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INVESTIGATION OF THE BUREAU OF INTERNAL REVENUE

L

THURSDAY, JANUARY 15, 1925

Unitep STATES SENATE,
Serecr CoMMITTEE TO INVESTIGATE THE
Bureav or INTERNAL REVENUE,
Washington, D. C.

The committes met at 10.30 o’clock a. m.. pursuant to adjourn-
ment of Tuesday, January 13, 1925,

Present: Senator Couzens (presiding).

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; V. Simonton, Esq.,
attorney; and Mr. James M. Doran, head industrial alcohol and
chemical division, Prohibition Unit.

- Mr. Pyre. Senator Ernst is still out of the city.

The Cuarman. I think Mr. Britt wanted to finish his statement.

Myr. Brrrr. Yes, Mr. Chairman; shall I proceed?

The Cuamman. Yes; if you please.

Mr. Brirr. Resuming on page 13 of my written statement :

In W. A. Gaines & Co. v. Moore, Collector, decided by District
Judge Faris for the eastérn district of Missouri, it is stated:

These statutes—
Referring to the penalty statutes—

in my opinion, lead to the conclusions that while the tax of $2.20 per gallorr
applies to the whisky here in question and that so much of this tax became
due when the spirits were distilled, yet the additional tax of $4.20 per gallon,
which was collected here, and for which plaintiff is suing, did not become
due or payable until the whisky was removed for beverage purposes, Since,
therefore, such whisky could not at thie time it was stolen be legally removed
for beverage purposes, it never became liable for the additional tax of $4.20-
per gallon herein exacted, for it can not be sald that the thleves who stole
it used it for beverage purposes or stole it for such a purpose. I meau by that
that in the absence of proof ne presumption can exist touching the manner-
of disposal by the thieves, for the presumption (absent proof or allegation)
may as well be Indulged that they sold it for exportation as that they sold.
it to be used locally for beverage purposes. ’ :
It is true that in these cases the whisky was stolen and there was:
no proof of collusion or participation on the part of the distiller.
However, in the cases of United American Co. ». Hamilton and
E. J. nge ». Hamilton, barrels of distilled spirits in the possession:
of the distillers had been gauged and found to contain certain defi-
nite quantities, all diversions occurring later in bottling, Wwhile the
spirits were still in the hands of the distillers. The départrient gs-’
sessed the beverage tax of $6.40 as to such 1iQuori. ' The distiller paid
the tax and sued for its retyrn on, the ground that no beverage yise
St et e e Ty e, 2368, .
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had been established. The demurrers interposed were overruled,
and in the absence of such proof, and in view of the decision in
Hamilton ». Kentucky Distilleries & Warehouse Co. and W. A.
. Gaines v. Moore, no appeals were taken by the Department of Justice.

There is another consideration which influenced the burean in the
decision in this case, to wit, the fact that the offenses committed
were committed at the various agencies of the Fleischmann Co.,
and not at the place of business of the principal, with the possiblo
exc.ption of two deliveries at Peekskill to Birigibus and Delorey on
the order of Agent Kirk at Bridgeport. It should be borne in mind
that the businesses of these various places were carried on by agents
of the Fleischmann Co.: that the alcohol was tax paid at the dis-
tillery of the principal, and removed to the various agenei s, and the
removal therefrom effected by forged permits.  While it is an
accepted principle of law that the principal is responsible for the
acts of his agent.,when performed within the scope of his authority,
yet all who have tried suits of this character in the courts know that
where a principal disclaims knowledge or responsibility of the un-
lawful acts of his agents, or that they have exceeded their authority,
or where the principal has not only shown his disapproval and dis-
avowed the impmper acts, but has separated such ag nts from his
business, and particularly when he aids in their punishment, it is
the policy of courts and juries to make considerable allowances in
such cases, and treat such matters as in extenunation of damages. I,
of course, can have no opinion as to what would have been the view
of a jury in these cases in this respect, but I do know that it is a
generally and commonly accepted fact that, where responsibility
for the unlawful act can be placed upon the agent, and proof is
adduced that it was done without the principal’s knowledge, consent,
or connivance, such facts and circumstances go a long way with juries
in mitigation of damages, or in the direction of a verdict for the prin-
cipal. T am not saying what should be in such cases, but the ques-
tion is what, under the usual circumstances, is done therein——

The Cuairman. At this point, if you do not object, I would like
to ask if vou had all of the evid nce in this case that might have been
introduced in a procedure in court? ‘

Mr. Britr. I think the revocation hearing drew out all or the
princigal part of the evidence that the Government would have
depended upon for conviction and for fastening liability. Ve have
brought along the reports of the hearings, thinking that you might
want to put them in the record. I think they should go in.

The Cuamgman. Did you have this evidence before you when
you settled the civil case? ‘ .

Mr. Brirr. You are referring to this immediate evidence?

The CHalRMAN. Yes, (

Mr. Brirr. As I have previously said, I did not read al. of the
evidence in the case, nor go into all of the facts of the case. My
attention was directed particularly to the chance of recovery of the

civil liability, from what I understood the facts to be, and, as I
was assured later on, of what they were.

The CuamrMan. Would it not be your opinion that, in matters that
are of such vital interest to the Government and to the public, these
facts would be better known if they were presented to a court than
if they were simply dealt with by the officials of the bureau?
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Mr. Brirr. Generally speaking, these facts and all like them
wonld be better sifted in the courts than by the bureau.

The Cramman. Would it not have been of greater value and
more in the public interest if vou had done that. rather than to
have it done ‘whim'{ closed doors—and T do not refer to it in that
way as intending to cast diseredit upon the burean, but because of
the influences that frequently exert themselves in such cases.

Mr. Buirr, If the ease as a whole demanded that it be brought
into a court for adjudication, the facts would be better brought out
in a court than in a bureaun. generally speaking.

Mr. Simonton reminds me, and the reminder is pertinent, and
I know the committee will be glad to have it considered. that the
statnte lays upon the bureau the duty of considering a proposal in
compromise when it is made. That duty, of course, would be ines-
eapable undor the statute,

It is also apparent that although these various persons started
out as the recognized agents of the principal. they. nevertheless,
eventually appeared to have become contractors or purchasers of
alcohol from t{xe prinicpal, which alcohol they sold as their own, and
upon such terms as they chose, dealing with it as their own property.

his would also tend to render the question of liability doubtful.

The CHarMaN. Does anyone here know how the alcohol was
disposed of after the abolition of these agencies?

Mr. Britr. I do not. Do you know, Mr. Simonton ?

Mr, Pyre. Only 2 barrels, I believe.

Mr. Brirr. This is Doctor Doran, Senator. He was about to
offer to answer your question.

Mr. Dorax, If it referred to the Fleischmann Co., Senator, they
ceased manufacturing alcohol at Peekskill, and only manufactured
s very small amount at Langdon. That is their distillery in the
District of Columbia.

The CHarmaN. T understood that all of this alcohol was a by-
product and had to be manufactured ¢

Mr. Doran. No.

The Cuamrman. And that there was no limitation.

Mr. Doran. It can be extracted, or the beer, so called, which is
formed by the growth of the yeast, can be run down the sewer. As
a matter of fact, it is my understanding that the Peekskill plant
of the Fleischmann Co. at present recovers only such portion of the
aleohol from their beer in the shape of low wines that they can
use in their vinegar factory, and tﬁev produce no product which
could be termed commercial alcohiol. It is not necessary to recover
it. if that answers your question, Senator.

The Criamman. So, as a matter of fact, all during the time that
these large shipments were being made from the distilleries to these
agencies they were doing that because they chose to do it and not
because it was a necessary by-product of the veast business¢

Mr. Doran. Yes, sir.

My, Brerr. There is another matter of consideration. 1 refer to
the ultimate establishment of the proof of the counterfeiting of the
permits in question. While there can be to me no doubt of the fact
that thev were counterfeits and that the spirits were withdrawn upon
them, they were excellent imitations of the genuine. and it is the
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experience of the Prohibition Unit that invariably in such cases the
plea is made to juries and courts that the connterfeit could not be
distinguished from the genuine, and, as a matter of fact, as proved in

_some instances, the difference is impossible of determination, even
hy the agents of the service. This would likely be the case in those
instances where some ‘form of confirmation or return receipt was
produced, while it would not obtain in those cases where no confirma-
tion or form of receipt could be produced by the permittee. In any
event these things are sufficient to cause a doubt in the case and add
to its general confusion.

And it is proper that T say here that in some instances—I think
in the bulk of the instances—there was no confirmation or receipt
produced.

The Cramrman. Why was thera not?

Mr. Brirr. I mean that they had produced no form of confirma-
tion or registry receipt to show that they had verified the fact tha¢
these were-—-—

The Crarrman. Was not that incumbent upon the agents?

Mr. Brrrr. It was.

The Crammman. How did they escape that responsibility during
this great period of time§ ‘

Mr. Brirr. They simply failed to do it. The matter of the dis-
covery of their having failed awaited the finding of the officer, of

° course,

The Cuamman. The point I am trying to get at is, how could this
‘go on; that is, the lack of confirmation being discovered by the
bureau ?

Mr. Brrrr. That was gone over here the other day, and T review
it in this way: The permits were issued in staggered blocks, as Mr.
Simionton told vou. ' That means irregular blocks, etc.. and they
bore scrial numbers. The director who issnes these blocks, of
course, kept either a complete record of the serial numbers which he
distributed or a duplicate of the numbers—I assume a duplicate of
the numbers; and as soon as these permits that were counterfeits
were in somewise caught up with or exposed so as to make a com-
parison with the genuine by numbers, then the knowledge of their
existence would become apparent. Now, how long that would be,
in the shifting about and in various changes and in the absence of
officers from that particular field or the infrequency of visits, I
would not know, but it would depend upon those things.

The CrarMAN. As I understand it, these false or fraudulent per-
mits started to be used in May, 1921, and it was in November, 1921,
or later before these were discovered. During all of this time the
Fleischmann Co. or their agents failed to comply with the rules and
regulations of the bureau, and I ask, therefore, why it took so long
for the bureau to discover that the Fleischmann Co. was not com-
plying with the rules and regulations?

Mr. Birrrr. What I have just now said is the answer I would
give. Perhaps Mr. Simonton can add something to it briefly.

