ,933 
+18,007 

-}32 

6, 101 

~~~~ 
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J1me 22, 1948 

W, deer Kr. Preeident: 

I thought 70u would be interested 

in a report which goes to our Stat e 

Orgeni&etiona on "Rede!ptiona of Saving• 

Bond•"· 

Sincerel7 youra, 

(81aned) H . Kor~~:ent.bao, Jr. 

The Preaident, 

The White Bouae. 

(dlo lh • l r;•) 

• • • 

-
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l .. ue No.I 

i lot ot looae,unlD!oraed talk on the aub]eot ot SaT· 

iaga Bonds redemption• haa orept into the news. .The etteot 

haa been to oreata in aoae quartera an impreaeion that re­

de~tiona. haTe become a .. naoe to the auooeae ot the Tolun­

hl7 auiuga ourpalgn. Nothl~ oolild be farther tr(lla the 

truth. Here are tha taota. 

Between Ka7 1, 1941, when United States SaTing• Bonde 

Seri" 1, F and G were tlrat haued, and Kay 31, 1949, 

oaah reoeipta troa the sale ot thtae laauea haTe exceeded 

$17l billlona. C~latin rede11pt1ona tor t h ia period 

uounted to $700 alllione -- or onl¥ 4 percent ot sal". 

In other worda, about 96 peront ot the tu.ode inTeated in 

these aeouritiea ainoe they were tirat ottered tor sale ia 

atill inTeated ln thea. 

The record on Series E -- the people's bond -- ie al­

.oat aa good -- a notable aohleTeaent indeed when one 

taba into oonaideratlon the ldDd ot .one1 theae bonda in 

large part repreaent. Between Mar 1, 1941 and MaT Sl, 

1948, ealea ot Series 1 bonda amounted to $11.3 billions. 

••• 
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CumulatiYe redemptions haYe amounted to $623 millions 

or only 6.5 percent ot aalea. About 94.6 percent ot tha 

lunda reoeiYed trom the eale ot B honda, therefore, ia 

atill inYested in those aeouritiee . 

The tigurea tor monthly r • d e111 ptione are ann more 

hearteniog,and indicate there ia no aubatance to the talk 

about the growing magnitude ot the redeptio n pro b le m. 

Last Karch redemptions t or E,F and G bonds taken together 

amounted to 87/100 ot 1 percent ot the securities outstand­

ing; in April they amounted t o 61/100 ot 1 percent; and 

in Kay to only 58/100 ot 1 percent. The figures apeak tor 

themaelna. 

There will be an appreciable increase in redemptions 

in June, but the reason will be the a&r~e aa tor the i n­

crease in Karch -- i.e., the neoeaeity ot making a p&lDBnt 

on the 1942 Income tax. 

Redemptions ot W a r Benda tor the tirat 5 months of 

1948 han iMreaaed onr those tor the oorreap:ndlq: period 

ot 1942. But this .ia to be expected. West ot t he increaae 

has been due to the larger Yolun. ot securities outstand­

ing. It baa not been due to a growing widespread d eeire 

to oaeh in SaYinga Bonds. 

56 
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With Pay-aa-7ou-go in effect starting Jul7 1, there 

will be leaa need to cash in Savings Bonds to meet quar­

terl7 Income tax p.,menta. The vast majority o! tarpaJera 

will aoon be current. Others will have smaller quarterl7 

instalments to PIT• This should result in reducing oon­

aiderablT the number o! redemptions !or tax paTBent pur-

poses. 

The !ear hae been e x pre a sed in acme quarters that 

P17-as-you-go will cut into bond purchases and increase 

the number o! redemptions. Thla ahould be a temporarr 

phenomenon and ehould paas as soon aa individuals become 

accustomed to the new tax-paying system. The new With­

holding tax ia not really a new tax at all. It is not a 

tax in addition to existing taxes. It is simpl7 a change 

in the mechanism o! collecting taxea. The ability to tore­

go saving !or taxes !rom now on should make it all the 110re 

euler to eave !or other thing• --War Bonds, tor instance. 

-cOo-

Harold 'Wager 
Technical Assistant 

Office o! the Secretary 

37 
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IIDIORAND\Dl TO THE IIDIBERS OF THE 
ST.lTE WAR FllWICE CCIIIUTTEES. 

Yrca: HeDJ7 llorgenth&u, Jr. , 
Secr etar7 ot the Treaaur7 

J11111 22, 1943 

On Septnller 9th •• ! U:i. l annoh the '1'!!11'!! !!r Jcoe Drhe. 

I am calling t b1a t o you ettentloD now beoauee ot the 
uanltude ot the Job U.ad. ~t •• are to eucceed, it 11 ••­
aentlal that •• etan oo• to lllape our orsanllat1oe. •• ban 
no t1ae t o 1011. 

We wlll epend • total ot about $61' bllllOGe between Jul.J 
let and the and ot the calendar Jeer . J11abt now, toda7, it 
11 coetl.Dg $240 allllone a da7 to equip cnar - 1114 take oare 
ot other neceua[J war espendi tu.ree. 'l'hl.e 11 nearl7 $100 
allllone a de)' ~ than •• were epandiDC laet Ja&r at thll 
tlae. 

Durl.Dg the laet halt ot the )'ear, it !ill be neoeua[J 
tor ua to get tar .01'1 t~ the people tban 1~1~ betOI'Io 
Unleee we ar e able to get .ore tuee betore the end ot tb& 
J i ll', •• are going to b&~•' to ••11 .01'1 t!IUl rtr ae' ~ 
1n bond• to lndlvlduell u we did in the M• tO{'"Uii 
7ear. 

Aekl.Dg JOU to take on the Job ot ae~tiDC twice u •oh 
moneJ troa lndhldualo .. J look u thou&b f' ere uttln& lA 
~eolble tatkl but 1t 1e poeelble. • 

• 
UnqueetlonablJ, the 'rfl wlll be tbere. It .Ul be 

available ln the approilai • 7 ~Ill~o( ••!1!'• ot 
lndl~lduale, who wlll be' earning $72 billione dijrlii tbe laet 
halt ot the Je&r. We are flOlng atter !!! 
theee ••vl"''• becauee it le 
mon•J ettilir through bond• or tuee not oal7 to dD&Jlce 
war, but to protect ounelvea eplnet innatiOD. 

The acc-penJlng ohart abowe the llae ot the Job we hive 
&heed or ue. We aore than aet the requl..-te ot tb1a pleA 
tor the tlret pert ot the Jill', and •• will etUl be eheld ot 
the prograa at the en4 o r .nme. ~retore, " are ..,,.. t!MA 
... tina our quotae. 1'be lars• j~ 1D the .1\alJ·DI~r 
period below wlll be .. de poeelble br a l•rs• 1nor.aee 1n ex­
pected national lno- ( troa $64 bll lou 1n nret belt to 
' 72 bllllone 1n laet b&lt) an4 the 1ncrea'l4nalJ orltloal 
ehortege ot goode to buJ. 
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..... ., .., ..... " ........... -----------, - • 

I .. 1\l.N •• wUl be able to •• 1AI thla tr ""Ma J® 
lt •• all' work toaatber, Ul4 I ba•a 1004 I"Maooa tor ., oc.­
tldteca. Ph•at, • • Mu pro•tod .. !Ia•• tbe wllllr to do 1t. 
ENrtac ~ SaCOD4 lfar Lo&Jl Drl•a 1D APril, • • •• tid. 1D41't14-
ul lA•aatora t.o bQ' tat bUllCXta wort.h o t boDda, aDd tbt7 
boQ&bt bl bUUooa. Wa uke4 llln...N.Doa O.CIIIIIIP&nl••• oorpore­
tlcmt. i.o4 Otber hrlt il1'fUtoro:t ror t&t bUllone, &D4 t.beJ" 
lauatt4~ uurlJ tlO bll.Uoa.a. Wa aakt4 tor 'I'Ol\IAtaara '-o 
\&lea onr .t.ha Job or .. ulna boDd.a to tbelr tr1eD4a aD4 
nal&bbort, and..,,.. tbiJ) a a1111an. tNn and woaan 1n tb,e; 
Untied St.ataa bao•• •olUAt.I.I'J bond tale .. n. Wa aak.ct tor 
adnrtblJ1& aupport, arid a&~utn.t, n .. epe,para aDd bu..aloaaa J400la aa•• ua a111Jont ot llnaa. 

CbNa the rlaal t OON -· 1D, Wt tO\l.Qd \bat all t;be toroc .. -art:iDc toaather l .n tbe S.ooa4 War t.o.a Drha M4 pro­
dllaced ltlaoat ._. -ob •• tbll total ~t nh~ du.r1.nc all ot \1M tin tloDd. d.J'htt l.n World -..:,. lo 

S.lllA& tb41 taac• .-o1mt 1D bon4a o&l.l~ tor l .n <Nr "" Pro&Na • Ul ~lra • l•J"'tr Ul4 tnn. ao ... attlolct .. l.aa ~O('Ct tbaA • • but anr had batorot. We • U1 ha•t to ••11 
bonda to n .. rl7 '"'l"J' un, •a.a.n.., and oblld 1n Aaertoe. •• 
• 111 ba•• to pro.110t• the tale ot bondt R.t bou.ra a 4t and 
toltctt •• and tol ow u ~·• aoltcltet one •• r~7bou,, to 
bou .. ., tr.: en o •no n ao r .. , trc. deak to 
d•ak 1A otttc... •• n .. d the cooperation ot tll the 1• 
:r:.:.~r:~; !~!'o1a117 the unatJ.at.cS, teu.ttluUo =:..-.-

- M.Dt.&-.ot, tor to 4o Ul.e Job &bead .. ••" :: 4J lAc,...,, t.bt rteul te ot tbt 1*.71'011 ae•;tq.e plan 
.o·re ·~...,:~ !:!!.£:!. ~. ne.rr paJ'daJ', to !!!:!, people t.a' 

ttrn ~ !o:~ tbatt:U!" bODeS aoat h t wloa •• •oh .. 1D u.. 
, ... o•m' t •ua tibat •••rT r.tl7 h 

>) '-

_,_ 
pUll '" - • • • u we .,.l-.sl7 - .. u-. -u.o -•tu7--. .. 1-• n .. halloo -- .. _l .. _,..._,_.,_,..r-.. -Uoowla 
.. ...,. ~ ....................... Saa ......... .. 
,., ~ Mt al- 'llo -· .. oltiN - .. u - u .... ,.... • 10t lalU - ue oanoilll- - tllolr ~ _, ot ...., wU1 M Ole to a. •• , ..,. •"• I!' ll'• Mit Jtt ,, 
tM itel''" '••• M '" ""' »u . 
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Labo and ~~anaa•ent worii:1D8 toaother to penda aquarelJlulponl wo~ll: at top ett1c1ancJ 1D e~er.r plant -ke the paJro 1> an 

1n the ne.tion • 

....... of....,.. p ............ ...,... ..... 

..... Oir ll~ wbat thla war le aoin& to coat tbia r••r· We kilcftrlr•bo•t bow u.ny planu .na tarill:e and ehipe we' 1 n .. d, We lalow approSlaately how .aft)' 118ft we rill ba:Ye 1D our •~•• ud bow -ota equtp.ent .. •u ha~o to lll'OYidi tor th•t • !. - ' ~ t:tu 3 I i. -, ~ ... 
.,4 )'1 J • .. .... We know tho.. thins• booauee our da7a ot guoaaworll: are o:ror , We know o~c~~7 wba~ •~ta~e ao~ to doeud obow wefre aoUig to do 1t. -lTo! Dow on, we &J.'• aotna to do Ule plu• nln& -- and tho attack1na. And I t'ernntly hope that we can conttnuo ~to wo~k put our t'1~~1na plana, toa•~~ an4lll:oep thea on ., , :roluntal\'7 bade. But, 1n th41 ttD&l, aa&l7ala,ot!lat ~) 1a up to JOU ud tha Aaer1oan people. T-" 
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WU1 2J GOVT 4 EXTRA JUIILICATE OF TELIPHCINEJI TELEGUII 

WUX D .... INGTOII DC .JU11 21 114) TOIP -
HON HENRY MORGMTMAU 

'SECRETARY OF TREASURY 

ECONOMIC STAIIIL IZATICIN IOARliiiEETIHG WILL BE HELD THURSJIAY .IUNE 24 

AT 111j0 All ROOM 1202 'EliERAL RESERVE BUILDING USE C S'I'REET 

ENTRANCE 

FREll II VINSON. 

UIIPA 

______ , 

&~' 
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TREASURY DEPA RTME NT 

INTER OFFICE COMMUNICATION 

DATK 

JUII zzaa 
To Secretary llorgenthau 

••o.. }(r. Paul 

In accordance with the existing instructions, there 

ia submitted herewith a su.mary report of activities and 

aoooaplisbments carried on by the Legal Staff for the 

.onth of 1pril 1943. 

