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INVESTIGATION OF THE BUREAU OF INTERNAL REVENUE

WEDNESDAY, DECEMBER 31, 1024

UNVEED Seavtes SENATE,
Serecr ComMimter ro INvesticare
e Bureav or INvterzan Revesve,
Washington, D, ',

The committee met at 10 o'clock a, m.. pursuant to adjournment
of vesterday.

Present: Senators Couzens (presiding), Watson. Jones of New
Mexico, and Krnst.

Present also: Earl J. Davis, Esq.. counsel for the committee

Present on hehalf of the Buvean of Interns]l Revenue: My, D, 1.
Blair, Commissioner of Internal Revenae.

Present on behalt of the Prohibition Unit, Burean of Internal
Revenue: Mr. Roy A, Haynes. Federal Prohibition Divector: M,
JamesJoBritt, comsel: and Mv, Vo Simonton, vepresentative.,

The Cinatesax, As the department knows, we have been making
some inquiries into some of the operations of the Prohibition Unit
of the Internal Revenue Burenu, principally concerning the method
of handling permits and releases of industrial aleohol and medicinal
whisky. Those inquiries have been going on for several months,
although the matter has not as yet heen taken np before the com-
mittee, and we have accumulated quite considerable data. The com-
mittee has heen devoting its time to the Tncome Tax Unit of the
burcan and bas not as yet gone into the prohibition feature of it.
AMter consulting with my colleagneswe asked you gentlomen to cone
here this morning to make a survey of what we had done in a general
way. and to give you some ideas of what we think ought to e done
in the future, as well as to get vour views as to what vou thonght
of tite way we were proceeding, and to Jearn whether vou had any
helpful suggestions as to any better way in which we might proceed,

With that end in mind T have asked Mr. Davis, the attorney for
the committee, to prepare a summary of what we have done and
what we hope to do. so that you gentlemen may hear it and then
eriticize it, if vou so desire,

Mr. Davis, vou may proceed.

Me. Davis. T might state at the outset that, so far as the investiga-
tion ot prohibiiton goes, we have had one man working on that
feature of the investigation.  He is Mr, George Storck. who is con-
nected with the Departiuent of Justice, but who has been assigned
to this committee for work here. He has been the only employee
that we have had in that connection, and the expense that we have
been put to is the expense of this one agent, coupled with the expense
of the stenographer that we have had working with him some of the
tiwe. T might also say that Senator Couzens' stenographers have
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been used practically all the time, except for the last few weeks, in
this particular branch of the investigation.

We have gone into the matter in a rather constructive way in
order to ascertain what is wrong with prohibition enforcement,
whether or not it can be enforeed, what the sources of hootleg liquor
are, how matters are handled. and to learn whether we could in
some way get some helpful suggestions.  We have not gone out
into the four corners of the country to dig up scandal stories. We
have not indulged in charges of crookedness or anything like that,
because it is my impression that those ave grand jury matters,
matters for the United States attornevs,

I believe that the work of this committee should be more of a
constructive character. It should be that kind of work upon which
legislation may be based and upon which suggestions for the en-
forcement of the prohibition law may be based. On that theory we
have proceeded so far in vather 2 small way.

In the first place, it occurs to me that a short survey of the
personnel, with a statement of the way matters are handled in the

rohibition Unit, might be given at this time. It is my impression,
gained from my experience as United States attorney and later as
Assistant Attorney General, and now from the work of this com-
mittee, there is an overlapping of work connected with prohibition
enforcement.

Let us take the State of Michigan, for example. We have a State
director there, and that State director has under him certain agents,
Federal prohibition agents, These agents are assigned to the work
and they are working upon violations of the prohibition law in that
State.

We then have the divisional chiefs. The divisional chief of our
division now is Mr. Dikeman, formerly of Toledo but now of
Cleveland. His territory covers lower Michigan, Ohio, and In-
diana. General agents work under the divisional chief, and often-
times we find these general agents coming into a State without any
knowledge on the part of the State director or on the part of the
Federal prohibition agents in the State. These general agents are
assigned to and work on cuses which the State Federal prohibition
agents may at & particular time be engaged in working upon, thus
doubling the work on a particular. case.

That brings to mind the fact that these general agents give the
impression sometimes that they are sli;(ying upon the State agents to
see whether they are doing their work correctly, or to find whether
they may be guilty of this or guilty of that. That situation rather
destroys the morale of the State prohibition agents.

Over and beyond all of this we have a supervisory field agent. I
believe they call him. Is that correct?

Mr. Haynes, Field supervisor.

Mr. Davis. Yes: a field supervisor. There are 10 or 12 of those
in the country. Those men go about looking up conditions and
working on certain matters that may be looked after or are being
looked after by the divisional chief or State director, so that there is
an overlapping again. There is a sitnation which in a way, to my
mind, would seem to help to destroy the morale of the Proi:ibition
Unit.
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I have a suguestion, which 1 have not discussed very much with
anyone, which has occurred to me from the work that has been done
in connection with the enforcement of prohibition.

I believe that in each judicial district if we could have an officer—
call him 2 Federal prombition director, if you will-—and that officer
should take the place of the State prohibition director. and then
have him work in the district with the United States attorney, who
knows how things are handled in the distriet, who knows the assist-
ant United States attorneys, and who knows the way matters ave
conducted there, much in the same way as other Federal laws are
enforced in the district. it would improve matters greatly.

For instance, we have onr chief of the bureau of investigation
there, and if anything occurs in our district there is a definite under-
standing as to how it shall be handled, and we all understand each
other. It is my opinion that we could arrange to have those directors
in the different judicial districts. so that there would be no confusion
as to what is happening in the different districts. The director should
be given complete charge of the agents under him, and he could report
to Washington very much the same as the United States attorney
does to the Attorney (eneral.

We could then eliminate the divisional chiefs, and we could take
the money that we are paying to those men and hire more agents, [
believe that would be very helpful, and better results would be ar-
rived at than result from the way we are working at the present time.

I know that there is always more or less friction between a divi-
sional chief and a State prohibition director. I am not speaking
particularly of our own district now. but I have had State directors
come and tell me that it would be a great deal better if the divisional
chiefs were not there. They feel that the divisional chiefs are over-
riding them, that they are out looking them up and watching them,
and that destroys the morale of the men in the office and etverybody
connected with the work.

I think that is a matter that ought tq be looked into.

The State director has been referred to as a ** rubber stamp.” In
many instances that is true. Hearings are held. for instance. with
reference to permits, und the State director makes a finding, in a
way ; but the matter finally goes to Washington and the whole thing
is again gone over there; witnesses arve sworn, testimony is taken,
and evidence produced there, all of which makes for needless repe-
tition in the handling of papers, ete.

It might work out that the hearings on permits conld be held be-
fore a United States commissioner and 2 finding there made i the
nature of a decision. The matter could then be dealt with in a more
legral way.

It appears that the State prohibition director, in the Government
service, his legal advisers in the Government service, and everybody
connected with the hearing are on one side of the case, and it strikes
me that that is a sort of one-sided affair, and it has been so consid-
ered. If something along that line could be worked out, I believe
we would get some very good results.

That, in a way, covers some suggestions that have occurred to me.

We have under consideration at the present time the C'ramton bill.
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Senator Warson, Mr. Davis, do you want to proceed uninterrupt-
ediv or are you willing to have anybody ask you questions as you go
along? .

Mr. Davis. T will be glad to answer anything I can, Senator.

Senator WarsoN. [ want to ask vou this: In the administration of
the permit seetion, does the head enforcement officer in a State deal
with the question of permits?

Mr. Davis. Yes.

Senator Warson. To what extent?

Mr. Davis, The State Federal prohibition director has the hear-
ings before him, Senator.

Senator Warson. Yes,

Mpr. Davis, And the legal adviser for the State director acts as his
counsel.  The matter is brought in before him, and the hearing is
held hefore the State !)mhibition director.

Senator Warson. (an any State prohibition director grant a
permit ?

Myr. Davis, Tt is in the nature of a recommendation. The permits
have to come through the Washington office, really.

Senator Warson, He recommends, but there are no permits
granted except here in Washington?

Mr. Davis. No.

Mr. Hayxes, No.

Senator WarsoN, That is what I wanted to get at.

Mr. Havxes, Perhaps 95 per cent of the directors’ recommenda-
tions, however, are approved in Washington. Washington's func-
tion is merely a checking function in looking for errors, and I think
fully 95 per cent of the recommendations of the directors are
approved.

Senator Warson. That is what I wanted to get at.

Mr. HAy~es, Yes.

Senator Warsox I did not know that.

Mr. Davis. T wish, in a brief way, to review what some of our
investigzations have shown so far,

To start with, T think we cen all agree that the one great evil in
connection with the sources of bootleg liquor is the alcohol. T think
that is admitted by practically everyone. We have gone into the
files of certain ulcohol companies in the department. The Prohibi-
. tion Unit has furnished us with those files in order to get some of
the data that we were looking for. T believe it is safe to say that
practically 75 }wr cent of the bootleg liquor comes from the improper
diversion of aicohol from legitimate into illegitimate channels.

Senator Warson. Then, it is vour contention that there is more
bootleg liquor. so called, made in the United States than there is
imported into the United States?

Mr. Davis. T would say so, Senator. I would say there is an evil
in the importation, but I believe a great deal of this so-called im-
ported liquor is home product, and I think the investigation will
show that. '

We have taken certain industrial alcohol concerns, and liave gone
into the files as they appear in the unit. We have run down the

rocedure and also ascertained the number of gallons that have been
mmproperly diverted. according to those records.

.
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There is one concern alone in which alcohol was improperly di-
verted to the extent of over 400,000 gallons; I believe 450,000 gallons.

The CramMan, Is that the Fleischman Co. case?

Mr. Davis, That is the Fleischman Co. case, Mr. Chairman, and
the fact is, as I understand it, that 1 gallon of alcohol will make 2
gallons of whisky. Is that right?

Mr. Srorcx. That or more.

Mr, Davis. That is true. That would make nearly 1.000,000
gallons of whisky from that one source.

We find that this is done in several different ways——

Senator Warsox. Let me interrupt you.  We have plenty of time
to-day, as there is no session of the Senate, and if we do not get
through to-day we can on to-morrow, can we not?

The Cuamaran, That is right.

Senator Warson. Can you tell us about that case! You say it
was illegitimately diverted?

Mr. Davis, T shall attempt to go over that briefly, Senator.

Senator Warson., All right.

Mr. Davis, The Fleischman Co. has different hranches around the
country, and the diversion takes place in this way: A legitimate
permit will be granted, say, to A.

The Cramyan. What does A do?

Mr. Davrs. He may be engaged in some legitimate business, where
they would use the alcohol: say, the manufacture of hair tonie. or
something like that.

We find that that permit might eall for 10 gallons of alcohol.
We then find that a forged permit comes along in the hands of B,
and that permit will call for a thousand gallons of alcohol, and the
alcohol is obtained on that forged permit.

I believe in the Fleischman case there were around 50 forged
permits.

The reports of the agents show that sometimes these so-called hold-
ers of the fake permts were fictitious persons, and the agents, on
running them down, found that the whole deal was a crooked deal
from the start—the forged permits, the possession of them, the giving
out of the alcohol, and the whole situation. '

The reports of the agents who investigated the matter are on file,
and they show the recommendation made that permits should be
canceled, and the company should be prosecuted.

I think you will also find, coupled with the agent’s recommenda-
tion to cancel the permits, etc.. there will be a finding by some
one in the department who bases his conclusions upon the agent’s
report, and finally the matter is disposed of by a compromise settle-
ment.

In this case, I believe, there was a compromise settlement of
$75,000, and there was no criminal prosecution. The company is
still doing business, though I believe those violations occm'redl as late
as July, 1924

That is a sample of the way liquor is diverted. and that runs
through several other cases of that nature that we have.

Another feature of the investigation has been in connection with
the distilleries. We have gone into the distillery question to some
extent and have reports made on some of those cases.
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In connection with some of the distilleries, we find that the whisky
is released by a so-called robbery. A robbery will take place, for
instance to-day. and another robbery a week from to-day, until
finally the distillery is practically cleaned out of its product.

We also found that whisky is sometimes sold without any permit
at all from the distilleries,

In addition, we have found that the distilleries have secured per-
mits to export some of the product, and the permit was not secured
in good faith. After the product leaves the distillery there is a
theft, or something happens, and the product goes into illegitimate
channels.

There is a case in which some whisky was exported, to e sold in
France, I believe. They claimed that they had a buyer there who
was willing to take the product. After it was there for some time
the concern reported that they could not sell it, and asked that the
be permitted to reimport it, and while that whisky was on the hi
seas it was diverted to some other channels, and finally reached the
bootlegger. There ought to be a closer check-up on the distilleries.
Whether that should be done by constant supervision of all products
going out of the distilleries, and a check-up made of the party who
is receiving it, or just how that should be done, I'believe is a matter
that can be worked out.

We then have another situation with reference to the breweries.
The brewery question has been a very hard one to handle in many
respects.

t has been said by some of the concerns that manufacture near
beer that their market is practically destroyed on account of there
being so much beer on the market, and that it is released very easily
in some cases. In the manufacture of near beer the breweries are
Eermitted to manufacture real beer, and then dealcoholize it to one-

alf of 1 per cent or less. It often happens that after hours. in the
nighttime, and so on, this real beer will be racked off, put on trucks,
covered ug, and then diverted into bootleg channels.

It has been my experience, and I believe the results of the in-
vestigation will show, that a great deal of real beer is on the market
continually. That could be checked up by a more constant super-
vision. In other words, a brewery that operates under a permit
could agree or could be made to consent to absolute supervision
before the permit should be issued and all of its product going out
could be checked up. I think 2 good many of the agerits who are
now running around chasing up the liquor after it gets into the
field and after the product gets to the consumer, investigating the
hip-pocket cases, and all of that, could better be employed in check-
ing up on this brewery situation, on the distillery situation, and on
the industrial alcohol situation.

The Caammax. May I interrupt you there, Mr. Davis?

Mr. Davis. Yes, sir.

The Cmamrmax. I want to ask yon whether you are going to tell
us what the records show in connection with the continuing of thess
concerns in business?

Mr. Davis, Yes.

The Cuammman. After flagrant violations have been discovered
and they have been found guilty, do they still continue to do business
year in and year ont, regardless of their conduct?
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Mr. Davis. 1 have cited the Fleischman case as a sort of example
of what happens in the matter of industrial alcohol. I believe the
same thing will follow through, both as to breweries and distilleries.
A fter investigations showing that there have been violations and evi-
dence. of irregularities which would warrant the permits being
revoked we find that these people are still continuing in business.
They are violating again and again, and their business continues
right along. 1In fact, very few of the important industries that 1
Lave wmentioned-—if they may be called important industries—have
been put out of business, although the irregularities seem to have
been very grave and criminal prosecutions in many of them should
have taken place. .

I think I am safe in saying that you will find this situation: Cer-
tain bootleggers get together and they will form a combination and
Empose a legitimate business. I can illustrate that by the hair-tonic

usiness. We have one or two cases like that that we will submit.
Upon investigating big releases of alcohol we find that the place
of business itself is not doing any business: that they are not manu-
facturing any product, or very little; and as soon as the alcohol
comes into their place of business it is immediately taken out and
diverted into bootlegging channels. without any manufacturing on
the part of the man who gets the alcohol. If t?nese men are caught
in that position and it looks blue for them there, we find that they will
go into another organization; they will reorganize under some other
name and again get the permits. So we find that these big boot-
leggers are continuing in business in some way or other. They got
out of one concern and go into another, and the department, I be-
lieve, under the present %uw is required to find out who the parties
are that are seeking permits and to get information from these
companies showing who the members of the boards of directors are,
and if there are any changes these companies must submit to the umt
a list of the boards of directors, showing who the men in these con-
cerns are. .

We have another situation with reference to the so-called use of
wines for sacramental purposes. In certain respects that has de-
veloped into a great scandal. We find that not only wine but
whisky, and in some instances champagne, is released for religious
purposes. Of course, that is entirely unlawful.

We have found in our investigations that these people are signing
their names as rabbis, and they are peddling out this liquor to their
churchmen—supposed churchmen—and in that way they dispose of
hundreds of thousands of gallons of wine, when the party signing is
not a rabbi at all and when the parties to whom the wine and liquor
were dispensed were not of the fuith at all and had no license to get
any wine for sacramental purposes. ‘

That runs into quite large ggures. To give you some idea about
that, in the month of September, 1924, there was released for sacra-
mental purposes wines, etc.. 246,949 gallons. That covers wines and
other intoxicants for religious and sacramental purposes. It is run-
ning into amazing figures, due to the fact that they do not have
to have permits to distribute it. It is rather a question of the so-
called rabbi getting it and passing it on to the folks in his church,
and those people do not have to use it at the church services, but
use it in tgeir homes, for breakfast and luncheon and dinner. T

92010-—25—p1 13—2
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believe the gentlemen here will agree with me in saving that there
is no prohibition if those people cun get away with that sort of thing.

Senator Warsox. Is that sacramental liquor confined to an aleo-
holie content of one-half of one per cent?

Mr. Davis, It is not, Senator. no. -

Senator Warsox. Is there any limit put upon the amonnt of aleohol
in sacramental liquors?

My, Davis, 1 think not, except in this way, that it should be used
for religious or sacramental purposes, and when it goes out to an
extent bevond that, of vourse, it becomes an ordinary bootlegging
evil, such as we have found it here,

The Cuamyax. Is there any maximum aleoholic content in the
sacramental wines?

Mr. Davis. No: because that might be construed as interference
with religious rights,

Mr. Storck. I think under the old revenue statute, it was classed
as wine. With over 23 per cent it is distilled liquor.

Mr. Davis, There is another suggestion that might be made here.
I know it is u hard matter to propose at this time a raising of wages,
but if we could pay more money to prohibition agents and get a
better class of men, it would help to a very great extent in getting
greater efficiency in enforcing the law. .

Senator WarsoN. I think we can all agree on that.

Mr. Hayxes, Evervbody agrees on that.

Senator Warsox. That was inevitable from the start.

Mr. Davis. It has been difticalt to keep good men in the service
when they could get them. The eflicient men will say, * We are as-
sociated with these other fellows; they do not do their work right.
and we will resign.”

With reference to some distilleries, we have found this situation.
They have agents, say, in New York. Their agents go aronnd to
certain drug stores. They have what is called a fourteen-case bill.
These distillery agents tell the druggists ihat they are entitled to
14 cases: that 1s, they can get 14 cases for them and there will be no
record made of it. The papers and permits will all be destroyed.
I think we have a case in New York covering 60 druggists who got
in on that 14-case bill. Theyv would deliver it to the druggists. that
is, these distillery agents wonld, and then sometimes they would take
it back immediately or very shortly afterwards, paying the droggist
for just allowing it to go into his place, -

T imt flooded the druggist market with liquor and gave oppor-
tunity for the bootleggers to get releases of liquor in that way.

1 think, in a general way, that that embraces a summary of our
investigation. I would suggest that Mr. Pyle, whom we have here
to-day. and who has been familiar with the workings of the prohibi-
tion law as legal adviser and acting director. ete., be allowed to carry
on this work. I am willing to sort of supervise it.

Senator Warsox. Have vou any idea, or from your investigation
have vou reached any conclusion, as to the quantity of illegitimate
liquor that has been captured or confiscated in a year?

Mr. Daves. T have not any vet. Senator; but out of 20 concerns
that I have here, taken at randoni. there was a total of 949.490 gal-
lonis of liquor. That covers a period of probably around two years
for those 20 concerns. I have not any statistics here.

.
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I do not believe vou have any records in your departnent, Mr.
Haynes, as to the exact amount of that, have you!?

Mr. Havxes, Of what was diverted

My, Davis, Yes,

Mr. Havyes, Of course. we would not have that, because we do
not know. T do net think we could possibly get that record.

Mr. Davie. No. |1 might say, further, that in the investigation, as
it proceeds, we will be ealling upon the Prohibition Unit for data
with reference to agents and with reference to cases, ete., and T expect
that information will be furnished to us as we go along.  Mr. Pyle
hias some certain ideas with regard to it, and there will be some addi-
tional information that he will want.

Senator Joxgs of New Mexico. Mr. Davis, 1 bear a great deal of
complaint about the prices which druggists charge for whisky for
medicinal purposes, and T was just wondering 1f your inquiries into
this situation ]lmve furnished any reason as to why that should be?

Mr. Davis. All T can say with reference to that, Senator, is that
they pay the doctor for a prescription. and then they pay the drug-
gist a pretty good price for his liquor.

How much does a pint of liquor cost, Mr. Storck!?

Mr. Storcx. Three dollars 1s the usual price.

Mr. Davis, $2.50 and $3 is the vsual price?

Mr. Storex. Yes, sir.