Mr. Simoxron, Of course, inspectior. only will develop that fact.
At that time, though, as I stated the other day, the department was
more gullible with reference to large concerns. No one imagined
that the Fleishmann Co., with millions at stake, would dare to enter
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into a business of this kind, and the department, with its 1,700 agents
and 130,000 permittoes, besides its enforcement work, was endeavor-
ing to catch the people who were in the business of bootlegging
Jiquor, when their attention was drawn to the fact. When these
big corporations dared to entor that business then a wmore strict
check of their records was made,

The Crasnyvan, I see, That is sufficient,

Mr. Brrer. And I think it should be observed here that the total
number of field officers was less than 2,000 over the entire country
and territories, which must necessarily make official visits infre-

uent,
a There is another consideration, one of more or less delicacy,
which may have influenced the administrative officers in their de-
cision in so far as a dependence upon a jury verdict was concerned.
I refey o the fact that in the jurisdictions of the State of New York
and Philadelphia the experience of the unit and bureau was then,
and is now, that it is very difficult to get & verdict of any great
consequence in either civil or criminal cases relating to prohibition
matters, A number of very excellent cases, cases well supported
that would ordinarily be sugciently strong, have been lost in each of
- these jurisdictions, embracing both civil and criminal cases. This
is illustrated by the case of Kirk, one of the offenders here, one of the
agents, who was tried and acquitted at Bridgeport, Conn., although
the case was exceedingly strong. He was acquitted by the jury if,
indeed, the case did not go off on some sort of a prior formal plea.

Mr. Pyre. May I interrupt you there, Judge Britt?

Mr. Brrrr. Yes. '

Mr. PyrLe. Would a case involving an appeal from a tax imgosad
by the commissioner go to a jury trial or to a court of equity

Mr. Brirr. They go to jury trial. -

Mr. SimonToN. Yes; they go to jury trial. They sue for a return.

Mr. Brrrr. Yes; they demand that.

In this case, this agent, as you will recall the facts, Mr. Chairman,
did actually buy a carload of spirits from him. It seems to me that
the proof was conclusive, and yet we failed of conviction. In the
State of Pennsylvania, where the officers had something to do with
it, or at least the cases were analogous, we had the same unfortunate
result. I regret to say this, but I feel it is in justice to the committee
and the department that I should say it. It is a fact well known
throughout those communities,

No doubt, Mr. Chairman and gentlemen, these considerations had
more or less effect upon the minds of the administrative officers in
determining the fact that it would be better to take $75,000 in com-
promise of all the civil liabilities than to risk the result of a snit,
particularly in the jurisdictions referred to. Most of them were
given weight by me in the legal advice I gave. I do not recall
that I gave any advice in the matter of trying cases in the jurisdie-
tion. I was not informed about it at the time.

I do not flatter myself that the Commissioner of Internal Revenue
made the settlement upon my advice, as his principal and official
adviser was the Solicitor of Internal Revenue, with whom he no
doubt conferred in regard to this case, but I am constrained to say
that, if he was to any degree governed by the advice given by me,
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I still adhere to the views then entertained, and that, in my judg-

ment, if it was settled by the commissioner on the considerations

which I have given, it was settled upon a basis which was justified

.both in law ard in reason. Should the committee desire the views

of the present Solicitor of Internal Revenue, or of the commissioner

himself, T have no doubt but that itheir service will be cheerfully
laced at its disposal. _

There is another matter along that line, and I have added it to my
previous statement. Tt is very brief.

I now submit the following summary of the grounds of action on
the part of the Bureau of Internal Revenue in the compromise set-
tlement of the civil liability of the Fleischmann case now under con-
sideration by the committee:

“ First, There was at no time any thought or purpose on the part
of the bureau to attempt tc compromise the criminal lisbility of the
company under the national prohibition act, and the records and
files of the bureau, as placed in the record of these hearings, clearly
and definitely negative any intention so to do.

Second. The alcohol which was unlawfully removed from the
various agencies of the company on forged and counterfeit permits
had been lawfully removed from the distilleries of the principal and
the lawful tax of $2.20 per gallon paid thereon at the time of with-
drawal, the said tax aggregating the sum of $995,632.80, as calcu-
lated by the bureau, and I am not quite sure whether that exactly
harmonizes with the deductions Mr. Storck made; but I am sure that
the figures are reconcilable.

Third. That although the various agencies referred to were the
agents of the company and operating under its permits and bonds
given by it, it nevertheless appears that in so far as related to the
spirits in question they were sold by the company to the agents at a
stipulated Yrioe, which price is set forth in the hearings, the price
being as follows, a total of $1.58 per gallon, made up of the follow-
ing items: $4.18 for tax; 8 cents for cooperage; and 32 cents, the
price charged by the company. The agents paid the freight.

The Cuaimrman, Can you state how that $4.18 was arrived at as
the tax? I did not get that.

Mr. Brirr. Yes. It was this way: The law prescribes the rate of
tax on distilled spirits, and distilled spirits in this sense includes
alcohol and what we ordinarily call spirituous liquors, brandies, ete.
The tax is reckoned upon. the basis of the proof gallon and is counted
at $2.20 per proof gallon, and as the proof increases above 100 there
would be an additional fraction of the $2.20 to the $2.20, making the
aggregate tax.

The Cuairmax, In other words, if this was 100 per cent, then the
tax would have been $4.40¢

Mr. Brirr. Yes, sir. It is not pure alcohol. If it had been pure
alcohol, it would have been $4.40.

The Cramryan, Yes.

Mr. Brrrr. Say it is 190. If we multiply that 190 by $2.20 we
would get the tax, or, suppose it would drop down to 160. It would
be 160 by $2.20. That is the rule of calculation. I am glad you
brought that up.

Fourth. That from the 26th day of February, 1919, to the 23d day
of November, 1921, there was no taxing statute giving authority
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for the collection of any differential tax or penalty from any person
other than the distiller or importer of the spirits at the time and
place of withdrawal. .

Fifth. That the spirits in question were, as previously stated, tax-
paid by the distiller at the place of withdrawal and at the rate then
pirovided by law.

Mr. Pyre. At the nonbeverage rate?

Mur. Brrerr. At the nonbeverage rate,

Sixth. That, under the language of the statute, and as interpreted
by the courts in decisions previously cited in my statement, even
when the differential tax of $4.20 is anthorized by law, it can not be
assessed and collected against any person whatever, unless it is made
to appear that the spirits, however unlawfully they may have been
removed, were in fuct devoted to and used for beverage purposes.

I sav once again that that seems to be not what it should be, but
it seems to me to be clearly what is.

Seventh. That from the 16th day of January, 1920, to the 23d
day of November, 1921, the penaltics previously prescribed by the
internal revenue laws for beverage liquors were swept away by the
national prohibition act, and during that period there was a cessa-
tion of authority to collect such penalties by virtue of such omission
or withdrawal of legal authority, and the Volstead Act did not
include among any of the penalties the differential tax of $4.20.

Eighth. That, even if there has been authority of law authorizing
the assessment and collection of such penalties, and they had been
assessed and collected over the protest of the taxpayer—that is the
way these taxes are collected—suit would most certainly have been
brought for their recovery from the Government, which would have
resulted in a jury trial in the States of New York, Pennsylvania, and
New Jersey, wherein the offenses were committed, and the experience
of the bureau and the unit at the time and since is that it is gen-
erally practically impossible to obtain a favorable jury verdict of
any serious consequence in cases involving prohibition questions, this
being particularly true at that time, which fact is illustrated in the
case 0? United States . Kirk et al., one of the agents in the case
from whom a carload of spirits was directly and unquestionably
bought by prohibition agents, and despite this there was an acquittal
in the criminal courts in the State of Connecticut.

Ninth. The difficulty of establishing in a court responsibility for
allowing withdrawals on forged permits has been experienced by the
unit, and it is stated that, aithough there is abundant moral evidence,
because of the similarity between the genuine and the false permits,
it is difficult to impress a jury that responsibility lies for an open and
intended use for these permits.

Tenth. All who have tried lawsuits know how difficult it is to tax
the principal with the acts of his agents in instances where he dis-
avows such acts and where it is doubtful whether their acts are
within the scope of their authority, and where they are not directly
under the supervision and control of such principals, although the
principle of law is that they are responsible, yet these various cir-
cumstances are always shown in mitigation of damages in such cases.

The Cramman. Is it not obvious that the principal in this case
must have known that the agent was disposing of these spirits?

02019—25—rr 14—-2
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Mr. Brivr. Well, I think it is not obvious, Mr. Chairman, that
the principal must have known before it was done, but it is not
impossible that the principal knew that it was being done.

‘'he Cuairman, That may be true.

Mr. Brrrr, Yes.

The Ciiairm.in. But when the principal shipped this stuff to the
agent he knew that the agent did not consume it, and therefore he
must have disposed of it.

Mr. Brirr. he knew the amount and presumed that he would dis-
pose of what was left, which he could do, of course. I think you
would be better justified in placing upon him the presumption that
he knew it was iilagally disposed of.

The Crnammman. Yes; but as Jong as they were operating under
the responsibility of the principal, was there not some responsi-
biflity on that principal to see that the agent was legally disposing
of it?

Mr. Broerr. A high moral responsibility, but the extent of the
legal responsibility is an open question. I do not know whether this
was a precautionary step or not, but to prove that the purchase of
the spirits by the agent was an unusual thing in my experience with
such matters, and I assume that it is unusual to the other officers;
but it did furnish a seeming means of escape by the principal,
where they actually went through what seems to be a bona fide form
of purchase, price and all. '

he CrairMaN. Then, it seems to me, in view of this situation,
there should be some effort made in a court of law to ascertain the
real responsibility for carrying out the privileges granted per-
mittees.

Mr. Brirr. Precisely; and if this had been & case which under
the statute could have come to trial, of course the effort of the
Prohibition Department and the district attorneiy would have been
to fasten responsibility upon the principal as well as the agents

The CHarmMaN. What would have been the penalty prescribed by
law had the principal been found guilty, in a court of law, of having
violated his permit?

Mz, Brirr. That depends upon what the character of the violation
was, Many of the violations of the privileges of a permit are spe-
cifically and expressly made criminal offenses.

The Cuamrman. That wounld have meant that the officers of the
Fleischmann Co. would have been subject to fine and imprisonment $

Mr. Brrrr. If they had been convicted of the things that the agents
are charged with.

The Cuairman, If they had been found guilty of violating their
permits—not what the agents did, but the manner in which they
themselves violated their permits.

Mr. Brirr. Of course, if the principals themselves had been found
guilty of violating their permits, they would have been liable to
punishment criminally.

The (?}HAIRMAN. But no attempt was made to fasten that through
a court

Mr. Brirr. There was no civil trial and no criminal trial and no
criminal indictment of the principal.

The Cuamaan. And no attempt made to get one?
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Mr. Brurr. Well, the reports were furnished to the district at-
torney, as is shown here.

The Cramman. Yes; but so far as you know, there was no at-
tempt on the part of the district attorney to do it!

Mr. Brirr. Other than in those two cases.  Am 1 correct in saying
that, Mr. Simonton?

Mr. Simonion. 1 might, if you will permit me—-—

The Cuamsan. | am not talking about that. I am talking about
the attempt to get the officers of the principal indicted or punished
for not carrying out the provisions of the law, so fur as their permit
was concerned, '

Mr. Simonton. Mr. Britt hay fold yvou about furnishing the re-
ports. If you wish it, I will tell you what was done te bring the
facts to the attention of the United States attorney.