Attachment • 

• 
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IN m OPFICI OF m GENERAL COUIISIL 
.lPRIL 1948. 

!PPIKDIX! 

The following .attera rectiTed attention i• the Office 

of the Chief Counul f.Or the Bureau of Iateraal RenlllM: 

1. Taxability of Subaiateace Expenaea and Per Diea PaJ!!nt 

to Dollar-a-Year }(u of the Federal Gonr~~~~ent. Ind1Tiduall 

rendering aerTicea to agencies of the Federal GoTeruaent (WAR 

SHIPPING !DYINISTR!TION) in connection with the war effort 

(ao-eallaidollar-a-year men) recein, under their contract. 

with the Gonrlllllnt, in addition to actual tranaportation and 

other necessary expenaea incurred while on Goyernment buaineaa, 

specific per diea a.ounta. It baa been held that theae specific 

per diell payaenh are compeuatory and conatitute groaa incoM 

ot the recipients, and that they are subject to the withholding 

proTiaiona of the Victory tax. It baa been held &lao that the 

allon.nces or reimburae11111nta of aubailtence expenaea while in 

traTel atatua on official buaineaa ahould be included in groea 

income (but not aubject to the withholding proTiaione of the 

Victory t.ax), and (1) that if auch an indiTidual continua• te 

carry on hie priTate employaent at hia original place of buaineaa 

and render• only intermittent aerTioe to the Federal GoTern.ent, 
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1 t will be conaiclerecl tba t hia "hoM, • !or Fecleral i110011e tu 

purpoaea, oonti,uea to be hie original place of buaineaa and 

63 

any tranling expenaea while on Gonraent buaineu ur&1 !roa such 

"ho1118• are cleductible buaineu npeneu; (2) that enn though 

the aerTicea rendered the Federal Gonraent are aubat&nti&ll1 

continuoua, the aame treat111nt will be accorcled eueh expenaea, 

proTlded the inclhiduala han not aenred their oonnectiona ~~. 

with the priYate organizations and continue to render actiTe 

aerTioea to auch org&riisationa; but (3) that if an incliTidual 

serving the Federal GoTermaent baa aeTered hia connection with 

the priT&te organisation which he preYioual1 eerTed or if he 

does not continue to render actiTe aerTice to t~e priTate or­

genisation with which he h connected, it will be eonaidered 

that hia "hoae• ia at Waahington or auch other post of dut1 

11 ia deaignatecl b7 the Fecleral agenc1 which he ie aerTing, and 

t he IJIIOunta expeD.ded !or aeala and lodging at auch poat of dut1 

are not clecluctible in co~uting net income. (4) Koreo•er, it 

baa been held that in the oaae of an incll•ldual aerTing Federal 

agenciea outaicle the United States, it will be oonaiclered that 

traveling expenaea, inolucling the coat of 1118ala and lo4ging, 

are incurred while awa1 froa "ho .. • ancl will be deductible, 

proTicled it appear• that the aaaignment outside the United 

• 
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States is solely for ~he purpose of doing a certain job and is 

of a t•porar7 nature. · 

2. Taxabilitl of Funde Witllheld Und.er Federal RetirauAt 

ict. CECIL W. T!YLOR; KlLCOil( D. and liARTHi iJN J.!I1J.ER. oaaea 

have been t r ied b7 the Tax Court and briefs filed. The question 

involved ia whether the amount withheld from the baaio salary 

64 

of a gonrlllll8nt employee under t he Retirement iot is taxable "• -

income. The position of the government is that such uount is 

taxable; that the withholding of the amount is for the future 

benefit of the employee and represents an investment or assign­

ment of his income for the purchase of propert7, namely, a right 

t o a future annuity; further, that the employee's intereat in 

the retir.aent fund is his property, the fair market value of 

which represents a payment of compensation in something other 

than money; and finally, that the Federal employee is benefited 

by havillg a portion of hie aalary withhel d for retiremeAt pur­

pose• to substantially the same extent that he would be benefited 

if he received hie mtire ealary in o ash and u .. d part of it to 

purchaee an annuity. The deci sion in this oase will affect 

many thousands of Federal Government employeee. 

3. Cue Involving Deduction of Coat of Unifor'llll Froa 

Grou Income. The cue of l!ARCUS 0. and MINERVA J . BENSON, 

• 

• 
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pendimg before the Tax Court, in~ol~e• the issue whether a.ount• 

expended b7 motorc7cle patrollen of the California Higa.&7 Patrol 

for the 001t and .aintenance of uniforaa are deductible fraa 

grou inoou a• ordinar7 and neceaaar7 budnen expeuea. The 

correct dete~nation of the ia1ue in~ol~ed ia aa iaportant to 

the Govel'JIIIIent aa it ia aiaple and novel. Should the .Tax,Court 

hand down a decieion adve~ae to the Govel'JIIIIent • a interut ln 

thia case, because of the present lowered personal exeaptiona 

and higher tax ratea; not onl7 policeun, but aotor.en, ~nera, 

nuraes, laborers and all othera who wear any :to~ of dreaa 

distinctive !roa ordinar7 cinlian street attire in their work, 

will probably try to uae it ae a wedge with which to extend the 

pri~ilege to co~er theuel~ea. 

4. Tax Caae Invol~ing Amounts Paid for innuity Contract~. 

The GonrnMnt •a brief in the cases of T. K. GIRDLER and LUIUN S. 

GIRDLER, NORRIS J. CIJ.Rl(, CHARLES M. WHITE and HELEN B. WHITE, 

and R. J. WISal 11 about to be :tiled with the Tax Court . The 

petitionera, excludimg their wi~ea, were all executi~e employeea 

and atoekholdera of Republic Steel Corporation :tor 1940, the tax 

year in queation. The question invol~ed is whether the· Com­

~uioner properl7 included in the taxable incoae of each of the 

petitioner& the amount paid b7 the corporation for annuity eon­

tracts which were dali~red to and accepted b7 each of the 
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petitioners as additional compensation for aerTioes rendered. 

The aggregate ..aunt of tax inYolYed ia $91,555.57. 

5. Exoeaa Profitt Taxes Under Renagotiationigre ... nta 

(See J.uguat 1942 report, itea 8). In the ouu of J.l!RO SUPPLY 

MlNUF.lCTtJRING COI!P.ll'IY, INC., COlOlOHIEA.LTR BRASS CCIU'OIU.'l'ION, 

and INDUSTRI.lL BROJINHOIST CORPORATION, the tuparer requeated 

closing agreement• to exclude from their 1942 returns exoeaaiYe 

profit• eliminated purauant to renegotiation• for auoh rear. 

The renagoti&tion agreeunte do not ahow what action waa taken 

in reapect of the proYision in aection 403(c)(S) of the renego­

tiation statute which requires that a credit be allowed for 

Federal income and exceaa profit• taxea aa proYided in sec-

tion 3806 of the Code. The rul letter permitting exceeeiYe 

profits to be excluded fro• the returna h eubjeot to the condi­

tion that the a.ount of exceaei.e profite etated in the renego­

~ation agreement repreaenta an aaount deterained before allow­

ance for Federal income and exoeaa profits taxes. 'l.'hia .condition 

protects the 'l'reaaury in the eYent that a credit waa allowed for 

tun Which accordingly ebould be collected. Thh procedure h 

ln lieu of the prior practice of requiring a clarification of 

the renegotiation agre ... nt prior to the iseuance of the ruling 

letter, and will facilitate execution of cloaing agreements. 

c;s 
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It will hereafter prt.aril7 involve War Department renegotiation• 

made before the tax ntUl'U are filed, for the I&VJ Deparblnt 

hes clarified ita egree .. nt, aDd Treuur7 Proour•••t propo11s 

to uae a fol'llll aWlar in thla reapeot to the I&VJ Departaelit' s. 

6. Tax Liabilitiee in Connection with Subway Sptu of 

City of New York. New York Cit7 acquired a part of ita aubwa7 

171tem under a "plan and Agreement • •• for the Acquisition and 

Unification, under Public Ownerahip and Control, of Rapid 

Transit Railroada •• • in the Cit7 of New York of the Inter­

borough and Kanhattan Transit S7ate ... • The oit7 aaau.ad the 

obligation for all taxes due the United State• for ~e com­

paniea or their receivere, which t.1110unted to appr111 iate17 

' $2,000,000, including aaaeaaed interest. The t.portant iaauee 

in the case included the determination, for depreciation pur­

poaea, of the ~ch 1, 1918, fair .arket value of a lease under 

which certain .propertiea were operated b7 Interborough Rapid 

Transit CompanJ. This isaue waa litigated, and both aidea 

originall7 propoaed to appeal from the dietrict court's 

decieion, aa the value found was approx1Mtel7 $20,000,000 

110re than that urged b7 the Gover111111nt and approximate17 

$30,000,000 len than that urged b7 the taxparera. 'l'be appeal 

period was extended to permit the partie• to reach an agree­

ment upon the ta.x liabilitr for 1982 to 1941, inclusive, upon 

67 

Regraded Unclassified



- 7 -

the cona~tion of which the cit7 will not inatitute &»1 further 

litigation with reapect to the matter, It ia alao interesting 

to note that the recei Ter of Interborough Rapid Tranait Co~ 

diaaffi~d a leaae with Kanh&ttan Railway CompLQT, but the 

United States Circuit Court of 1ppeala held that he could not 

aToid the obligation under the leaae becauae of the treaendoua 

Ba 

public intereat inTolnd. The Supreme CclU't has held in abeyance ,. , 

action on a petition for certiorari, pending the outoo.e of the 

acquisition of the properties by the ~it7 of New York. The 

United Statea J.ttorne1 has acheduled oonferencea in New York 

on 1pril 27, 1943, between representatiTes of the GoTer..ent 

and the City of New York, and has requested the presence of 

representatiTea of the Chief Counael'• office, 

7, Ta.x ET&aiona Where No Return Waa Filed (See ~rch 1943 

report, item 6). (a) CHIN LIM YOW pleaded guilty 1pril 8, 1943, 

to an -indicbent ret\IJ'tled by a Federal grand Jur1 i.n San 

Franciaco on February 25, 1943, charging hia with willfull7 

att~pting to defeat and eT&de hi e inoome taxes for the year• 

1936 to 1989, inclualTe. He waa sentenced to a 7ear and a 

day on each of the f our counta to run concurrentl7 and he waa 

fined $2,500 on each. count, a t 9tal of $10, 000, 

(b) J.BBBY DREYFUSS (international profeulonal card ahark) 

appeared March 31, 1948, before Judge Saaael Kandelbaua, 
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Southern Di1trict ot N .. York, and entered a plea ct guiltr to 

an intol'JI&tion which waa tiled ch&rgiDg hill with willfully 

tailing to tile incou tax return~ tor 1989 and 1940. The 

court iapoaed a tine ot $500 on each count ot the intorMtion 

and 1tated that it the total t i ne ot $1,000 i• not paid within 

two weeki t he defendant' 11 to be co.mitted to jaH. .Uthough 

he aclaitted large winnings in connection wi th hi1 gubling at 

cards, he contended that he divided theae winninga with •o­

called partner• and that he lost t he remaining portion ot hit 

winnings before December 31 o! each year in other gaabling 

ventures, including ~tting on horae races. He admitted groa• 

incomes exceeding $5, 000, but he denied a tax liability. 

(c) JOHN KILKlOOfY and ~llRTRUDE HOCK&lf were indicted on 

September 7, 1989, on two counts, na.ely, (1) atte.ptini to 

evade and defeat income taxes by failure to tile returna, and 

(2) willful failure to tile returna. The Department ot Justice 

• concluded, &I a reiUlt ot the deci1ion ot the Supreae Court in 

th~ Murray R. Spiea oa1e, the tirat count in the indictment• 

was detective and requ01ted aupenedi ng indietunta tro.a the 

grana. jury. Supenedbg indictaenta were returned on iprll 8, 

1943, in two count•. The tirat count chargee att.apting to 

defeat the tax b7 failure to tile an ineo~~e tax return and . 
failure to pay the tax thereon; and a• a further aeana ot 
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wiUfull7, lalowiDgl7, unlurtull7 and felonioual7 attoptiDg to 

eT&de and defeat the eaid tax, the defendant• left the jurie­

diction of the Court and have at all tiua einoe r-ined abl8nt 

therefrom and haTe concealed themaelTee froa the Collector and 

hia dul7 appointed and actiug agente. The eecond count chargee 

willful failure to f ile in.cou tax retUl'lll. 