Senator Joxes of New Mexico. For prescriptions?

Mr. Storck. No, sir: for the liquor,

Mr. Davis. That is for a pint of’ liquor, Senator.

Senator Joxes of New Mexico. I have heard of the price being
even higher than that. 1 recall one gentleman, whose wife was sick
in the hospital. and who had a physician prescribe some whisky.,
He paid $4.50 per pint for it and } have heard that figure mentioned
more than once, too. Now, if it is legitimate to have whisky for
medicinal purposes, it seems to me that we ought to devise some
means for patients being able to et it at a fair price,

Mr. Davis. I think that is a grievance which should be locked into,
Nenator. That i- -onstantly complained of by people who have to
get it for medicinal purposes. There is a constant complaint regard-
iy the cost of it.

Senator Joxes of New Mexico, A= T anderstand it, there 1s noth-
ing i the law which mukes liquor for medicinal purposes any more
expensive than it used to be, and that the prohibition law is not sup-
posed to interfere with that medicinal use of liquor: but for some
reason these druggists charge what would seem to be an exorbitant
price. T think that question ought to be gone into here, hecause, in
the case of sick people—and poor people get sick as well as people
of means, and if they are entitled to it at all, and the doctor thinks
it is important for them to have it. it seems to wme that thev ought
to have it ut a reasonable price.

The Caamsan. I would like to ask permission of the committee
to listen to Mr. Pyle for a moment as to what his experience has
been.

Mr. Pyle. will you tell us what vour experience has been with the
difficulties of enforcing the prohibition law?
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Mr. Pyre: Mr. Chairman and gentlemen of the committee, after
I had been in the prohibition service for three months I knew what
was wrong and how to cure it.

Senutor Exxsr. After you had been in the service how long?

Mr. Pyre. After three months I knew what was wrong and how
to cure it.  After two years in the prohibition service I am not sure
that T know just what 1s wrong, and I know that I do not know how
to cure it. I'lat is why T am very glad that the Senate of the United
States is covperating with the Prohibition Unit in an endeavor to
dig into the l!acts and ascertain just what the trouble is.

Nemator Warson. What is your position now, Mr. Pyle?

Mr. Pywe. I am out of the service. I resigned in October. I am
practicing law at the present time.

Senator Warson. Oh, yes.

Mr. PyLe. There are a good many features in this connection, and
Mr. Davis has touched upon most of them.

I have been impressed very rauch in my contact with the agents.
I went into the service as an agent. not 1n a legal capacity, and I
have been impressed with the fact that the status and condition of
the agents, the type of agent—and that will necessarily involve his
compensation-—are matters that need attention. I think the honesty
of an agent is a matter that will depend to a large extent on the com-
pensation that he is receiving from the Government. The corapen-
sation, as Major Haynes and I discussed at one time, for a married
man is almost prohibitive. He can not stay in one place indefinitely,
and moves are very expensive. It looks very attractive to get into
the gervice, but in the long run it is not very remunerative. T be-
lieve a high type of agents should be encouraged. and we ought
to leave the routine police work to policemen. We need agents
capable of doing the other work. A man whose gualifications are
muscular can not handle a case requiring intellectual ability. That,
I believe, is the biggest immediate need of the prohibition service.

There are other features that ought to be investigated. T am
not making recommendations myself. I am simply stating what I
believe should be looked into from all sides. and with evidence from
all fuctions, so that it may be decided as to what is the best recom-
mendation to make to the Senate and to the country. and to the
department, of course. :

‘The matter of the warehouses in which the distilleries store liquor
shonld be considered. While the amount of liquor actually taken
trom the warehouses will not run to so many hundreds of barrels,
nevertheless, through the system of dilution used, it makes a big
market sale and quite a leak, and that can be handled and should be
handled in some way. I am not going to say how, but T believe it
should be investigated, and the opinion of Mr. Blair and Major
Haynes, based on years of experience, should be given very great
weight. The distillers should be allowed a voice. Ultimatelv. a SVS-
tem can be arrived at which will handle it. ) '

The druggist associations are protesting verv vigorously at the
treatment they are receiving from the Prohibition Department.
Resolution are being contimmﬁv adopted. and I believo the druggists
should be allowed to appear before this committee and concisely state
what their grievance is. Major Haynes should be allowed to appear
and state the viewpoint of the Prohibition Unit.  In other words.
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this should be a meeting place of permit holders, permittees, and the
views of the Prohibition Unit should be sought. The prohibition
directors should be encouraged to give us their views, based on ex-
perience, and not on individual influence, political or otherwise, but
their honest views as to what will help the service, o

That is the problem before the country. It is to get this thing
huilt ap. and obviously, the wore men who contribute (o the ultimate
conclusion, the better the ultimate result will be.

The things that 1 would touch on are, as I said, {)ersonnﬁel, ware-
housing, the manner of dealing with germits, and permittees. I
would take up the matter of the advisability of giving more power
to the directors, so that the permittees can get a more immediate and
divect contact. The matter of the revocation of permits should be
considered. The matter of sacramental wine should be considered,
although the cure in that respect will be legislative. The prohibition
law now gives no power of discretion to the prohibition service.

These are matters that can be taken up, and the ideas of all sides
arrived at. I do not think that any one man’s views should be im-

ressed upon the committee at the cost of others, but the law having

een trie(i out for a matter of four years or more, the people who
have come in contact with it in enforcing it, or in dealing with it—
ermittees and even bootleggers—should be allowed to come in and
ane their voice. The result of this should be a modification of the
svstem, which will tend to greater effectiveness, but I do not believe
that any one man’s views are comprehensive enough to cover it all,
and the ultimate result should be a composite of the views of the
persons most familiar with the prohibition question as it now stands.

Mr. Davis. Mr. Chairman, I mentioned to Judge Britt a few
moments ago certain suggestions that were important with reference
to the law and investigation, and so forth, and while it may be diffi-
cult to get by with a suggestion like this, if we could take the present
Cramton bill and hold that up for a minute. allowing us to go on and
get suggestions for legislation through the investigations of the
committee, and put them through in cornection with the Cramton
bill, it would be a mighty good thing, I think. I do not know what
Judge Britt or Major Hayres may have to say about that.

Senator Erxsr. 1 would like to have Major Taynes heard, too.

The Cramyan. Yes. T was just wondering whether Mr. Davis
fas put 1n all that he wants to at the beginning of this hearing.

Mr. Davis, Practically. ‘

The Cuammaz. Is there anything that Mr. Storck wants to say at
this time?

Mr. Davis, I think not. That covers it in a general way.

The Cramryan. We will now Lear from the bureau, if they desire
to say anything, '

_Senator Ernst. T saw Mr. Haynes yesterday. in delivering the in-
vitation of the chairman to the President, and I told him that I, for
one, would very much like to hear him make a comprehensive state-
ment of the work, o that the committee would have it before them
in this investigation, and he told me that he wounld be very glad to
give it Tf that meets with the views of the committee. I am very
anxious to hear it. '

Senator Warsox. I understand that is what he is here for,

The Cramestan. Yes: that is what he is here for.
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STATEMENT OF MR. ROY A. HAYNES, FEDERAL PROHIBITION
COMMISSIONER, BUREAU OF INTERNAL REVENUE

Mre. Havxese Mr. Chairman and members of the committee, T cor-
tainly appreciate this opportunity at the beginning of the heavings
to be here in person and contribute whatever I can by way of sugge:-
tion or answer to inguiry.

In the first place, the whole desire of the Prohibition Unit-—and 1
know that it 15 also true of the hurean---is to be of all the help we
can r this constrictive ingquiry,

We have had your very able representative, Mr. Storck, with us,
I think. for almost three months, and we have fornished him with
everything as expeditionsly as we could that he has asked for,

We have nothing in the Prohibition Unit which we want to hide.
We know we are not infallible. At least, perhaps, we have made some
mistakes in judgment. They are not mistakes in motive, however,
We are intensely and sincerely endeavoring to bring about, under the
present law, the very best possible enforcement.

Now, we want to continue to be helpful to the committee and to
Mr. Storck or to the gentlemen who you have suggested might assist
him.  We want to be of every aid possiblé,

In the first place. gentlemen. I suppose the Prohibition Unit is
engaged in the prosecution of the biggest task that was ever given
to a Government unit. We are trving to enforce a law which, in
large measure, supplanted personal habit and custom which had
ramified into the social, political. and business activities of the
Nation for 140 years or more. As a Government we have been en-
gaged in that task for a little over four years.

My good friend General Davis has very splendidly outlined many
of our shortcomings. Many of them we acknowledge; however, we
maintain most of them to have been caused largely by inadequate
legislation.  However, I think it is only right and proper, if T may
be permitted, Mr. Chairman and gentlemen of the committee, to
sugaest a few things that we have done, calling your attention to the
size of the task as we first approached it, and then making sugges-
tions as to what, in view of our experience, we believe should be done
by way of remedial legislagion

General Davis. and quite properly, because it has not come within
the purview of his expervience perhaps as to those of us who arve
engaged in the work 24 hours a day, ¥ days a week, and 52 weeks a
yenr, and in intimate as.ociation with the problem, could net be
expected to grasp the situation as readily from the outside, and it is
because of that }:wt that T want to give you the benefit of whatever
my experience might be worth.

In the first place, the second section of the eighteenth amendment
provides for a joint responsibility in enforcement. s the Jamented
President Harding in his wonderful speech-—and 1 believe it was
one of the best he ever made—delivered in Denver, Colo.. upon his
trip west, said. it was never intended by the framers of this act or
the eighteenth amendment that a great national constabulury should
be built up in this country to enforce this law.

Thuy statemens was made upon the basis of the second section of
the eighteenth amendment, which, as I say, divided responsibility

Y
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for what I term strong-arm enforcement or positive police enforce-
ment,

In other words, under the eighteenth amendment the Federal
Government was to take the leudership and the local governments,
beginning with the municipality, the county, and the State, were to
come nlong and take their share of the enforcement burden. T'o
carry out those provisions and ideals, all of the States but two of
the United States have adopted State enforcement units.  Some
States have even set up a force similar and equal to the Federal
foree, with a State commissioner, ete.

The entire program that we have built up has been predicated
upon that thought, that the Federal Government was to take care
of its functions and the local governments were to take care of their
particular local policing functions.

I think the greatest difticulty, Mr. Chairman, that we have had
has been to establish this fundamental, and the necessary cooperation
is growing every day. This work is an evolutionary process. We
are not going to approach perfection in 10 or 12 or 1) years. It is
evolutionary, and the greatest outstanding problem that we have
had has been to get the officials locally and the people locally to
understand that they have responsibilities with reference to the
enforcement in their own several local communities,

For a time, as you all know, after the eighteenth amendment was
adopted, a great many oflicials said: “ This is Uncle Sam’s job: let
him do it.”  There was a breakdown in regard to the enforcement
of the eighteenth amendment in the police organizations.  State ofhi-
cials were recreant, and so were many county officials, and as a result
of that, as vou will probably recall, within six months of his passing
President Harding called a conference at the White House of the
vovernors of the States.  The governors of 17 States were there, and
we  discussed  this matter of divided responsibility.  President
Harding announced that he wanted to have another conference later
which would Le more largely attended.

President Coolidge, soon after taking office, called me into confer-
ence, and the second was arranged for. That conference was held
last October at the White House, and it was attended by 37 gov-
ernors or their representatives and representatives of the Federal
departments.  The matter of divided vesponsibility was gone into
thoroughly at that time.

When the Federal organization under the present administration
was in the beginning we reviewed all of these situations, and we
knew that our responsibilities were primarily with regard to the
controlling of the sources of supply. There wus a great clamor
from almost every community in the United Suates for enforcement
agents, with statements being made that “The prohibition law is
being broken here.” and “ The prohibition law is being broken there:
send agents: send agents.”  We were tryving to cover that great area
with a little handful. comparatively speaking. of men, '

As this condition has been pointed ont to officials and eitizens, T
am thankful to say, and to report to this committee, that we are
improving that condition. Local communities are cooperating.  For
instance, the chief of police of the city of Louisville a vear ago made
a trip to Washington especially to see me. and he said : ¢ Mr, Havnes.
every oflicer on my force ix instructed to enforee this law, just the

q
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same ns a Federal agent.” We are having wonderful cooperation in
the city of Chicago under Mayor Dever. We are getting more coop-
eration everywhere than we were before, and as we are able to liber-
ate our agents from the handling of these petty cases, and as we are
relieved from filling up the Federal courts with these petty cases, we
will be uble to divert our men to the performing of functions which
more properly belong to the Federal Government.

What are those supervisory powers and responsibilities of the
Federal Government?

In the first place, I believe our greatest responsibility is with refer-
ence to the permit situation, We must keep this before us, gentle-
men, always. We have two responsibilities. The first is to see that
the legitimate dealer, the man who is recognized under the law, is
riven everything, and promptly, that is coming to him under the
aw. On the other hand, it is our responsibility to prevent diver-
sion to beverage purposes. Now, we try to keep those two purposes
before us all the time.

So the first outstanding responsibility of the Federal Government
is the operation of a permit system, through which there shall be
manufactured, if need be, and distributed, intoxicating liquor for
medicinal and other legal purposes.

When we began to build up our organization, we had to reor-
ranize 48 States, Alaska, Hawati, Porto Rico, and the Virgin Islands.

hat was some considerable task. .

General Davis has referred to the directors’ forces, and I want to
explain why we organized as we did. We had a reason for giving
the director certain responsibility, and the divisional chief certain
responsibility.

.1};1 the first place, under the operation of the law in 1920, and into
1921 slightly, there had developed a very unfortunate situation.
You all know that there was » breakdown on the part of public
confidence in enforcement. and conditions were not right; and I
have not any eriticism because of that condition, for it was pioneer
work. We are still engaged in pioneer work. There is no precedent.
It is for administrative officers to work out these problems. So
upon conting into office I knew that psychologically it was necessary
for us to revamp and change the old crganization, which had been
regarded as not successful. . _

I went before the Senate Pinance Committee, of which Senator
Watson was a wember, and 1 ontlined my plan of reorganization,
upon the basis of localizing in every State, under State authority,
responsibility for cnforcement, as well as the permissive features.
That vecommendat: m was approved by the committee, approved
by Commissioner Blair, and by Secretary Mellon, and we built our
organization upon that recommendation; and we also developed
what General Davis has called the overlapping mobile force, known
as the general agents force, in order that they might take care of
the large cases having interstate ramifications.

In my humble judgment, gentlemen, that mobile force hus devel-
oped into the most practical, the most helpful element of our pro-
gram; and, in this connection, recognizing that the times have
changed. that conditions are different, the probelms ave different,
we have now evolved a plen for a change of erganization somewhat
as has been suggested by Geneval Davis, namely, in each State the
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director shall operate by taking charge of the permit features with
a corps of inspectors, but all enforcement work will be transferved
to the divisional chiefs thronghout the United States. In view of
my experience, I am confident that that plan is right. We are trans-
ferring the enforcement work in the State of Wisconsin this week,
and in two weeks we expeet to fransfer the work in the State of
California, to the divisional chief.

Senator Krnsr, How many divisions ave there!?

Mr. Haynes. There are 18 divisions.  So that the suggestion made
by Generai Davis is very largely now being put into operation.

Senator Watsox. In a case of that kind, what becomes of your
State enforcement officer?

Mr. Hayxes. The State director continues with the permit end of
the operation, with his inspectors ispecting the permittees.

Senator Warson. That 1s all he does?

Mr. Havynes, Yes,

Senator Warson. Does the divisional chief then operate through
the State agents for that purpose, and all of the subordinates of the
State agency, or does he have a separate force for that enforcement
that he has undertaken?

Mr. Haynes. We combine two or three States and put all of the
enforcement agents under him for that area.

Senator Warson, Does he have different agents from those in the
State ¢

Mr. Hay~Nes. He will absorb the State agent.

Senator Watson, Oh, ves.

Mr. Hav~es. There will be no depletion of force, but they will be
absorbed or transferred.

Senator Warsox. Take the situation in Indiana; take Mr. Mor-
gan, the director there, for instance, as a conerete illustration?

Mr. Havyxes, Yes, sir. .

Senator Warson, And he has some 30 men, say.  Who is the divi-
sional chief for Indiana!?

Mr. Haywgs. Mr. Dikeman has charge of Ohio, Indiana, and
Michigan. .

Senator Watsox, From this time on, what will be the spheres of
activity of Dikeman and Morgan?

Mr. Haywee, Dikeman will have all of the enforcement of the how
in Onio, Indizna, and Michigan.  Morgan will have the permissive
work of the State of Indiana alone.

sSenator Watson, ‘Then, wiil Dikeman use Morgan’: forces for that
purpose?

Mr. Havxes. Oh, yes; all except those used for inspection work
will be transferred to him.

Senator Warsoxn. Acting in that new capacity, they will look after
the permit end of it?

Mr. Hay~es., Just the permits: not the enforcement.

If Commissioner Blair wants to make a statement at this time, in
order to get away, I will be glad to suspend.

The Cramyax Mr. Biair has asked to be excused until some
other time. He has another engagement now.

Mr. Bramr. If T could go now, I would be glad to come back at
any other time.
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The Cuaimrmax. That is all vight, is it not?

Senator Warsox. Sure: that is all right.

Senator Exrxsr. Oh, yes,

Senator Joxes of New Mexico, 1 do not believe T am quite elear,
Major, on the point that was just vaised by Senator Watson,

My, Havxes, Yes

sSenator Jones of New Mexico, As T understand it he wanted to
know whether these men who would operate under the director in
a State in looking after the permittees, after this new arrangement.
woptld transfer their efforts to——-

My, Haxvyes, The divisional chief.

sSenator Joxnks of New Mexico, The regional chief.

M. Havnes. No, sir.

Senator Joxks of New Mexico. The regional chietf would have
nmen in the same State with the divector’s foree looking up other
branches of the work?

Mr. Havses. Let me make it a little clearver. For instance, if
there are 40 agents in the State of Indiana. and 20 of them are
engaged in inspection work. the 20 will be left with the director,
with Director Morgan in Indiana. to be confined in their activities
to the State of Indiana on the inspection of permittees,

Senator WarsoN. Yes.

Mr. Hay~xes. The other 20 will be transferred to enforcement
work in the States of Indiana, Ohio, and Michigan, operating under
M. Dikeman.

Senator Joxes of New Mexico. Then these field employees, work-
ing under the director, in looking after the permittees, will have
nothing to do——

Mr. %{Armzs. With enforcement.

Senator Joxes of New Mexico (continuing). With enforcement !

Mr. Hayses. Yes, sivg that is it exactly.

Now, one other reason for that is that a different type of training
is necessary for the inspector and the enforcer, as has been indi-
cated by Mr. Pyle a few minutes ago.

In reference to the permit feature, gentlemen, there are 130,000
ermits in operation in the United States of all classes to-day.

hey all require inspection: tuey all have to be checked up: and

there is a firld force of approximately 1,500 men for the United
States, Alaska, Hawaii, Porto Rico, and the Virgin Islands, to take
care of that tremendous task in itself, and that is enly one of our
Tunctions.

Senator Watsox., How many applications for vermits arve there?

Mr. Haynes. Thev ave very much in excess of that number, of
conrse,

Senator Warsox. Very much in excess of it?

Mr. Hayxes, Very much in excess of it.

Senator Warson. And they are all investigated?

Mre. Havxes, Yes, siv. That is our first big function.

The second function with veference to the source of supply has
had to do with the concentration of bonded lignor. There is to-day
about 33.000,000 gallons of bonded whisky left in the United States.
When this administration began to operate that whisky was scat-
tered all over the country, in perhaps 300 bonded warehouses.

-
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Under the concentration legislation, which was most wise, we
have saved $300,000 or $100,000 a year in guarding expenses. That
whisky is concentrated in 80 warehouses, and they are better
guarded, more securely guarded, at very greatly reduced cost, and
to-day there is practically no leakage of bonded whisky.

The Cnamman. At this poiat, may I ask if there is any vegulation
as to storage charges in these recognized bonding places?

My, Havses, Yes, siv; that is all a part of the contract which
the owners make with the Government.  That rate shall not exceed
a certain amount.

The Cuamaran. 1s there not considerable complaint about it from
the owners of this liquor as to the warchouse charges and bonding
charges?

Mr. Havynes, Yes; there was some complaint at times, but 1 think
practically all of these difficulties have been ironed ont. In addition,
we have had practically no cases taken into court regarding the
concentration movement. It has been very successtully done.