Mr. Brirr. He handled that matter.

The Cramman. I think that has been testified to in the past, but
I was asking now whether, so far as you know—and you can not
testify to what you do not know, of course—there was any attempt
made on the part of the district attorneys to get an indictinent of
the officers of the Fleischmann Co.?

Mr. SimoxTox. No attempt at all.

Mr. Brirr. So far as I know, there was no attempt.

These, Mr. Chairman, are the reasons which controlled the Bureau
of Internal Revenue in the settlement of this case. They are also
the reasons which personally controlled me in giving the legal advice
which I gave and which has been set out in these hearings. The case
was compromised by the Commissioner of Internal Revenue, with the
approval of the Secretary of the 'I'reasury; the final settlement had
not only my own approval, as chief counsel of the Prohibition Unit,
but the approval of the Prohibition Commissioner, Mr. R. A.
Haynes; Mr. Carl A. Mapes, then Solicitor of Internal Revenue,
who, as 1 have said, was official legal adviser to the commissioner;
and Mr. James M. Young, chief of the division of audit in the
Prohibition Unit, all of which officers, with the exception of Solicitor
Mapes, are now in the service; and if it is desired that any of them,
or all of them, shall appear before you, I am satisfied that they will
be glad to do so, and I shall cheerfully request them at your instance.

These are the considerations whicﬁ controlled in the matter; no
one connected with them has any reason to make any change in or
any apology for what was done; they are submitted candidly and
honestly for your consideration.

I would like to ask a question of Mr. Storck. As you will recall,
I did not cross-examine him,

The Cuamrvax. Before you do that, let me ask you if you have
any idea why the agents of your bureau recommended a penalty of
sgnt)et $2,7560,000, in addition to what you have stated about the
statutes, .

Mr. Brirr. That was done by the assessment division of the unit,
under the idea that there would follow an effort to make collection
under this $4.20 differential, or some other differential, for which,
as I have said, it was afterwards detevmined authority did not
¢xist; there was no authority.
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The Cramrymaxn. Then, the officials of the burean who recommended
this ass ssment did not know that there was no statute permitting
them to do this?

Mr. Brirr, I assume that they knew the law as it was, and let me
add just a word here. The assessment division is a distinet division.
They take cases as they appear before them, propose the assessm ‘nts.
In many instances, the assessments are not finally made, and in other
instances they have to be sealed or changed ; and I assum - -although
I have no personal knowledge of it, myself—that it was done in the
recular course in that way, upon the presumption that penalties
might be assessed.

The Caammax, And vet the penalties could not have been
assessed under the law at that time.

Mr. Brerr, They could not have been ass ssed.

Mr. Storek, mayv I ask vou if, in vour examination of the records
or files of the Prohibition Unit in the Fleischmann case, they were
furnished vou according to your request, or whether they were with-
held from vou in any way ¢

Mr. Storck. Yes; all of the files were furnished me as T requested
them. I was courteously and cordially troated, and 1 was afforded
every assistance. I was given a room to work in. In fact, they
offered me stenographers to work with while theve.

Mr. Brrer. I do not wish to ask any further questions. Have yon
any. Mr. Simonton ¢

Mr. SomonTox, There was this matter that T would like to put in
the record: Reference has be n made to the fact that assistance was
furnished the United States attorneys after the reports were made.
I would like to dilate on that just a little by giving a few names of
agents.

When Kirk's purchase was first enteved into, ag nts from Wash-
ington, four in number, Saunl Grill, Linton Evans, Charles Scandalus,
and Morris Wein, were sent to Bridgeport by the chief of the gen-
eral prohibition agents, and, with marked money there, made a
purchase of a carload of alcohol from the Fleischmann Co. r.pre-
sentative.

When the case came to trial before the United States commis-
sioner, Mr. H. W. Orcutt, chief of the interpretation division, Wash-
ington, was sent up to personally conduct the examination of the
witnesses, and had the agent of the IFleischmann Co. and the several
bootl ggers involved bovnd over for the grand jury.

Subsequently, Mr. Orcutt was in consultation on many occasions,
with the United States attorney, Smith, at Hartford, Conn., and at
the trial of Kirk and others, attornevs from the unit, Mr. Patrick
Finn and Mr. C. R. Burgess, were sent up and assisted the United
States attorneys at the trial in court.

At this time all of the facts in regard to the Fleischmann Co.’s
operations in Connecticut were laid before the United States attorney
personally by our representatives from Washington.

In the trial of ‘the McConnell case in Philadelphia Special In-
telligence Agents Lucas and Wilson, operating from Washington,
and Federal Prohibition Agents Connor and Quigley, operating
from Philadelphia, laid before the United States attorney, Coles,
and his assistants the facts which were dealt with in the reports
of the agents in the Fleischmann case, and on these facts two of the
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departiment’s forimer representatives, Messrs. Slater and enner,
were indicted.  All the }m‘,ts were brought out at the trial that in-
volved the Fleischmann Co. operations; they were well known to the
United States attorney, and they were presented to him and urged
upon his attention. .

At Cincinnati George Doremus was tried. Agents of the depart-
ment developed the case for the United States attorney, snd they
were used in the trial of the case to develop the evidence in regard
to the diversions from the distillery of the L’leim'hnmnn Co., known
as the Riverside Distillery, at Cincinnati. In this trial Mr. H. W,
Orcutt, chief of the interpretation division of the legal unit, pre-
sided daily for three weeks in the presentation of this evidence.

At that time also the entire operations of the Riverside Distillery
were placed in detail before the United States attorney.

At New York, in the tr'al of Hart and others, which involved
Reddy, whese name is on permus in this case, slpe(-iul intelligence
agents operating from Washington, whose names I have not at pres-
ent, went fuily into the matter with United States Attorney flay-
ward and his assistants, and he was fully conversant with ull the
facts with regard to the Fleischmann Co. operations in that city and
in Brooklyn.

The CHamman. In view of the fact that this was such an enor-
mous case and one which involved one of the big corporations, and,
as you have testified, it was not being examined veryv closely at that
time, was any action taken by the heads of the bureau with the
heads of the Department of Justice to endeavor to make a case on
these great violations?

Mr. Britr. Do you refer to the Secretary or the bureau officers?

The Cnairman. I refer to the Prohibition Commissioner and the
Commissioner of Internal Revenue taking up the matter with the
Attorney General of the United States, perhaps.

Mr. Brirr. The efforts which were made, which have been de-
scribed by me and Mr. Simonton, were at the instance of the Coin-
missioner of Prohibition, who himself is under the control of the
Cemmissioner of Internal Revenue. They certainly did make efforts
in that direction.

The CuairmaNn. However, they apparently let the case drop be-
cause the subordinates of the Attorney General failed to go through
with it, or at least it appears, so far as the evidence is concerned,
that they failed to go through with any attempt to indict the
Fleischmann Co. Do you not think that they were justified in taking
it up with the head of the Department of Justicef

Mr. Brirr. 1 agree with the chairman that it was a case of im-
portance and of magnitude, although one of a great many of equal
magnitude, probably. We have had other cases that have had the
consideration of the officers of the hureau and the unii to an equal
degree, in so far as they have come to my knowledge. Just how far
the higher officers of the department feel that they should go in
insisting upon the certain duties by a coordinate department would
be a thing about which I would not have an opinion.

The Cuammax. In view of the admission on the part of the bu-
reau that they were guilible during this period of time, do you not
think it was incombent upon the head of the Prohibition Enforce-
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ment Unit to get an opinion from the Attorney General of the
United States as to the desirability of going the limit in this case,
when it was shown that the bureau could not rely upon these big
corporations? '

Mr. Brirr. Well, as T have just now said, that would be & question
of administrative judgment. I do know, as has been detailed here,
that the case was followed up diligently in the way described.

The Cuamman. Oh, yes; I understand that, but it seems you did
not get any results that way.

r. Brrrr. There were no great results of a criminal kind.

sie CHamMAN. So you just laid down and you did not attempt
to get any opinion from the Attorney General as to the possibility
of getting indictments in these cases?

Mr. Brirr. So far as T know there was no request for an opinion
from the Attorney General; there never is in such cases; he gives
the guthority and makes it the duty of the commissioner to compro-
mise cases,

I want to offer, Mr. Chairman, for the record, and in connection
with this testimony, the office files, showing the official transactions,
showing the offer, ncceptance, ete. :

I also wish to offer this testimony. It can be printed or held as
an exhibit, at your opinion, as yon desire. This is the testimony
which was taken at the revocation hearing. X felt that the com-
mittee would feel at some stage that that would be important
testimony.

The Cuammax. T have no objection to those matters being at-
tached to the record, but T see no necessity at the moment of having
them printed. If it later seems desirable to have them printed,
that may be done,

Mr. Brirr. We offer them for your disposition so that you will
have the advantage of everything we have.

Mr. Pyre. I would suggest, if there are some particular points
in that transcript they should be placed in the record, and in that
way they would better he made availuble for any Member of the
Senate who desires to follow it through.

Mr. Burrr. Counsel for the bureau here offers the testimony taken
in the revocation hearings for such disposition as the committee
may desire to make of it, to be copied in the record, or to be held
by the conimittee as an exhibit for its use, and subsequently returned
to the department. - ,

The Cuamrmax. That will be done. It will be held without print-
ing for the monient. -

(The documents referred to by Mr. Britt were thereupon filed with
the committee.)

Mr. Burrr. As far as I know, this is all we have in connection
with this case at this time, Mr. Chairman,

I hyve requested Doctor Doran, chief of the division of chemistry
and industrial alcohol, to come up, for the reason that Mr. Pyle has
suggested that he would like to have an account of the operations of
the unit in the matter of industrial and denatured alcohol.

Mr. Pyre. I would like to ask a question or two, if I may, regard-
ing this Fleischmann statement that was made.

r. Brirr. Yes.
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Mr. Prie. The question has been gone into very thoroughly as to
the offer of compromise and the rejections. I do not believe any-
thing new can be put in in that connection. The record seems to
show rather conclusively that the Prohibition Unit considered that
the Fleischmann Co. was violating the law or its permit, either to
the corporation itself or its agents, and that they made considerable
effort to revoke their permits. The record also shows very con-
clusively that a corporation, a le%al corporation, in the course of a
very few months, was able to place upon the market unlawfully,
either through their own action or gullibility, nearly half & million
gallons of alcohol on these forged permits, ‘That, to my mind, raises
the question, How can it be done? Why is it it can not be prevented
Has the unit any sugwestion to make or any explanation why that
commodity can be placed upon the inarket, presumably for beverage
purposes, having Leen unlawfully obtained, and the gemons who put
it on the market escape with comparative immunity

1 would like to have an expression from the Prohibition Unit as
to how that condition can be prevented

The Cuammman, I think, Mr. Pyle, that you ought to introduce
more testimony to indicate that it has not been prevented, because
the bureau has already stated that they were gullible at that partic-
ular time and were not checking up these big corporations. I think
that is conclusive on that. Now, if yon have sume other testimony to
introduce to the effect that this is still being done or has been done
since, in view of their statement that they are not so gullible now,
then I think it would be proper to ask Mr. Britt that particular
question.