8. Tax ET&aion. by Lottery Operator (See Karch 1943 report, 

itea 2) . (a) HARRY S. KILLER, a "numbers operator" of Donora, 

Penn.IJ1lT&nia, pleaded ~uilt;r on ll.aroh 25, 1948, i.n the United 

Sta.tea District Court for the 'leatern Jud.icial Diltriot of 
• 

Penna;rlTania to an indiotll8nt oharg.iDg willful eT&aion of a 

large part of h.ia inoome taxes for 1986, 1987 and 1988, to wit , 

$10,885.85. He waa aenten.oed to pa;r a fine of $2, 500 and to 

ael'Te two ;rears in a penitentiaq to be deaignated b;r the .Utor--
nez General . The penitentiar;r aentence was auapended condi­

tioned on the taxes, penalties. and intereat for the yeare 

inTolnd beiDg paid. 

9. Tax ET&aion byW1ll1aa D. Fr&d (See Januar;r 1948 report, 

itea 10). Thia international gaabler waa aentenoed to two and 

o.ne-half 7e&ra in a Federal penitenti ary on i pril 28, 1943, 

following hia conTiotion on ipril 9 for willfully atteapting 

to eT&de and defeat hil indiTidual inoome taxea for 1986 and 
• 

1987. The tota.l additional taxea and peD&ltiea were $280,548.15. 
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10. Tu Bnaion br Glen E. Whiddatt. He na illdieted 

l(aroh 26, 1943, at Carson Cit7, Benda, for willfull7 attempting 

to eT&de and defeat large parts of the indiTidual income taxea 

of himself and wife, Chri stine N. Whiddett, for the calendar 

yeara 1936 to 1940, incluaiTe. He failed to report all of the 

income reoeiTed from the operation of a real estate buainaaa 

inTolrlng the loaning of money with interest, the sale of real 

estate and insurance on co.Uuiona, the drafting of legal paper• 

and the collection of bonuaea for effecting loans. He alao 

failed to report income receiTed fr om partnerahipa engaged in 

the operat ion of a cafe and a gambling club . Joint returns of 

Whiddett and his wife for 1926 to 1934, inclusiTe, and separate 

returns on the coDmUDity property basia for 1936 to 1940, 

inoluaiTe, reported net incomes aggregating $93,128. 32. The 

aggregate incomes which were not reported amounted to 

$160,955. 08. The aggregate taxea reported aaounted to $2, 769.61, 

and those not reported aaounted to $13, 597. 70. The wife na not 

charged with fraud although abe ia liable for approximately 

one-halt of the tax on t he co~DUI~ity property baail. Whiddett 

ia 53 7ears of age. He kept inadequate recorda, and the 

Bureau computed his ineome on the baai a of the ' yearly increaaea 

in net worth. The caae na aet for trial on March 27, 1943. 

Wbiddett pleaded guiltr on Karch 31, 1943, in the United Statea 
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District Court, Reno, Nevada, to one oount of the indictaent. 

Sentence was deferred until the October tera of court on condi­

tion that all of the tax, penalties and intereat be paid which 

are due f rom hiuelf and wife for all of the 7eara inYolnd. 

11. Tax Evaaion br Fr&Dic J. Waapach. He was indicted 

}~rch 31, 1943, on chargee of willful attempted tax evaaion 

for 1936 and 1937. Thia caae was referred to the Department 

of Justice b7 the Ccmaiaaioner March 5, 1943, with the recommen­

dation that the &bon chargee be brought. Thie reference waa 

u de because the United States .t.ttorne7 at St. Paul, Kinnaaota, 

had indicated, through ohannela, that he wanted to proaecute 

Wampaoh. The allegedl7 evaded taxes for 1936 and 1937 are 

$2,607. 57 and $4,018.79, reapectivel7. The taxpe7er haa paid 

all taxes, penaltiea and interest determined against h1a b7 

the agents. Tarpa7er i e & r esident of Shakopee, Kinneaota; 

and the businesa from which he deriYed the alleged unreported 

income in question was that of operating slot machine• in 

connection with a road house and taYern buaineu at Shakopee. 

12. Tax ivaaion br Elmer J . Rite, Rocheater, !lew York. 

Rib was indicted on Septuber 24, 1942, charged with att•pted 

eYaaion of hie i ncome taxes for 1937 to 1939, lncluaiYe, in 

the amount of $2,992. 94. The eYidence diecloaed that two seta 
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of booka haa beea kept, o .. aet aoouratel7 ana one aet in a 

false conaition, Rita .eking hi1 returaa froa the latter. On 

April 5, 1948, the tupa71r enterea a plea of guiltT to o .. 

comt of the indiotaent, the other two coate being nol-proa .. a. 

On April 12, 1948, he waa tinea $500, aentenoea to a rear ana one 

a&7 iii a Feaeral prilon, the prilon part of the 11ntenoe being 

73 

auapenaea. The taxea, penaltiea ana intereat han been paia in ~·. 

full. 

18. Tax Enaion bz I. w. Kurt1n. The aefendant, an oil 

ll&ll of Wichita, Ka.naaa, waa arreated at Wichita on Jlluoch 24., 

1943, for attemptea tax enaion for 1936. He poatea $1,000 

caah bond for appearance before the United State• Diatrict 

Court, Second Diltrict, of K.t.naaa. lfurfin wae arr .. ted pur­

auant to a co.plaint filed b7 the Unitea State• ittorner with 

a Unitea Statea Commia~ioner. Thia procedure wak adcptea 

apparentl7 to preTent the runn1ng Of the atatute, ana the oaae 

will be preaentea to the next connud grana jurz. The oue 

iuolna the rear• 1986 to 1989, inGluain, ana 11 baaed upon 

the failure of the defe.a&nt to report certain income, the 

deduction of fictitioua expenaea,taa the deduction of peraoDal 

expenaea, the total deficiencz aDd penalt7 being $15,087.84. 

The caae waa referred to Juatice on Januarr ~ • 

• 
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14. Collection of 'fuea froa Dreawr Bank, Berlin, 
' Gel'!&Dl• The Collector, Cuata.houae, lin York, reported that 

$36,000 income taxea were outatandi.Di againat thia Ger-.n 

bank. The period for collection expired in fiYe daye. With 

the sole exception of a reference to a World War I Alien 

Property Cuatodian proceeding, no helpful infor-.tion waa fur­

nished. irralliementa were perfected whereby the present Cua­

todian, under ~e proYiaiona of an Exeoutiye Order excepting 

this case from the general rule, would pay the aaael ... nta 

from funde now on depoai t in the Treaaury and to be tranaferred 

to him for the purpose. The Custodian ia fJ!I'f awaiting (and 

there is in prooesa) a certification of uncollectibility from 

other aaseta or sources eo that he aay pay the uount due UDder 

the proYisiona of the ExecutiYe Order. 

15. Collection of Taxes From Estate of Edward B. KcLean. 

McLean, life beneficiary under a spendthrift trust eatabliahed 

by the will of Joha R. KcLean, died July 27, 1941, owing income 

tax of $217 ,276.~. The only auet in hie eatate was $78,665.51 

held by the iaerlcan Security & 'l'ruat Colllp&D1 u undiatributed 

trust lnooae. The truat oompauy, in March, 1942, petitioned 

the Court for iutructiona u-to diapoaitio11 of the fund. The 

United States intenened u did DUMrous creditor. with olaial 

of about $4,000,000, some claiming priority oyer the United 
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Statu. .l.n atteapt waa allo •d• bJ thl Collutor of JloLean'• 

eatate (aimilar .to an adainl1trator) to 1urcharge the tru1tee 

by an amount in exceaa of $2,000,000. 1 1ettlement haa been 

arranged with oYer $200,000 adT&nced by the heir• of !award B. 

McLean whioh calla tor payment to the GoTernment of $75,000 

(more than the undhtributed income) and retention bJ the 

GoTeruaent of $74,877.79 income tax paid b7 the trustee on 

income which the tl'Ulltee had treated u incou of the trut 

eatate but which might han belo~~ged to decedent. On ipril 2Sd 

a Ca•hier'a Check tor $75, 000 payable to the Treasurer of the 

United States waa receiYed and final order of aettleaent waa 

entered. 

16. Collection of Taxee from Bertram Krulewitch. Thi1 

taxpaJir waa adjudicated a bankrupt bJ the United Statea Di•­

t rict Court for the Di1trict of lew JeraeJ. On ipril 29, 1940, 

the Collector filed a claia for $43,888.98 repreaentiDg unpaid 

income taxu, penalties and intereat for 1986 and 1937. The 

bankrupt tiled objections to the clailll, allegiDg that t.he tax81 

were illegal and exceni n in &liiOunt. On January 27, 1942, the 

Attorney General accepted an offer of $1,640. 65 1ubmitted bJ 

the bankrupt and hia wife in compromise of the•• liabilitiea. 

1 paJDBat of $SOO accompenled the offer, and the balance wu 

, .. 
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paJ&ble ill 110athl1 iaatallanh. Oa the taxparer'• failure to 

.ake the deferred pa~ata, thl Co..!aaioner notified thea that, 

purauant to the teraa of the offer, the pa~nta would be applied 

agailllt the aforemeatioaed tax liabilitiea, aa~ the collector 

would be illltruoted to oolleot aar unpaid balance. U that tiu 

neither the Chief Couaael'a effice nor the Comaieaioner knew 

taat the referee in. bankruptcr, with the con11nt of an 1uiltant 

Uaited Statea 1ttorney, had reduced the Gonr-nt•e claia to 

$1,640. 65. Recently, t.he Uaited Statu 1ttorne;r petitiollld 

the court to aet aaide the offer and thl referee's order re­

ducing the GoTe~nt•a claia, and to reinstate the GoTern­

ment'a claia for $,8,888.98 with intereat thereon, aubject to 

a credit of $300. The quution pre11ahd ia the uount now 

due the GoTera.ent, i.e., the original a.ount, l eee a credit 

for the pa~at .ade, or the a.ount aa reduced b;r the referee, 

leae auch credit. 

17. Collection of Taxea froa ¥arion L. Haaler KcHultr. 

The debtor, on j&7 26, 1~, filed a petition for an arrange­

meat under Chapter XI of the Bankruptor let in the Diatrlot 

Court of the United State• for the Southern Dlatrict of Florida, 

Wlaai DiTiaion, liatlng aaaet a of ~880,000 and liabilitlea 

of $191,000. New York creditors attempted to haTe the 

.. 

76 

Regraded Unclassified



• 
-~----

- 16 -

arra~~ ... nt proceeding di~aaed or tranaferred to the Diatrict 

Court of the Ulli ted Statu tor t.he Southern Diatrict o! Jew 

York, which il holding a aubaequent bupouptc7 proceeding agal.Jlat 

the debtor in abeJ&DOe, pellding a decilion on the jurhdicUonal 

question. The Collector o! Internal ReTenue !or Florida had 

filed the largeet lingle claia in the arrangement proceeding, 

i.e., in the amount of $102,061.88, and had l eTied on all of 

the debtor'• propert7 in Florida.· 1t the auggeation of the 

Chief Counael' a office, the Department of Juatice inatructed 

the United States 1ttorner at New Orleana, Louiaiana, to appear 

on beha1~ of the United States at the hearing on Karch 31, 1943, 

before the Circuit Court of 1ppeala tor the Fifth Circuit and 

.. intain that t he Florida court ehould retain juriadiction be­

cauae it i a !or the •greatest conTenience• of all •partie• ia 

iaterest•. On 1pri1 16, 1943, the Fifth Circuit ~eld that aa 

the District Court of the United Statea tor the Southern Dia­

trict of ·Florida acquired juriadiction t i rat, it should retain 

aucJt jurisdiction, and tht. t the bankruptc7 cue should be 

tranaferred to and ooneolidated with the arrangement proceediag ~R> 

pending in auch court. 

18. Collection of Taxee !rom Edgar Palmer Eetate. Pallur, 

president of New Jeree7 Zinc Comp&DT, died on Janu&rJ 8, 1943, 

1eniDg an eetate Talued at $30, 000, 000. The ntate tax haa 
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been eatt.&ted at about $18,000,000. The prinoipal part of the 

corpua of the eatate conaiata of atook of the Jew ler117 Zinc 

COJDP&ll1• The Central Ranonr Bank l TI"UUt Col!p&ll1 1.- one of the 

executor• of hia ••tate. Recentl7, the executor• had an oppor­

tunitT to aake two 1alea of the capital 1tock of the Jew ler117 

Zinc Compan,, one 1ale being of 195,000 1harea and the other 

ot 90,000 share• to the National Lead CompLQJ at alightl7 above 

the current •rket. To alee these aalu, it wu nece .. ar;r that 

the 1harea be firat relea1ed fro• the Federal estate tax lien 

in accordance with aection 827 IRC. Tbia the Comaiaaioner acreed 

to do upon condition tb&t (1) the proceeds of the aalee be in­

veeted in Treaeur;r Ifotu ana/or Tax .lnticipation 1fotea, aDd (2) 

that the1e be held in a apecial account marked •tor pa,.ent of 

Eatate tax onl7•. The ealea were •de and the bank now holde 

in the special account, 'l'reaaur;r Notea, Tax .lnticipation Notea 

aDd cash ($86,019.62) amounting to a total of $17,656,250 with 

which to pa;r the eatate tax. In effect, the tax haa been paid. 