Now, with reference to this source of supply. This honded
whiskey source was the first thing we had to approach. We could
not take the breweries of the United States and the distilleries of
the United States and wineries of the United States. and handle
all of those great sources of supply at one time. That was mani-
festly impossible, and we first approached what we considered was
the most dangerous, because in 1920, there were 12,500,000 gallons
of bonded liquor withdrawn upon permits, assuming it, of course,
to be used legally. Perhaps 11,000,000 gallons were diverted to
illegal purposes, In 1920 there was no difticulty in getting a good
quality of beverage liquor, but to-day 93 per cent of the liquor
seized by our agents, the United States over, is deleterious in quality
and positively not bonded liquor.

The Ciramaran. Then, you concur in the views of counsel that
the great mass or volume of this bootleg liquor is——-

Mr. Havnes. Synthetic.

The Cramman. Made in the United Stutes?

Mr. daynes. Oh, yes: there is no question about that: but T think
we have successfully gotten control of the bonded liquor source of
supply and sre preventing its diversion.

In the development of the permit feature, under which that liquor
was withdrawn, we had to devise a aew permit form and system.

Formerly, and in the cases that General Davis has just referved
to, there was no trouble about forging a permit. They were printed
upon ordinary paper. Any little printing press in the country
could turn them out. It took some time to evolve a system, but
to-day we have a specially manufactured paper, and a specially
manufactured machine to write in, in perforation the quantity to
be withdrawn on the face of the permit. We have a regulation
requiring the countersignature on the part of the State dirvector
recommending the withdrawal. We have such elements of safety
that T believe to-day the bonded liquor supply is as well nnder con-
trol as is practically possible.

The Cuamrsan. Take the Flieschuman case.

Mr. Havwes. If T may be permitted, that was the first problem:
to the bonded liquor.
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The second problem was with reference to smuggling. To fight
that situation it required the development of sentiment and the
securing of an appropriation to provide a fleet of vessels adequate to
meet the influx of liquor which was being smugeled. I think a large
percentage of it was not bonded whisky. I think much of it was
merely manufactared on the boats on Rum Row; but, as I say, it was
not possible for us to compete with that without this fleet of vessels.
The Coast Guard branch of the service has taken that responsibility,
and their facilities have been completed over 50 per cent, and by
early spring the entire flotilla will be completed and that problem
will be solved.

Senator Warson. What force have you engaged in that work?

Mr. Haynes. We have no force on smuggling on the water.

Senator Warson. T know; but the Treasury Department?

Mr. Haynes. Well, the fleet, as I understand it, is made up of
about 450 vessels, and they are over half finished now. They will be
entirely adequate to meet the problem.

Senator WarsoN. What do you do with reference to smuggling
from Canada and Mexico into this country?

Mr. Havynes. That is a border problem that we have to use our
men on, and wherever there is a State constabulary, of course, they
assist in that work.

Senator Watson. Yes.

Mr. Haynes. The next problem was the alcohol problem. As we
closed up the bonded liquor sources, as we closed up the smuggling
sources, these problems changed with conditions. The importance of
the alcohol source is accentuated.

Now, it must always be remembered. gentlemen, that Title III of
the act itself places upon us, as administracive officials, the responsi-
bility, in the language of the act, to stimulate and promote the legiti-
mate alcohol industry; in other words, to sce that there is no dearth
of supply of alcohol for legitimate manufacturing and chemical pur-

oses. So that is as much our responsibility as it is our responsi-

ility to prevent diversion. Therefore. as we have remedied these
other things. the difficulty in the alcohol industry increased, because
it could be diverted to beverage purposes.

Senator Erxst. How is that done? Can you tell us that?

Mr. Havxes. General Davis, before you came in, Senator, ex-
plained that very well. ‘

Senator ¥rxst. That 1s all right, then.

Mr. Hay~es, And I think his explanation of how it can be done is
entirely correct.

Senator Ernsr. All right; I will get it from the record.

Mr. Hayxes, In the denatured alcohol the denaturing substance
is extracted by an illegitimate permittee and the product is used for
beverage purposes. Before another congressional committee the
other day it was estimated that 6,000,000 gallons out of a total of
60,000,000 was, perhaps, diverted.

The Cuairyan. Is there any way of dispensing with this specially
denatured alcohol?

« Mr. Hayxes. We do rather encourage it for the reason that if we
liberate the pure alcohol, all one has to do is to mix water with it
and call that synthetic gin: so we have very greatly reduced the

~
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amount of the withdrawals of the pure alcohol and have made it
more difficult to divert by causing them to use denatured alcohol.

The Cramman. Specially denatured alcohol, though, is difficult to
get, as I understand it?

Mr. Havynes, Yes; and we encourage the use of that, because with
that it would be more difficult to divert it into other channels,

The Caamyan. What is the amount of that specially denatured
alcohol?

Mr. Haywnes, About 6,000,000 wine gallons of raw alcohol. The
denatured alcohol in 1924 was 67,000,000 gallons.

The Cuamman, Was that all specially denatured ?

Mr. Haynes. No; denatured.

The Ciramrman. How much of that is specially denatured alcohol ¢
As I understand it, that causes a great deal of trouble, while the
ordinary denatured alcohol does not cause any difficulty, because it
can not under any circumstances be used for beverage purposes.

B Sen)ator Warson. That is my understanding. Is that true, Judge
ritt?

Mr. Brirr. I beg your pardon, Senator.

Senator Warson. Is it true that it is only the specially denatured
aicoliol that can be used for beverage purposes?

Mr. Brirr. There are 60,000,000 wine gallons. That would be
twice that in proof gallons. It would be 120,000,000 gallons all told,
and about 67,000,000 gallons of that was withdrawn for denaturiza-
tion; that is, special denaturization and complete denaturization.
The great bulk of it is for special denaturization, and, of course.
that 1s capable of being redistilled and converied into some sort of
liquor by distilling out of it certain denaturants.

Senator Warson, Whereas, when completely denaturized, it can
not be diverted ?

Mr. Brrrr. Yes.

Mr. Haynes. If there could be legislation requiring that this de-
naturization be performed by the use of a formula which would
make it so unpalatable as to make it impossible to use it for bev-
erage purposes without the knowledge of the people, that would be
desirable.  Wood aleohol, as you know, is tasteless. That is where
most of the deaths come from. I think that would be very fine
legislation,

Senator Ernst, It ean be done. as a practical matter?

Mr. Havnes. Oh, ves; but it has to be done by legislation.

Sepator Warsox, What is the difference between thorough de-
naturization and a partial denaturization between wood alcohol and
the other special denaturization?

Mr. Hayses, In the manufacture of certain articles, like perfumes,
cosmeties, and things of that kind. the use of the whole or com-
pletely denatured would be very dangerous and impracticable, of
course. That is the reason for the use of specially denatured alcohol.

The CHammax. That is, specially denatured?

Mr. Havnes, Yes.

Senator Warson, What is the difference in the process between
the completely denatured and the partly denatured?

Mr. Hayxes. The only difference in process is the different chem-
icals that are put in the grain aleohol.
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The Cramsaxn. In other words, in the wholly denatured alcohol
you use the wood alcohol, kerosene, and things of that kind?

" Mr. Haynes, Yes, sir; becanse the uses to which it is put are not
affected by such denaturization.

The Cramyax. To do that, of course. makes the odor disagree-
able, and it is not useful for perfutne and cosmetics.

Mr. Havnes, Yes: it would destroy the use of the aleohol for the
manufacture of cosmetics. What T want to try (o impress on you
here at this point is that we are tremendously criticized-—and we
expect to be criticized iu this work—on the one side by the industrial
manufacturers, and the manufacturers of various products on the
one hand seeking large withdrawals of alcohol because we arve too
restrictive, and on the other hand, we sre tremendously criticized
by the type of prohibitionist who can not see any legitimate use for
these large \\'it-lhdrm\'uls of alcohol. When these latter people see
that 60,000,000 wine gallons of denatured alcohol are manufactured
in a year it is so amazing as to call down a tremendous criticism
upon us; whereas, under the law, we are enjoined with the responsi-
bility, wherever a man comes to us in proper form and makes appli-
cation for industrial alcohol for legitimate uses, to permit it. There
is no way under the present law that we can refuse it to such. So
that the alcohol problem is, perhaps, our big problem to-day.

Senator WarsonN. You have not any desire to change the law in
that respect, have you?

Mr. Haynes. Oh, yes; T will come to that in just a minufe, in the
way of recommendation.

Senator Warsox. All right.

Senator Erxst. Is there no way of tracing this aleohol after it
has once gone to these parties?

Mr. Hayxes. We do the best we can, and we make literally hun-
dreds and thonsands of eases, aleohol cases, Senator: but it is’a very
difficnlt thing to trace trucks as the alcohol is taken from the de-
naturing plant to every consumer, ete. We do it, but it is mani-
fest that with 1,600 or 1,700 men in the United States, it is very
difficult. In Philadelphia, for instance, we are trying to get General
Butler to use a great many policemen to help us on this work.

The Cuammax. If more care were exercised in granting those
permits and seeing that they were granted only to legitimate users,
would you not have less trouble then ¢ i

Mr. Haynes, Tremendously : and that is a problem [awant o deal
with in just & minute.

Now, General Davis has referred to the hrewery situation -mani-
festly tremendously diflieult.  Prior to prohibition there were ap-
proximately 100 hreweries in operation in the United States, menu-
fucturing about 2000000600 gallons of beer. To-day there are
357 permittees operating cereal-beverage concerns, which last vear
manufactured 160,000,000 gallons of near beer. We know that there
ix considerable diversion of a high-powered beer.  We are eareful
in the granting of those permits. I perfectly agree with General
Davis in the thought that we ought to have men on the inside to
see that the aleoholic content is not, in the beverage product, above
one-half of 1 per cent.

The Cuamurax. Have you not got that now ?
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Mr. Havxes, It would take 1.428 men to-day in the breweries
of the United States, and we have 1,700 men in the United States
for all the inspection work, taking care of breweries, distilleries, ete,

The Cuaesax. It still gets back to the protection of the per-
mittee,

Mr. Havxes, Absolutely.  There is no question about that, and
we have reason to believe that the permitiee is going to play tair
before we give hun a perm’ .

The Cnamsan. 1 think, according to some of those that vou have
granted permits to, vou have no reasonable basis for believing that
they will.

Mr. Havne, Unless we have reason to believe otherwise, the law
requires us to do ity but as we are relieved from the local policing
work, we are going to have more men released to do this inside super-
visory work.

Prior to prohibition there were 130,000,000 gallons of American-
made whisky used in the United States. In 1920 there were 12,
500,000 gallons, and in 1921, the first year of our administration,
it had been reduced to 3,500,000, In 1922 it was still further re-
duced to 1,750,000, and in 1923 it was approximately 1,800,000.

That shows, T think, a very fair degree of increased control of
honded liquor.

As General Davis suggested a few minutes ago, a bill has passed
the House, and it is known in the Senate as the Sterling bill.  Con-
ferences innumerable have been held and hearings are now on in the
Senate committees, as formerly in the House. Conferences with the
trade, with dealers, with druggists, and with manufacturers have
veen held, and it has been thoroughly threshed out, and I believe
that a great deal of the difficulty which has been outlined here this
morning will be cured with the passage of that bill.

In the first place, the alcohol problem was not recognized, Mr.
Chairman, as a prohibition problem. When the act was adopted,
industrial slecohol was supposed to be legitimate and the diversion
of it was not regarded as a serious matter. As a result the aleohol
permits and the so-called collectors’ permits were issued by the col-
lectors of internal revenue. The cellector of internal revenue mani-
festly had no particular interest in prohibition enforcement. He
didd not have the facilities with which to make inspections, and
Iterally hundreds of permits of that charvacter were granted which,
perhaps, shold not have been granted and, perhaps, never would
have heen ganted if there bad been originally the right supervision.

Under the Cramton bhill or the Sterling bill all of the functions
which to-day reside in the collectors of internal revenue having to
do with liquor or aleohol ceme over to the Federal prohibition
directors” offices and will be supervised there.

Senator Exxst. In each State?

Mr. Havynes In each State.  That concentration of authority
would bring the alcohol problem over to where it always should have
been placed, in my opinion, and is a step forward in a better suver-
vision of the work.,

That is the first thing that the Cramton bill will do.

The second thing it will do will be to place the agents under the
civil service.
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There have been prohibition appointees of all classes since the
amendment became effective, totaling about 10,175. Out of that
number there have been dismissed for cause about 1,716.

We hear a great deal of jest about the prohibition agent untor-
tunately. He is made the subject of jest. We read columns of
material about one who falls subject to the most tremendous tempta-
tions of any people in the Government service. I have seen t}wm
come into our offices with their pockets torn from their clothes,
where permittees have tried to place rolls of bills in their poekets.
Every effort is made by the enemy to discredit, because it is felt
by them that the more one discredits the prohibition service and the
more they make it appear in the minds of the pesple that the force
is without morale and without efficiency and without the qualities
that we all admire--honesty, particularly—the more difficult the
enforcement of this law will be, and the more likely will be the
breaking down of the machine. That is their under-cover method.

Agents, by a congressional limitation, have to start in at $1,800
salary. Under the present régime of the committee on classification,
a new man must be'taken on on a basis of $1,680, and I grant it is a
difficult thing, as has been suggested by General Davis and also by
Mr. Pyle, to go out in a city like New York or Philadelphia, or into
the great centers of population in this country, and secure a man
adequately prepared and adequately fortified morally to withstand
these temptations at that kind of a salary.

I think one of the greatest things that this committee can do is to
recommend to Congress that these men be put on an adequate
salary, where they will not be subject to all of these tempetations
that we all know they are subjected te.

I would call your attention to the fact that no less a personage
than the chairman of the Appropriations Committee of the Honse,
my good friend Mr. Madden, rather disagreed with us in the idea
that the amount of money received would have anything to do
with & man’s honesty. I grant that that is a high plane on which
to operats, but when you get down to the practical affairs of life
we know that it is a very difficult thing for a man to withstand
these temptations when his family is actually suffering and because
he is not adequately paid.

The CHAIRMAN, at is the maximum salary that these men get
now ?

Mr. Haynes. The maximum salary to which they can aspire is
arranged under the different classes; some $1,800, some $2,250, some
$2,500, and some $2,750.

;I‘he CaAamrMAN. $2,750 is the maximum?

Mr. Haynes, No; we have divisional chiefs getting $4,000 and
comparatively few in one or more slightly less classification,

The CeAIRMAN. I mean for the regular agents.

Mr. Haynes. Yes.

The CrAIRMAN. And the minimum is $1,680¢

Mr. Haynes. The minimum is $1.680; ves. sir.

The Sterling bill will put these men under civil service.

'Ii‘fh?e Cramrman. What will that do to the men already on the
ste -

Mr. Haynes. They are all to be subject to examination, civil serv-
ice examination requirements within six months.

Al
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Senator WarsoN. Does that include the directors too?

Mr. Haynes, Everybody; yes, sir.

With reference to further legislation, gentlemen, in addition to the
Cramton bill, which will cure over 50 per cent of our difficuties, we
need tremendously legislation which would make a felony of the
counterfeiting of withdrawal Forms 1410 A and the doctors’ pre-
scription blanks. Tt is an amazing thing, but nevertheless true, that
Form 1014 A, which is ‘e form upon which withdrawals are made
by the permittee, may be counterfeited-—more valuable than hundred
dollar bills—they may be worth a thousand dollars, or $50,000, with-
out any crime invoived sufficient to put the eounterfeiter in the
penitentiary. The counterfeiting of these forms should be made a
felony. That is one of the most glaring inadequacies, in my opinion,
that we have to-day. There should be legislation making it a felony
to counterfeit the doctors’ prescription blanks and the withdrawal
forms. Other legislation is greatly nceded which will require that
denaturing plants be only on the distillery property. Under present
law they may be elsewhere and be operated by other than distillers.

Senator Erxsrt. Is there any bill pending which will cover that?

Mr. Hay~es, Not to my knowlecf:ge.

Mr. Brirr. There was a bill in the last Congress.

Mr. Haynes. I think it was not introduced.

Mr. Dawvis. The only thing which could take it in would be the
conspiracy section. .

Mr. Haynes. Yes. Then the next piece of legislation that I be-
lieve certainly should be given attention is the giving to the Prohi-
bition Commissioner and his subordinates, including directors, the
unquestionable power of discretion. Under the present law we have
no discretion, though we try to use it.

Senator WarsoN. What do you mean by that?

Mr. HayNes. I mean to say that when a permittee comes before
us and we think his type, his antecedents, his surroundings, and
associations make him unfit to enter inte a permittee relation with
the Government, we ought to be permitted to refuse him a permit.
Unless we have instances of overt act, it is imposuble, when he
meets the requirements and come to us guiltless, so far . » we know,
of violations, it is ix;l{mssible for us to refuse to grant him a permit.

The (;HAIRMAN. Have you ever been mandamused to grant any

ermits
P Mr. Hay~es. I have two illustrations that I want to give you.
Only last week in a certain judicial area an eminent judge rendered
his decision in a case in which we had refused to grant a permit to a
brewery, in which he said it was necessary under the law for us to
grant that permit.

Three weeks ago there was an alcohol permittee from the city of
Philadelphia who came to us with an application. He was a dealer
and had for some time been getting 35,000 gallons of alcohol a
month. He came to us, making an application for an increase to
75,000 gallons of alcohol a month. It was disapproved by the State
director. It came to our permit division, whicK sustained the State
director. It came before the central committee, which is composed
of a member from each section of the unit, as'my personal repre-
sentatives, to make a recommendation to me.
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They said to the gentleman—and it is a matter of record in the
office, and this is one of the typical cases—

You are getting 35,000 gallons of alcohol a month?

Yes, sfr.

What are you gomg to do with this inerense?

I have demauds for it. I might as well sell it a8 anyhody else.

He showed his order book.

Do you think any of it will be diverted?

Undoubtedly some of it will be. That is none of my business. T ean’t help
it. Tt is none of my business,

The committee nnanimonsly disapproved the application,

Within, perhaps, 48 hours after tlhat, the permittee having gone
to a local Federal court, we were enjoined from refusing to liberate
to that permittee 75,000 wzllons of alecohol a month, until it was
shown that he was guilty of diversion.

Now, those are only instances, as I said, where we do try to exert
the discretionary power which we ought to have. We are being
defeated almost altogether, everywhere, by the courts, when the
cases are taken into the courts. '

That i~ certainly another instance where there should be a law
which is unmistakable.

There is a law in Canada, in the Provinces where they have pro-
hibition, giving absolute discretion to the commissioner, or the
officer corresponding to him: When a permit comes in, and he thinks
there are sufficient permits, of a certain classification in a certain
locality, he can use his own diseretion and say. “ I do not think you
nced any permit: I do not think that community needs any more
permits of this class.”

The Cuamrmax. Would you favor a committee or a board of ap-
peals acting in cases of that kind; T mean within your own bureau!

Mr. Havyxes. Well, ves: 1 am entirely agreeable to that; but it 1s
after we have gone through the case in the director’s office, the permit
section, and the committee of review and the board of appeals; it is
then overturned because the law is defective in the opinion of the
judiciary.

Mr. Davis. Major, if you had in your division a board of permit
appeals, to which appeals could be taken directly from the State
director, that board to be composed of lawyers, that might meet the
problem. and they would thereby get a sort of legal iuling on the
thing.

Mr. Hayxes. This committee to which I have referred is made up
of Judge Britt and other lawyers of the unit, and they represent as
competent authority as we will be able to get. Mr. Davis. In other
words, that committee takes the place of what I think you are re-
ferring to. What we need is better law.

Mr. Davis. Do they review the entire case, or just the charges of
error that might be made locally?

Mr. Haynes. Noj they review the entive case.

Mr. Brrrr. They review the entire case, both from its legal and
«administrative standpoints. '

Mr. HaynEs. Yes, sir.

The next piece of legislation that I think we need is with refer-
ence to the use of confiscated automobiles.



»’

INVESTIGATION OF BUREAU OF INTERNAL REVENUE 2183

Our automobile hire, as Mr. Davis will recall. amounts to tre-
mendous figures, and vet we have in storage seized automobiles, that
are lying there awaiting court orders for disposition. the owners,
perhaps, in many instances not known.  ‘They are piling up storage
charges. and yet, under the present law, we have no authorization
to use a seized or confiscated antomobile,

Senator Krnsr. Suppose vou do wish to use one, who is going
to prevent vour doing it?

Mr. Havxes, In the first place, it is against the regulation, and
under the law, as T say. T think the agent would be haled into court.
In fact, that has happened frequently. and we have had literally
hundreds of agents who have vielded to the temptation, for the good
of the service. dismissed by the department for it.

Mr. Brrrr, Those automobiles are within the custody of the court
after they are seized., Thev are not within the jurisdiction of the
bureai.  We have no authority to use them.