Mr. Pyre. I believe the gullibility feature came in only on a point
in response to your question why these were not suspected and
checked up.

The Cuamyran. T understand that. ‘That was a part of my ques-
tion, but nnless vou can show the committee that t?\iﬂ is still going
on or have evidence that this is still possible, T would not spend any
time on it. [f vou have any evidence to that effect, then the com-
mittee will be glad to have you mtroduce the evidence. At that
time, I think. it would be perfectly proper to take up the time of the
committee to find out whether there is any possible remedy in sight.

Mr. Pyre. Very well, sir.

Has there heen any substantial change in the law or regulations,
Mr. Britt, since the fall of 1921, when these various amounts of
alcohol that we have already discussed were diverted ?

Mr. Brrrr. There have been changes of regulations, of greater or
less character from time to time. )

Mr. Pyre. Have there heen changes which would tend to sub-
stantially reduce the possibility of such diversions?

Mr. Brrrr. Yes, sir; immediately after this conference—I am not
sure but that it was there in contemplation, but certainly sooff there-
after—regulations were made by which by definite terms, by such
regulations, and by special injunctions and stipulations put in the
regulations, the principal was held to full responsibility for the acts
of the agent in this particular, whatever they were. Am I correct
about that?
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Mr. Simonton. Yes: and they were forbidden to sell to the agents.

Mr. Bruirr. Yes; and they were forbidden to sell to the agents, as
they did in this case.
~ For my own part, and considering the results that have followed,
T think that is a very important step forward, but I do not say that
I think either it or anyt‘ningx else or everything else has been sufli-
cient to prevent diversion of alcohol.

The Cuamrman, Do you know of any wholesale diversions that
have taken place since this particular date?

Mr. Brirr. Yes, sir; there have been instances of strong, if not
conclusive, proof that diversions have occurred, but none through
agencies of this character.

The Cuamman, Let me understand that, becanse you have said
that you prevénted that through regulation. Can you describe to
the committee how these diversions take place since these regulations
went into effect?

Mr. Brirr. I will ask that the committee Lear Doctor Doran, who
deals with that branch of it entirely. If there is anything else that
you want to ask me, I will finish now, and then let Doctor Doran take
that matter up. - ‘

Mr. Pyie. ngmt regulations have been formulated, if any, since
this took place, that would render it impossible or more difficult to
obtain intoxicating liquor upon forged withdrawal permits?

Mr. Britr. A new series of imprints of permits was gotten out.
Assistant Commissioner Jones, as T recall—I do not know whether
it covers this particular case or not; I think it does, but Doctor
Doran will speak about that when he comes ¢n—went to great pains
to see if we could not get an imprint of a series that was practically
impossible of imitation and reproduction, and as it was brought to
my attention, I though it had been measurably remedial for awhile.

‘gl.aber on, I have heard of and have known of a great many cases
of counterf’eiting, notwithstanding that, but there is one bit of legis-
lation that I am constrained to suggest, that so far as I know of
now, there is no statute in existence that makes counterfeiting of
these permits a crime. In its effect on the community this counter-
feiting is as criminal and as damaging to society as to counterfeit
a bond or currency; but there is no statute that makes it an offense.
It seems to me that that should be attended to, and I recall dis-
tinctly assisting Assistant Commissioner Jones during the last Con-
gress in preparing a bill to that effect. But I am not advised as to
what action, if any, was taken.

The Cuaairman. I would like to know if the bureau at any time
has received any information as to who counterfeited these permits?

Mr. Brirt. In this instance?

The CramrmaN. In any instance.

. Mr. Brirt. I think we have.

Mr. SimonTON. I told you of that the other day, Mr. Chairman,
in the Guckenheimer case. In that case we had }¥nrry Cohen, who
admitted that he was the forger of permits, and he identified the
forged germits on the stand ix: the Guckenheimer case.

. The Crargaan, Was there anyone found who printed or signed
these fraudulent permits in the Fleischmann case?

Mr. SimonToN. No sir.
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The Cuamman., Was there any cffort made to find out who that
was ¢

Mr. Simonton. Oh, yes, sir.  Very extended investigations were
made covering that whole operation of forged permits, and finally
Harry Cohen was dihCOV(ﬁl‘(ﬂ}l and apprehended, and finally became
1 Government witness,

The Cuarmeman, Was he interested in these fraudulent permits of
the Fleischmann Co. ¢

Mr. Simonron. Nos he operated after the Fleischmann case, but
he operated in Philudelphiu, and was one of a crowd apparently, and
we would find permits in Philadelphin the same as in Z‘)hicago, hav-
ing the sume numbers. The special intelligence unit worked for a
year or more to uncover the people who were doinf: this. Of course,
it only came out when they were used in the distilleries, and then it
was hard to trace them back because the distiller bought them from
somebody else, and somebody else bought them from somebody else,
and so on down the line.

The Cuamrman. Then you really never did find out where they
were printed ¢ '

Mr. SimoNTON. No.

Mr. Brirr. We have Mr. Conwell here, of the special antelligence
unit. Perhaps he can tell you.

Mr. Conwerr. T personally found four packs of forged permits
in the private bank of Blitzstein Bros., at Fourth and JLombard
Streets, in Philadelphia, that had been sent there from Germany.
1 do not know who printed them in Germuny. of conrse.

The Cnairman. But you were satisfied that they were printed in
Germany ¢

Mr. Conwerr. They were printed in Germany, because they were
mailed from Germany. ‘

Mr. SimonToN. Give your full name and occupation for the rec-
ord, Mr. Conwell. .

Mr. ConwerL. John A. Conwell, spacial agent of the intelligence
unit.

Mr. Pyre. Mr. Britt, what is the burden at the present time that
is placed upon a person furnishing intoxicating liquors under a
withdrawal permit as to authenticating the permit or identifying
the person to whom he is furnishing the liquor?

r. Brirr. Permit to purchase, as has been previously testified to,
runs for a limited time. "‘hat is issued by the director in the direc-
torate or State where the request for the permit is made. That per-
mit is a request for perriission to purchase the liquor from a named
vendor. ,

The CHAIRMAN. I8 thore any limitation given to the purchaser of
the vendor that he may purchase from?

Mr. Brirr. No; there 1s no choice.

Mr. SimonrtoN. No. ,

Mr. Brirr. Then the vendor, when he receipts for his request, can
not accept it on its face. He is required to verify it-—to prove it.

The Cuammman. Has that been done since the Fleischmann case$

Mr. Brirr. No; that was in existence before. "

Mr. SiMontoN. One change has been made since the Fleischunann
case in that regard: S : | IR
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At that time the permittee was required to do that only in the
case of permits calling for above a barrvel or 15 cases. Subsequent
to the Kleischmann case that requivement was made in all cases.

" Im addition to that, at the time of the Fleischmann operations, they
permitted them to pay in cash for the liquor. Now we require that
they get a certified check on some bank in the community in which
the alcohol is purchased.

The receipt contains Mr. Britt’s statement with this modification:
The request is made for confirmation or verification in the manner
that Mr. Britt has described by registered mail. The distiller or ven-
dor is required to keep the white post-office receipt for the registered
letter. hen the registered letter reaches the director’s office it is
recorded by the registry clerk, who records not only what the en-
velope shows on the outside but what is contained in it.

That was done because we found that at that time distillers and
vendors would send in requests for a copy of the regulations, or
requests for advice, and would register them. Then they would keep
these white slips attached to a permit and say, “ That is where I got
my confirmation.” As a matter of fact, they had not asked for any
confirmation at all. They had merely done that to get the evidence
of their authenticity.

Tghe Cramrman. The distillers are pretty tricky, then, are they
not

Mr. Simonton. It runs down all through the whole scale to every-
body who was operating that way.

Then to combat that we had all the registered mail come to one
person, and she or he records the contents of that letter opposite the
registry number, and we at any time identify any registered letter
that comes into the director’s office from this record.

The Cuamrman. Then during the Fleischmann operations the ven-
dor did not secure any confirmation of the permit, did he?

Mr. Simoxton. He had a confirmation of the permit, but it was
forged, and often where he had registered mail receipts they were
forged, too. At times we find registered mail cards, the yellow slips,
that comes back from the addressee, which will be found in the pos-
session of distillers. It is their evidence of authenticity before a jury,
eventuelly, including the post-office stamp appearing on that regis-
tered return receipt. ,

Mr. Pyre. Would that be forged? T

. Mr. SimoxtoN. That would be forged. We proved that in the
Guckenheimer case. So if you will go down to a distillery and pick
up their records you will find a permit and a copy of their request for
verification with a white slip, and ap{mrently a post-office slip, and
in most cases it was because they would send in some letter that did
not have anything to do with the case and use that slip. We would
find forged registered return cards, and at times we wounld find
genuine registered return cards with the name of the man in the
office who receipted for them forged upon the cards sent through the
post office. Then you,would find that a confirmation, apparently, on
the letter head of the department stating that the permit is all right.

The Cramrman. In the Fleischmann case did that condition exist ?
. Mr. Simoxton. In some cases it did; yes, sir.

The Cuamman. And these forged postul receipts and all were the
result of the work of the agents in thut casef
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Mr. Simonton. The agents; yes, sir.  So that the agent might go
down and he might examine the record, and he could not tell from
the record but that it was an authentic record of the transaction
unless Mr. Quigley, who had been a printor and who was capable o
detecting a forgery when he saw it.

The Cramrman. Then when did they compare it with the— --

Mr. Simonron, Then when they compared it with the records in
the oftice of the director there would be no question about its counter-
feit character.

The Cuameman. No question about what?

Mr. Simonton. Tts counterfeit character.

The Crzairmany. Yes. There is where I think the weakness existy
in the whole thing, that there is not a proper check between the dis-
tiller and the office of the director.

Mr. SimontoN. T will go into that for a moment.

As T explained before, we had a regulation to meet that situation,
which required the storekeeper-gauger to either telegraph or tele-
phone to the director when the permit was brought in, and if it
was . K. he was required to put out in the corner “ O. K., J. W. B..,”
or whatever his initials were. In the Guckenheimer case they
switched the telephone calls on him somewhere in the building. He
picked up the telephone and asked for the director in Philadelphia,
and he got the Walton Hotel.

The Cuairstan. Well, that is possible; but an agent checking up
that transaction would have discovered that very rapidly if it had
been a case of forgery. '

Mr. Simonrton. Oh, yes; if you gent down a man who had checked
it up and brought back the papers or kept a list of them, as we do
at present of these prescriptions for liquor—if the men go down and
find thousands of forged preseriptions, they go back and check them
against the records.