19. Collection of Taxea froaWilliaa Rhodea Davia Eatate. 

Davi a died luguat 1, 194l, owning valuable oil intereata. For 

110re than a y.ar hia executor, purauant to order• of the Count7 

Court of Rarril Count7, Tnaa, baa been engaced in liquidating 

the oil intere1ta. The tales required the constant careful aid 

of the Gover..ant b7 diacharging the intereata aold froa the 
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Federal tax lie .. of $5,261,682.01 aince otherwiae purchaaera 

11ould not b11J• Theae dlecbal'gu han inTolTed 11AJ11 extended 

conferenoea, ~ch labor &Dd aLDJ carefull7 prepared lettera. 

The largeat aalea 11ere of the (1) eatate•a intereat in the 

North and South Rincon fielda, Texea, eold aubject to prior 

mortgagee of $4,977,888.40, for a net of $297,000 and a 

$1,000,000 oil ruenation, and of the (2) !lice iecrcliDc 

pl&nt, aold for $500,000. Further ealea are being negotiated. 

20. Tu Lien, Lny and Diatraint Upon icorued Salarz of 

Employee of Calitonia, i tu lien, leTT and dhtraint upon 

the accrued aalarr of a deliaquent taxpazer, JESSE H. C!VB, 

parable bz the State of California 1111 questioned bz the 

ittorner General of that State in ~ew of a atatute peradtting 

garniahment of aalariea of at:te .. plozeea.oalz after judga8nt. 

In a letter to the Collector dated ipril 7, 1943, it 11aa held 

th&t the cooperation of the lttornez General of Califonia 

ahould be aolicited in obtailung recognition of tfe leTT, pur­

auant to the holding in Bull T. United Statea (1985), 296 U.S. 

247, that the uaua .. nt baa the force of a juag.nt at law 

under which the debtor'• propertz •1 be 11hed to per the 

debt. While there can be no objection to auit, judpent &Jill 

garniahment proceeding• under the etate atatute, neTertheleaa 
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where the tax liabilit7 of atate empl07eea 11 periodic aaa 
inYOlTea ..all a.ounta, the D1ceaait7 for repeated juag..nta 

would reDder the iDtend.ed atate relief illpracticable. 1ltboup 

the pollc7 of the Bureau haa been not to le'fJ' upon aalarlu of 

delinquent taxpa7era payable b7 atatea &Dd aunicipalitiea, it 

ie belieTed that under t~e internal reTenue lawe a.ple authorit7 

exiate for the aaaeaament of taxea ana the collection thereof 

b7 d.iatra~t, includ!Dg the right to aarTe upon &D1 peraon in 

pounaion of propert7 or ripta to propert7 of a delinquent 

t axpa70r a DOtice of le'fJ' (de•Dd for the aurreDder of auch 

propert7) &Dd the ript to llan auoh propert7 aurrend.ered. 

· 21. Gift Tax Liability of John Pradarick Lewia, Jr., et al. 

Under Pellll17lT&Ilia law i f •decedent-owned• propert7 of a teata­

untar7 truat h non-prod.uotin, carrpug ch&rgea ~e allocated 

to principal or lncoM accord.iDg to the equitiu of each caae 

(le!l'• Eatate, 5 1tl.(2) 98) . But if the non-productiTe 

propert7 ia acquired b7 the truat through mortgage forecloaure 

in t he nature of a aal T&ge operation, the carr7lng charges are 

chargeable to principal (Bird.linger'a Eatate, 200 1tl •• 656) . 

The Tax Court held in t he i natant caae that le!l'• Eatah, aupra, 

controlled the d.iepoeition of the carr7ing chargee of non­

produotiTe propert7 in an inter !!.!!!.! truet, and. there haTing 

be1n no atate court adjudicati on under t he equltiea of the caae, 

ao 
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the oarrpng ourg .. were here allocable to inooM. The Tax 

Court said, b1wa1 of dictua, that in the nent the oa1e ia 

oonaidered b7 a atate oourt and a deoiaion il had oontr&l'f to 

81 

the Tiewa of the Tax Court that the oarrpng ohargea are allocable 

to incoJU, the tru.1t inc OM 110t prniou1l7 reported bf the life 

beneficiaries could be taxed to those benefioiariea in the 1'&1' 

of the state oourt ' 1 adjudication. The problea 11 looal in 

nature, being peculiar to PennaflTania, but nUJIAiroua caaea in­

TOlTing this question are ..aiting di1poaition in the Bureau'• 

Philadelphia office. in appeal haa been reoo-nded in order 

to obtain an expreaaion of the Third Circuit' a position, and to 

establish with eoae degree o! ~inalit1 the 11ar in ~ioh auoh ineome 

would be taxable to the life bendioiariea, i .e., in the 1'al'l in 

which the lnOou should han 11nn paid to the life benefidarin 

or in the 11ar of the atate court's adjudication. 

22. Un!!plozaent Tax Claia!gainat Berlin & Ruaaell Air­

craft Jfaohine IJid )fanufaoturillg COIIJ!&Dlo ru. oo-partnerahip, 

coapo11cl of Hubert }(, S.rlin IJid Charle1 T. Ruaaell (forMr 

Deput1 Comaiaaioner of Iaternal ReTenua ) on April 8, 1941, 

tiled a petition for an arrangeaent. The oo-partner1hip operated 

the buaineu froa Nonllber 7, 1940, to 11&7 16, 1941, when the 

aaaeta were aold, The Collector filed a olaia in the arrange .. nt 
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proceediDg tor unaplo;J1118nt tn .. in the aaount of $1,888.28, 

coTering the period from Jaugar7 1, 1941, to ~7 16, 1941, 

i noluaiTe. The tarpa7er denied liabilit7. The United Statea 

District Court tor tne Southern Diatrict of California auat&ined 

the t&xpa;yer ' • contention. 1n appe&l W&l taken to the Circuit 

Court of Appeals t or the Ninth Circuit . The Diatrict Court held 

that the Gonruent tailed to ahow th&t the t&rpa;yer ne the 

eaplo7er liable t or the t&x within the proTiaiona of section 

1607(a ) IRC . It w&a agreed that the tarpaJir eaplo71d 110re 

eight peraona in twent7 da71 during the tuable 71ar 1941. 

' Nineteen of the twent7 da7s, each in a different week, occurred 

in weeks wholl7 thin the ;year. The tirat of the twent7 da7a 

occurred in a o~ar week only partl7 in the taxable 7ear. 

The District Court also held that not onl7 muat the da71 be 

within the caleliar Jl&r but abo th&t aaoh week 11111t be whoU7 

within that 7e.,. A• conatrued b7 the District Court the phraae 

... hich ftek 1a entirel7 within the t axable 7ear• IIUit be read 

into aection l607(a) . The Circuit Court of Appeals tor the 

Ninth Circuit waa of the opinion that epecitic li.!tation to 

•during the taxable 7ear" after the word "da7a" giTes signifi­

cance to the omiaaion of the wor4 -..eek", and aakea applicable 

the principal expreaaio uniua eat excluaio alteriua, and that 

i~ is suttioiut that the twentieth da7 in the calendar 7ear 
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oooure in ~ week which ia in part in the· t~x~ble year, ~nd whioh 

is separ~te froa the other nineteeA ~Y•• The order of the 

Diatrict Court ~• reYeraed. 

23. Prooeuiy, Unjuat Enrioh!Mnt, ud Floor Stoolca Tax 

Caaea (l?ee ll&roh 1948 report, itea 17). 

Offers of Settlement. The work reuining to be done by 

the Processing T~x Section of the Cl~ima Division, involYing 

the litigation ~Dd settlement of claim. for refund of amounts 

paid ~s proceasing ~ floor stocks t~xea under the old 

igricultur~l Adjustment 1ot, ~s ~eDded, w~a leaeened aateri~lly 

by the recent ~ppro~l of ~ group ofter of aettleaent aubaitted 

by Attorney Rio~rd B. B~rker on be~lf of twelve t~xp~yera. 

Theae taxpayera pdd the totai t.110unt of $8,869,582,74 ~• 

processing ~Dd floor atocka taxes with reapeot to cotton. By 

the teru of thia aettlnent, an allowance ~• •de of the 

principal a.ount of $335,442.11, or 8.67 percent of the total 

amount paid aa taxu by theae olaiJII&ata. 1a ~ part of t~ 

settlement the li~bility of certain taxpayer• for payment of 

unJuat enricllllent t~x to the Gonrnaant waa agreed to in the 

total priACipel a.ount of $76,876.36. The unJuat enrichlleat 

t~x liability of other taxpe71r1 in the group ~d been aettled 

by preYioua ~greeaenta in the principal ~unt of $21,415.75, 

1n&king the tot~l ~reed unjust enrichment tax liability of 
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theae taxpayer• the principal sum of $97,792.09. The net 

principal amount of refund to be MCle to theae taxpayer• na 

thua reduced to $237, 650.02, or onl7 6.lt percent of the total 

amouat paid aa prooeaaing and floor atooka taxea. 

Zorro Tobaooe Co. v. Com.iaaioner. On 1pr11 6, 1948, 

the Tax Court of the United States decided that the petitioner, 

THE ZORRO TOBA.CCO COKP1NY, had borne the burden of the prooe11ing 

t ax paid b7 it in the amount of $791. 98, and waa entitled to 

a refund in that &IIOUDt. The caae na aubllitted to the !ax 

Court on the reoord .. a, before the United Statea Proceaaing 

Tax Board of Rn1ew. ill offer or aettlment in which the 

petitioner agreed to aooept $2,430.58 was rejected on October 29, 

1942. The presiding officer recommended to the Proceaaing Tax 

Board of Renew that it decide that the petitioner bore the 

entire burden of $8,6U.02 paid b7 it u proceuing tax, and that 

it had net been relieved thereof ncr reimburaed therefor. The 

Tax Court decided that the petitioner had borne the burden of 

the tax onl7 in the amount of $791.98, which waa approxt.atel7 

the 1110unt the rupondent, in hia brief filed with the Tax 

Court, conceded that the petitioner had borne. In ita opinion, 

the Tax Court held that (1) petitioner 1a otitled to an ad­

juatment in groaa aalea value by reaaon of haTing proceaaed 

a higher percentage of higher prioed art1clea during the tax 
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period, aDd (2} u:ader .J. Res:eubvs: & Sou y. BelnriJII, 

(CCl 2d, 19,2} 130 F.(2d} 507, peti tioner ia entitled to be 

giYen Gonaideration for deGreaaed ooata onl1 on the in•entor1 

on head at the inception of the tu period. 

Inaular Sugar Refining Corp. Y. United Statea. In the 

oue of INSUUR SUGlR REFOONG CO!U'OR1TIOI y. United Statea, 

on .lpr il 5, 1~, the Court of Claw denied plaintiff re­

conr'T of aey part of the fioor atooka. tax paid b1 it on augar 

under the .lgricultval .ldjuatMnt .let, u a..nded, in t he &JDOunt 

of $233, 203.81. The court held that t he enti re burden of auch 

tax had been shifted b1 the p~aintiff to ita Yend••• through 

the inoluaion thereof in the selling price• receiYed for ita 

augar. 

Rowan Cotton llilh Comp&JI,l. Raf.lN COTTON lliLLS COKP.&.liT ill­

coae and excesa profits t ax liabilities for 1935 were set tled 

b1 a deoiaion of the Board of Tax .lppeala. Subaequentl1, the 

Commiaaioner aent the taxpa1er a notice of defioienc1 in 

unjuat enrichunt tax for the aaae 1ear . The Tax Court on 

l pr il 6, 19,3, i n a decision faYorable to the GoTernment, 

pointed out that eaoh of the three olaaaea of taxes, i.e., 

income, excesa profits and unjuat enrichment , waa impoaed UDder 

a separate t i tle of the leta in queation, and the Co.aisaioner'a 

deteraination of a deficienc1 with rupect to one did not 
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preclude him froa deteradning a deficieno1 subaequentl1 with 

rupect to the othera; ana that aeotion 272(f) of the InterD&l 

Revenue Code (which limite the deteratnation of aUT additional 

deficienc1 for the aame taxable 1ear) i a applicable to inoo .. 