Mr. Davis, Tt has been suggested. Senator Ernst, that the court
could make an order allowing the agent to use those cars while they
are in the custody of the court. and before final forfeiture after
seizure,

Senator Erxst. After final judgment, do they belong to the (zov-
ernment then?

lMl'. Brrrr. Under the law. they have to be advertised and sold
then. ‘

Mr. Havyes, Just one or two ether points, Mr. Chairman and
gentlemen. Perhaps 1 am going into too much detail here.

Senator Erxst. No. I do not know how the others feel about it,
but T am very glad to hear it.

Mr. Hay~es, T want to give you the benefit of whatever informa-
tion I have.

As to the overlapping of work which Mr. Davis has said occurs
under the present system, I want to clear the situation, and I think
I should explain why it was originated. We had to change psycho-
logically., the organization and did it. It served its purpose.

He mentioned a third group. which is the field supervisor’s group.
The field supervisor has nothing to do with enforcement. He has
nothing whatever to do with permit matters, except in this way:
There is a force of 12 men, corresponding to bank examiners, wgo
unexpectedly drop into directors’ and divisional offices. They take
up the question of the organization there, and check up the adminis-
tration of the offices, to see whether or not the expenses of adminis-
tration can be decreased, the number of employees decreased. or
whether more employeces are needed. and whether or not the trade
is being promptly served.

The Caamyax, What salary do those men get?

Mr. Hayxes, Those men are classified at from $2.800 to $3,600.
They are very high-type. experienced men.

The Cramax. You have only 12 of those?

Mr. HayNEes. Yes, sir.  They correspond to auditors, Mr. Chair-
man, and, as I say. they do not overlap in any respect whatever.

General Davis has referred to the wine situation. As I have just
indicated, we could not handle the distilled spirits, the cereal bev-
erages, and the wine all simultaneously with a force of 1,700 men.
We undertook the problems which seemed to be the most danger-
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ous, and the wine was left to the last.  We ave. dealing very vigor-
ously with that problem this year. on the Pacific coast especially.
Wine withdrawals have very greatly decrensed. 'There were only
3,500,000 gallons of wine withdrawn during the last fiscal year.

The CHaixysax. Have you the amount that was withdrawn for
religious purposes separate from that withdrawn for medicinal
purposes ?

Mr. Haywes. I presuine we have those figures; but T have not them
;:'ith me, I will be glad to get that for you if you would like to

ave it.

The Cuamryman. You said it had decreased. I think our investi-
gators have figured that it was increasing.

Mr. Havwes, It was 3.500,000, as compared with 6500000 the
previous year. :

The Cramrman, That is, the total of both?

Mr. Havxes, Yes.

The Cramrman. Have you got that separation?

Mr. Hay~Nes, As I say, I have not those figures separate.

The sacramental-wine situation has been a difficult one, because
there is the religious element that enters into it, and if a rabbi makes
application for sacramental wine, and he has a bona fide congrega-
tion, and he is in any way thwarted, you gentlemen have no con-
ception of the tremendous furor which is created and the criticism
that comes down upon ns. We have tried to be careful, and have
tried to find, wherever possible, just where these congregations were
and have. inspected them; and, as General Davis has just indicated,
those investigations have shown a great many congregations that are
altogether fictitious; but it requires agents to go to the addresses
given upon the list, which must be furnished by the rabbi to the
directors before the wine-withdrawal permit is issued, and that
means covering miles of territory in checking up each one of those
persons. ,

Senator Ernst. Do you say that those leases have been found to
be fictitious?

Mr. Haynes. Oh, tremendously fictitious—forged and everyvthing
else. In other words, it is a very deplorable but true situation.

Mr. Britt. In some instances it has been a fictitious congregation
throughout ¢

Mr. Havr~es. Yes; a fictitions congregation throughout.

Mr. Davis. They have Irish rabbis, and rabbis of every descrip-
tion.

Mr. Haynes. Yes. There have been literally hundreds of those
congregations. We simply had to let it drift until we could get to
the inspection, and we are on that now.

The CuairMaN. Does that happen in connection with any other
religious sect than the Jewish?

Mr. Havyxes. No: for this reason: In the case of the Catholic
Church, the priest takes the communion: but in the case of the Jew-
ish congregations, the individual members take the communion.

Mr. Davis, They use it in the homes of the members of the Jewish

n

' ¢o. 1\freitlation.
r. Hay~es. It is a part of their religious rites, and those rites
are performed in the homes.
Senator Ernst. That is, by law.
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Mr. Haynes. By church law, by the head of the family. And, as
1 say, when you get to interfering with the religious rites of a re-
figious congregation you are getting on delicate ground. even though
we know that in many instances this situation has been tremen-
dously abused.

Now, with reference to champagne, that is a matter that I think
Judge Britt is more able to discuss than I am.

Mr. Chairman, I would like to file with you a compilation of
figures which will be helpful to you, showing these withdrawals and
decreases in quantities, together with other facts and figures and
what we have done .n the way of regulation, for the information of
the committee.

Furthermore, I want you to know that we are at your service. It
will not be possible for me to be here always, unless yon want me
specifically, but the Secretary has designated Judge Britt and Mr.
ézmonton. Judge Britt is the solicitor of the unit and is personally
familiar with all of its work. Mzr. Simonton has been in the service
for many years and understands the entire situation. Either one or
both of them will be here whenever you need them, and we will be
at the service of Mr. Storck or Mr. Pyle ar anybody that you have
dowphlthere. We want to be just as helpful to the committee as

ossible.
P The Cuairman. T wonder if you could state briefly what your
views are about the placing of prohibition enforcement in the De-
partment of Justice?

Mr. Haynes, I think it would be a very great mistake. There
have been four attempts made, always unsuccessful, to do that, for
this reason: As I have tried to explain, our functions are not so
much the functions which reside in the Department of Justice.
They are supervisory; they are of permit and supervisory character;
they are of admimstrative character; they are of tax-assessment
character, and you would have to set up in the Department of Justice
a duplication of machinery which now exists in the Treasury De-
partment. I think without question the Sterling bill, which makes
a bureau of the Prohibition Unit, takes it out from under the inter-
nal revenue and separates it from these duplications and provides for
concentration of responsibility, as I have just explained—I think
putting it in the Treasury Department as a separate bureau is an
ideal place for it in the light of my experience. ‘

The Cmamman. Can you tell us, Major, why these enormous
losses have occurred in the Government because of compromises in
%xe ga?ses of these violations of law that were referred to by Mr.

avis?

Mr. Hay~es. The compromise matter is another legal matter
which, if permitted to do so, I want Judge Britt to handle.

The Cramrman. I understand that as the result of such com-
promises millions of dollars have been lost to the Government.

Mr. Havnes. I think that is perfectly misunderstood by those who
are not familiar with the processes and the conditions. Judge Britt
will explain that to you.
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STATEMENT OF MR. JAMES A, BRITT, SOLICITOR, PROHIBITION
UNIT, BUREAU OF INTERNAL REVENUE

Mr. Brirr. Mr, Chairman and gentlemen, I shall be very brief,
unless you wish to keep me longer for questions.

In the first place, I want to reinforce what Mr. Haynes has said—
that Mr. Simonton and I are entirely at your service. The Secre-
tary has designated us for that purpose, and he and Commissione)
Blair and Commissioner Haynes have specially anthorized us to
render every service we can at all times to the committee. Mr.
Storck, Mr. Pyle, Mr. Davis, and others can have the use of any
record or file or paper or case that we have, the only condition being
that we be given a chance to list it and turn it over in a proper way,
so that we discharge our own responsibility to the Treasury Depart-
ment in protecting records.

We do not come, of course, as lawyers. We know that we are here
by your permission. We come to render service; but if at any time
we feel that something conld be made piainer and clearer by our
offering a suggestion or asking a witness a question, we would like
to have the privilege of doing so.

As to the use of champagne for sacramental purposes. there has
been some of that since 1 came into the unit, but very little of it, to
my knowledge. It is a rather peculiar thing.

Champagne in law comes under the heading of wine, and cham-
pagne, legally speaking, is wine, and when the national prohibition
act authorized the use of wine for sacramental purposes generically
it anthorized the use of champagne, because the courts have held
that champagne and wine are legally without distinction; but we
have endeavored to prevent its use by administrative control, and
we have done so. practically.

Very soon after I came into the unit T advised that champagne
was not recognized by religious denominations as a necessary sacra-
nental element: that to use it a forced use of a symbol for a most
serious purpose: and that while it had legal semblance, because
champagne comes under the head of wine in a legal sense, it had no
sanction amongst religious bodies nor amongst the intelligence of
the country. and therefore we.ought not to allow permits for that
purpose. We have discontinued them absolutely, over a very fierce
opposition. ) .

However, there is some wine in the country that is called still wine
that is scarcely distinguishable from some carhonated wine or ¢ham-
pagne. A line of distinction is given, and, of course, they thought
they could manage that. They have endeavored to do so, but it is
clearly the policy of the bureau not to allow it if we can prevent it,

Now, as to compromises, I suppose you would want me to speak of
particular cases. I think that would be the better way, to have them
made the object of special inquiry. ‘

The Crairmax, I think that is correct, because we are anxious to
have the committee hear about some of these specific cases that we
have investigated, and then the bureau can reply.

v Mr. Brrer. But. in a general way, just a word. Tf it is an internal-
revente case purely. the law still authorizes a compromise of the civil
hability and of the criminal liability, and that internal-revenue case

-
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may be an internal-revenue case also under the national prohibition
act, having reference to distilled spirits. 1 am talking about an inter-
nal-revenue case involving liquor, which has not been taken into
court; the Commissioner of Internal Revenue may compromise it,
with the consent of the Sceretary of the Treasury.  But if it is a
prohibition case with eriminal liability it can not be compromised at
all, because the law specifically forbids it.  But the civil liability
may be compromised under the law. o ) )

Now, the question as to what that liability is, Mr. Chairman, is
always a very difficult one, . :

The prohibition agents find certain irregularities on the part of a
permittee that look flagrant and serious, and there is a vast amount
of suspicion connected with them, and there is a report of them.
But those of us who have spent vears trving liabilities in courts under
judicial rules know that there is a vast difference between what a
case 15 said to be by common report and what it is after it is sifted
in court, when both sides have been heard. There ure cases, M.
Chairman, that may look very flagrant, but a lawyer in examining
those cases might think that the bureau would stand a very poor
chance of sustaining anything in court, or, if anything. not very
much.

Now, take the case of a forged permit: a foraed permit, 1410, as
Mr. Commissioner Haynes has referred to it. and hundreds of thou-
sands of gallons of liquor may be withdrawn upon that: but when
vou look at it, not being a technician. and not being accustomed to
specialize in questions of that kind, and not well informed on things
like that, you can not tell the counterfeit from the genuine. They who
accept it and let the liquor go out on that will say that it was coun-
terfeit, probably, but T could not tell the difference: it fooled me. and
it fooled many of your agents, too. And it did fool many of our
agents, '

That being true, vou can see how hard it is to fasten legal liability
on a man who goes before a court and makes that sort of an excuse.
There are more or less of these elements in most of these eases that
are compromised. The result is that the bureau, after it goes into
them as carefully as it ean, gets the best legal advice that it can-—and
generally it passes through a number of hands—can tell what the
chances are to win in court.  What prohibition agent made this case?
Has he since been diseredited ! Is he out of the service? Is it an
old case?  Are the proofs very remote and very improbable? What
are the chances to prove the case in conrt? Al of those questions
are resolved and vesolved over and over again,

In dealing with these cases I might say. Mr. Chairman, it is not
done by a mere clerk at his desk. The clerk does the elementary
work which comes up to his section chief or to his division chief. It
finally goes to a lawyer, or sometimes to several lawyers, and in
many cases it comes to a higher cfficer. and he goes over it and says
something like thix: * Considering the uncertainties of the case in
court, it is probably best for uns to take so-and-so and let the
matter end.”

. But there is another thing that I wish the committee would take
Into account. The Department of Justice—and this is no criticism
at all, because it is one of our fixed rules in our unit never to criti-
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cize another department, publicly or privately—but the Department
of Justice was so crowded that it could not bring many suits on old
bonds. In connection with many of those old civil liabilities the
criminal liability has long since been disposed of, or is in process of
disposition by the Department of Justice.

n instances 1 have advised with the Department of Justice, infor-
mally and formally, and they have said that our chances for bring-
ing suits on those old bonds are so poor that “we udvise you to
make settlement.”

I think that advice was sound, and I commend the department
for giving it.

You will find that some of these old cases are four or five years old.
The agent who found them is either dead or out of the service. He
may have been discredited; he may have been “tempted,” as Mr.
Haynes has told you.

ow, is it the best thing for us to wait and get that case into
court, wherever we can get it into court? The Department of Jus-
tice, like every other department, is overwhelmed with work, and
we make the best settlement we can now and get what we can.

The case to which particular reference has been made here, the
Fleischman case, was a case in which the findings, etc., were made
before I came into the service. This is not said for alibi purposes,
but merely as an explanation of why I do not know more about it.
But I advised as to the settlement of it, and I understand—1I think
Mr. Storck and the other gentlemen will verify it—that there is an
immense record. I did not go into all of the aspects of it, but the
phases I did go into impressed me at the time, and although the
proposed assessment was a large one, I thought it probably best to
compromise it.

I had tried many cases of this sort, and if this had been a client
and he had said to me, “ Now, rould you take the risk of winning
more, or if they would pay me $100,000 down, should I take the
$100,000?” I would have so advised. I ask myself a similar ques-
tion in all these cases. You understand, Mr. Chairman, I do not
settle these cases. They are settled by the commissioner or the
Secretary. I simply advise as to them when asked. When asked
about the case I said, “I had not gone into it fully; I was not here
at the beginning; but from what I saw of it, I would take the
$100,000.” )

Senator JonNEs of New Mexico. Judge Britt, necessarily the com-
nlxlissionexé and the Secretary must accept your recommendation, must
they not

Mr. Brirr. Not necessarily, although they usually do. I recom-
mended $100,000 in this case, but $75,000 was accepted.

Senator JoNEs of New Mexico. Because it is impractical for them
to give their particular individual attention to it?

Mr. Brrrr. Yes; but in this particular case it is proper that I
should say that the question of compromise had been pending for

uite & while. I think it is one of the helpful things of this inquiry,

r. Chairman, and I approve heartily what Mr. Davis ang M{.
Pyle have said, that out of this exchanging of our views we may
Be much wiser than we are on both sides. is I said, all of us who
have tried lawsuits know the difference between what we hear
rumors about and what we finally sift out in court where the charges
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are made on one side and are answered on the other. In that way
this committee will be much nearer the truth.

My own view about it is that the Drobibition Unit and the
bureau, and T know it is the wish of Commissioner Dlair and Com-
missioner Haynes to make known to you everything that has been
done and why it has been done, just as it oceurred, and their motive
in doing it, and leave vou to make vour own deductions. If those
deductions are not fuvorable to the unit or the bureau, then that is
as it is: but it seems to me that that is the only way to reach a proper
conclusion.

The Crarmax. In connection with this Fleischman case, 1 do
not understend just where the question of compromise cameo in.
As T understand it, & certain amount of alcohol was released, and
if that had been legitimately released there would have been a tux;
but the fact that it was illegitimately released does not change the
question of the tax per gallon, does it?

Myr. Brrrr. Yes,

Mr. Davis. It increases the tax.

The Cuamman. Yes. In other words, I do not see where there is
any compromise when it is an admitted fact that the alcohol was
released.

Mzr. Brrrr. Well, that is in question. It is not an admitted fact.
T do not think it is admitted, Mr. Chairman.

The Ciamrmax. I think the record will show——

Senator Ernsr. What case are you speaking of ¢

The Cuamrman, The Fleishchman case.

Scnator Erxst. Have you examined the record?

The CramrmaN. I have examined the report.

Mr. Brirr. If the tax was paid at $2.20, and it was diverted it
would have been taxable at $6.40, there would have been a differen-
tial of $4.20 due.

The CHaIryAaN. T would like to ask Mr. Storck here whether this
settlement was made on the basis of the minimum amount per gal-
lon, namely, $2.20 for all of it, or was it compromised on the excess
for illegitimate diversion?

Mr. Srorck. As I recall it, it was on 470,000 gallons. The first
proposal was 25,000, the next was 50,000, and they finally got
$75.000.

Mr. Davis. Was there a compromise settlement ? .

Mr. Storck. Absolutely.

Mr. Brirr. My recommendation was $100,000.

Mr. Storck. On the basis of the $6.40 per gallon?

Mr. Davrs. That is the way the basis was fixed ?

Mr. Strorck. Yes, sir.

Mr. Davis. That would amount to how much?

Mr. Svorck. If they had taken it on 434,000 gallons as the pro-
posed assessment, it would have been $2,279,000.

Mr. Davis. And the $75,000 was simply a compromise settlement;
it was not figured at so much per gallon?

Mr. Storck. No; just $75,000. .

Mr. Brirr. I think it very important that this fact be kept in
mind. T know the committee desires to get the actual facts. When
we say in a case like this that the finding by the office was that so

92019—25—r1 13—3



e

2190 INVESTIGATION OF BUREAU OF INTERNAL REVENUE

much was diverted we should keep in mind that that does not mean
anything more than a prima facie case. We should keep in mind
that there is often much misunderstanding arising from the fact
that when an agent makes a finding in a case it is taken for granted
that responsible officials accept the finding as & fact. This is often
not the case; it is only a prima facie case. That is what he says the
proof seems to indicate. That is what we would call “probable
cause,” or a prima facie case. It remains to be proved, and I think
the committee would not be justified in acting upon the case as ap
established or admitted fact. That would be a mistake, in my judg-
ment. To let the case be examined in all of its details and be care-
fully reviewed on all sides would seem to me to be proper.

As I said, T came into the case at a late date and only examined
it cursorily, getting some help from some of my assistants. 'The
question of compromise had been pending for some time, and a
$25,000 offer had been made. I advised that bureau should not
take any less than $100,000. and I. of course. expected there would
be criminal prosecution.

The Cuamrman. Why was there not criminal prosecution?

Mr. Brrrr. I do not know, sir. The case was transmitted to the
Department of Justice. ‘

The Crairman. That is one of the criticisms that our inquiry
has developed, that in many cases of compromise on the civil side
no criminal prosecution appears.

Mr. Brirr., Let me make one point clear, Mr. Chairman.

‘We are not authorized nor permitted by law to compromise a
criminal case. That advice is kept constantly before everybody in
the Prohibition Unit, and I made it in the legal department a
standing request to specify in definite terms that the compromise is
on the civil liability only and negatives any settlement of the criminal
liability. This settlement should be of that character. The law
requires the commissioner, when the officers make a finding, to send
a copy of this report of its finding to the district attorney in the
judicial district in which the finding is made. The Prohibiton Unit
does that in every instance.

The Cuairman. I would like to ask at this point, Mr. Storck, if
vou have found any report of these cases having been transmitted to
the Department of Justice? ‘

Mr. Storck. In some of the cases; yes, sir.

The Cuairman. But not in all of them?

Mr. Storck. No, sir.

Mr, Brirr. I am speaking of the rule, Mr. Chairman. I was not
in the unit when the reports were made.

The CuamrmaN. Yes.

Mr. Brirr. To show that that is attended to, I frequently call
in the head of the enforcement division, and say: “Are you making
sure that copies of your reports go to the district attorney? ” They
bring in the copies, and at the bottom they will show, “ Copy to
,” and “copy to the district attorney.” I always make that
as insistent as I can, and I have every reason to believe, Mr. Chair-
man, that that is carried out.

The Cuatrman. When those compromises of civil liability are
arrived at, in what manner do they arrive at them—like conferences

A
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in open hearing, or behind closed doors, or just how are they ar-
rived at?

Mr. Brirr. Never behind closed doors, and never in a low tone,
and never in any private way. :

The Cuairman., Would you object to a newspaper man or a
Congressman or a Senator walking in there while this conference
was going on?

Mr. Brirr. Anybody would be welcome, Mr. Chairman, and I
might say in that connection that if an attorney comes in, or a
party, and says, * There is something I want you to know about it
that I do not want anybody else to know,” the first thing is to say,
* You can not talk in a whispered or a low tone, and you can not say
anvthing in confidence. Tulk right out. Put your proposition direct
and clear.”

There are always employees and others coming and going and
anybody could come in. As a rule, I think the office force are mov-
ing in and out, dispatching the business, and a case is discussed
openly as one of many. There is a compromise section of the office
that first has charge of it, and then it goes to the head of a division;
then it goes to the main bureau, and finally to the Assistant Secretary.

The CuairmaNn. Then, as 1 understand it, when you arrived at a
compromise of $75,000———

Mr. Brirr. I advised a settlement for $100,000, not $75,000.

The Cuamman. Is there any record as to why you settle on
$75,000¢

Mr. Brirr. Oh, yes, the final act of settlement is a record.

The Crairman. Is that a record in the bureau?

: Mr. Britr. I speak generally. I do not recall about this particu-
ar case.