The Cuamman. Have you any estimates of the transuctions of any
kind that occurred between the buresu and the permitiees i any
specific period of time?

Mr. Simonton. Do you mean forged transactions?

The Cuammman. Oh, no; all transactions.  How many legitimate
transactions are there between the bureau, its agents or directors,
and permittees in a year or in a month?

Mr. SivonToN. T could not tell you that. There are 130,000 per-
mittees. They are all entitled to quarterly allowances, and they
draw all of those quarterly allowances in one sllotment, or they
may draw them in 10, and you can mmltiply that to get the number
of opportunities. If they drew them ail in one, there would be
130.000 transactions a quarter, and so on up.

The Cuareman. What T am trying to get ai is the magnitude of
the job of checking up on each of these transactions.

r. SimonTon. It 13 a job of great magnitude; and, in addition
to that, in the inspection work, in smuggling, and everything else,
we have 1,700 agents to do it.

The Cuamrman. Has the bureau prosecuted any of the bondsmen
in the cases of this practice?

~Mr. StmonToN. We have sued bondsmen for recovery; yes, sir.
The Cnamman. Have you recovered in any case?
Mr, Simonrton. Yes, sir; we have decisions for and against us.
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The Cunamman, What kind of bondsmen are these—surety com-
panies?

Mr. SimonTON. Surety companies.

The Cuamman. In all cases?

Mr. Simonron. Not in ull cases, They require a cash bond or
collateral, which is Liberty bonds.

The Cuamman. With whom do they put up the cash and the
Liberty Bondst?

Mr. Simonton. They deposit them with the director.

The Cuameman. Does he have full possession of those?

Mr. StmonToN. He is required to place them in a Fedoral bank, T
think, in a lock box. 1 do not remember the regulations, but that is
my recollection. In any event, they have always been carefully
safeguarded. There has never been any trouble about that.

The Cuamman. That procedure would prevent the payment of
the premium on the bonds?

My, SimonTon, Oh, yes; we give them the option of putting up
the collateral or giving the surety.

The Cuarryan. Have you any idea of the magnitude of the cash
and Liberty bond securities in the possession of agents of the bureaut?

Mr. SimoNToN. Noj; but it is more or less minor.

The Crarrman. More or less minor{

Mr. SimoNTON. Yes, sir. '

The CuairmanN. In most of the transactions they have surety
bonds?

Mr. SimonTON. Yes.

I think T have finished the description as to how the perinit to
purchase operates.

Mr. Britt. 1 am at your further service if you have not finished
with me.

Mr. Pyre. T believe at this time, in connection with the alcohol
distilleries, it would be very well to have, for the purposes of the
record, a discussion as to the denaturing of special alcohol, and the
restrictions placed upon it, and that will develop a little later into
the diversions. I think we should have first in the record a state-
ment sdhowing the process and the regulations by which that is accom-
plished. ‘

P The Ciamman. I understand Doctor Doran will testify as to
that?

Mr. Brirr. Doctor Doran is head of that department. He can
discuss it more intelligently, perhaps, than anyone else in the unit.

STATEMENT OF MR. J. M. DORAN, HEAD INDUSTRIAL ALCOHOL
AND CHEMICAL DIVISION, PROHIBITION UNIT

Mr. Doran. I am a chemist, Mr. Chairman, so I hope you will
pardon any misstatements that I may make about legal matters,

The Caamrman. Tell us how long you have been with the bureau?

Mr. Doran. I have been with the bureau since 1907.

The Cramman. As what?

Mr. DoraN. As a chemist. My present assignment is head of the
industrial alcohol and chemical division in the Prohibition Unit of
the Bureau of Internal Revenue. This division maintains and con-
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ducts the main chemical laboratory of the bureau in Washington
and the nine branch laboratories thronghout the United States. It
also through an industrial-aleohol section administers that part of
the national prohibition act known as Title 111, in so far as it relates
to the production and distribution of industrial alcohol and the use
of tax-free alcohol, which ‘neludes denatured alcohol and alcohol
withdrawn for the use of the States, the United States, colleges,
hospitals, and sanitarinms.

The Cuamman, Have you heen in the bureau ever since its or-
ganization?

Mr. Dorawn. No, sir; I was appointed in 1907,

The Cwamman, I mean the organization of the Prohibition
Unit.

Mr. Doran, Oh, yes. T have been assigned to it ever since the
Prohibition Unit was organized.

The Cosieman, You may interrogate him, Mr. Pyle.

Mr. Pyvie. 1 would like to take up the manner of denaturing,
the special denaturing, and the way that is handled, together with
the substance of the formula. I would like to bring out*especially
the manner of diversion by recovering special denatured aleohol.
have seen newspaper articles from time to time with statements
from your department as to diversion. I would like that discussed,
too,

Mr. Dovawn. I think I understand, Mr. Chairman. I will try to
-cover that. ,

All aleohol is produced in registered industrial-alcohol plants
which were formerly known as registered distilleries.

There are in attendance at those plants at all hours of the day
and night Government storekeeper-gaugers.

Mr, Pyre. They have no connection with the Prohibition Unit?

Mr. Doran. They are assigned on the recommendation of the
collector, but, the records of their assignments are kept in the Pro-
hibition Unit,

The Cuamman. Does the Prohibition Unit bave any authority
over them?

Mr. Doran. They have, on the recommendation of the collectors,
The collector*is the man who really actually makes the assignment
from plant to plant. It is confirmed later in the bureau.

The Cuamyan. The bureau does not have any real contact with
these men?

Mr. Doran. Only through the collector of internal revenue, Mr.
Chairman.

The Cuarman. In other words, they have no authority over him
except through his own hoss?

Mr. Dorar. They may direct the collector to change assignments,
if thonght necessary, or to assign additional men, or to cut down
the force.

The Cramyan, But I mean they have no disciplinary control of
“the men?

My, Doran, Only through the collector.

The Craimman. Then, the collector is his superior officer?

Mr. Doran. He is really his immediate superior officer: yes, sir,

The Cuarrman, He is not under your jurisdiction, is he?
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My, Doran. Noj; the collectors’ offices are under the immediate
jurisdiction of the deputy commissioner in charge of accounts and
collections.

The Cunairman, Then, if the revenue collector does not agrree with
the instructions received from the Prohibition Unit, he may disre-
gard them; is not that correct?

Mr. Doran. Well, he might, Mr. Chairman, but 1 do not know of
any such case. Ife has no direct supervision of the Prohibition
Commissiener, though. .

The Cuamman. If he were negligent in his actions an:d in looking
after the interests of the Prohibition Unit in these distilleries, there
is no discipline that you could use against him, is there!?

Mr. Doran. That would be under the deputy commissioner of
accounts and collections.

The Cuameman. Then, those men would be better off divectly
under the bureau than where they aref

Mr. Doran. Well, Mr. Chairmnan, that is an organization matter.
I think it is good business to have all matters relating to one subject
matter under one head. Whether that would produce the results we
would all like to see. 1 do not know, but 1 would say, as a general
proposition, that it would be obviously better, as an organization
matter.

The industrial plants are so constructed under the law and regu-
lations 6! that they are a locked, Government-controlled operation,
The apparatus is so constructed that from the time the fermented
mash or beer enters the still and the alcohol vapors arise from the
beer through the process of heating, there is no opening through
which access may be had to the condensed aleohol that is not covered
by Government locks, the keys of which are at all times in the posses-
sion of the storekecper, and may not be given up by the storekeeper
unless he turns them over to another officer authorized to take them.

That, in brief, is the manner in which the alcohol is produced
under control of the storekeeper-gauger. '

The Cuairman. Does that regulation apply, too, when alcohol is
a by-product, as in the Fleischmann case?

Mr, Doran, Tt is absolutely the same. After alcohol is produced
and deposited in the bonded warehouse, before which time it has
been accurately gauged as to the number of gallons produced——

The Cuamsan. When those gallons are produced, arve they re-
corded by volume or by wine or proof gallons?

Mr. Donan. They are gauged now, Mr. Chairman, by weight, and
they are recorded daily in the number of proof gallons or the num-
ber of wine gallons, and the proof stated. For example, the daily
alcohol production would read like this: “ 5,000 wine gallons at 190
proef, or 9,500 proof gallons.” 1 bolieve that is the proper arith-
metic.

The Caairyan. What would that be in volume?

Mr. Dorax. In volume that would be 5,000 measured liquid gallons.
The proof gallons is a fiction, so far as the alcohol business goes, Tt
has to do with the tax. It is a theoretical matter. The actual meas-
urement is in ordinary gallons, just the same as gasoline.

The Craikman. By volume?

Mr. Doran. By volume, wine gallon, The tax on that is $1.1S at
190.
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The alcohol, aftor being deposited in the bonded warehouse, und
recorded, can then only be removed pursuant to some form of per-
mit provided by law.

If the distiller conducts a denaturing plant, he may transfer a
certain portion of the pure alcohol to the denaturing plant for de-
naturization. That transfer is made in closed lines and under the
su{\mrvisinn of the storekeeper-gauger.

ir. Pyre. In the same building or in a separate building?

Mr. Doran. Usually a separate building. It may b+ a completely
partitioned off part of the same building, under the same roof. As
a rule, in the large plants, it is a separate building. If the proprietor
of the industrial alcohol plant desires to sell tax-paid alcohol, he may
apply to the Collector of Internal Revenue for the requisite number
of internal-revenue stamps, paying the fixed price per gallon. After
affixing these stamps to t'he packages which he wishes to tax-pay, the
stamps are cancelled by the storekeeper-ganger and the alecohol may
then be sold on a p rmit to purchase of the character just discussed
in the Fleischmann case. )

‘The Cramman. You do not mean “of the character,” do yout

Mr. Doran. No, no; according to that procedure—in that manner.
If he has an order from the United States or a State or a municipal-
ity or a hospital or a college, he may ship the alcohol without pay-
ment. of the tax, but under proper marks and brands, provided he
is in possession of the permit, duly issued to the hospital, the United
States, etc. No alcohol may be removed from the bonded warehousa
excopt in the presence of the storekeeper-gauger and not until he
has had exhibited to him the permits or papers upon which the
proposed removal is to proceed. The denaturing plant through
which pass s at present u{mnt 90 per cent of the total alcohoel pro-
duced in the United States is under the charge of a storekeeper-
gauger,

'l“l.xe CuamMan, Separate from the distillery?

Mr. Doran. Separate from the distillery. As a rule, at these
operating plants, Mr. Chairman, there are three or four storekeeper-
gaugers on duty in various parts.

The Cuamman, What salary do they usually get?