tax onl7. The cue involved unjuat enrichment tax ana penalt1 

in the principal UIOUAt of approxiaatel1 $40, 000. The principle 

86 

enunciated h applicable to Cannon W.lh Comp!lll, where an ,. -

analogous ai tnation exilta involving a determination of unjuat 

enrichment tax deficieno1 of $828,759,89 for 1935, plua intereat 

thereon. 

24. Extenaion of •Tax Benefi t• Rule to Include Buainen 

Expenaea. 
~ . 

Firat National Bank. The FIRST l{lTIONAL B1HK, Jiountoura­

ville~ Ptnne1lvania, in 1932 made a contribution to aid a failing~ 

ba.nk. In 1939, a part of this aum wu refunded to the taxpa1er 
. . 

bank. The Tax Court, treating the contribution aa a bualneaa 

expense, ~eld that such refund ehould not be included in illcoM 

for the rear 1939, e~nce the taxpa7er had received no tax 

benefit from. the deduction in the prior year 1932. It ia 

believed that thia la -the firat case where the Tax Court haa 

extended the •tax benefit• ' rule to include buaineaa expenaea. 

Prior to ·thia .time, the rule ordinarily has' been confined to 

bad debte, depreciation and taxea. 
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Douglas v. Colllllinioner. While the Tax Court has been buty 

u:tendi~ the tax benefit theory, the Circuit Courts han been 

equally active in reJeotiDg the rule. On 1pril 7, 1943, the 

CC1 8th reverted the Tax Court and refuted to apply the tax 

benefit theory in DOOG:U.S v. C<MUSSIONER (CC1 8th) (1943) 

C.C.H. 434, p. 9620, holding that such a principle is not found 

in the statute, nor 1.111 of the regulations, and inJects into 

t he law of deductions an equitable conaideration contrary to 

the atrict construction required to he placed upon atatutea 

e.llowing deductions. Thie cue involved depletion. The Eighth 

Circuit he.a likewise re jected the tax benefit rule in Hardwick v. 
' 

Collllliasioner (March 2, 1943~1. (2d) 782, involving loaaes o~ 

aalea of stock. It haa alae \een rejected b:rtbe Fourth Cir­

cuit in Helvering v. State £l.antera Bank & Trust Co!p!J!,l (1942) 

130 F.(2d) « involviDg baa lebte; HelnriJ!& v. Virgini.a Hotel 

Corporation (1948) now pe.alng inthe Supreme Court, involving 

depreciation, and by the Third Circuit in Commiaaioner v. U. S. 

e.nd International Securitiea Corporation (1942) 130 F.(2d) 894, 

involving bad debta. 

25. Taxabilitr of Stock Dividend•. 

· General. In Helvering v. Griffitha, the Supreme Court on 

Maroh 1, 1943, decided that a stock dividend, common on common, 

we.a not taxeble to the shareholder, end that the atatutea and 
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regule.tiona thereunder do not afford a bade on •hich the de­

ciaicn o! Eianer T. Macomber .a7 be reconaidered. On ipril 5, 

1943, the Supr ... Court decided the two re.ai.JWag atock d.iTidelld 

oaaea, i.e., HllTering T. Sprouae aud Stra1aburger T. Hel,.riag. 

In the Sprouae caae, the corporation had. outatand.iDg two claeeee 

of atook - Toting and. non-voting co111110n, but Sprou.ae owned onl7 

voting atock. It iaeued. a d.iTidend in non-TOting co.-on atock 

which •a• distributed to the holder• o! both TOting and non-votinc 

co..on in proportion to their atockholdin&• • !R the Stru1burger 

ce.ae, the corpore.tion had oal7 co.-on atock outataading, all of 

which ..aa owned b7 Stre.aaburger. It iaaued a dividend in pre­

ferred atock theredn. The Supreme Court held that both ca111 

are ruled b7 Gr i!!ithl; that the iaauaace of the atock diTidenda 
' 

brought about no eeaential change in.the proportione.te proprietar7 

intereat o! the ahareholdera, and hence the atock dividendi are 

not taxable to them. 

Frank K. TraTia, et al. The iaaue lnvolTed in the oae1e 

of FR1NJC ll. TRA.VIS, Torrington~ Connecticut, HENRY C. lf.LRSHlLL, 

New York, II•• York, and DiVID BRUCKHEIKER, BrooldfJl, !few York, 

11 whether a diatribution o! oo..on atock b7 a corporation to 

ita common atockholder1, there being onl7 co..on etock out­

etanding e.t the time, represent• taxable income to the etook­

holdlra. In the ~rahall oaae the diatribution waa of uniaauad 
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atook, while in the TraTia and Bruokhelur 01.111 the dhtri­

butiona were of treaeury atock. The deoieione of the Board 

in all three oaeee were that the dietributiona reeulted ia 

atook diTideDde which conferred no different righta ·or intereate 

than did the atock already held, &Dd that the atock diTidende 

did not , therefore, oonetitute income to the petitioner•. Die­

miual of the proceedings pending i n the Circuit Courta hu been 

recoiiiiii8Dded, upon the authority of the de chione of the Supre• 

Court in HalTering T. Gr~fitha (decided )larch 1, 1948) &Dd 

HalTering T. Sprouee &Dd Straeaburger T. HelTer ing (decided 

April 5, 1948) . The concurrence in auch a otion in the Trnh 

and Bruckheimer caaee war, howeTer, baaed upon the factual 

eituationa exieting. In Til'll of section 19.22(a) 16 of 

Regulations 103, relating to the aoquieition or diapoaition 

by a corporation of ita own capital atock, aDd aection 27(c) 

of the ReTenue Act of 1936 and artiola 27(c) of Regulat ion• 94, 

relating to diTidenda paid credit, it baa beea made clear that 

the Bureau ia not abandoning ita position that a diatribution 

by a corporation of ita own capital etock held for iDTeatMnt 

ie a diatribution in property. 

26. Nondistribution of Corporate i&rninga to !Told Surtazee 

Upon Shareholders (See Oct ober 1942 report, item 12). In the 

39 

Regraded Unclassified



- 29-

CBIC!GO STOCK YARDS COMP1NY oaae on lpril 12, 1943, the Supreme 

Court reTer sed the Firat Circuit Court of lppeale and afflr.ed 

the deoieion of the Board of Tax lppeala, which was and 1a in 

the GoTerument'e faTor. The opinion was written by Kr. Justice 

Roberta and t here were no dissents. The Court likened the oaae 

to the National Grocery Company ease and said they could not 

'30 

say the Board of Tax lppeala was 1li thout warrant in finding '" ~ 

that under all the circuaatances t he gains and profits had been 

accumulated to &Told imposition of aurtaxea upon the shareholders. 

There see111.11 to be nothing further to be done under a remand of 

the ease . In thia case , the Circuit Court of lppeala for the 

Firat Cirouit reTeraed a decision of the Board of Tax lppeala. 

The Board had sustained deficieneiea in tax determined by the 

Commissioner under section 104, ReTenue leta of 1928 and 1932, 

on the ground the corporation had not di at ributed ita earninga 

in order to aYoid surtaxes upon ita ahareholders. The de­

fici encies with intereat amount in the aggregate to approximately 

$7, 000,000. 

27. Surtax on Undiatributed Pr ofita and on Personal 

Holding Company, Yorria InYeat.ent Compauy Y. Commissioner . 

This case inYolYed the surtax on undistributed profits and 

the· surtax on personal holding companies . The Third Circuit 
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held that under the relief provisions of the 1942 Re~enue Act, 

Congress did not undertake to deal with personal holding oom­

Pt.llf surtax and that consequently section 501 of that Act applied 

onl1 to the undistributed profits surtax in granting relief to 

cor porations having a deficit. It is believed that this ia 

the first case denying the applicability of aeotion 501 to 

personal holding company surtaxes. 

28. Compromise Offer of Theodore Cohen. Cohen was in­

dicted March 12, 1943, for attempted nasion of income and ex­

cess profits taxes of the College Entrance Book Company, Inc., 

and his individual income taxes. On t[aroh 16, 1943, Cohen sub­

mitted an offer to pay $25, 000 in compromise settlement of hie 

entire liability, both civil and criminal, with respect to hie 

individual taxes and the income and exoeaa profits taxes of 

the corporation for the 1ears 1934 to 1939, inclusive. This 

offer has been rejected on behalf of the Attorney Gen~ral . 

The amount of taxes and penalties involved in these two oasee 

ia $72,306.45. 

29. Compromise Offer of baociate Gu and Electric 

Corporation and Aasooiate Gas and Electric Company• The t ax 

liabilities of theae taxpayers for 1934 through 1939 in the 

amounts of $1, 087,612.28 and approximately $1,596,620.21, 
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reepeotivelf, were disouaeed at a oon!ereaoe in Waehington on 

!pril 26, 1943. !ntioipating a joint plan of reorganisation, 

the texpa7era' repreaentativea submitted an offer of appro%1-

matelT $520,000 in full eettlement of the aforementioned ta% 

liabilities. The Bureau representative• considered the offer 

inadequate. However, in view of the f actual and legal com-

~2 

plications, an offer of $750,000 would be recollllll8nded to the ,. -

Chief Counsel, in full settlement of the aforementioned ta% 

liabilities, e%oluding taxes due under the Federal Insurance 

Contributions !ot and Federal Unemploymeat Ta% !ct. The ta%­

payera ' representatives agreed to submit an offer of $750, 000, 

and to lncorporate_Jhe tax aettlement Foposal in the joint 

plan of reorganization, which will be aent to the Secretary 

of the Treasury fo~approval or rejeotion. 

SO. Claim for Refund of Estate f axes by latate of Allee 

duPont. ~re than a 11ar ago, the Review Division disapproved 

a proposed refund of $318,693.71 estate taxes to this estate. 

!ttorne7s for the texpa7er made personal appeals to the Com­

missioner and the Chief Counsel for reconsideration of the 

can, and the Colllmiaaloner offered t o allow a refund of $60,000 

in full settlement of the cla~. Taxpe7er refused t hia offer. 

The Commissioner then issued a deficieno1 letter against the 

Wilmington Investing and Contracting Corporation (the stock of 
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which n• owned 100% byllioe duPont and her brother and two 

aiatera), i t appearing that in i ta olai.a for refund t.he utate 

was proposing to value ·a certain contract i n a manner wholly 

inoonaiatent with the value of the same oontraot used by the 

corporation in ita income tax returna. 1dvice haa been re­

cei ved informally from t he 1tlantic Divieion of t he Technical 

Staff that the taxpayer has agreed to concede that it i a not 

ent itled to any refund and to oloae the case on that beaia. 

31. Claim for Tax Refund by Herbert R. Gallagher. In 

1932, the taxpa7er lived in California and filed hia income tax 

return in California on a community propert y basis. During t ha t 

year, he and hie wife moved to New York, where he waa continu­

ously employed until some ti.ae in 1940. His returns for 1933 

to 1939 were filed in New York. The return for 1933 was a 

joint return; and the returns for 1934 to 1989 were separat e 

returns (whioh included the sal ary received b7 the t axpayer ), 

and were not on a commmit7 baaia. During the yeara 1932 to 

1940, t he taxpa7er and hia wife lived i n New York. He regiatered 

as a voter in New York in 1936 and 1938 and voted there. 1t 

no time during the years 1932 to 1940 did he regiater or vote 

in California. In 1940, taxpayer .oved baolc to California; 

and in 1941 and 1942· filed clai.aa for refund for the years 

1937, 1938, aad 1939, on t he theor7 that he had been doaiciled 

.... 