The CrzaikMaN. But I mean that would be the rule?

Mr. Britr. Oh, yes. The sum-up of the case, the memoranda and
so forth, are the records. The person who last has charge of it
puts the reasons on the memoranda and records. I do not recall
what was done in this case.

The CnairMAN. In other words, you give the reason for your con-
clusion?

Mr. Brirr. The whole action on the case shows the reasons for it;
yes, sir,

Mr. Haynes. Now, Judge Britt, I wish you would take just one
minute on exportation, because that was referred to.

Mr. Britr. Yes,

Exportations are now almost wholly disallowed.

The Cuamrman. Exportation is what?

Mr. Brirr. Exportation is almost wholly not allowed.

The CHamrmaN, Not allowed ?

Myr. Brrrr. Let me explain in a word.

Mr. Haynes and Mr. Blair directed two lawyers to go to the Do-
minion of Canada and spend a number of weeks there. They learned
that all of the so-called orders for exportation of liquors to that
country were spurious and illfounded and fraudulent, with the result
that we now absolutely refuse to export any liquor to Canada.

That occurred two years ago, Mr. Haynes?

Mr. Havnges. Yes,
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Mr. Britt. Now, us to foreign exportations. We have a specially
selected commission of five persons who go into such case in all its
aspects, and we make the applicant prove that the person who is
buying it in the foreign country is a person of good character and

ood business standing: that he is permitted to do that business by
%uw in his own country, in the first place, and then we go further and
have him produce affidavits that the ultimate use of it in the foreign
country shall be a nonbeverage use, just as we have in this country.

The Cramryax. Is there any law which permits the transportation
of export liquor?

Mr. Brirr. Oh, yes. It is authorized to be exported for nonbever-
age use.

g'el‘he Cuamaan. Only for nonbeverage usef

Mr. Brrrr. Yes.  The result of the rigid exactions that T have just
spoken of is that there are practically no exportations.

Mr. Havxes. Pardon me, if I may interrupt, the percentage is
4 per cent of the applications.

r. Brrrr. Yes; we deny 96 per cent of the applications.

Mr. Haynres, Judge Britt, wﬁile we are on this question, I wish
you would refer to the application that we are considering at pres-
ent. T would like to have the reaction of this committee on it.

Mr. Britr. Yes. Recently there came before us, Mr. Chairman,
an application for the exportation of 75,000 cases, as I recall it,
old liquors, from Chicago to Cuba.

The Cumamryran. Who made application for it?

Mr. Brirr. T do not recall the name, sir. '

Mr. StmoxtoN, Moran Bros.

Mr. Brirr. Yes: Moran Bros. This will be interesting to Mr.
Davis, Mr. Chairman, and to Mr. Pyle and the other gentlemen. Tt
was the most perfect case on paper that I have ever seen. I carried
the case to Mr. Commissioner Haynes. Then I spoke about it to
Commissioner Blair, and I said, “Tf we were to act on this case
prima facie. we would shoot this liquor out of here, but there is no
demand for American liquors in Cuba. A vast amount of liquor is
being rum run from Cuba into the United States. We will simply
not grant it. We will hold it up.” And we are holding it up. I
might say frankly that we are holding it up pretty arbitrarily, but
we know it is fraudulent, and we intend to make an inquiry that will
justify our actions. ,

The Crrarryan. I should say that that was cound and reasonable
judgment,

Mr. Hayxes. However, Mr. Chairman, the probabilities are that
if they were to appeal our decision to a court of equity, they would
meet with approval.

I want to explain just this feature of this particular case. Mnr.
Carr, of the State Department, who has charge of our supervision
over the Consular Service, is a very warm personal friend of mine,
and a very splendid gentleman, and he has taken a personal interest
in it. As soon as we receive an application of this kind, we ask the
State: Department to have a consular representative make an in-
quiry as to the bona fides of the prospective consignee, and we have
asked that that be done in this particular case in Cuba. We have
information that possibly the American consular oflicer at that point
might already have been approached and influenced in some way,
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and we have askeq Mr. Carr to make a particular inquiry, through
an outside agency.

So vou see we do resort to everv expedient to secure the proper
kind of information before action is taken.

Senator Jones of New Mexico. To what sort of nonbeverage pur-
poses would good old liquor be put to in Cuba?

Mr. Hayxes. It is supposed to be manufactured into a proprietary
medicine of some kind. which has been on the market for years and
vears. The question is not whether or not, however, under the pres-
ent Law, it permits the exportation for nonbeverage use. After the
applicant has established the bouna fides of the prospective consignee,
the question is whether, under the law, it can be refused.

Mr. Brirr., Just a further word, and I am done.

I think Mr. Davis has spotted the chief part of the problem. Of
course, until very recently, rum running furnished the greatest im-
mediate supply. My information is, Mr. Chairman, that when the
Coast Guard provision, with its vessel equipment and money allow-
ances for officers and men, gets into full swing, it can be trusted to
completely destroy rum running, and it should be expected to do it.
In my opinion, it will do it. That is my opinion as to rum running.

The Crnairman. I can appreciate that another serious difficulty is
found along the borders, like Canada and Mexico.

Mr. Brirr. Well, when you come to Canada we have no 3-mile
limit or 12-mile limit. We have no limit at all. A commission was
appointed by the Secretary to go up to Canada and negotiate an
understanding by which their minister of customs would refuse
clearance papers to ships loaded with liquors ostensibly for the
United States.

Senator Ernst. What do you do on this big river—the St. Claire
River? What do you do there?

Mr. Havxes. The Detroit River is one of the big problems, but
Governor Groessbeck has been wonderfully ccoperative. I think
during this last year it was better than it has heen previously. We
expect to increase the number of our own boats there, and I think the
governor will also.

Mr. Davis. They used to handle that through a system of wig-
wagging. When they got just across the international boundary
line a guard would wave his little flag to indicate that the voast was
clear, and then they would shoot across. If these speed boats would
follow them, they would drop down in a little boat garage.

Mr. Haxxes. Is it not your opinion that the situation this year is
better than it has been?

Mr. Davis. T have not been out there so much during the last year.
I have been engaged in work down here,

Mr. Haxyxes. The governor tells us that that is so.

Senator Ernst. With that long stretch of that big river. I do not
" see how it is possible to guard it. I have spent some time on that
river and I know that you have great disadvantages.

The Cmairyax. T think you will find a greater one than that is
the land borders. There are miles and miles of this imaginary bor-
der line between the United States and Canada, where you will have
a hard time protecting it.

Mr. Havxes, If it is necessary to control that berder situation
after the water front has been disposed of, and, of course, it is ob-
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vious that we can not do that without State help, and if the State
enforecement foree can not do it, I think the Government ought to
authorize the Army of the United States to see that it is done.

Mr. Brrrr. Millions of gallons of alcohol are being diverted in
spite of the Bureau of Internal Revenue. Here is u familiar dodge:
after we make two or three inquiries as to the character of the per-
mittee and investigate him and reinvestigate him and the application
comes up and the paper case is recommended by the best people in
his State, in his city, and in his community——

The CuairvMax. Mostly by Congressmen and Senators, 1 suppose?

Mr. Brirr. No, Senator: I would not say that. In some instances
that is true, but it comes recommended by the community, by the
best element in the community, and finally we are brought to a stand-
still.  Now, before me I have the title to the Act, and it says that
we shall grant a liberal sumzly, and we shall encourage its use. That
is the mandate which the Congress has put upon the Commissioner
of Internal Revenue, and if we investigate until we have investi-
gated to the last notch, and we find nothing, and have the best recom-
mendations that the community can give, then we are at a stand-
still.  We can not rebut that case, Mr. Chairman, and we must act
favorably. = '

The Cunammax. Yes; but where the same individuals transfer’
their activities from one corporation to another, is not that prima
facie evidence that the business is of the same character?

Mr. Brrrr., Yes: I was coming to that.

Senator Erxsy. But it is not proven.

Mr. Brrir. Then we must, under the law, grant a permit. He
has not shown any cloven hoof as vet. The permittee has not shown
that he is a violutor. There is nothing, and he stands legally all
right, Mr. Chairman.

We grant that permit. Then. through temptation, or through a
disclosure of his wicked nature, which may be already existed but
which we could not find, he proceeds to divert the aleohol. We can
deal with him very properly when we get up with him. He may
then turn and operate in a different way. under a different name,
under different colors. It may be a corporation now, whereas before
it was only an individual or a partnership, or an association, and we
now set out to get him in his new game. We make inquiry to sce
whether it is the same old fellow, and to our dismay we sometimes
find out that it is. :

Mr. Hay~Nes. He never appears, Mr. Chairman, on the applica-
tion. We never would grant a permit to a man who has violated.

Myr. Brrrr. Oh, no: that goes without saying.

Now, that is all, unless there is something that you want to ask.
T apologize for taking up so much time, but T do want to say that
you need not fear that the Prohibition Unit or the bureau is going
to keep anything back. We will give you everything we have. We
will tell you what we have done, and we will tell you why we did it.
There is a persistent bitterness on the part of those who think we do
not restrict enough. There is persistent bitterness on the part of
those who think we restrict too much. We try to do the best we can,
and I trust the committee will be good enough to get the case, the
file, and the testimony showing the motive and the deed.

I thank you, Mr. Chairman. .
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The Cuammax. Do you want to ask this witness any questions?

Mr. Davrs. I think not at the present time.

The Cuamman. Mr. Pyle, do you want to ask any questions?

Mr. Pyre. No; T do not think it would be proper to go into any
cases without all the facts before us.

The Cramrman. Mr. Haynes, would you say that prohibition en-
forcement is eminently satisfactory?

Mr. Hayngs. Oh, I would not go that far, Mr., Chairman. I
think the most romarkable progress for an undertaking of this
size has been achieved.

The Cuairman. Wonld you say it was fairly satisfactory?

Mr. Haynes. I would say it is fairly satisfactory; yes, sir. I
think, in the final analysis, it resolves itself back to more adequate
implements in the way of law and increased cooperation on the part
of local enforcement facilities,

The Cramrman. You desire more legislation that is embodied in
the Cramton bill¢

Mr. Haynes., Oh, yes: because I do not think that some of the ad-
ditional legislation needed could properly be incorporated in it.

Senator Exnst. Have you anything here reduced to writing show-
ing just what other legislation you would like to have than that con-
tained in the Cramton bill?

‘Mr. Haynes. Not reduced to writing, but I have put it in the
record this morning. .

Senator Ernsr, All that you want to include?

Mr. Haynes, Yes, sir,

The Cuarrman, There is nothing that you have suggested in the
record this morning that our counsel have in mind, so far as you
know, that would interfere in any way with the passage of the
Cramton bill? :

Mr. Hay~nes, None whatever. 1 think fully half of the difficulties
which have been enumerated by Mr. Davis will be cured by the
passage of the Cramton-Sterling bill. These other matters with
reference to discretionary power must be given by a special enact-
ment, of course. Then there is the matter of the use of auto-
mobiles.

There is one other piece of lgislation which I forgot to suggest,
and it is very important to mention this: 1t should be required by
special legislation that a cereal-beverage manufacturing concern
can not operate without 2 permit. We have given all cereaT—bevemge
manufacturing concerns notice that they must have permits,

The Cuamman. They do not get them, do they?

Mr. Haynes. Many of them do not. We have only 357 operating
with permits to-day. The nonpermit operating brewery will have
gunmen at the gates to drive off the agents. Agents can not go in
there without a search warrant, of course, and it is the most difficult
thing in the world to supervise a nonpermit brewery.

I think that is one o% the most important things that should be
brought out in this hearing.

Senagor JoxEes of New Mexico. What is the advantage of having a

ermit ?

P Mr. Haynges. It gives ns power of inspection.

Senator Joxes of New Mexico. I know, but what advantage 1s
there to a permittee in getting a permit?
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Mr, Hayngs, There is no advantage to him, perhaps, except that
he goes into a contract with his Government to the effect that he
is going to conduct a legitimate business and wants protection. which
this contract or permit will give him.

Mr. Brrrr. Pardon me; Senator, in making this cereal beverage
of less than one-half of 1 per cent, he has to make it above one-half
of 1 per cent and then reduce it, and, of course, in making it above
that }m is having in his possession an unlawful product and is mak-
ing an unlawful product. Without a permit that is unlawful.

Mr. Haynes. But the law is in dispute on that point and should
certainly be clarified.

The Cuairman. The records, I think, will indicate that there are
many beverage concerns operating without permits; that is, small
beverage concerns? A

Mr. Havynes, Yes, sir.

The Cuarman. It is a well-known fact that they must, at some
oingt of production of this near beer, for instance, be violating the
aw

Mr. Haynes. Yes, sir,

The Cuamrman. Is it your contention that there is nothing that
you can do in that connection ¢ ‘

Mr. Hay~es. We can not go in without a search warrant.

The Cramrman. Is it not a well-known fact that they must be
violating the law ¢

Mr. Hayxes. They must be assumed to, but we can not get a
search warrant on that assumption. T have advocated that they be
required to have a permit under all circumstances, and that the
failure to have a permit shall be a ground of seizure or of some
formal action. That, however, has not been adopted all the way
through the Government.

We have also held that the best remedy is to seize and confiscate
these persistent breweries—they are not properly breweries, and we
think the best way is to seize and confiscate them if they persist in
violating the law, but other methods have been thought to be hetter.

The Cramman. T am still at a loss to understand the advantages
of the Cramton bill, outside of the civil service features of it.

Mr. Brirr. 1 do not want to delay the committee in its work, but
it seems to me that if the Cramton bill is to come up in the Senate
at this session, this committee, in investigating both the income tax
unit and the prohibition unit, should know what advantage is to be
gained by the passage of this bill.

Mr. Hax~nes. We will be glad to express to you our views on that
subject, although they have already been expressed before the Sen-
ate Judiciary gommittee.

The Cuairman, Yes. ‘

Senator Ernst. I make the suggestion that we have a copy of the
bill, and then deal with it section ﬁv section. '

The Cuamrvan. I understand the civil service part of it.

Mr, Hav~es, It can be explained in a few minutes.

The Cramrman. The great criticism that comes to me—and 1 rec-
ognize it as a part of human nature—that a governmental agent ap-
pointed to do a specific thing, or having a multitude of things to do,
one being yreater than the other, emphasizes the greatest of the lot,
and a fear seems to exist in the minds of industrial alcohol users and
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many others, as von know, that the practice of the commissioner
under the Cramton bill will be based solely upon {)rohibition, to the
detriment of the proper use of industrial alcohol.

Mr. Harnes. We appreciate that that is the position of those
alcohol users.

The Cuairaran. I think it is a natural contention. I would do the
same thing if I were a large industrial alcohol user.

Mr. Hay~es. I have tried to explain that there is such an inter-
relation between the alcohol problem to-day and enforcement, be-
cause the alcohol becomes the element which is susceptible to diver-
sion, and it is so intricately interwoven with the enforcement prob-
lem that it can not properly be separated if we are to have a good
administration of the law.

The Cnamman. What does the Cramton bill do any different
from that?

Mr. Hayngs, I have tried to explain the issuance of permits in the
office of the Collector of Internal Revenue. Those are collectors’
per:}r{xits. We have no supervision over them. It is not a part of our
work.

The Caamman. I know, but the collector can give you that.

Mr. Haynes. Those will all come over under the Cramton bill, by
legislation, into the offices of the prohibition directors.

The Crarrman. Why do you want to be separated from the Com-
missioner of Internal Revenue?

Mr. Havx~rs. I think it is only in the interest of better admiais-
tration, for this reason: Wherever you have decentralization you
have lost motion. The Prohibition Commissioner, whoever he may
be, under the new legislation, is the man who, in the eyes of the pub-
li!;c, is responsible for the proper administration and enforcement of
this law.

The Cnamrman. Have you not new, in the eyes of the public, the
full responsibility for it?

Mr, Haynes. Without question. However, my policies must be
developed and approved by the Commissioner of Internal Revenue
and then passed on to the supervision of the Assistant Secretary of
the Treasnry and finally appealed to the Secretary of the Treasury.
I think, under the present organization, to a very remarkable degree,
we have had a continuity of thought, etc., but I say it does not make
for wise administration in a business way or a Government way that
the office that really, in the eyes of the people, is responsible, can
not be, in practical parlance, the final power in the matter of control,
and that is provided for by the Sterling bill.

The Cuairman. As to the method which you adopt for the dis-
missal for inefficient or incompetent agents, do you have just an arbi-
trary power to do that, or do you have any procedure for doing it?
~ Mr. Hayxes. We have a procedure. There is in the Burcau of
Internal Revenue a unit known as the special intelligence unit, whose
function it is to make inquiry into the personnel of the entire bureau.
If complaint is lodged against anybody, the complaint is forwarded
to the Intelligence Unit, and they make the investigation and a
recommendation.

Senator Ernsr. Mr. Haynes, as I understand it, you believe in
having all of the present field men put under the civil service?

0291925 —pr 13—}
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Mr. Haynes. Yes; and the Cramton bill puts all of them under
the civil service. Just now we have the office people under the civil
service. This will put the field force in the civil service.

Senator Ernst. If you had a man who was not acting honestly,
and if he were under the civil service, do you not thinﬁ that you
would have more trouble in getting rid of him?

Mr. Haynes. No, Senator. I had that impression at first, when
they were discussing that civil service feature of it. I have found
some' disadvantages as well as advantages. but after very thorough
inquiry of those who have had large experience in the matter around
tlll)(la department, I believe we will%e able to get rid of any undesir-
able agent.

Sengteor Ernst. From what I have seen of the work down in Ken-
tucky, it seems to me that there are many cases where you would have
great difficulty in making out a case against an agent and one who
ought to be gotten rid of in a hurry.

r. Haynes, Yes.

Senator Ernst. You would be up against that difficulty constantly ?

Mr. Haynes. Of course, it would be up to the Civil Service Com-
mission, having charge of the matter, but, as I say. those who have
had large experience with it say it works all right, and I would be
very willing to make a trial of it.

lx)llawr RNsT. I am afraid you are getting ready for a lot of
trouble.

Mr. Haynes Well, possibly so: but the public generally is for
the civil service, and I am perfectly willing to try it

The Cuairman. My experience is that the executives do not use
all of the privileges and opportunities that they have under the civil
service to get rid of these characters that you speak of. I think it
is a lack of initiative and energy and determination upon the part
of the executive that retains these incompetents in office, frequently.
I was under the same impression as you are, for a long time.

Senator Ernst. Yes; I am under that impression.

The Cuoamrman. I found that many of the executives thoaght
that because ®» man was under civil service there was no practical
way of getting rid of him; but they can get rid of them if they exert
themselves to protect the Government,

Senator Jones of New Mexico. I think it is quite dificult to
E))mve a great many of these cases. When I was in the Interior

epartment, it was quite evident that an employee was not doing
his work as he should be doing it, and yet to make formal charges
and try the case and do all of that, and to get results, was the most
difficult procedure, and owing to the difficulties in the way, and
everybody else having something else to do, mighty few changes
were made. I am not meaning by that to say that those classes
more than overbalance the ones of the other side, but it is an ex-
tremely difficult thing to get rid of a civil-service employee.

Mr. Havnes. T have never heen an ardent advocate of civil service
for the field forces at all, but, as I say, I think public sentiment is

- demanding the civil service in Government affairs. I think there are
‘some advantages. I think a man who has to pass the examination
and who feels a sense of security in his position will be perhaps more

.
.
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inclined to come into the service under those circumstances and make
it a life work than a man who is appointed under the present method.

Senator Ex~st. I am saying what I say, of course, in the interest
of law enforcement.

Mr, Havnes, Yes: I appreciate that.

Senator Ernsr. You have an agent in the field, and he may be
very active against the little fellow. He will make arrests here and
there, and every day his name appears in the papers. But he pays
no attention to some big fellow. He may ignore what u brewery is
sending out, but he will bring in 20 or 30 small offenders, and his
record appears to be good; but I would want to get rid of him in a
hurry. 1 know there are just such cases.

Mr. Hav~es, 1 think a director, for instance, in a typical State
like yours, or a divisional chief would have the same ambition as to
him, becuunse they are of the proper type. But we have not had any
difficulty in your State.

Senator Euxxsr, I can not help but feel that if you put these field
men under the eivil service you are going to experience quite a little
difficulty.

Mr. Brrer. I just want to make an observation about the civil
service. I have had nearly 25 years' experience in different branches
of the civil service, four years as Assistant Postmaster GGeneral and
in other positions, and T have been a careful observer of the efficiency
of employees under the civil service and those under the excepted
service.  The result of my observations and experience is that the
settled civil-service employee—that is, the one who has gotten in
regularly and got into his place and is fitted to it—as compared with
the excepted emplovee, who is in his place and fitted to it, is as two
to one in favor of the civil-service employee. T have no doubt about
it. Mr. Chairman,

The Cuamyas. T think that is shown when they com» to sppe.s
to the representatives of their States for influence. Tt is generally
understood that the employee who is not under the civil service is
afraid that he will be removed through changes in administration.
I think the psychology of it is something that a person gvho has had
any great experience i executive work goes through,

Mr. Havnes. He feels no security in his employment.