Mr. Doran. They, by law enacted in 1876, receive $4 per day, but
I am very glad to state that under the reclassification act and the
opinion of the comptroller, which was issued in the early part of
January, it is possible to adjust their salaries.

The Curamman., On what basis?

Mr. Doran. My understanding is that the Personnel Classifica-
tion Board has allocated them in grade 3 of the clerical and fiscal
service, which, as I understand i, runs from $1,500 to $1,860.

The Cramman. You may proceed with your statement.

Mr. Doran. The alcohol in the denaturing plant is kept locked in
storage tanks, the keys of which are held by the storekeeper; and
when the denaturer has an order, which is in the shape of a permit,
for specially denatured alcohol or an order for completely denatured
alcohol he advises the storekeeper that he proposes to denature a
certain lot of alcohol, according to any one of the 72 preseribed
formulas. It is the duty of the storekeeper-gauger to see that the
requisite amount of alcohol is conveyed to the mixing tanks, that
the proper amount of the specified denaturant is added, and that
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the contents are thoroughly mixed. After the mixing it is drawn
off into packages for shipment and is properly marked and branded,
according to the formula and contents.

The Chamman, As I understand it, there are 72 of these
formulas?

Mr. Doran. There are. There are 7 formulas for completely de-
natured alcohol. The balance, 65, are for specially denatured
alcohol.

The Cuamman, Is there any general formula that is used more
than others, or which is generally used ¢

Mr. Doran. Yes.

The Crairman. What formula is that?

Mr. Doran. The most popular formula for completely denatared
alcohol, from a commereial standpoint, is complete No. 5.

The Cramman. What are the ingredients of that formula?

M. Doran. The ingredients are wood alcohol, kerosene, and
pyridine.

The Cramrman, Does the use of that formula make the alcohol
poisonous?

Mr. Doran. If you drink it withont treatment, it is liable to do
you harm. 'The regulations require that the packages of completely
denatured alcohol of 5 gallons and less, which any consumer might
come in contact with, be marked “ Completely denntured aleohol;
poison,” with skull and crossbones and the statement that the al-
cohol contained in the package is completely denatured alcohol, and
it can not be used externally nor internally without serious results,

The Cramyan. Not even externally?

Mr. Doran. No, sir; it is not fit for external use.

The Cuamman. What is there about it that prevents it being
used externally? ,

Mr. Dorawn. It is very disagreeable. It is the character of aleo-
hol you use in your automobile radiators in the antifreeze solutions.
I do not know that the use of it externally on an unbroken skin
would do any physical harm, but it would be very disagreeable.

Mr. Pyre. It will actually burn g tender skin.

Mr. Doran. Yes:; I have seen that.

The Cratkman. In ovder that it may be in sequence in the record,
I wish you would put in now two or three of the formulas for
special denaturization.

Mr. Doran. The system of special densturization was inaugu-
rated coincidentally with the passage of the first denatured alcohol
act in 1906. It is not a product of prohibition whatsoever. It
followed, in general, the combined practices of England and Ger-
many, who, as you know, were leaders in the use of industrial alco-
hol fong before the United States.

The principal technical formula of such denatured aleohol is
known as formula No. 1, in which the denaturant used is 5 per cent
of wood alcohol. The uses for which this is employed run into the
hundreds, but generally speaking it is used for shellacs, for var-
nishes, and for all industrial extraction processes in which alcohol
is employed as a solvent, and in which the alcchol does not appear
in the finished product.
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The Cuarman. Then, as T understand it, completely denatured
alcohol will not be successfully used in the case of shellac and var-
nishes.

Mr. Doran. Tt is used, Mr. Chairman, in low-grade shellacs and
varnishes, but the kerosene is objectionable in that it will net com-
pletely dry, and the pyridine blackens the shellac and varnish and
will not make a high-grade product.

The ('namrman. That No. 1 formula is only 5 per cent by volume
of wood alcohol ? :

Mr. Doran. Yes; it is similar to the product that the English
know as industrial methylated spirits.

The Crammax. The use of 5 per cent by volume of wood alcohol
in grain alcohol would not contain suflicient wood aleohol to be
poisonous, then?

Mr. Donan. T think it would, Mr. Chairman. Some people have
an idiosyncrasy for wood alcohol, and I would not say it would not
be poisonous. It has a selective action on the optic nerve, as you
probably know, resulting in paralysis and blindness. Some indi-
viduals are much more susceptible than others. ‘

The CrHamman. Even with as small a quantity as 5 per cent?

Mr. Dogran, Even with as small a quantity as § per cent, it could
hardly be said to be nonpoisonous. ‘

The Cuaimrman. As I understand it, there is a way of extracting
that so that it can be reduced to almost pure alcohol.

Mr. Doran. There is a chemical process by which it may be done.
If given time and the means, it could be removed by an oxidation
process, but the ordinary distillation will not remove it, its boiling
point being very close to ethyl alcohol, and thus the resulting vapors
of the two substances pass over at almost the same boiling peint
and condense together.

This special formula No. 1 is used very largely in extraction

rocesses, where it subsequently vaporizes off into the air. For
nstance, in the extraction of crude drugs a great quantity of special
denatured alcohol, formula No. 1, is so used, the potentt constituent
of the drug being dissolved in the alcohol, and thus separated from
the residue or mare or woody matter. The potent drug, which is
in solution in the alcohol, is then purified by driving the alcohol off
by means of heat, leaving the purified drug extract, which may
later be used in tablets or fluid extracts, tinctures, or what not,

I have befor¢ me an alphabetical list of some of the authorized
uses of formula No. 1, the first one of which is acetanilide, which is
one of the conl-tar products. It goes down the line through shoe
polish, soldering flux, stains, inks, and even watches. It probably
covers as wide a field in the ordinary manufacturing industries as
any formula. That is the principally used commercial formula.

Now, we have next in importance formulas 13-A and 32, These
formulas are mixtures of ethyl alcohol and ether. Ether is used as
a denaturing material. Ether, likewise, is difficult to separate from
ethyl alcohol on account of the boiling point property. These
formulas find their main use in the manufacture og ether and in the
manufacture of artificial silk. That last-named industry has de-
veloped very rapidly in this country in the last fonr vears. The
theory there is to add to the ethyl alcohol some chemical substance
that will denature it and render it unfit for use as a beverage, but



2886 INVESTIGATION OF BUREAU OF INTERNAIL BEVENUR

still not add any extraneous materiul that will in any wise interfere
with the subsequent industrial use of that alcohol.

That is the aim and object of every special formula.

The Crairman. Is there any formula that denatures the alcohol
the least and makes it, therefore, more usable for heverage purposest

Mr. Doran. 1 think I can answer that question and make it very
plain, Mr, Chairman,

All of these formulas denature the alcohol to the extent that the
mixture is wholly unfit, for use as a beverage, but I would not say
that any formula produces a product less unfit as a beverage than
any other formula, but certain formulas, on account of the nature of
the industries for which they are devised, are of an odorless char-
acter, and hence are more susceptible of recovery, and offer 2 more
fit material upon which the illicit distiller can operate.

The Cuamman: I asked that question becauss I wss wendering
whether or not some of these formulas can be eliminated, and thereby
reduce the amount of special denatured aicohol that would be di-
verted to beverage purposes?

Mr. Doran. 1 thinkrg can answer that in this way, Mr. Chairman,

and give a picture of why these formulas came out and what
funﬁtion they fill, and what would happen if they were done away
with.
* At the time of the case which has been taken up by the committee
the Fleischmann case, there was a great quantity of pure alcoho
used in commerce, in various industries——not drug stores, but in
various industries,

.The Crairman. What, for example?

Mr. Doran. And for which denatured slcohol was not available.
The general perfume or cosmetic industry was the chief one. That
includes everything in the category of cosmetic articles, from hair
tonic to the highest grade of perfume manufactured, and lotions
and liniments, and a wide variety of things that are generally,
placed before the public in department stores and drug stores.

The Cuamman. Before prohibition was that sold without being
denatured ¢ ‘

Mr. Donran. Yes; there was no denaturing formula available at
that time. Nothing had been devised; that could meet the necessities
of the industry. ‘

The Cuammmax. So that all of these forfulas were devised so us
to aid in the enforcement of prohibition?-

Mr. Doran. Yes. The formulas for the perfume industry were
devised in order to do away with the necessity of the commercial
movement of this large quantity of pure alcohol, which, at the time
of the Fleischmann case, referred to, was the chief trouble with
which the bureau was then dealing. It required merely the addition
of water, and casily obtained imitation bourbon or rye flavor and
caramel coloring, to make whisky. It made five-minute whisky, so
to speak, that being the common term used at the time. It was the
thought in the mind of the bureau to provide a denaturing sub-
stance that would render this alcohol wholly unfit for beverage
purposes, and to meke it impossible to make five-minute whisky
by dilution with water, and still be useful to the industries con-
cerned, which were legitimate, and, in addition, reduce the problem
to one of moonshining, and then control that.
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The Cuamman. Is there any tax on this denatured zlcohol for
industrial purposes?

Mr. Doran. No, sir; the law provides that it may be removed to
the denaturing plants free of tax.

The Cmamman. Then, from the denaturing plant to the con-
sumer?

Mr. Doran. No further tax is levied.

The Cuarrman. Why did the Fieischmann Co. sa{y this $2.20 tax?
‘What did they assume that it was going to be used for?

Mr. Doran. Well, it was tax lpuid at $2.20 and sent to the agents,
presumsbly, for a subsequent sale to any permittee who might apply,
whether a drug store, a flavoring-extract manufacturer, or a cos-
metic manufacturer.

'gl;e Cuammman. But in that case it would not have to be denatur-
ize

de Doran. No; these formulas were devised subsequent to this

eriod.
P The Cuamman. Then, in that period, it would be perfectly all
right for a permittee to withdraw pure alcohol

Mr. Doran. Yes.

The Cramman. And there was no attempt at denaturizing it for
cosmetica?

Mr. Doran. No. ‘

The Cuarman. Or flavoring extracts, or anything of that sort?

Mr. Doran. That is correct. We were working on the problem in
the laboratories at the time, attempting to devise somo way to avoid
the use of pure alcohol in such large quantics.

The Cunamman. I think you have fairly well covered that, but I
would like to ask you whether your experience has been such as to
indicate how much of that alcohol has been removed from denaturing
plants illegitimately.

Mr. Doran. My knowledge of that, Mr. Chairman, comes only
from such reports as I see. I believe some has been removed illegiti-
mately. A number of charges against denaturing plants have been
made involving that character of violation, where the alecohol was
iransferred to the denaturing plant in the prescnce of the storckeeper,
was recorded as being denatured, but was later discovered not to
have been denatured.

The Caamman. That was not the fault of the permit, but was due
to the dishonesty of the employees?

Mr. Doran. It was not the fault of the permit; absolutely not. It
was due either to dishonesty or—-—

Myr. Brrrr. Collusion.