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in Cali!onia during the yu ra he had ruided in New York, 

and was therefore entitled to report hie income on a communit7 

basis, If he can make this contention •stick•, he will get a 

refund of $80, 603.23, plua i ntereat, (which will be offaet 

in par t by additional taxes of $85, 336,16 assessable againat 

the wife); but at present the Chief Counsel ' • office is 

unta~rable to hia contention, 

32. Intorunh • Renrda . JOHN L. llORRIS filed a cleill, 

on Fora 211-ReTiaed, for reward aa intoraant in the i ncome tax 

case of Jones Brothers, a partnership composed of Edward Perry 

Jones, George Perry Jonea, YcKiasaok McHenry Jones and 

Mrs. Harriet L. Jones, Chicago, Illinois, An inTeatigation 

waa made following receipt of a atateaent troll the claillant to 

"the effect that policy wheels and aillilar gambling dnicea were 

operated b7 these indiTiduala; t hat the daily receipt• were be­

tween $3, 000 and $5, 000; and that 110re than a thouaand peraona 

were employed aa caahiers, checkera and wri tera. The intoru­

tionwaa so i naccurate and so l acking in aubatantiation tb&t onl7 

a nry nominal amount of tax was diaoloaed to be due which re­

sulted solely from technical correotions and adjustments. The 

clai11. fo r reward was disallowed due to the fact that the in­

for.ation was a matter of public knowl edge and moat general i a 
; 
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ita character, and in ao far ae it waa apeoifio, it waa foUDd 

to be wholl7 inaccurate. ifter the inTeatigationwaa com­

pleted, specific and Taluable data were reoeiTed froa v~e 

EZRA LEAKE. The re-examination resulted in the recoTer7 of 

taxea, 50% penaltiea &Ad intereat due for the 7eara 1931 to 

1988, inclusive, in a total a.ount of $481,710.28, and the 

imposition of a aentence of 28 months in a penitentiar7 in 

the caae of Edward Perr1 Jones . i claim for reward in the 

cases of these tarpa7ers waa filed in the office of the Chief 

Counsel l!arch 26, 1943, b;r Ezra Leake . The claim will be 

acted upon after essential certifications and recommendations 

have been procured. 

33. EquiT&lent Tax Exemptions--Great Britain. Under the 

lawe of Trinidad, B.W. I. , the income of a married wo .. n liTing 

with her husband is deemed to be the income of the husband and 

ia charged in hia D&M . This aituation brbiga up the queation 
' ' 

of the double taxation of the income of married women who are 

citizens of the United States but also citisena of Great Britain 

because of their .arriage to British citizens. The cases m&1 

be diTided into three categor ies (1) where the income of the 

wife is from inveat .. nta, etc. in the United States, (2) where 

the inco~e of the wife ia from servioea perforaed in Trinidad 

but not for the United States Government, and (3) where the 
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income of the wife 11 from aenicea performed in Trinidad for 

the United Statea GoTernment. Action taken: (1) t he Bureau 

i s not disposed to deDT to the wife the benefit of aection 28(c) 

(deduction for taxes paid to a foreign country) or section 131 

(credit for taxes paid to a foreign country) where it clearly 

appears that, although consolidated with the income of the 

husband for purposes of computing t ax, the income of the wife 

is recognized as her own separate incoem, and the resulting tax 

ia paid by the wife from her own money. (2) The income 1a 

excluded from gross income by Tirtue of section ll6(a) proTided 

the wife is a bona fide non-resident of the United States for 

more than six montha of the taxable year . Section 148, 

ReTenue Act of 1942, howeTer, amende aeotion ll6(a ) to require 

bona fide residence in a foreign country during the entire taxable 

year. (3) The income may be exempted f ro• ta.xation by Trinidad 

through r eciprocity (aection 116(h)) , although the caae i s 

weakened by the fact t hat the wife ia e. citizen of Great Br itain. 

34. Tax ConTention--Canada (See September 1942 report, 

itea 11). The Canadian Colllliaaioner of Income Tax haa granted 

permiseion to the Commissioner of Internal ReTenue for the 

United States to haTe agents of the United States examine the 

books and recorda of a Canadian corporation and make trans­

Cripts of book entries concerning salary and other income paid 

• . -
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to a citizen of the United States , This i s the first instance 

since the tax eonventiea and protocol between Canada and the 

United States, pr oolaiaed by the Preaident on Juae 17, 1942, 

effective January l , 1941, where the authority of the Canadian 

Commissi oner will be uaed to enable the agents of the Commissioner 

of Internal Revenue for the Uni ted States to obtain access to 

Canadian records following t he refusal of t he officers of t he ,. • 

corporation tq pe rmit an examin~tion of it a books. The proposed 

investigation will be made aa aoon aa a convenient date can be 

arranged between the Inspector of Income Tax at Vancouver, 

British Columbia, and the agents of the United States Bureau 

of Internal Revenue . 

35. Tax Liab111t1e• of Workers Importea from Mexico (See 

October 194.2 r eport, itea 9) . It has been l"'lled that lo!exlcan 

workers who are transported to the Unit ed States for non­

agricultural labor, such as the relief of the present ahortage 

of railroad track labor, for temporary perio4a, in connection 

wi th the war effort undertaken by the War l~power Commission, 

are pr operly classified as non-resident alien individuals who enter 

and leave the United States at frequent intervals within the 

meaning of eection l 43(b) IRC and eeotion 19.148-3 of Regula-

tiona 103. Such persona are, therefore, not subject to having 

a SO per cent income tax deduction withheld at the source, under 

.. 
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aeotion 14S(b), eupra, from compenaation or wagee paid to them 

for servioes rendered in the United Statea. Such pereona are, 

however, subject to the victory tax impoaed by aubchapter D IRC, 

as added by section 172(a) Revenue iot of 1942, and a tax of 

5 per cent will be required to be withheld in accordance with 

section 466(a) IRC from wagea paid t o them, to the extent that 

38 

such wages are included in grou incozu, and are in excess of •• • 

the withholding deduction (exemption) allowabl e as etated in 

that aection. 

36. Uae of United States ae Collateral to Support Operating 

Wine Permit Bonds . Jefferson E, Peyeer, Counael for the Wine 

Institute, San Francisco, California, upon being informed that 

he oould not use defenae savings bonds aa collateral to support 

operating wine permit bonds, auggeated that a way might be fouad 

around thie ruling by, for ex:aaple, eecuring auoh bonda in the 

namea jointly of the permittee •or• the official authorised to 

accept operating bonds. It waa auggeated that the icting Deputy 

Commiaeioner advise Yr. Peyaer that UDited States Savings Bonde 

could not be so used in any case in which the Secretary of the 

Treaaury ia not the operating bond approving officer. (Department 

Circular 530) . It was aleo suggeated that it be pointed out to 

him that there were other types of war bonds (auch as t hose 

recently allotted aa of ipril 15) which oould be uaed for thla 
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purpose , There are hUDdreds of operating and t ax bonda r e­

quired by the internal revenue laws relating to liquora 

aggregating from $500 to $200,000, 'llhioh could be aupported 

in this manner in lieu of corporate surety. Frequently, the 

pri ncipals in these bonds are required to put up with the 

surety collateral equal to the face of the bond, 

37. Legislative ¥attars Being Considered by !mericaa Bar 

bsociation. 

(1 ) To provide that the grantor of an irreyocable truat 

established for the benefit of his children ahould not 

(notwithatanding the Supreme Court' • deoiaion in the Stuart 

case, 63 S. Ct. 140) be taxable on that part of the truat in­

come 'Which is not uaed for the support of bh children; 

(2) To provide for a deduction of an estimated aaount to 

be expended in l ater yeara for maint enance and repair that 

would be expended in the taxable year were it not for the pre­

sent scarcity of materials and labor; 

{3) Make applicable to individuals section 114 of the 

Revenue ict of 1942, relating to the exclusion of income from 

the diacbarge of indebtedneas {a.end.ent to aection 22{b){9) 

Internal Revenue Code - now applicable to corporation• only); 

{4) !mend aection 45 of the Internal Revenue Code, or 
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eoae other eeotion of the Code, to preTent the &TOidance of 

t axee b7 the formation of a partnership br meabere of a f&milr. 

• 

~00 
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APPENDIX B 

The following work was done under the supervi sion o! 

Assistant General Counsel Tietjena: 

1. Collection of Victory Tax and of any Similar Taxes to 

be Withheld by Employer• (See U&rch 1942 report , it~ 51). 

Mr. Tietjena and Mr. Reevea attended another conference arranged 

by Mr. Surrey's office for discussing the procedures which 

might be followed in connection with the collection of the 

Victory tax and any similar taxes which may be levied in the 

future. The meeting was attended by representatives of the 

Office of the Comptrol ler of the Currency, the Bureau of Account s, 

Bureau of Internal Revenue, the Board of Governors of the 

Federal Reserve System and the Federal Deposit Insurance Corpora­

tion. The three proposals previousl y suggested were discussed 

but no conclusions were reached. Kr. Surrey' s office desires 

that the various groups concerned with the collection of the 

taxes i n question agree upon a collection procedure in order 

that authority may be secured from the Congress at an early 

date if additional l egislative authority i s required to effe ctu­

ate suoh procedure. 

2. Replacement of United States Currency Destroyed in 

the Philippi nes. Kr. Reeves conferred with representatives o! 

• . . 
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Under Secretary Bell' • office, the Bureau of Accounts , and the 

Office of the Treasurer of the United States , concerning the 

replac&Qent of United States currency which was deposited by 

various banks and individuals with former High Commissioner Sayre 

at the time of the Japanese invasion of the Philippines and 

which, after having been inventoried, was destroyed by burning 

at Corregidor under the direction of Mr. Sayre. It was deter­

mined that there would be no administrative or legal difficulties 

in connection with the replacement of the bulk of such currency 

and that steps would be taken immediately to proceed with such 

replacement. With respect to a relatively · small JOrtion of 

the currency whi ch was not sufficiently describe4 in the inven­

tory to permit replacement under existing law, 1t was determined 

that the Treasury Department would at some future date requaat 

the Congreas to enact legislation authorizing replacement. 

3. Interdepartmental Committee on Employee Grievances. 

At the request of Mr. Gaston, Mr. Tietjens will assist him from 

time to ti.me in his work on this committee. 

4. Comptroller of the Currency--Litigation. (a) Michelaen 

v. Penney (See Ma.rch 1943 report, item 65). llr. Tietjena, on 

10.: 
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April 8th wi th other r epresentative• of the Treasury, att ended 

a conference wi th attorneys r epresenting the Depositors• Com­

mittee in this case. Acceptance of Penney' s offer to pay the 

amount of the judgment handed down by the Court of Appeals 

was discussed. That Court reduced to approximately $1,100, 000 

the judgment of $2,444, 301.99. On April 15, the United States 

District Court , Southern District of New York, entered ita 

judgment in this case, awarding the Receiver $1 ,102,025 ~15. 

This judgment , which accrued interest in the amount of 

$181.16 per day, was paid by Mr. Penney on April 29, 1943. 

(b) Rueh£0n, Attorney General of Michigan v. Schram, 

Receiver of t jf Firat National Bank-- Detroit. The United 

States District Court, Eastern District of Michigan, dismissed 

the complaint in this case and held inapplicable to National 

bank Receiverships in Michigan the 1941 Michigan Escheat Act, 

and directed the State to account for some $210, 000 erroneouslf 

paid the State by the Receiver during 1935, 1936 and 1937. 

6. Public Debt--Litigation, United St ates Savings Bonde 

(See March 1943 r eport, item 66) . (a) The Gaverich ease, 

which is the first case brought directly in a Federal court 
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raising the question of savings bonds incorporated "1, payable 

on death to B", wae reargued before the United States Diatrict 

Court at Harrisburg, Pennsylvania, on ipril 12th. 

(b) The Kalina caee has developed in New York almost 

comparable with the Gaverich case except that the circumatancea 

are such as to bring into action the New York statute giving 

wi dows definite rights . Final action was postponed pending 

allowance of the will or the appointment of an administrator 

in order that all parties may be served with any proceedings 

that are instituted. It ia interesting to note in this con­

nection that a bill passed by the New York Legislature and 

now before the Governor, which was recommended by the Law 

Revision Commission, is sufficiently broad in ita tel'IIUI to 

exclude any claim by the widow to prevent payment of coowner­

ahip or beneficiary bonds to the ooowner or designated 

beneficiary. 

6. Public Debt . (e.) Saving• Bonde . Regiltration in the 

religious name• of followers of Father Divine will be permit­

ted, but for the protection of the individuals the Department 

urged that the new name be followed by the name under which 

, ... 
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the perties were born in parentheais. This action waa 

taken ae a result of information from N.w York by the Civil 

Service Commission that they have certified follower• of 

Father Divine under their "new name•", also under the laws of 

the state of New York as interpreted by one of the state 

courts in an unreported deciaion, the followers of Father 

Divine are permitted to vote, and own property under the names 

they have t&ke.n in his sect. 

It was agreed at a conference by the representative• of 

this Department ... the War Department that the Chic~o office 

of the Bureau of Public Debt would be instructed to accept 

armf registration for savings bonds in the form "John P. Jones 

or Krs. John P. Jones•. i discussion was held as to the powers 

or attorney for members of the armed forces but no definite 

results were r eached. 

The poaition has been t&.kan that coownars on savings bondJ 

may not be changed even with their consent, nor may one be 

eliminated. iny such transaction is, in effect, a transfer 

of a preeent interest and should be brought wi thin the 

prohibition. 