Senator Joxes of New Mexico. That question was given very great
attention by the Committee on Reclassification. of which I happer~d
to be chairman, and our recommendation was that these employees
be not only pus under the eivil service, but their work be supervised
as well by the Civil Service Commission. so that the branch of the
Government employing the personnel would have some authority
and be responsible for the efficiency of the personnel employed by
reason of t}w examination: that there should be a system built up to
check the service of these employees, and that it not be left up to the
head of a burean to prefer charges against the employee, hecanse we
all understand the difficulties in the way of that. )

I think the whole question of personnel should be gone into with
the utmost care, and that some very definite system be adopted for
engaging these employees and for discharging them as weil.
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Mr. Brirr. The chairman hit it when he said that the psyeholog-
ical feature has a great deal to do with it. A civil-service employee
strikes a different attitude toward the service. He is a different man
in his relation to it; he feels that he is a fixture and feels his obliga-
tion.

Senator Ernsr. Mr. Chairman, I move we adjourn.

The Crarraan. Yes; the committee will adjourn now until Fri-
day morning at 10 o’clock.

(Whereupon, at 12.45 o’:lock p. m.. the committee adjourned until
Friday, January 2, 1925, at 10 o'clock a. m.)
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UNITED STATES SENATE,
SeLect COMMITTEE TO INVESTIGATE THE
Buresuv or INTERNAL REVENUE.
Washington, D. C.

The committee met at 10.30 o’clock a. m., pursuant to adjourn-
ment of yesterday.

Present: Senators Couzens (presiding). Watson, Ernst, Jones of
New Mexico, and King.

Present also: John S. Pyle. Esq., of counsel for the committee.

Present on bebalf of the Prohibition Union, Bureau of Internal
Revenue: James J. Britt, Esq., connsel. and Mr. V. Simonton, repre-
sentative.

Senator Warsox. Mr. Chairman, before we start in on this mat-
ter, I think we ought to have an exceutive session of the commitiee.

The Cuamyax. This meeting, Senator, is for the purpose of pre-
senting a certain number of questions to the bureau as to the method
of organization,

Senator Erxst. T know. but I think we ought to discuss the ques-
tion as to whether we want to go into executive session or not.

The Cuamman. Of course, that is up to the committee to de-
cide. Personally, T think this is not comparable with the income
tax unit matters,

Mr, Warson. I am opposed to publicity, as far as I am concerned,
and [ want to talk it over in private.

The Cramman. Do you want to go ahead with an executive meet-
ing now ¢

Senator Warson. I think we had better do so.

The Cuoamyrax. Then, we will have to ask that the room be
vacated for a while,

(Whereupon the committee went mto executive session, after
which the hearing proceeded as follows:)

The Cosiraaxn. The committee has decided that this meeting, at
least, will be held in executive session.

Mr, Pyle. you may proceed.

Mr. Pyne. Mr. Chairman and gentlemen. the matter of the dis-
cussion of this prohibition law will naturally fall into certain
groups. .\~ we proceed these will be taken up one by one.

Ax T conceive the law, it has three distinet phases: first. the crimi-
nal law enforcement; second. the permit administration; and, third,
the liquor tax assessment.

Senator KixNe. You do not mean as to this industrial alcohol?
You mean the alcobolic liguors proper?
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Mr. Pyue. Well, on all beverage taxes.

Senator Kixa, Yes: beverages,

Senator Erxsr. What did you say was the third one!

Mr. Pyie. Liquor tax assessment.

Senator Ennst. All vight. )

Mr. Pyie. That applies to liquor dealers. It is the liquor tax on
the liquor itself. ) o

In taking this matter up we first have to consider the organization
of the Prohibition Unit itself. This is a matter not discussed in the
law at any place. The law simply places the administration of the
prohibition act upon the Commissioner of Internal Revenue, after
giving him authority to hire such agents, assistants, and clerks as
he might deem necessary, and also giving to him the right to dele-
gate such of his powers as he might see fit to these assistants, as well
as giving him the right, with the approval of the Secretary of the
Treasury, to formulate certain regulations for the enforcement and
the more effective carrying out of the act.

Under that authority the Prohibition Unit was created. consist-
ing of the commissioner, an assistant, down through the various
functions, an outline of which in a few moments will be taken up
by Mr. Britt and explained to you more fully by way of foundation,
so that as these matters arve taken up in specific instances Iater you
will have before you a clear picture of the exact procedure involved
in correcting the various conditions that may arise. Every function
will be discussed by the representatives of the unit. but T would like,
with your permission, to run over briefly the outline of the matters
that I think should be touched upen as we proceed with this investi-
gation by way of a general plan.

Senator Kixa, May T ask you this question: Have vou not deter-
mined for yourself, from vour investigation. the way they are
functioning ?

The Coamyan, He has not made the investigation.

Senator Kixa, Their virtues and their defects; becanse, generally
speaking, it 1= human nature for the heads of these various bureaus to
give us the virtues of their operations, but they do not challenge our
attention to the evils. '

The Cuamryax. T think I can explain to the Senator in that con-
nection-—— .

Mr. Pyre. Senator, in that connection I simply intend to lay the
matter before you by way of roundation of the actual organization
as it is. Whether that is the most eflicient way or not will be dis-
closed by a Iater showing as the investigation proceeds,

Senator Kixa. All right,

The Crammax. I think Mr. Pyle used the wrong expresison when
he spoke of how the bureau was functioning. He should have said
how it was intended to function.

Mr. Pyre. Well, which ever way it may be taken.

The CHarmMax. Yes.

Mr. Pyce. In permit administration——

. . Senator Warsox. Did Mr. Pyle explain his connection with the
bureau, Mr. Chairman? You worked with the bureau, did you?

Mr. Pyir. 1 worked for nearly two years in the department.

.
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Senator Warson. You might state, then, for the vecord, so that
we will have a clear understanding of it. 1 do not know whether
the other Senators have knowledge of it,

Mr. Pyie. T started in after some time as prosecuting attorney,
becoming interested in prohibition. I entered the Government serv-
ice as general prohibition agent.

The CrairmaN, Where?

Mr. Pyie. My first assignment was in the State of Utah, Senator,
and from then on T was sent to Pittsburgh, to lllinois, and back to
Pennsylvania, my work covering generally the work of agent, group
head, chief enforcement ofticer of a division. and in the legal work,
being legal adviser to directors in two different States. From that
work 1 have obtained certain ideas, but I do not intend to force my
opinions upon the committee, except. when they are called for.
prefer to lay the facts before the committee, from which they can
draw their own conclusions.

Senator Watsox. What were your duties in connection with those
positions?

Mr. Pyie. As I stated, I was first an agent.

Senator Erxst. Yes: you have told us of your eofficial positions,
but you have not told us what you did.

Mr. Pyre. As an agent, doing general enforcement work, making
raids, and serving warrants. Then 1 was made a group head for
Pittsburgh, and then field enforcement officer of that district. Later
T was made adviser to the directors of Illinois and Pennsylvania.
I was sent to Chicago as legal adviser at the time that Mr. Moss
had charge there. (They had some trouble with the dirvector there),
and when the divisional chief at Pittsburgh went to Chicago to take
charge of enforcement 1 was sent back to Pittsburgh and made chief
enforcement agent. Then T was later wmade legal adviser for the
State of Pennsylvania for several months.

Senator Warson. During those times did you try cases yourself,
Iawsuits, in court? _

Mr. Pyie. No. sir: T prepared the cases for submission.

The Cuairman. As a legal officer did you hear any permit ap-
plications ¢

Mr. Pyie. I presided in revocation courts. When revocation hear-
ings would be held in western Pennsylvania, I was the judge of the
revocation court.

Senator Kixe. Let me ask you this question. You may regard it
as impertinent, but I do not want you to. Is there anything in your
connection with the department, vour former connection with the
department and your services and your relations to any of the em-
ployees in the department. particularly those occupying high posi-
tions, that would embarrass you in criticising the individuals or in
criticising the methods of enforcement, or in pointing out the de-
fects which you believe to exist? In other words, are you in that
frame of mind that you can go after in a proper way, as a prose-
cuting attorney would go after, this department for the purpose of
pointing out defects and mistakes and transgressions, if they exist?

Mr. Pyie. Yes, sir: I can do that. I have no animosity, no hard
feeling against any member of the department, and I owe no favors
to any member of the department.

Senator Warso~, Did you quit voluntarily?
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Mr. Prie. Yes, sir; I quit voluntarily.

Senator Warson. And you had no difficulty with them?

Mr. Pyre. I had no difficulty. I never had had difficulty. 1 have
always had pleasant relationships with the members of the adminis-
trative portion of the Prohibition Unit. I have never had trouble.

My hope and purpose in this matter is to get this so laid before
the committee that you can not help but see wheve the present sys-
tem is falling down. -

The resolution crediting this committee provides that you shall in-
vestigate and suggest corrective legislation. I desire to lay before

ou such matters as will call to your minds or suggest to you needed
egislation,

There are some cases that will come up that will reflect against
individuals of the department. There are others which will reflect
ageinst the law. We will show the impossibility of functioning
under the present law, but I have no connection or no animosities
that would in any manner affect the presentation of these matters
before the committee.

Senator Kinc. You can see what I have in mind ¢

Mr. Pyre. Yes, sir. ,

Senator Kine. I would not want a person to occupy the important
position that you are called upon to occupy, who was not willing to
go the limit and find out the evils that exist in the act, if any, and in
the enforcement of. it, if there are any there, or to go into matters of
misconduct on the part of individuals or the method of administra-
tion. 'We want to know, and as far as T am concerned, I want a
full exposé of the department, no matter whom it hits. I want to
know whether there are any political considerations or persomal
considerations, because of your connection with the department, or
for other reasons, that would keep you from going to the bottom
of affairs there, to expose its transgressions, its wrongdoings, its
inefficiencies, if those things exist.

Mr. Pyie. There is absolutely nothing, Senator. My interest is
in getting prohibition on a working basis, to give it a fair trial—not
necessarily that we should have prohibition, but to give it s fair
trial—so that when the ultimate success or failure of it is established,
it can not be said, if it failed, that it was because of lack of proper
cooperation in the administration of the law.. 1 want to go to the
bottom. If there has been corruption, I think it should be shown,
though T do not think that should be featured, but it skould not be
concealed. If there has been inefliciency, that should be highly em-
phasized, and if the law needs to be remedied in certain particulars
in order to enforce prohibition, that should be laid before the com-
mittée. .

I pledge this committee that I will not either shield or persecute
because of any connection I have ever had in the service or elsewhere.

Senator King. I am satisfied.

Mr. Pyre. As to permit administration, that is one of the functions
of the department, and if you will take the national prohibition act
and read it through you will find that the greater portion of the act
‘is devoted to the permit features of the law. ,

The department, in carrying out the permit feature as to intoxi-
cating liquors fit for beverage purposes, has used regulations 60, in
which they have classified 17*different classes of permits, of which
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one-half are practically obsolete now by reason of the act of Novem-
ber, 1921, and others are of minor importance to the committee.

But there are a number of classes wﬁich have considerable impor-
tance in determining the source of liquor now in the market. The
way they are fungtionimg must be shown to the committee by con-
crete instances, fympiwhich you may draw your conclusions as to the
sufficiency of the t regulations and system of enforcement.

What they ¢ @ permit is a permit to manufacture, possess,
store, pack, bott}hes eliver distil?ed spirits, such as Whis{’ry and
commodities of rt. The way that is functioning must be
studied to get a’ ehensive idea of where the liquor is coming
from. had
The B permit is the wholesale liquor dealer’s permit. That will
primarily enter into the discussion of alcohol. There is a great deal
of diversion in the wholesale dealing in alcohol. The permits to
transport are a minor issue. Permits to export are, for the present,
abolished.

Permits to export will need study and discussion. There are two
classes, one to near-by localities, such as Canada, Mexico, and islands
adjacent to the country. Another one is the exporting to more
distant points.

The history of prohibition has shown that there is a great deal
of liquor exported that in some way finds its way back to our shores,
as was brought out before the committee the other morning by Major
Haynes in his discussion. It is a matter that should be studied as
one of the sources of liquor.

Permits known as the H permits are of minor importance to this
committee. Those are used by druggists and pharmacists in com-
pounding. :

The 1 permit is for the retail druggist and pharmacist. There is
quite a substantial quantity of bonded liquor or bonded whisky in
a great many localities, not only through the druggists but through
diversion, purported robberies, and otherwise,

I expect to produce instances before your committee of diversion
in that manner, so that you iay determine whether the regulations
and the law properly cover the situation.

The physicians’ permit, I think, is generally known to be an abuse,
but it is very difficult under the law to change that situation.
Nevertheless facts pertaining to that will be placed before your
committee.

The L. permit, for breweries and wineries, is'a matter worthy of
considerable study. The law as it stands at the present time pro-
vides for the dealcoholization of beers and wines. In actual prac-
tice everyone connected with the prohibition department will say.
I think, that it is a system that is very hard to control. So it re-
quires careful study, and I expect to lay considerable evidence before
the committee as to the operations of the breweries and wineries
and the way in which they are, either without permit or with per-
mit, getting their illegal product upon the market. -

Now, in addition to the regular forms, they are given orders, one
of which is for the econcentration - . whisky in what are known as
concentration warehouses. That .» o matter that deserves a great
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desl of study, as it will involve these so-called distillery robberies.
There undoubtedly have been a fow bona fide distillery robberies,
but the consensus of opinion everywhere is that the matter is very
generally arranged in advance. Ve

The advisabitity of almost entire concentratioguis a matter that

must be considered. Ividence of these robberi e conditions of
the warehouses, and the indications as to wh parynot it was what
is known as an inside job, must be laid b committee for
consideration. )
. The concentration of whisky might even
ing of all in the hands of the United States ent. That is a
matter that needs consideration, because the nt system places
the distiller in the possession of the whisky, wfx)ich, after bottling, is
worth to him $8 a gallon, and if he can run that out onto the
general market, it is worth from $30 to $50 a gallon. It leads to per-
petual temptation to slip the liquor out illegally. That is a matter
that shoullf be carefully considered.

The statement which was made the other day by Major Haynes
before this committee, to the effect that a great share oiJ the liquor
now illegally upon the market, came from alcohol, I think will be
borne out by investigation. The committee will have to go into some
detail with respect to a number of cases to sufficiently bear out the
different statements and charges made as to how much is getting
out, how it is getting out, and if the department can not cope with it
under the present law—the present law, you will recall, calls upon
the departent to encourage the use of aleohol for industry, arts, and
science—and if the present law is not adequate to handle that, there
is no question but what some modification should be made, because °
the alcohol distilleries to-day are the source of substantialiy all of the
whisky. Whisky can be made with alcohol and water and burnt
sugar, with the addition of some flavoring matter. That will make
a fairly passable whisky, the kind that is used in most clubs and
places where liquor is sold. The same concociion of aleohol and
water, placed in a charred barrel, with a certain mount of charcoal.
and agitated for a period of time, will give aged whisky in a very
few weeks. The system used makes it a potable beverage, with very
little additional expense. :

A barre] of alcohol makes two barrels of whisky; so that becomes
the biggest problem in curbing the present flow of intoxicating
liquor on the market,

The CHaikMaN. How do they make gin out of this alcohel?

Mr. Pyre. The recipe?

The Cairman. Just generally.

Mr. Pyie. Gin can be made very successfully out of alcohol,
water, and juniper berries, or essence of juniper, which is derived
from the berries. The former Gordon gin, which was on the market
for years, was made by that process.

Senator Ernsr. What is the proportion of alcohol in most of the
gin that we have?

Mr. Prie. The ordinary distilled spirits are 100 proof. Thst is

‘approximately slightly under 50 per cent; so that, for all practical
purposes, we can figure that a gallon of alcohol makes two of whisky,
gin. or brandy, or whatever is being made.

L1

|
as to the plac-
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Those are the various permit matters. I have taken them up in
a little more detail, perhaps, than is justified at this time.

There is another matter in connection with the permits that
should be laid before the committee to determine whether or not
the present organization is functioning to the maximum of efliciency.
l*m{or the present vegulations—this is not the law: this is promul-
gated by the Commissioner of Internal Revenue with the approval of
the Secretary of the 'I'reasuri}: as provided by law—permits ave is-
sued, except in the case of physicians and the transportation—that
is. the trucker, or something ofy that sort, who is hauling for the per-
mittees—by the commissioner in Washington, the Commissioner of
Internal Revenue having delegated that authority to the Prohibition
Commissioner; but they are all handled in Washington. The proc-
ess will be roughly: The application is made to the director: the
director investigates, and indicates his approval or disapproval.
Then it goes to Washington, where the commissioner disapproves or
grants the permit. It is then returned to the director, who then re-
turns it to the permittee. In the State of Pennsvlvania there has
been a great deal of complaint of delay in the past in the issuance
of permits. Just how much there is at the present time I am not
prepared to state; but a permittee is a person authorized by law to
perform certain acts dealing with intoxicating liquors. If he is so
entitled, he is entitled to prompt and satisfactory action, regardless
of what his business may be. 1t is autherized by the Congress of the
United States. If the delay is due to thess various steps, the matter
of elimination should be studied st least; specific instances of delay
should be taken up. I have worked in a prohibition oftice where
the mail was months behind. That was due to insufficient personnel,
but nevertheless, the permittees were the sufferers. They had to
wait.

Take, for instance, a druggist who applies for a permit. 1If,
within a few weeks, he has his permit, he can go ahead with his
business properly. If, on the other hand, he has to wait a number
of mornths, a competitor will draw a certain portion of his patronage
for the reason that he could supply liquor on prescription, whereas
the druggist without the permit could not do it. There has been a
great deal of complaint in that respect.

I have talked with representatives of druggists' associations who
desire to appear before the committee, and I have stated that I
thought their evidence would be received if they would take it out of
the g)rm of a kick and bring it in in concrete examples of delay,
something that the committee would consider specifically, rather
than somebody’s complaint and grievance.

In the case of brewery permits, the matter should be given some
consideration to determine whether the' permittees are receiving
absolutely fair treatment. I believe there have been a couple of
late court decisions that have seriously modified the attitude of the
department in the handling of brewery permits, and the indications
are, as Major Haynes said the other day, that any one can have a
permit that has not violated the ligquor law within a year, regardless
of his previous record in other lines.

The criminal law enfeicement must be discussed. That is the best
settled law there is to-day.

Senator King. That is what?
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Mzr. Pyre. The criminal enforcement end of it.

Senator King. That is what?

The CrammmAN. That is the best settled law there is to-day.

Mr. Pyie. That is the best settled law there is to-day, because
there have been far more criminal cases than any other kind, and
the cases are approaching some degree of uniformity. Up to the
present time, however, and to a large extent yet, there a:: pretty
nearly as many different vie\v{)oints of the prohibition law as there
are different districts of the United States. What is good law in
Pittsburgh will not hold in Philadelphia. What is good law in
Philadelphia will not apply in Baltimore. One court’s viewpoint is
so different from the other’s, and so few cases have gone to the
higher courts, that there is no uniformity.

'The matter of dealing with this variation should be considered by
distributing the responsibility more instead of centralizing it in
Washington, and possibly placing a higher responsibility in the
hands of individuals in the various judicial districts, so that they
can cooperate more closely with the district attorneys.

I can state—and I think Mr. Britt will bear me out—that in too
many cases there is an unfortunate amount of friction between those
in charge of prohibition enforcement and the different district attor-
neys’ offices. Neither fully understands the difficulties of the other,
and as a result we find that there is a certain friction all the time,
which needs to be removed by a closer cooperation. However, 1
believe there is less friction between men who work together daily
than between men who meet occasionally on the work.

Senator Kine. If I may interrupt you, district attorneys have told
me that that situation. in some instances at least, results from what
they denominate the fanatical attitude of some employees of the
Prohibition Unit who refuse to concede that any person has any
personal rights. They think they can invade the person or the home
without a warrant or without a sufficient warrant. They feel that
they are a law unto themselves, and they would wreck the Constitu-
tion of the United States in order to carry out their views,

Mr. Pyie. The attitude of most district attorneys is that they
are champions of the fourteenth amendment, and the attitude of
most prohibition agents, who are not men of intelligence, and with
very few exceptions of any legal training whatever, is that anything
that gets in their way must be thrown aside. o

Take a concrete example. We are acquainted with Mr. Morse, the
district attorney in Salt Lake City. He was in continual conflict
with the divisional chief there at one time, to such an extent that
their work was practically at a standstill, because the divisional chief
wanted a step taken that the law would not sanction. Mr. Morse
wanted other information secured that the divisional chief could not
or would not get. There was a friction there that just caused things
to be at a standstill. A certain other divisional chief went into the
district attorney’s office in Pittsburgh, making some demands which
the district attorney did not think could be granted, and the chief
left with the statement that he could throw a handful of pebbles
out over that office and you would not hit a lawyer. .