Mr. Doran. Yes; collusion. It is conceivable that a man might be
called to another part of the plant in an emergency and when he
would return he would be told, “ Well, I put the wood alcohol in,”
and he would take his word fer it. It might happen that way, and
it might be put over on him; but I do not think it can happen to any
great extent without collusion.

The Cuamman. Then, when that procedure is gone through with,
no further test of the volume is made to determine whether it has
really been denatured or not? '
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" Mr. Doran. Only such us may be made by the agents in ordinary
inspection work, They from time to time will test barrels as they
find them on the market.

1 might say, in going back to the process of denaturization—and
T think you will be interested in this, Mr. Chairman-—that all of the
denaturants of a liquid character which are being used must be
sampled and examined by a designated chemist to see that they come
up to specifications which the bureau has imposed, Le it kerosene,
wood alcohol, benzol, or acetone, and a denaturant may not be used
until the chemist has made his report to the collector that it is of the
specified grade.

The Cuamman. Your No. 1 formula is wood aleohol ?

Mr. Doran. Wood alcohol. . :

The CaaikmaN. In what numbered formula do they use kerosene?

. Mr. Doran. In completely denatured alcohol kerosene is used in
formula No. 1. L

The Cuamman. I understood you to say that wood alcohol was.
the only one that is used in formula No. 1.

Mr. Doran. That was special No. 1.

The Cuamrman. But in complete denaturization you use kerosene
and other products? '

Mr. Doran. Kerosene is used in complete No. 1, in complete No. 3,
in complete No. 5, in complete No. 6, and in complete No. 7. I want
to say about the completely denatured elcohol that the law was.
passed in 1906; I came with the burean in 1907, and they were just
getting the administration going. ‘

The Cuairman. Pardon me. This is not exactly relevant; but.
was that passed upon at the instigation of the automobile manufac-
turers for the use of internal-combustion engines?

Mr. Doran. That was one of the big things. It was pointed out.
that Germany had reached quite an advanced stage along certain
industrial lines and due in large part to tax-free alcohol. There was
considerable talk of the farmer utilizing his potatoes for power
alcohol, as you will recall, thus escaping the petroleum manufac-
turer. There were a lot of reasons advanced. I never took a great
deal of stock in its availability for practical farm use, but it did have
a very great industrial application.

The Crairman. Was there not also a threatened scarcity of gas-
oline at the time?

Mr. DoraN. There was at that time and still is.

The Cuamrman. But it is mostly a threat for the purpose of main-
taining prices, is it not?

Mr. Doran. I am not a gasoline man, Mr. Chairman.

The two formulas that we first—and I mean the bureau when 1
say “we "—started out with were formula No. 1, which followed the
English formula, in which the principal denaturant was wood al-
cohol and kerosene, and the formula No. 2, which was the German
formula, in which the content of wood alcohol was only 2 per cent
as against 10 per cent in formula. No. 1; but the denaturing sub-
stance was pyridine, which is of a very offensive odor. It is rather
interesting to note that the English formula relied on a real poison
as the denaturant and the German formula on a bad smell.
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As various industries found that they could use alcohol free from
tax, the bureau was confronted from time to time with requests to
authorize additional formulas for special processes; so that this
whole program has | -en one of gradual development since 1906.

The Cmamrman. It was started for the ostensible purpose of avoid-
ing a tax; is that correct? ) ] ]

Mr. Doran. Yes: it was designed to build up industry and relieve
the industries using tcchol indnstrially from the very high bever-
age tax. As you can see, alcohol costs 40 or 50 cents to produce, the
raw alcohol, and the tax is $4.18. That is a vommodity tax Qf ten
times the value of the commodity itsclf, which of course is ex-
orbitant,

The Cramman. T think it is entirely justified, and I am not saying
it in criticism that it was to avoid the tax. I think the whole move-
ment was entirely justified. It was for industrial purposes?

Mr. Doran. It was for industrinl development; yes. I do not
know whether I have answered your question.

The Cuamman, I think so, unless Mr. Pyle has something further
to ask.

Mr. SiyoNtoN. You might trace the handling of the denaturants
after it is analyzed.

My, Doran. T was discussing more the plant matters and produc-
tion this morning, and have not gone into those outside matters.

Mr. Brrer. He will be subject to the call of the committee if
there is anything further desired of him.,

Mr. Donran, Yes.

The Cramyrax. Do you want to ask any further questions, Mr.
Pylet

Mr. Pyre. Not along that line at this time, but I want to bring
out, later on the special denaturants, under 39-A and 40, as those are
the ones, as I understand it, which are most used in the making of
intoxieating liquors.

Mr. Dorax. Yes, sir; they are most susceptible.

Mr. Pyie. Does the chairman wish me to go into that element of
it at this time?

The CHarman, Yes,

Mr.' Pyre. In 39-A, for instance, what is the special denaturant?

Mr. Doran. 39-A has added to it 1 per cent of either acetone or
isopropyl alcohol. It also has as a denaturant substance 60 ounces
oflqtlzinine, or one of the cinchona alkaloids, cinchonidine or quinine
sulphute, '

Mr. Pyre. That is to give it a bad taste?

Mr. Doran. Cinchonidine or allied alkaloids. It gives it » very
bitter taste. ‘

The Cramrman., To what volume is the 60 ounces applied ?

Mr. Doran. That is to 100 gallons. That is at the rate of 2
grains of the alkaloid per fluid ounce, and the quinine alkaloids
dissolved in pure alcohol without any other sugar substance are in-
tensely bitter. ‘ , |

The Cuamman. Do I understand that those are quite readily
extracted ¢

Mr. Doraw. I think I can explain that, Mr. Chairman. Let us
get at it this way:
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1f I take specially denatured alcohol, formula No. 89-A, and wish
to recover it, so to speak, illicitly, if I wish to moonshine it, 1 place
it in a still and apply heat, and the quinine, the bitter denaturing
substunce, not being volatile, remains behind in the still pot. The
alcohol and the acetone pass over and are condensed in the dis-
tillate. It is the distillate that is employed for the illicit manu-
facture of liguor. The purpose of using the acetone and the isopropyl
alcohol is this: It does not denature the distillate to the extent that
would prevent its use for beverage purposes; but if a sample of the
distillate is secured on the market and seized or brought into one
of our laboratories, we can tell by the prescnce of that quantity of
isopm{)yl alcohol or acetone that it was probably recovered from a
specially denatured alcohol, and thus assist the agent in getting at
the possible source. o

The CHamrnman. When that process has been gone through with
it is then all right for beverage purposes—physically, 1 mean?

Mr. DoraN. Yes; it can be used: Sometimes that acetone gives it
a little off taste. e

Mr. PyLe. And odor, does it not?

Mr. Doran. A little odor; yes.

Mr. Pyre. Is that what is known as poisonous liquor, that you
class in your reports as poisonous liquor?

Mr. Doran. We are not responsible for-the use of the term poison
liquor, which appears from day to day in the press. We have stated
this, that of ali the samples examined in our laboratory but 1 per
cent, in fact much less than 1 per cent, are genuine aged in the wood
whiskies. The balance of over 99 per cent consists of liquors such
as we are discussing here—wood-alcohol concoctions; that is, where
they have been prepared from completely denatured alcohol, ordi-
nary moonshine, liquors of smuggled origin, made with raw alcohol
and creosote, in semblance of genuine Scotch, and so on down the
line. We have not stated that 99 per cent was poisonous. We have
stated that they are not genuine good whiskies. :

Mr. Pyre. It appears that they are so quoted.

Mr. Doran. Oh, yes; I know that.

The CuairmaN. As & matter of fact, they are dangerous?

Mr. Doran. They are. They are, Mr. Chairman, for the reason
that you do not know which one of the 99 you are going to get.

The CaatrmaN. Some of the 99 may be all right. ‘

Mr. Doran. Some of the 99 may be all right, but others may not
be all right. :

Mr. Pyie. I think that covers 39-A very nicely. Now, take the
famous 39-b.

Mr. Doran. That is one of the most widely used, and I think the
most widely abused of the special formulas. The denaturing sub-
stance is. diethylphthlate. Diethylphthlate is a heavy colorless
liquid, somewhat of the same viscosity as glycerin. It is used in
formula. No. 39-b in the proportion of 215, gallons per 100 gallons
of pure ethyl alcohol. *

No. 39-b, alcohol is wholly and absolutely unfit for use for bev-
erage purposes. 1 do not believe there is a single specially dena-
tured a‘zlcog‘ol, formula that is more undrinkable. It has a numbing
effect on the tongue. It is intensely bitter and nauseous. It also
has an astringent action in the mouth. I believe I told one of the
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Senators on one of the other committees that it was like taking a bite
of a green persimmon. That somewhat describes it

Diethylphthalate is a substunce produced by a combination of
phthalic anhydride und ethyl alcohol. It has been used in the per-
fume industry for many years as a fixative and as a solvent for the
various odors and extracts that go to make up perfumery. Tt then
is & snbstance that is ordinarily used as a constituent in the per-
fumery business. It has been nsed in Germany and France for a

reat many years, and also in this country. 1t is odorless, and hence
it does not mnpart to any perfumery or toilet article in which the
aleohol is used an unpleasant odor. JXikewise, being a pormal con-
stituent of perfume mixtures, it does not produce any chemical reac-
tions. I consider it a chemically ideal denaturant.

This formula being odorless does offer a field for illicit distilla-
tion, and it may be recovered in the manner somewhat as I have
described in relation to formula No. 38-a.

There is this difference, however, that in order to get a completely
satisfactory recovery or a distillate fit for making liquor that can
be sold illicitly——bootleg whisky—-it must be treated chemically in
the still. Otherwise a certain substantial portion of the diethyl-
phthalate will pass over in boiling with the ethyl alcohol and the dis-
tillate be contaminated decidedly. We have not found it possible~—
that is, we do not believe it is possible from a chemical standpoint—
to so treat alcohol formula No. 39-b that the distillate will not
show a chemically detectable quantity of the diethylphthalate. Hence
it acts not only as a denaturant, but if subjected to recovery acts also
as a key for the chemist to determine the origin of the liquor from
his unalysis of the distillate.

The Cuairman, Mr. Pyle referred to this as “ the famous formula
39-b.” What has made it famous? Because it has been used freely?

Mr. Doran. Mr. Chairman, it is merely this, that a good many of
these permittees who have been abusing their permits for pure alco-
hol found that they could manipulate this 39-b, and also that it did
not have the presence of such a constituent as acetone or isopropyl
alcohol, and from a cost basis—and costs enter into this business the
same as any other business, I assume—it is somewhat cheaper than
39-a—substantially cheaper.

The CralrMaN. After it has gone through this process of distilla-
tion is it then objectionable as a beverage?

Mr. Doran. It may be, Mr. Chairman.

The CrnairmaN. You have not tasted it to try it?