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(b) Saviuga Stamps. The method of relief in the caae of 

aavinge stamps cancelled in poet offices and loat before re­

turn to the Register of the Treasury wae diecueaed with repre­

sentatives of the adminiatrative Bureaus of the Public Debt, 

and of the Bureau of Accounts. No definite decision waa 

reached, One suggeation was relief under the Loaeea in Ship­

ment Act; another was the extenaion of credit by adminiatra-

tive action on the ground that deatruction waa proved, Objectiona 

exist to either method. In any event, relief cannot be given 

under §8 of the Loaaes in Shipment Act einoe these aecuritiea 

are not interest-bearing nor are they identifiable, 

(c) Financing. Tba legal sufficiency of the following 

ieeuee was approved: 

Exchange offering of Co111110dit1 Credit Corporation 
Series F Uotea, maturing Yay 1, 1943, and 0 .65~ 
Certificates of IDdebtedneae, Series C-1943, maturing 
May 1, 1943, for 7/8% Certificates of Indebtedness, 
Series C-1944, maturing Kay·l, 1944, No caeh offering, 
limply exchange. 

7. Railroad Reorganizations. 

(a ) Seaboard iir Line Railway Com)?!J!l (See )(arch 1943 

report, itea 68) , OR April 20 the UDder Secretar1 aigned a 

letter to the Federal Reaerve Bank of New York inatructing 

• 

•• • 
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them to deliver, upon receipt of a certi fied cheek in the 

amount of $1,750,000, the securities sold by the Secretary 

of the Treasury to the Receivers of the above railroad. Thi• 

transaction haa therefore been conaummated except for the dia­

miaaal of the litigation pending with reference. to the lease 

by the Seaboard of the Prince George a.nd Chesterfield Railroad. 

Stepa are being taken to secure the diamissal of this 

litigation. 

(b) Wilmington, Brunawick and Southern Railroad (See 

March 1943 report, item 68). With reapect to the proposed 

sale of the note and the securities of the abOYI roed he.ld 

by the Treasury Department, notifieatione were .. ceived from 

the Interstate Commerce Collllllission and the NaTJ Department 

that they do not object to this transactio~. 1 lett er was 

prepared for the signature of the Under Secretary to Ur. Irwin 

Geiger accepting the offer of the Machine Tool and Equipment 

Corporation to purchaae for the s11111 of $15,000 the obligation 

of the above railroad and collateral securing the obligation. 

The note and securities were delivered to Mr. Geiger on 

i pril 22, and a receipt acknowledging delivery received and 

the transaction was closed. 
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(o) Virginia Blue Ridge Railwaz. With respect to the 

proposed sale of the unaeoured demand note of the above 

railwaz, there was received from the Preaident of the railwar 

a check in the sum of $2,500, dated April 7, 1943. This cheok 

h&s been put through for collection end upon collection the 

President of the r&ilwa1 will be notified that hh offer to 

purchase this obligation has been accepted. 

The following work na done under the supervision of 

Assistant General Counael Roth: 

8. Overtime Compenu.tion (See U&rch 1943 report, item 

71). I~ Mfera v. United Statee relating to overtime compen­

sation of Cuatoma employees for regular tours of dutr outsi~ 

of the hours of 8 a.m. to 5 p.m. (in which a verr substenti&l 

liabilit7 ia overhanging), the application for rehearing in 

the Court of Claims ns denied on April 5, 1943. The Solici­

tor General' a office is considering the recomend&tiona ~~&de 

that a petition for a writ of certiorari be filed . Twent)'­

three ei.mil&r new cues have been filed br emploreea. 

Drafts of two alternative proposed etatutee to eli.minate 

the problema raised b7 this case were prepared. The proposed 

:o8 I 
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legislation was approved by Kr. Gaston, (has been forwarded to 

the Bureau of the Budget~ This is &n important problem be­

uuae the c.ddit!.on&l liability oaueed by th.ia decision is 

estimated to be accruing at the rate of about $1,400,000 a 

year. A further item involved is the insertion in the pro­

posed legislation of a provision t or a 1~ differential in 

addit ional pay for tours of duty on the part of Customa 

employees outside of the regular hours of 8 a.m. to 5 p.m. 

9. Examination at Time of Entrz by iaeistant Examiner. 

In Heyer v. United States, the Cuatoma Court held that 

examination and inspection at the time of entry by an assist­

ant examiner, instead of the examiner himaelt, ia not compli­

ance with the provisions of section 500(a) of the Tariff ict 

of 1930. in appeal haa been requeated, since if this 

decision ia allowed to stand, threa timet the nUIIber of exe.mi.nera 

presently employed at the port of New York would be required. 

10. Duties on Br itish Canteen Supplies . The r equest of 

the British Ministry of Supply Kiaaion for antry free of t ax 

and duty of c~•ean suppl ies, inoluding alooholio beverages 

and tobaooo, to be shipped to British forces abr oad, was 

studitd and approval recomaanded. 
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11. Dt-awbacke on Lend-Lease Shipments. A comprehensive 

memorandum contai.ning an analysis of this subject together 

with recommendations was prepared. Action is proceeding 

wi th a view to a full solution of the problem end the maximum 

appropriate savings to the government. 

12. Rug Thread: Wastes Regulations. A proposed regulation 

end advice to Wr. Gas ton were prepared: with respect to this 

problem which involved Cuatoma claims amounting to somewhere 

in the neighborhood of $1,000,000 {which is not to be col­

lected under the determination made) . 

13. Ascertainment for Duty Purposes of Foreign Value of 

Certain llerchandiu. (See January 1943 report, i tam 26. ) 

The Graham and Zenger case, involving the question whether 

the prevent ion by a Government licensing control 51atem of 

the exportation from Belgium of merchandise sold there for 

local consuaption oreated a controlled market and thereby 

prevented the ascertainment of a foreign value of the merchan­

dise for duty collection purposes, is now on appeal. The 

Department of Justice attorney who is preparing the appellate 

brief, was furnished memoranda prepared by the Division of 

Monetary Research, giving examples of the widespread use of 

- . 

L.iO 
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similar control ~yetema by foreign governaanta. The Governaant 

plana to uee. this ~terial in ita argument that a general 

appl~cation of the pr inciple laid down by the CUstoms Court 

in the Grah.all and Z!l!ger case would make it illpouible or 

extremely difficult to determine the dutiable value of many 

t ypes of imported mer chandise. 

14. Holiday Pay for CUstoms Employees. Kiu Ya.bin, an 

attorney of the firm of Covington, Burling, Rubles, !cheson 

& Shorb, discussed with the Chief Counsel, Bureau of CUstoms, 

a proposed suit by .customs employees against the Governaent 

to collect overtime compensation for certain work performed 

on New Year'• Day 1942 and on subsequent d&71 which, but !or 

the war would have been treated ae holiday• rather than 

working d&ya. It was noted from the Washington Post of 

!pril 27 that the suit has been filed in the names of 

John Di Benedette and Wayland C. Dorrance. 

15. Custou Ports of Blltq. The Bureau of the Budget 

suggested that consideration be given to the delegation by 

the President to the Secretary of the Treasury of authority 

to designate, and revoke the designation of, ouatoma porta of 
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entry, if such delegation would result in an appreciable 

savings of the President •s ·time. 1 memorandum was prepared 

to the Legislative Section pointlne out that changes in the 

porta of entry are so rare that the proposed delegation of 

authority did not appear warranted. 

16. Government's Right of Set -Off and Attorney ' s Liana. 

The collector e.t San Francisco was informed by letter that 

certain refunds f ound to be due to an il:lporter were subject 

to the Government's right of eet-off of claims against the 

seme importer, dospite the fact that certain a ttorneys f or 

t he importer contested the Government ' s rigbt of set-off and 

asserted an attorney' s lien against the ref'llllda which lien 

they maintained should have been satisfied ,.ior to any right 

upon the part of the Government to e. set-off. 

17. H!l!!p Growing Project in Relation to lnfor cment of 

The Marihuana Tax Act of 1987 (See November 1942 report, item 

84) . The Commodity Cr edit Corporation has undertaken a pro: 

jeot which contemplates the production this year of up to 

300,000 acres of hemp plants, to supply hard fiber needed 

both for military and civilian uses. The hemp plants will be 

• 
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produced under growers ' contracts with farmera, and the 

harvested plants will be transferred to some 71 decorticating 

mills, which will be operated by a corporate agancy known u 

War Hemp Industries , Inc. A number of procedural questions 

have arisen i .nvolving the enforcement of the ll&rihuana Tax 

Act of 1937 in connection with this expansive project. In 

connection with the application of the transfer tax provisions 

of the act to the numerous transfera of hemp plants by the 

farmers mills , it has bean tentatively determined that the 

corporate agency, War Hemp Industries, Inc., ia a governmental 

instrumentality. If this determination is approved, the War 

Hamp Industries, Inc. may be recognized as an exempt govern­

mental agency under the Uar ihuans Tax Act, and the transfer 

tax, which is prohibitive, will not be assessable. 

18. Direct Sales Company. Inc. Case (See November 1942 

report, ite~~ 9). This company had sold large quantities of 

morphine to the physician under circumstances which, the 

government contended, showed that it JIIU&t have known that 

the vendee-physician was diverting the drugs to unlawful 

uses . The Circuit Court of Appeals for the Fourth Circuit, 
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upheld a judgment of conviction of the Company for conspira~ 

with a South Carolina physician to violate the Federal narcotic 

law. The United States Supreme Court granted certiorari and 

the ease was argued on ipril 12, 1943, the princip&l question 

at iaaue being whether the circumstances were sufficient to 

show that the company had knowledge of the improper uses to 

which the drugs were put by the vendee-physician, 

19 . Patenotre Case. Studies have been made on ~estiona 

of law raised in this case including the extent of the priv­

ilege of the attorney, and the right to have counsel pr esent 

at examinations under .aection 3614 of the Internal Revenue 

Code. 
~ 

20. Valuation of District of Columbia Teachers ' Retirament 

~· An opinion, addressed to !.!r. Bus, Director of the 

Division of Research and Statistics, was prepared. It con­

cludee that the Treasury Department ia not, as a matter of 

l aw, r equired to prepare an actuarial valuation of the Fund 

be.fore July 1, 1946, but that. if no manpower difficulties exist, 

it would be desirabl e to prepare a valuation as of December 31, 

1941, eince such val uation would maintain the aeries of valua­

tions at regular five year intervals . 
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The following work was done under the superviaion of 

bsistante Genere.l Counsel O'Co:nnell e.nd Lynch: 

21. Potomac Electric Power Company Re.te Ce.se (See March 

1943 r eport, item 27) . Hearings before the Public Utilitiea 

Commission relative to fair e.nd reasonable power rat es under 

the so-ce.lled sliding sce.le agreement were completed. A 

majority of the Commission indicated a proposed rate reduction 

in the sum of $315,000. At t his hearing the Chief Counsel 

of Procurement e.nd Treasury representatives were treated' by 

the majority of the Commission in suoh an arbitrary manner 

as to indicate that the Treasury intervention was not welcomed 

by the Commission. 

(b) Notices to the Chesapeake and Potomac Telephone 

Company requesting e. conference for the purpose of adjusting 

certain telephone rates e.nd services wer e prepar ed. The 

t elephone 'company indicated e. desire to confer with the 

Treasury to me.ke adjus tments . 

22. Disposition of Surplus Property (See March 1943 

report, item 28). Conferences were held with representatives 

of O. P.A. regarding exemption of maximum prices as e.pplied 
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to the sale of used surplus property by the ProcureMent 

Division. O.P.i. promi sed exemptions . 

28. Lend-Lease Purchases . (See March 1948 report , item 

29 . ) ll. conference was held with Standard Oil Company of Indiana 

to discuaa the terma of the proposed contract to purchase a 

Voltol Pilot Plant located at Baton Rouge, Louisiana. This 

purchase is to be made under Lend-Lease requisition. The con­

tract was drafted and forwarded to the company at Baton Rouge . 

24. Renegotiation of Contracts (See Uarch 1948 report, 

item 30). (a) Conferences relative to the Renegotiation Act 

were attended and assistance given in the preparation of a 

joint statement of policy. 

(b) Negotiations were conducted with representatives of 

the Firth Stirling Steel Corporation and the American Cutting 

Alloys, Inc. relative to reducing royalties being paid under 

certain Lend-Lease contracte. Hearinge were held before 

Robert LeFevre, Assistant to the Director of Procurement, and 

the procedure followed Public Law No. 768. Evidence indicated . 
a reduction from 10% to 4% of sales pricee under present 

conditione. 