There is a great lack of understanding. The divisional chief does
not understand the necessities, the constitutional safeguards, that



INVESTIGATION OF 'BUREAU OF INTERNAL REVENUE 2209

the district attorney must look after, and this district attorney could
not understand why this chief could not go out and get some more
evidence to build up his case It is a complete lack of understanding
that exists. That is something that should be considered, and I think
it would be just as well to have evidence from people who are con-
nected with that feature of it. )

I have a theory—and I just give it as a theory; I am not giving it
as a conclusion—that the prohibition enforcement should be han-
dled by judicial districts, the same as the other investigation units
of the Government function. It might even be advisable to have the
dirvectors appointed by judicial districts, responsible for their dis-
tricts, so that there will be the closest possible communication and
liaison, as we call it in the Army, between the prosecuting agent and
ghe investigating agency, without which the case is bound to fall

own.

Senator Erxst. Have they not had some trouble in the East with
the district attorneys because they do not show a very active disposi-
tion to enforce the law?

Mr. Miier. There has been some from report. I have only news-
paper information on that. That has been charged in one district
with which I am familiar. Whether or not that is true, it will not
be generally true, because niost district attorneys value their stand-
ing ss professional men more than they do their political standing,
so that a man taking that position will make the most of the cases
brought before him. There may be isolated cases where political
or local forces would predominate, but T believe that wou}d be in
in the great minority of cases, because I have found from my ex-
perience that United States attorneys, even those who are personally
very much opposed to the act, nevertheless give their very best
efforts toward the enforcement of it in the handling of every case
that comes before them.

The Cramrmax. You must recognize that all these members of
the committee are lawyers, I suppose?

Mr. Pyrr. I am not familiar with the profession of the various
members of the committee.

Now, the third matter I wish to touch on is the matter of taxation.
Formerly the taxation of intoxicating liquors, retail liquor dealers,
wholesale liquor dealers, and taxing penalties were handled entirel
by the Revenue Service. That was the reason, I believe, that prohibi-
tion was originally placed in that service, or that was the controlling
consideration. Now, the Prohibition Unit being more or less sev-
ered from the Revenue Service, has carried with it the matter of
proposing a tax in the case of intoxicating liquors.

The system at present, roughly, is as follows—and you will be
given more detailed evidence later--that the agency which makes a
criminal case determines the evidence of unlawful sale. In the re-
port of that case, in the final paragraph, near the end of the report,
the tax is recommended and penalties are provided by law. This is
first investigated by the Prohibition Unit, and the proposal is ulti-
mately sent to the director in the district, who whereupon notifies
the respondent that a tax is proposed, giving him an opportunity to
be heard. That will then result in an offer of compromise, which
is then considered by the various persons concerned. If not, a hear-
ing is had on the question of the tax. First, the tax is proposed
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by the prohibition department. Then, the offer in compromise can
be made. The recommendation for acceptance can be made by the
officials of the Prohibition Unit, the officials in the field, to the col-
lectors’ offices, and even by United States attorneys. They make the
recommendations and compromise the thing determining that just
like a bad debt, where you take up the matter of a man’s resources
and determine whether or not you can prove it in court, or one thing
or other, and determine to ultimately offer this to the Commissioner
of Internal Revenue which can be accepted by him with the ap-
proval of the Secretary of the Treasury.

There will be quite a few matters brought before you involving
specific instances of the operation of this compromise syvstem, so
that you may have concerte evidence before you from which to de-
termine whether or not you approve the syvstem of compromise now
in effect.

I have taken more time than I intended in outlining this matter,
but I wanted to do so to give you some idea of the matters that I
propose to go into.

I propose excluding from this committee, so far as possible, every-
one who has a grievance or a personal ax to grind. or who repre-
sents some faction or partisan group in this matter. because any-
thing touching prohibition is still pretty actively in politics. One
group favors and one group opposes, and we must see that the
people who come in here have specific facts to which they can take
oath, before taking them before this committee.

There are occasional people whose opinion we will want, people
who have been in such close contact with the entire discussion that
their opinions would have some weight with you. in the same way as
the opmion of an expert would in your ordinary everyday affairs:
but I will make every effort to keep those down to specific facts, so
that the committee may have the facts from which to draw their
own conclusions, and not make this a debating ground for various
factions and groups.

As I say, the matter of national prohibition is on trial. Some
favor it and some oppose it. At any rate, it is a big venture, and it
should not be condemned and it should not be accepted without a
fair trial. It should be given a fair chance to see whether it will
work.

In the future other matters will come up. We want either an in-
telligent warning or an intelligent precedent to go by. It is not only
a consideration of prohibition by the United States, but the workd
is watching the experiment with a preat deal of interest, and I
believe those who are in responsible administrative places should be
given careful consideration in their recommendations and requests
in order that everything possible may be done to give it a fair.
good trial.  Let us find out whether it works, If, with everything
favorable, it can not be enforced to a very large extent, we know it
is a failure. The matter of prohibition, I think, has but one side.
No one can oppose prohibition. 'The matter of national prohibition
has political aspects which are entirely different, upon which men's
opinions have been divided since the formation of our country, and,
for that reason, I believe in getting every bit of evidence which is
pertinent before this committee, at least to the extent of getting
concrete examples of the various matters that will come up. Let

-
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this committee determine where the big leaks of liquor are, and by
that determination seck to provide some way to check it. Give
everything a fair trial, and then, if the people do not want it, they
can say so.

The Cramman. Do you intend at this time, Mr. Pyle, to ask Mr.
Britt or the representative of the burean here any questions concern-
ing this method of procedure?

Mr. Pyre. 1 had intended to. How long does the committee in-
tend to sit?

The Craamman. Just go ahead until we decide to adjourn,

Mr. Pyie. It will take some time to go into it in the way I desire.

Mr. Brivr. 1 called on Major Haynes yesterday, and 1 explained
that we desired to have you explain to the committee your present
organization, covering the organization of the Washington office,
the field forces. and the entire organization, with their duties and
powers, and to lay a comprehensive outline before the committee of
the system now in use. .

I have here, Mr. Chairman and gentlemen of the commission, a
few office charts. I fear there are not enough to go around, but to
the extent to which they will they are available. This chart shows
the arrangement, physical and divisional, of the central Prohibition
Unit office. It is practically self-explanatory.

As LMr. Pyle has said, there is no official mentioned in the National
prohibition act except the Commissioner of Internal Revenue, who
15 the enforcer of prohibition, officially speaking. In practice, he
enforces it through his assistants. These assistants are appointed
by him. There are various designations: there are attorneys, an
assistant prohibition commissioner, field enforcing oflicers, civil-
service clerks, typists, stenographers, etc.

The managerial part of the work of the unit and of enforcement

" generally is, in practice, in the bands of the Prohibition Commis-

sioner, whose name and style of position are placed at the head and
center of the chart. He has one assistant, who acts in his place in
his absence, and who assists him generally vhen he is present.

The counsel’s office, the head of which is an attorney, styled by
the Commissioner of Internal Revenue in his commission, chief
counsel of the Prohibition Unit, is divided into two divisions—the
division of interpretation, in which the regulations, the legal opinions
and letters involving legal questions are drafted primarily: and the
litigation division, in which all of the records, files, and papers are
kept concerning cases that are in litigation in the courts or that are
pending before dirvectors or other oflicers on revocation questions.

The counsel’s office also has charge of the work in conn. ction with
the making of assessments and the preparation of compromise cases,
of rebate cases and refund cases: in other words. all of that class of
administrative work which involves 2 greater or less requirement of
legal knowledge, much of which may be done by nonlegal persons,
but most of which is thought to be susceptible of being better done
by persons of legal knowledge.

In the counsel’s ofice also are the central files of the entire unit,
and these two divisions which I have named are divided into vari-
ous sections, according to the particular work which the employees
in them do.
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There is one section called the nonbeverage section, which is in-
tended to deal more directly with liquors authorized for nonbever-
age purposes, not taking into account any diversion of beverage
features in connection with it.

Another section is called the beverage section, where the employees
work altogether with questions in connection with the diversion of
liquors, of beverage liquors which are forbidden by law, and, as 1
have said, the various claims and compromise and assessment sec-
tions,

.The chief counsel advises the Prohibition Commissioner, his assist-
ant, his heads of divisions, on such matters of law or legal inferences
or legal judgment as may come up in the administration of the
Unit. He also advises the Comnmissioner of Internal Revenue and
the Secretary of the Treasury and his assistants on matters relating
to prohibition when called upon for advice.

t is proper that I should say to the committee that in this posi-
tion, while the functions are chiefly legal and professional in their
character, they are not inseparable from administrative matters, and
the chief counsel is often called upon to advise with administrative
officers and to give his judgment as to whether a proposed adminis-
trative course or act would not b a proper thing.

Ordinarily speaking, that is outside of the functions of people fill-
ing the position which the chief counsel fills, but I felt that it was
due to the committee that I make that statement in the interest of
clear understanding.

Prior to the appointment of the person holding the position at the
%resent time, these functions were performed by the Solicitor of

nternal Revenue and his assistants; since this appointment was
made, by an administrative order—I do not recall whether it was
informal or formal—it was thought that the Solicitor of Internal

Revenue might chiefly or almost wholly be relieved of legal advisory -

matters in connection with that part of the Bureau of Internal Reve-
nue. and they devolved upon the person designated by the commis-
sioner as chief counsel of the Prohibition Unit. That is the practice
at this time.

As to the various administrative heads, there is the division of
audit, which has the auditing of all accounts in relation to distilled
spirits and all tax questions arising in that connection that become a
matter of statistics and records and the preparation of the part of
the annual report of the Commissioner of Internal Revenue arising
from the Prohibition Unit.

There is the chief of general prohibition agents, who las his office
in the Prohibition Unit, the attorneys and the general prohibition
agents throughout the country—this mobile force of which Commis-
sioner Haynes spoke the other day.

Mr. Pyce. Will you explain more fully, Mr. Britt, the distinction
between the Federal agent’s forces and the general agents?

Mr. Brrrr. Yes. After the establishment of the unit, the estab-
lishment of the directorates in the States, and the appointment of
directors in those directorates, one in each State, or practically so, a
number of enforcement officers were attached to these directors in
the several directorates in greater or less number, and these were
styled Federal prohibition agents. The force under the central gen-

eral prohibition agent’s office took the name of general prohibition
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agents because they were mobile, subject to go anywhere, and, in gen-
eral, subject to cover the whole field of the continental United States,
and I believe they occasionally go out into the territories also.

That is not a very apt distinetion hetween the general prohibition
agents and Federal prohibition agents, as they arve all Federal pro-
hibition agents, but in ordinary parlance, as 1 understand it, Mr.
Pyle, that is the distinction. If, in speaking of some of these ad-
ministrative matters, Mr. Chairman and gentlemen of the committee,
one whose business is chiefly with legal matters may not speak with
the precision that would be desired, I should be glad to have the
nrticular administrative officer come who can go into some matter
{)ettm' than 1 can, as you would readily see, although I am fumiliar
with all these things in a general way.

We have a chief in the division of industrial alcohol and chem-
istry, which, in my judgment, is the most important division of the
unit. It is he who administers for the Pro&libition Commissioner
everything in relation to industrial alcohol and denatured alcohol,
in so far as they are administered from the central unit, but a large
part of the administration in connection with this devolves upon
the collectors of internal revenue, as you will see later.,

Then, we have a small bureau of information, which Commis-
sioner Haynes has improvised, whose duty it is to secure matters
of intelligence for the information of the public in connection with
the service.

The Cuairman. In those branches, Mr. Britt, how far down in
grade do you go until you find that the appointees are selected from
the civil service? Are there any civil-service employees?

Mr. Brirr. The civil-service appointees are intermixed with the
others throughout the service, Mr. Chairman. That is to say, in
the counsel’s office, by far the greater number of employees are civil-
service employees, typists, stenographers, a few messengers, and
clerks—clerks in the sense of the meaning of departmental civil-
service clerks. ,

Senator Erxst. They are all civil-service employees, are they?

Mr. Brirr. The clerks are all civil-service appointees; yes, sir.

The Crairman. Do you know the total number of employees in
the Washington office that come under this unit?

Mr. Brirr. Yes; it is about 725. .

The CHairmMaN. Seven hundred and twenty-five?

Mr. Brrrr. Yes; about that.

The Crairmax. What proportion of those are civil-service em-
ployees, and what proportion are appointees?

Mr. Brerre. That would be a matter of estimation. I can get it
for you precisely. I should say that of that number between 500
and 600 are civil-service employees. That may be an underestimate.
What is your judgment about that, Mr. Simonton ?

Mr. SimoxToN. I would say that that is about right, Mr. Britt.
Of course, there is another class of employees, which class are not
known as civil-service employees but who have a civil-service
status—the exempt class.

Mr. Brirr. Yes; I was going to speak of that class. I should say,
between 500 and 600; and they, of course, are appointed in the usual
way, Mr. Chairman, in which civil-service apgmintments are made.
That is, there is a request made by the head of the bureau upon the
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Civil Service Commission for a certification of the three highest
eligibles for a certain position, which is named, and out of the three
the selection is made. That is the general plan throughout all the
departments.

r. Pyre. May I interrupt you for 2 moment there?

Mr. Brirr. Yes.

Mr. PyiLe. At the time of the creation of the general agents’
force, as I recall it, there was a large number of revenue agents trans-
ferred.

- Mr. Brirr. Yes; I was going to speak of that.

Mr. Pyie. Are they still on a civil-service status?

Mr. Brirr. Yes. As I understand that, those that were not caivil-
service employees in the collector’s offices, say, at that time, and
were transferred to the enforcement division of the unit, lost their
status, Of that I am not sure, however. Mr. Simonton can advise
you as to that.

Mr. SimonNToN. Mr. Britt, to some extent that is true, where they
were deputy collectors, or had some particular positions, appointed
under the law, they did lose that status: but where they were ap-
pointed as clerks they carried with them their status and remained
as clerks in the civil service.

Mr. Burrr. That is true.

The CramrMaN, At this point, Mr. Britt, I would like to have you
give us your experience as to which of the two groups of employees
render the best service. You have in mind quite a well-defined line
between .civil-service employees and those who are not with the
civil service,

Mr. Brirr. There are two classes of attorneys—the class which do
not have civil-service status, and the other are civil-service employ-
ees, of which we have just spoken. Their work is different in the
counsel’s office, and I have no opportunity to make a distinction
between them, but I have had a rather large general experience,
and, as I stated the other day before the committee, generally speak-
ing, I think the difference as to clerks and employees of that class
is practically two to one in favor of the civil-service employee, I
do not mean that there would be that difference, of course, between
a new civil-service employee and a new unclassified employee, but
when each has, respectively; become settled into the service I regard
the relation as being, in my judgment, practically two-to one.

The Cuarman. In favor of the civil-service employee?

Mr. Britr. In favor of the civil-service employee, T do not mean
by that, of course, that, man for man, the civil-service employce will
do twice as much work. That is not the point: but his efficiency gen-
erally, his attitude toward his work, his psychology toward it, if I
may say it, his agreeableness with his cﬁief, and his pride in the
service are things that we appreciate and know better than X can de-
scribe; and the deduction that I have just made is the result of long
experience. I was for four years an Assistant Postmaster General,
in which position this matter was brought immediately before me,
and I gave it careful attention for four years. We had a bureau at
‘that time in which there were about 300 of them. This was under the
Taft administration. We also had some employees who were not
civil-service employeeSMtemRox'aries, as they were called. Most of
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the people in the section of the country in which I live do not take
very strongly to the civil-service policy.

The Cuatitman. Do you have any difliculty in getting rid of civil-
service employees who may be vecalcitrant about the adoption of
new methods and new policies?

Mr. Brrrr. Senator, that hias not been my experience, and I will
tell you some experience that I have had in 1y present position with
civil-service employees.

I am, some have said, a rather rigid disciplinarian. T was a teacher
in an old-fashioned school. T found objections, moral objections in
some instances, to a few people in the counsel’s office, and I proceeded
to have them investigated, and ultimateiy some of them were re-
moved. 1 did not find any impediment against doing that, other
than that to which they were justly entitled; that is, that the case
against them should be well established. I did not find any imped:-
ment on the part of those above me. The Prohibition Commissioner
and his assistant, and the Commissioner of Internal Revenue, and
on up to the Secretary made no resistance whatever, but fully acqui-
esced in the action when the facts were established. I have not had
any trouble in that connection. I had but little in the Post Office
Department. I did at first, but pretty soon 1 was given my own way
about it, and I cleared out some that I thought were not competent
for their places and in one or two instances were not otherwise fit.

The Cramman. It has been stated in the press that if prohibition
employees ave to be put under civil service, you will never be able to
get vid of the grafters, the inefficient and incompetent agents, but
if they ave left as thev are now, the chief under whom they serve
can get rid of the undesirable employees. What is your answer to
that?

Mr. Brirr. My answer to that is that theve are no legal or regu-
latory impediments to keep a chief from getting rid of an employee
when he should, and the balance will depend upon the efficiency, the
business qualifications and the courage of the chief. If he has those
he will get rid of undesirables summarily. I do not mean summarily
in the sense that they will be dismissed at the moment, but very soon.
The chief will make s™nrt shrift of the whole matter.

Senator JoNes of New Mexico. What system have yvou for deter-
mining the efficiency of the employees, whether they are in the civil
service or not?

Mr. Brirr. Let us take the case, Senator, of those who are non-
civil-service employees now, as all the field agents are noncivil
service at this time, and their appointments are made by the com-
missioner. They start with an application for the position. which
is made on a form prescribed by the bureau. and they furnish such
other references as they themselves want to furnish, or as they are
advised to furnish by those interested in their advancement. Then.
usually. as is done in the Prohibition Unit, further inquiry is made
by the commissioner through his own officers, and particularly
through his local officers in the field where the applicant lives. If it
is an employee for the director of a State. some inquiry is made
there, and. of course, I assume. though not having this function:
myself, I would not know all of it, and I hope the committee would
not hold me to a rigid interpretation of it, that the Senator and
Representative of the applicant, are advised, as I think they should
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be, if they have information. T do not mean by that that it should
be controlled by politics at all. Far from that : but I believe always
that our Senators and Representatives are persons

Senator Joxes of New Mexico. I will state that I have never been
consilted regarding a single one of these appointments in my State.

Senator Kixa. Neithor have T, for any of these offices,

The Cramman. Neither have I I want to say for the record,
though, that I do not want to be.

Senator Jones of New Mexico. Well. I merely wish to state that
it is a job that is not very pleasing to anyone, to have to pass upon
the qualifications of applicants for these various offices.

fb_‘ona.tm' Erxst. Do you say that is the custom? I was not aware
of 1t.

Mr. Brirr. I said 1 assumed that.

Senator Ernst. Oh!

The C'HamMaN. Yes: he asked not to be held too rigidly to it.

Mr. Brirr. Yes; as 1 do not know all of the sources of informa-
tion. Senator.

Senator Kixa. Let me say that, as far as I know, all of the em-
ployees of your unit in Utah ave Republicans. A Democrat would
have no more chance of being appointed by Mr. Haynes or your
organization than I would have a chance of being appointed pro-
fessor of Greek in Harvard.

The Cuamrman. You would not expect that they would, would
you, though, Senator ¢

Senator Kine. I assume they are trying to get good men, and I
know that many of the men employed in your department are far
from good. They are wholly incompetent and are mere political
appointees.

The Cramrmax. If they were Democrats, of course, they would be
better.

Senator Kina. I do not know whether they would or not. They
may or may not. I am merely saying that the men who are ap-
pointed are political appointees, and I have come in contact with a
good many of them that I think are wholly incompetent.

The Cramrmax. 1 think Mr. Britt got away from the point of
Senator Jones’s question. He asked how they could get rid of them.

Senator Joxes of New Mexico. No; T asked him how did they
judge of their efliciency.

The Cuairman. Oh, yes.

Mr. Brirr. I have given some of the steps that I understand are
taken.

Senator Jongs of New Mexico. That relates to the manner of their
selection.

Mr. Brirr. Yes.

Senator Jones of New Mexico. What do you do to ascertain their
efficiency after they are installed in office ?

Mr. Brrrr. Their efliciency, after they are installed in office, Sen-
ator, is demonstrated by their work, of course. Then, if there are
charges against their character or against their fitness, that, of
'course, is & matter of inquiry by those responsible for their appoint-
ment. As a matter of fact, the bureau has an institution for that
purpose. '

-
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Senator Jones of New Mexico. T might make a more detailed in-
quiry there. Take those five or six hundred civil-service employees
working down here in the bureau.

Mr. Brirr., Yes.

Semator Joxes of New Mexico. How do you determine the effi-
ciency of those employees so that you may know whether you have
just as many as you ought to have or not enough?

The Criamman. Senator, let me ask this question: Do you have
somebody in the bureau who knows more about this than you do?

Mr. Brirr. Oh, ves: 1 always admit that there is somebody who
knows more about anything than I do.

The Cramrman. T mean who are move charged with that responsi-
bility than you are?

Mr. Brrrr. Well, possibly the Assistant Prohibition Connnis-
sioner.

The Cuamyan. Do you not think that we ought to have that
answer from him?

Mr. Brerr. T would like to give my answer, if you desire it.

The CaarrymaN. You may proceed with it.

Mr. Brirr. My answer is that there are about 275 people in the |
counsel’s office, and some of these in places somewhat inaccessible
to me, but I go among them as often as I can. I have the heads
of the divisions and the heads of the sections with me when the
work is not pressing badly and ask about this man or this woman,
whom I know something about, and regarding whom inquiry has
been raised in my own mind. I sometimes send for such person,
and, as well as I can, I look at the work of that person and ask for
reports from the head of the divisioin or the head of the section in
which various persons are employed, particularly on the matter of
their occupying their time and being on duty all the time, and in
sundry ways I determine, Senator, whether I think those who are
under me are fit for the places they have. Then, if there is 4 charge
made against them, it is not my official duty to investigate the charge.
I make that known to the commissioner and the special intelligence
unit of the commissioner’s office makes the inquiry officially.

Senator JonEs of New Mexico. Do you have any system of keep-
ing records of the efficiency of the employees?

Mr. Brirr. Oh, yes, sir. This efficiency record is kept. The re-
port is made up annually, and just now, at the beginning of the year,
the efficiency report of all is being gotten up for the commissioner.
It becomes a part of the files and records of the office.

Mr. Pyie. Is that the work of your office, Mr. Britt, or does that
come under the Classification Board ?

Mr. Brrrr. It is under the supervision of the Assistant Prohibition
Ct%mmissioner, and it only comes to my office as it comes to the other
offices.

Mr. Pyre. Does the unit keep that for itself, or does it prepare it
for the Classification Board ?

Mr. Brirr. It prepares it for the Classification Board, but copies
of it are kept in the unit.

Senator Kine. Do you think that your experience is the experi-
ence of others in connection with civil-service employees of the Gov-
ernment ; that is, in your lack of difficulty in getting rid of incom-
petent employees?
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Mr. Brirr. Well, Senator, I have heard a good deal about that.
I have heard that there was a good deal of trouble in getting rid of
them. I have always been rather surprised at it. I never had any
trouble. Of course, T never try to remove anybody unless he ought
to be removed. -

Senator Kina. In all of your experience in the Post Office Depart-
ment and other branches of the (zovernment, how many complaints
have you made for the removal of employees?

Mr. Brirr. I conld not tell you. It has been some years since I
wis in the Post Office Department. ‘At first they were rather numer-
ous there. You see, I was only an assistant, and I had charge of

articular parts of the service. At first they were rather numerous,

ut, as I recall now, in the last two years they were very few.

Senator King. You mean in the prohibition service ¢

My, Brrrr. No; I am talking about the Post Office Department.
I thought you were talking generally. In the prohibition service—
and, of course, I have taken no steps about any except those in the
" chief counsel’s office—I think the number of cases would probably
b& less than one dozen during the time that I have been in that
- office. .

Senator Kine. Have charges been preferred against them?

Mr. Britr. Oh, yes; charges were preferred.

The Cuamrman. Were they sustained ?

Mr. Brirr. They were sustained.

The CHaikMaN. Were hearings had ?

Mr. Brrrr. Oh, yes: hearings were had.

I think, possibly. Senator, to make that answer clear. in two or
three instances they waived everything and resigned without a rec-
ord of a hearing at all against them. 1 know that that is true in
one instance, and I think it may be true in some others. Noj; I have
never had great tronble, Senator. and I appreciate it, because it has
always been intimated that chiefs generaﬁy did have trouble.

The CramrMaN. My own experience is that there is no difficulty
when a chief who is desirous of getting rid of any incompetent
people goes after them. He can do it if he has the energy and
courage to go after them in the right way.

Mr. Brirr. That is my opinion, based on my own experience.

Senator Kine. Are there not many of the chiefs who are persons
who have come up from the ranks through the civil-service and
who are so thoroughly saturated with the civil-service idea that they
are disinclined to enforce that efliciency or discipline, that order,
that they do not prefer charges?

Mr. Brirr. Well. Senator, I think there might be something in
that point of view, as disclosed by my own observations—something,
but possibly not a great deal. There is one unfortunate thing in
connection with the men and women who are brought into the
service, in that theyv tend to become bureaucratic. I do not want to
use a long word, but that is the most expressive one I know of.
They sometimes do not carry a quick, ready, business conception
into the discharge of departmental work. There is something in
that, I am sorry to say. I am constantly trying to impress my
associates on that point, and get them over that and induce a belief
that a man who would be a lawyer in the bureau would be a good:
lawyer in court, and that if he'is a good lawyer he is a pretty good
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business man, and if he is a good business man he might be a good
lawyer.

Senator King. Have you not found a good many cases like this?
It has been brought to my attention—in fact, many civil-service
employees have told me--that if, when they first go into the service,
they set about with great zeal and diligence to discharge their duties
they would be admonished by their associates that they must not
set too rapid a pace, and they would be told “If you can make a
70 per cent grade they are bound to pass you and you are promoted.”
That is particularly true in the Post Office Department, in some
branches outside of Washington. They are told that if they make
a 70 per cent grade they are bound to pass, and there is no need of
working 100 per cent. Scores and scores of employees of the Gov-
ernment have told me that they meet with that spirit and that sit-
uation in the service. To what extent do you think that is true?

Mr. Brirr. That is a very important question, Senator, and you
are certainly entitled to a candid answer. I have heard much of
that, much more than I have seen in my personal experience. There
must be some places in the service where there may be some of it. In
my experience in the unit, T had one little symptom of it.

Senat;n' King. Pardon me. You say that your employees are only
lawyvers?

Mr. Brirr. Oh, no; I have more civil-service employees than law-
vers. The lawyers themselves have a civil-service status. There
are about 275 people in the office, and the great bulk of them are
civil-service employees, typists, stenographers, clerks, etc., and a few
messengers. But what T started out to state is that there is always
more or less complaint about advancements. There are always some
who feel that they are not getting enough, and it is human nature
to complain. In one of my sections I heard a little about that. The
chief brought me word that there was a sort of quiet understanding
being passed around that “ We do not get much, and therefors we
must not try to earn much.” The intimation in that case was rather
striking. They were saying, “ We are low salaried, and we do not
want to do too much.” It was proved that there was some disposi-
tion of that sort. I immediately went among those employees and
talked with them personally. I {rought them into a sort of general
conference room that we have, and 1 talked with them collectively,
and I said something after this vein: “I sympathize with you in
wanting more salary; I am sure you need it, and some of you g,eserve
it. Some of you are mistaken in thinking ou do. But under no
circumstances is this the way to get it.’ % then instanced some
Reople about some of whom I knew a good deal, who had done their

ardest and most efficient work on almost starvation salaries, living
on hope and ambition to make a record. I went on to show them
that they could not do anything for themselves in that way. Then
I said, “If you persist in this, I am going to make short shrift of it;
you are going out of the service entirely. I am sorry that your situ-
ation is not better, but you can not better it that way, and I can not
better it.” I had some personal talks with them about it, and I think
the entire difficulty disappeared. There were some of them that were
slightly advanced. but T think the difliculty disappeared entirely, be-
cause I intended to ask for the removal of one who would not work
because he was not satisfied.

L
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The CrairmMan. Would not that also happen if your force was
not under the civil service?

Mr. Brirr. Certainly; yes, sir.

The CrHarMaN. It is not confined to only the civil service, is it ?

Mr. Brrrr. That is true of all.

The CrARMAN. Of all?

Mr. Brirr. Yes, sir.

Senator Kine. A number of postmasters have talked with me,
one-—and I do not want to localize it, because it might cause some
liftle trouble—one where they have several hundred employees, ang
he told me about it and wanted to know if some remedy could not
be brought about through legislation. He said that a large number
of the employees were only seeking to get their 70 per cent or 60 per
cent or whatever it is. He told me, but I have forgotten; but my
recollection is it was a 70 per cent grade, so that they could be pro-
moted. Notwithstanding the fact that he had remonstrated with
them, that they had better work, they would not do it, and their
action was a deterrent upon the efficient class of emplovees who
wanted to do better work, for the reason that the others were pro-
moted by reason of their seniority in the post office rather than due
to any efficiency.

Mr. Brrrr. The fault was with the chief, that he did not do one of
two things—interest those people in their work or get them out of
the service. )

Senator King, Well, he said he could find no way in which he
could rid himself of those employees.

Mr. Brirr. Well, I am not very ingenious, but I could find a way.
I wish it to be clearly understood that when I am speaking of
these things I am only referring to my own division. I am not
talking about the Prohibition Unit or the Bureau of Internal Reve-
nue. I am talking about the counsel’s office, which is merely in the
nature of a division, and always, of course, subject to those abeve.

Senator Ernst. Mr. Chairman, how long are we going to continue
this sess. n?

The CrAmMAN. I think we had better adjourn now until to-
morrow morning at 10.30 o’clock.

(Whereupon, at 12.40 o’clock p. m., the committer, adjourned until
to-morrow, Friday, January 9, 1925, at 10.30 o'clcck a. m.)
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FRIDAY, JANUARY 9, 1925

UNITED STATES SENATE,
SerLecT CoMMITTEE TO INVESTIOATE THE
Bureau or INTERNAL REVENUE,
Washington, D. C.

The committee met at 10.30 o’clock a. m., pursuant to adjournment
of I;’esterday.

Ki resent: Senators Couzens (presiding), Jones of New Mexico, and
ing.

Present also: John S. Pyle, Esq., of counsel for the committee, and
George W. Storck, Esq., examiner for the committee.

Present on behalf of the Prohibition Unit of the Bureau of Inter-
nal Revenue: James J. Britt, Esq., counsel; and Mr. V. Simonton,
attorney.

The Cuairman. The absence of Senator Watson is due to thr fact
that he is attending the meeting of the Interstate Commerce Com-
mittee this morning, and Senator Ernst has had to attend a meeting
of the Committee on Revision of the Laws,

Mr. SimonrtoN. Mr. Chairman, Mr. Britt wishes me to make his
excuses for him. He is required to be at a meeting of a subcom-
mittee of the Judiciary Committee this morning. He will be here
as soon as he can. In the meantime, I will be glad to do anything
that I may. ' :

The CuairMaN. You may proceed, Mr. Pyle.

Mr. Pyie. Mr. Chairman, at the time of adjournnwnt on yester-
day, we were taking up the organization, the system at present used
in the Prohibition Unit, etc., and, as will be recalled, we had covered
at that time the general organization in the administrative offices,
as shown by that chart, not thoroughly covering the same, perhaps,
but touching upon the various phases that came up. In that connec-
tion, the statement was made by Mr. Britt as to the field forces, de-
scribing them as Federal agents’ forces and general agents’ forces,
the Fegeral agents working under the State director, and the gen-
eral agents working under the chief of the general agents.

I would like this morning to have the matter taken up before
your committee as to the functions, distribution, and general opera-
tion of the two branches, showing just how they harmonize, whether
there is a duplication of work, or whether they cooperate in enforc-
inghthe law, as well as the numerical strength and organization of
each.

Mr. Simonton, do you desire to discuss the general agents, or d
you wish to have Mr. Kennedy take that up? :

92019—26—rpr 13——5 2221
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Mr. SimonToN. I think we had better give the information to you
first-hand. 1 have with me here Mr. W, H. Kennedy, who is the
assistant to Mr. Yellowley, chief, general prohibition agents, and he
will give you any information you may desire in that regard.

STATEMENT OF MR. W. H. KENNEDY, ASSISTANT CHIEF, GENERAL
PROHIBITION AGENTS, PROHIBITION UNIT

Mr. Pyre. If you can do so, Mr. Kennedy, I would like to have
you give me the number of general agents, their present distribu-
tion by divisions, as well as the territory embraced in those divisions,
and their duties and manner of functioning in the various cases,
and, as well as possible, give us some history of their original plan
of organization and the manner in which they are now used.

First, take up the numerical end of it, as to the number and dis-
tribution of them.

Senator Jones of New Mexico. First, let me ask you what your
position is?

Mr. KeEnNEDY. Assistant chief of general agents,

Senator Jones of New Mexico. How long have you been in the
department ¢

Ir. KENNEDY. Since 1912,

The CHarRMAN. Since 19129

Mr. Kennepy. Yes, sir.

The CrarMan. We want to know how long you have been in the
Prohibition Unit.

Mr. Kennepy. Since its organization; since the law became effec-
tive. I was in the Internal Revenue Service previous to that.

The CHarMAN. But the prohibition law did not become effective
in 1912, :

Mr. Kennepy. No; I have been in the prohibition service since
its organization.

Mr. SmmonToN. Since January 16, 19207

Mr. Kennepy. Yes.

The number of agents assigned to the respective divisions on De-
cember 31, 1924, was as follows:

Number assigned to division No. 1, comprising the States of
Maine, Vermont, New Hampshire, Massachusetts, Connecticut, and
Rhode Island, 27.

Number assi%ned to division No. 2, comprisinig the State of New
York and the fifth internal-revenue collection district of New Jer-
sey, 218.

)lr\lumber assigned to the third division, which consists of the
twenty-third collection district of the State of Pennsylvania, 37,

Number assigned to the fourth division, which consists of the
States of Maryland, Delaware, West Virginia, and District of Co-
Jumbia, and five counties in Virginia, 34.

Number assigned to the fifth division, which consists of North
Carolina and Virginia, with the exception of the five counties in the
fourth division, 21.

Number assigned to the sixth division, which consists of South
Carolina and Georgia, 18.

‘Number assigned to the seventh division, which consists of Florida
and Porto Rico, 16.

.
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Number assigned to the eighth division, which consists of Louisi-
ana, Mississippi, and Alabama, 22. o

Number assigned to the ninth division, consisting of Kentucky
and Tennessee, 24,

Number assigned to the tenth division, consisting of Ohio, Indi-
ana, and the southern Peninsula of Michigan, 40.

Number assigned to the eleventh division, consisting of Ilinois,
Wisconsin, and the northern Peninsuln of Michigan, 38,

Number assigned to the twelfth division, consisting of Minnesota,
North and South Dakota, Jowa, and Nebraska, 17.

Number assigned to the thirteenth division, consisting of Missouri,
Kansas, Oklahoma, and Arkansas, 28.

Number assigned to fhe fourteenth division: that is, the first and
twelfth internal revenue collection districts of Pennsylvania, and the
first collection district of New Jersey—-—

Mr. Pyre. That is practically eastern Pennsylvania and southern
New Jersey?

Mr. Kenxeoy. That js right—84.

Number assigned to the fifteenth division, Texas, Arizona, and
New Mexico, 15.

Number assigned to the sixteenth division, Wyoming, Utah, and
Colorado, 12.

Number assigned to the seventeenth division, Washington. Oregon,
1dabo, Montana, and Alaska, 15,

Number assigned to the eighteenth division, California, Nevada,
and Hawaii, 18. There were also 7 on December 31 who were work-
ing out of Washington on special assignments, making a total of
691,

Mr. Pyre. That is just the general agent's forees, 6917

Mr. Kenxeny. Yes, sir: that is, as of December 31.

Mr. Pyre. Now, Mr. Kennedy. will you state historically the crea-
tion of the general agents’ forces, the purpose of it, and the manner
in which it functions, together with a statement of what its exact
duties are!

Mr. Kexxeoy. The force was organized on July 1, 1921, for the
purpose of having a force of men with more experience than the
Federal agents, to make investigations of distihorios. breweries,
wineries, conspiracy cases, or violations that could not properly be
handled by the Federal agents.

Mr. Pyrr. Why?

Mr. Kex~eny. For general agents we try to obtain men with in-
vestigating experience, and men who are better qualified for the
investigations

Myr. Pvrr. Men with a more technical knowledge ?

Mr. Kexzepy. With a more technical knowledze; yes.

The Crairvan, What salary do these general agents get?

Mr. Kex~epy. The salaries at the present time?

The Cuamrmax, Yes.

Mr. Kexneny. At the present time, the entrance salary is $1,680
for men without investigating experience and for those with investi-
gating experience, $1,860,

The CHalrmMaN. That is the minimum and maximum?

Mr. Kexneny. Yes.

The CHamrMan, Of these 691 men that you refer to?
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Mr. Kenneby. Yes.

Mr. Pyie. Noj; that is the entrance salary.

Mr. Kenxevy. Yes; that is the entrance salary.

The Crameman. I asked you what was the maximum salary?

Mr. Kennepy. We have some men that have been in the Internal
Revenue Service as deputy collectors and revenue agents who are
now receiving $3,000 and $3,600.

The Cuamman, Just how are the salaries regulated among those
691 men? Is there any schedule of salaries?

B Mr(.i Krnnevy., The salavies are now regulated by the Classification
oard.

The Cuairman, Can increases in salaries or promotions be made
without regard to the Classification Board?

B Mr(.l Ke~nNEbY. No, sir; they have to conform to the Classification
oard.

The Cxamrman. The comptroller checks that, does he?

Mr. Kexxepy. Yes, sir.

Mr. Pyre. Can you give a man a better classification or does that
have to be referred to the board ?

Mr. Kex~Nepy., We can recommend that 2 man be given a higher
classification, but that must be approved by the board. The appro-
Priation bill under which we are now working also enters into 1t.
There is & provision in there that the average salaries of the em-
Jloyees of any particular grade sha)l not exceed the average specified

y the grade in the classification law; so in raising a man from one
grade to another, the appropriation act, as well as the classification
law, is taken into consideration,

Mr. Pyre. As I understand it, the general agent’s force, as I
understand it, is a mobile force?

Mr. KenNeby. That is right.

Mr. Pyre. As I recall, an agent who enters that service, among
other statements, states that he will accept assignment in any place
in the United States.

Mr. Kennevy., That is right,

Mr. Pyie. I wish you would go somewhat into the matter of ex-
vense of these men; that is, the subsistence, as it is known in the
service. Take an agent stationed, we will say, for example, at the
Chicago office. While in Chicago he gets no expense, whether it is
his home or not? .

Mr. Kexnenpy. All men in the service have what we commonly
refer to as a post of duty, or headquarters, and the posts of duty of
the men are fixed at the points where they spend the greater portion
of their time. In the case you refer to, Chicago, the posts of duty
of most of the men in that division are in the city of Chicago be-
cause that is a large city, and they naturally spend a good portion
of their time in that city.

Mr. Pyre. Then, in the case of a man entering that service at
$1,680, who is given an assignment, the most of tli time will get no
extra compensation from the Government other than that salary?

Mr. Kexnepy, That is right.

Mr. Pyie. But if he was away from his post of duty for a few
days, he would get his actual expenses?

Mr. Kexxepy. That is rigl‘xtf—-actual expenses, not to exceed $5.
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Mr. PyLe. The general agent’s force is working directly under
the chief of general agents, and in that matter, directly under the
Commissioner of Prohibition.

Mr. Kenneny, That is right.

Mr. Pyre. Their reports are made directly to the chief of general
agents?

Mr. Kenneby. Yes, sir.

Mr. Pyie. They are supervised by divisional chiefs at the head-
quarters of these various divisions?

Mr. Kexnepny. Yes, sir.

Mr. Pyie. Eighteen of them?

Mr. Kexneny. Yes, sir.

Mr. Pyie. At the present time you have other people, I believe,
unassigned to divisions, men who have had divisions, but who are
not now in actual charge, but still carry a rating as divisional
chiefs?

Mr. Kexnepy. We have two men that act as field assistants. They
are in the field a greater portion of their time.

Mr. Simoxrtox. They are field supervisors, are they not?

Mr. Kenneny. No.

Mr. SimoxTON. Field assistants?

Mr. Kex~epy. Field assistants.

Myr. Pyre. Referring to these divisions that you have named, the
eighteenth, for example, with headquarters at Los Angeles, covers
the States of California, Nevada, and the Territory of Hawaii. In
that territory what is the relation between the general agents’ force
and the State directors of those States?

Mr. Kex~seny. Of course, the primary duty of a prohibition di-
rector is to make investigations of all violations of the prohibition
law; to make an inspection of permittees’ 