d b 
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25. Fuel Oil Contracts . Numerous fuel oil contracts 

were amended due to shortage of fuel oil and changing of 

price situation. 

26. Runian Oil Refinery (See February 1943 report, item 

94). i lioenaing agreement coYeri 'ag the use of a process 

owned by the Stratford DeYelopaent Corporation for use in 

the Russian oil refinery waa prepared. This agreement was 

consummated April 22. This was the aixth of seYen processing 

contracts which haYe been completed fo r the Russian refinery 

involYlng the use of patented processes. The original prices 

asked for the use of the six processes were reduced from 

approximately $6, 600, 000 to $1, 000,000. 

(b) i conference was held with a represeatative of 

Petrolite Corporat ion regarding the terms an4 oonditions of 

the licenalng agreement coYering the use of tbe Petreco process 

.for the Russian oil refinery. 

(c) A representatiYe of Procurement's Legal Division 

spent approxiu t ely two weeks in the office of E. B. Badger 

and Company, New York City, advising Tr easury procurement 

officials relative to legal questions arisiug out of Procure­

ment contract wi t h Badger, t he architect-engineers for the 

Russian refinery. 

d l 

Regraded Unclassified



- 18 -

27. Glaae Bulb and Tube Plant lor Rueaia. ! conference 

waa held with representative• of ~ler-~rton, •n e~iM~er­

ing firm, with respect to the teraa and conditione of a pro­

posed contract for the purchase of all uchilleey and equipunt 

uceaaary t o the conet .ruotion of a Glue Bulb and Tube Plant 

for Rueaia. Cont ract had to be reTamped upon dlacoTering 

that i t called for approximately $150, 000 worth of fire 

brick whi ch the Ruaaiane and the engineering firm decided 

could be obtained in Ruaaia. 

28. Repor.ta on Pending Billa--Reports on the following 

billa were prepared by members of the LegialatiTe Section: 

S. 990, for the relief of t he Waahington, Brand)'Wi.Jae & 

Point Lookout Railroad ComplDJ--report t o Senate Committee 

on Claiaa (laTorable). (This propoaed legialation wae pre­

pared in the Department at t he request of Senator TJdlllga. ) 

(See Karoh 1948 report, item 88.) 

S. 914, to proTide for the orderly liquidation and 

di ssolution of the regional agricultural credit corpora­

tiona--report to Senate Committee on Banking and Currency 

(fnorable ). 
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s. 798, to provide a moratorium on foreclosures of Home 

Qwnera'Loan Corporation' s mortgages during the unlimited 

national e!:.trgency- -report to Senate Committee on Banking 

and Currency. 

H.R. 1482, to aaend title II of the Social Securit1 ict, 

as amended, to provide for crediting aenioe ill the &r~~ed 

forces for certain purpoeea--report to Wa71 and Yeane Coa­

JIIit tee. 

s. 214, to provide for centralization of legar advice 

in the Department of Juatice--report to Senate Committee on 

Judiciary (adverse). (See Y&r ch 1948 report, item 89). 

S. 982, to provide that the unexpended prooeede froa 

the aale of 50-cent pieces coined in co-1110ration of the 

two hundred and fiftieth anniveraar1 of the foundimg _of the 

city of llb&JI¥, New York, u.r be paid into the general fundi 

of auch city--report to Senate Committee on Banking and 

Currenor (adverae ). 

s. 988, to provide relief for viotima ?f the flood of 

September 17, 1942, in and near Spring Valley, Wiaconain-­

report to Senate Committee on Banking and Currenc7. 

' • o.) 
d .... 
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29 . Federe.l Fidelity Bonding Boe.rd. Sene. tor J.ccCe.rre.n 

introduced as an e.mendment to S. 26 (in the nature of a 

substitute), a bill, prepared in the Legislative Section, to 

provide for the bonding of Federal officers and employees. 

This legislation was submitted to Senator Thomas, Chairman 

of the Senate Committee on Education end Labor, in a report 

recommending against the enactment of S. 26 as originally 

introduced. 

SO. War Loen .A.ccounts (See lolarch 1943 report, item 35). 

A representltive of the Legiale.tive Section e.ttended bearings 

of the House Banking and Currency Committee on S. 700 (H.R. 

1699), to eliminate assessment end reserve requirements in 

connection with war loan e.cconnts . 1 latter to the Bureau 

of the Budget was prepared explaining the provision.s of the 

proposed lagiale.tion, pointing out that it we.s suggested by 

the Treasury Department to the Federal Deposit Insurance Cor­

poration end the Board of Governors of the Federe.l Reserve 

System, and recommending that a favorable report on it be 

made to the President. s. 700 was approved on 1pril 13, 1943, 

.e.nd baceme Public Law No. 37 • 

• 
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31. Stabilization Fund Bill (See February 1943 report , 

item 59). With Mr. Sullivan and Kr. O'Connell, a repreaenta­

tive of the Legislative Section attended the hearings held 

on April 19 by the House Committee on B•nking and Currency 

on this bill. At the request of Chairman Somera , a draft 

of the committee report waa prepared. A letter to the Bureau ,._ 

of the Budget recommending that the President approve the 

legislation was alao prepared. 

32. Green Silver Bill (S~ 85) (See December 1942 report, 

item 30) . The public hearings before the subcommittee of 

the Senate Committee on BMking and Currency, hel d on J.pril 28 

and 29, on the Green Silver bill and the lolcCarran aubatitute 

(S. 1036) were attended. 

33. Senate Special Silver Committee. A representative 

of the Legislative Section attended on April 29 an executive 

session held by this committee on the proposal to make avail-

able t o Great Britain five million ouncea of si lver through 

the Lease-Lend Adminiatration. 

84. Proposed Cuatoma ~ertime Compen•ation Bill. 

Alternative drafts of Cuatoma proposed legislation, to autho­

rize regular tours of duty for customs officers and employees 

at night and on Sunday• and holidays, and for other purpoaea, 

were cleared and aent to Kr. Gaston with a memorandum. 
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ss. Coordination Conferance of Treasury Law Enforo~ant 

!gencies. Representatives of the Legislative Section partici­

pated in a coordination meeting held b7 Kr. Irer, and explai ned 

the provisions of S. 895, a bill to provide a corr ectional 

srstam for adult and r outh offenders convicted in courts of 

the United States . 

36. Pl'opoaed Executive Order Relative to Investigation 

of Violations of Certain O.P.1. and Other Related ta.a (See 

Karch 1943 report, it .. 41) . Conference• were held with 

representatives of the Office of Prioe Administration con­

cerning this proposed executive ord ... 

37. International Konet arz Conference. Directed to the 

question of congressional represent&tlon at anr international 

JIOnetaey conference, a memorandum wu prepared concerning 

the appointment of congressional delegati ore to the London 

Economic and Uonetaey Conference of 1983 and other matters 

pertaining to that conference. 

38. Inspection of Income Tax Returns. 1 legal memorandum 

and a draft of an enabling joint resolution were submitted 

upon the subject of the power of the Bouse Appropriations 

,. -
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Subcommittee investigating alleged subversive activities 

of Government employees to inspect personal income tax 

returns. 

39 . Katherine Y. Drier v. Henry Yorgenthau, Jr. 1 report 

of the vi.ws of the Treasury Department in this case was 

prepared for use of the Department of Justice. 

40. Reproduction of Coina . i letter was prepared advising 

the Westinghouse Electric & J.!anufaoturing Co. that the Depart­

ment had no objection to the uae of an illustration of a one­

cent coin on a chart to be used as a visual teaching aid in 

schools and colleges. 

41. Compromise Offer. 1 letter was prepared recommending 

acceptance of the offer of W. Herschel Lovett to pay $12,000 

i n compromise of the claim of the United States totaling 

$19, 305.95 for refund of payments received by the proponent 

under recent Agricultural Conservation and Parity Payment 

Programs . 

42. Diimissal of Indictments. Letters were prepared ad-

vising the Attorney General that this Department would inter­

pose no objection to the dismissal of i ndictments as to 

•• • 
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Frank - tferger and Clyde Uoore for forgery of Govel'llllent 

checks and Loretta Cavallaro and Roaariea Cavallaro for con­

spiracy to pass counterfeit Federal Reserve notes. Letters 

were also prepared suggesting that the proceedings be not die­

missed as to Yarion L. Carpenter for the theft of War Savtoga 

bonds and Pauline llcCarty for the forgery of a Govel'D1181lt 

check. 

43. Board of Legal Examiners (for description aee July 

1941 report, itam 15). Mr. Speck was a member of the examin­

ing committee at a meeting hel d on April 2. 

44. Congressional Action on Treasurz-aponaor•d Legislation. 

(a) Stabili zation Bill. Our bill, to extend the time 

within which the powers relating to the stabilization fund 

and alt eration of the weight of the dollar may be exerciaed, 

was introduced on April 12 by Senator Wagner as S. 991 and 

waa referred to the Colllllli ttee on Banking and Currency. The 

companion bill was introduced on April 13 ae H. R. 1489 and 

was referred to the Committee on Coinage, Weights and Measuree . 

s. 991 waa reported with amendments and paeaed by the Senate 

on .t.pril 16. On .t.pril 17 it waa r ef erred to the House 

~· • 
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Collllllittee on Coinage, Weights and Keasuree, and reported 

with an amendment (H. Rept. No. 374) on .lpril 21. The Houae 

passed the bill wit h the Committee amendment, on the same 

day. On .lpril 22, the Senate concurred in the House amendment . 

(b) National Gallery of .lrt. On .lpril 5, 1943, the Houae 

considered and passed our bill, S. 319, to authorize the 

acceptance of a permanent loan to the United States by t.he 

Board of Trustees of the National Gallery of .lrt . On .lprll 7, 

the bill was presented to the President for hh approval. 

It '-came Public Law No. 32~ approved .lpril 10, 1943. 

(c) Washington, Brandywine and Point Lookout Railroad 

Relief Bill. Senator Tydings introduced this bill aa s. 990 ..,_ 
on April 12, 1943, and it ;;; referred to the Committee on 

Claims. On .lpril 17, Representative Saucer introduced the 

bill in the House as H. R. 2531, and it was referred to the 

Committee on Claims. 

(d) Huntsville, Texas, Firat National Bank. Our bill, 

(S. 854) for the relief of the Firat National Bank of Huntsville, 

Texas, was passed by t he Senate on April 2, and by the House 

on April 6 (in lieu of the companion bill H. R. 1321) . It was 

• 
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. 
approved by the President on April 12, 1943, becoming Private 

Law No. 25. 

The following work wa& ~one under the supervision of 

Mr. Klaus, Special Assistant to the General Counsel: 

45. Investigation of Subversive Tax Exempt Organizations 

(See Warch 1943 report , item 97) . Investigations in Baltimore, 

giving a rather complete picture of the control which the 

National Socialist regime had over the varioue German organiza­

tions in that city, has been completed. As a result, Mr. Gaston's 

office has under consideration a Treasury emplo7ee found to be 

an important actor in the Nazi-controlled German organizations 

in Baltimore. 

The investigations of the activities of Donald Shea, head 

of the National Gentile League, the Gentile War Veterans' JJsoci­

ation, etc. , are being continued. Incidental information, show­

ing that Shea has been communicating with relatives of American 

prisoners of war whose names were disclosed on the German short­

wave propaganda broadcast , was obtained and turned over to the 

appropriate Federal agencies. 

Investigations have been commenced of the German-American 

Conference Relief Fund, Inc., and related organizatio~ in the 

New York area. 

... -
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46. Income Tax Investigation• (See February 1948 report, 

itam G(c), page 121). Con.aulta.tive adTice was given byllr. Klaus 

in the investigations of Ra.lph Beaver Strassburger, Gerald L.K. 

Smith and several other pending income tax investigations . 

47. Liaison Activities. Up~n information obtained from 

various sources, recommendations were made to Foreign Funds 

Control for blocking certain accounts . Material waa furnished 

in connection with the examination of otto L. Fricke, a 

Cleveland la11)'er. Research waa conducted for Secret Service 

in connection with inveatigation.a involving White House security. 

Haterial was supplied to F.B.I ., to the Criminal Division and 

to the Special War Poli cies Unit of the Department of Justice 

for use in current investigatitll , Grand Jury proceedings and 

cou.rt trials under the War Powire. Liaison activities are con-

tinuing with the Navy Departmeat, Office of Strategic Services, 

Military Intelligence and State Department. in i nvestigation 

ia being made of Friedrich Von Meister, formerly of General 

iniline & Film, found to have had a contract for secret war 
• 

materials with the Navy Department. 

• • • 
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