Mr. Dorax. I have tasted many samples in the laboratory that I
think have been made from 39-b. Semetimes it is detectable and it is
objectionable. At other times if it has beep sufficiently removed it is
not detectable to taste.

The Crammman, What percentage of this denaturant goes over in
the process of distilling?

Mr. Doran. In an ordinary sample pot-still distillation about one-
third will pass over. In that case that would be a sufficient quantity
to render the distillate very objectionable for use in bootleg whiskg,
because it would impart a very bitter taste. If, however, the sub-
§ stance before distillation is chemically treated with an exact quantity

§  of alkali it is possible to hold back, so to speak, the main. portion of

et
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the diethylphthalate, and the distillate in that case is reasonably
clear of the denaturant.

Mr. Pyre. I have heard a great many rumors about the recovery
of the special denaturant being accomplished through the use of lye,
Would that be the use of the alkali that you speak of ¢

Mr. Doran. That is the uso of lye in the still before distilling.
There is no formula of special denatured alocohol that does not re-
?uim a moonshine still to put it in shape to be used for illicit liquor.

t 15 a moonshine proposition.

Mr. Brirr. May I ask a question theref Suppose one desires to
distill out the denaturants to the extent of alcohol denatured under
formula 39-b, would one single distillation remove most of the
denaturants?

Mr. Doran. It would if treated with the proper amount of alkuli,
as Mr. Pyle suggests.

I want to make this point: There is no formula of special de-
natured alcohol that may be used for liquor by merely an addition
of some substance.

The Crairman. It all has to be distilled ?

Mr. Doran. It has to be distilled.

The CHamman. What is the difference between the old well-
known moonshine that used to be made in wet days and the pro-
ceeds of this alcohol that has been denatured and then distilled ?

Mr. Doran. Well, the constituents are somewhat ditferent, Mr.
Chairman. The old moonshine that yvou refer to was merely unre-
fined or umrectified spirits distilled from a grain mash or sugar
mash or raisin mash, and on account of that fact that it was never
passed through the alcohol rectifying or purifying columns it re-
tained all the odorous substances that came fromn the grain.

The Cramman. That was not poisonous at all?

Mr. Doran. Well, some people didn’t think so. They used to
drink plenty of it down in J])e mountains out of a tin cup.

The CHargmanN. As a matter of fuct, do you know . of anv case
where it was poisonous?

Mr. Doran, Yes. If a person would drink what are called heads,
or some of the stuff as it first passes over, it would be liable to injure
him very seriously.

The Crarrman. What would that contain?

Mr. Doran. Well, that contains some of the products of fermenta-
tion, other than ethyl alcohol, the exact nature of which I do not
know, and I do not know as they are known chemivcally, but they
are very injurious, and it was the practice of the legalized distiller
to carefully separate the heads and the tails, vetaining only the so-
called middle runnings, and then to redistill that. Of course, they
held that in the barrel for a certain number of years before thev
thought it was fit to drink.

Mr. Brirr. Is that done now?

Mr. Doran. There is no whisky produced now since the passage of
the Willis-Campbell Act.

Mr. Brirr. I mean when whisky was last produced ?

Mr. Donran. Yes; that was the practice.

The Cramman. This moonshine is still being made?

Mr. Doran. Our laboratory samples show that it is still being
made in all parts of the country. It is not confined to the mountains.
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The Cirareman, No.

Mr. Pxre. This formula 39-b is authorized, according to this
formula book, for use in the manufacture of perfumes, toilet waters,
alcoholic barber supplies, and lotions. What is the quantity with-
drawn for that purpose! Do you have the figures on that for several
years?

Mr. Dorax. They are in the annual report. Last year it was
7,000,000 gallons.

The Cramyax, That was withdrawn under formmla 39-h?

Mr. Doran. No. 39-h.

Mr. Pyre. How much?

Mr. Doran. It was about 7,000,000 gallons. That is in the com-
missioner’s annual report.

Mr. Pyie. In the preparation of these various perfumes, toilet
waters, alcoholic barber supplies, and lotions it is again diluted with
water, is it not?

Mr. Doxax. It is in some instances and in some it is not. It is
also used in quite a number of articles not specified in the regula-
tions; that is, it is not confined entirely to those four items.

The Cuairman. 1 think that is a suflicient answer to this question,

Mr. Donrax, I have that here somewhere,

Mr. Pyve. That is close enough for our purposes.

Mr. Dorax. I would like to say that there was produced last year.
tax paid, T believe, less than 10,000,000 gallons of pure aleohol.
There was that amount of pure aleohol sold in commerce. When
we tackled these special denaturing formulas for the commercial
industries we were dealing with an annual movement of over
30,000,000 gallons of pure alcohol.

The Cuairmax. You mean by that that on account of the fact
that you have devised these special denaturants you have reduced
that?

Mr. Dorax. We have reduced it, we think. In fact, we know we
have.

The Cuamryax. You have reduced the production, which produe-
tion, it is assumed, was used for beverage purposes; is that right ¢

My, Dorax, That was the aim and object, and I believe it has been
partly accomplished. but not wholly.

Mr. Pyre. Nos. 39-¢ and 39-d, from your knowledge or from vour
analyses and other sources, are not used for the sume amount of
diversion as 39-b, are they?

Mr. DoraN. No. 39-c¢ was a later formuls and its use is limited to
a particular, specified product. Hence it was very much restricted in
its field.

Mr. Pyre. That is, the fact that it was not so much used was due
to the efforts made in the unit in the granting of permits?

Mr. Dorax. Yes; we specified for 39-c¢ that it conld be used only
in a certain quality of products and by people who had certain
laboratory facilities to contrel it. It had the eflect of almost restrict-
ing it to some of the old high-grade perfumers. That is the way it
worked out.

Mr. Pyre. T have heard that this formula 40 is also diverted to
quite an extent. Do you know whether that is correct?

92619—25—rp1 14——3
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Mr. Dorax. I believe that is trae. 1 believe there is ome diver-
sion in formula No. 40.

Mr. Pyre. How elaborate & process would the recovery of that be!?

Mr. Doran. A similar process would be used to recover ). The
denaturant in 40 is brucine. Unfortunately in one of the hearings
before one of the other commitiees of the Senate last week the press
reported it as being strvehnine.  Strychnine is not used and never
has been used.  Brucine is intensely bitter, a nonpoisonous substance,
T want to say this further, if you will permit me: These formulas
for denaturization were not devised for any one of these particular
industries that we are discussing, but were devised after very careful
study in the laboratory and by consultation with the leading chem-
ists and technically trained men in the industries. They were guite
carefully worked out.

Mr. Brrrr. Do you think they are the best that could be made for
the purposes?

Mr. Dorax. I think they are the best that could be devised at the
time. We have not had any suggestion from chemists as to any
method of improvement. Of course, if we could find a way to im-
prove them, we would wish to do so. 'We are always giving thought
to them, and we are open to suggestions, '

There was a statement that appeared in the publie press yvesterday,
given out by somebody, inferring that the Burean of Internal Reve-
nue should devise a very simple, harmless denaturant, such as the
Navy Department uses.

Now, the Navy Department uses croton oil for aleohol for use in
torpedo work. Just exactly how it is used, I do not know; but we
conferred with the officials of the Navy Department when they pre-
scribed this. Thev did vhat for the reason that. under the law, they
would procure alcohol free of tax and pure. They desired the de-
naturant for the alcohol used in this particular work ‘that they
thought would be effective for their purpose.

Now, croton oil may do well for very little use of alcohol by a cer-
tain small portion of the Navy Department, but it is wholly inap-
plicable to practically the entire industrial field covered by our for-
mulas.  We have considered croton oil, like many other substances,
for vears. We have experimented in our laboratory to see whether
it could be made applicable, because I think the public is generally
informed as to the effects of croton oil, but we have found that it
would be of no avail for commercial uses.

Mr. PyrLe. You made a very significant statement a few moments |

ago, that this industry was a matter of cost, the same as any other
industry. Now, I would like to go into that just a little, The com-
parative cost of recovering, say, 39-b or 40, or any of those for-
mulas, as compared with the tax on grain alcohol. is such that the
tax, as I understand it, would be about $£.40 a wine gallon on alco-
hol, is it not?

Mr. Dorax. $4.18 for 190° only.

Mr. Pyie. Per wine gallon. The recovery of that and the redis-
tillation wou'd come to a much lower figure than that. would it not,
in the cost?

Mr. Dorax. I believe so, Mr. Chairman, and the tax on pure alco-
hol is at such a high figure that, in my judgment, it invites manipu-

o~
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lation of tax-free alcohol.  That is just a personal notion I have.
It is not an expression of the department’s views, and I hope you
will not consider it as anything but my personal view.

Mr. Prie. I might state here that it has been suggested to me
twice recently, once by the director for the State of Pennsylvania
and once by Mr. Jones, the assistant comumissioner, that a tax on
this specially denatured alcohol would remove s great deal of the
difficulty in handling it and would prevent to a large extent the
recovery of it. What would be your opinion on that?

Mr. Dorsx. It would make it easier to control; but it is a strange
thing Low the supply and demand conditions control them in this
matter. It pavs in some sections of the country right now to take
alcohol treated with benzol and attempt its recovery, and lose at
least half of the treated product. Tt pays them to do that.

Mr. Pyre. You mean legally?

Mr. Dorax. No, noj; illicitly.

Mr. Pyre. Illegally.

Mr. Doran. In other sections it would not pay at all.

The Cuamrman. Just why is it diffevent in different sections?

Mr. Dorax. Well, up and down the eastern seaboard, Mr. Chair-
man——

The Cramrmax. Tt is in greater demand?

Mr. Dorax. It seems to be the fact that there is more alcohol
available; and I want to say that a great portion of this illicit
alcohol in the market does not come from any domestic operation,
as has been testified to before other committees, and I think our
Coast Guard seizure figures will so indicate. It has had the effect of
maintaining a less price for bootleg liquor in the East than out in
the Middle West.

That goes to answer vour question. The imposition of a tax on
special denatured alcohol, with its attendant stamps and marks and
brands and better facility for tracing its movements in commerce,
would, in my judgment. assist materially in its control. ’

The ChamMax. Could you indicate any figure that, in vour
opinion. would be a reasonable tax in that connection ?

Mr. Dorax. I prepared a memorandum to Mr. Jones seveial
weeks ago, which I think he was considering, and thought it out
along these lines. Mr. Chairman. Understand. I am not an expert
either. I do not known anything about the actuary business.

If completely denatured alcohol were taxed somewhat like gasoline
is taxed, at the nominal rate of 2 cents per gallon, it might furnish
some little revenue. which would assist in the payment of officers.
It wonid better earmark the product. It would give the Bureau
of Internal Revenue that added advantage that comes with the
following of a taxable article, whereas at present they have no
means under the law of following completely denatured alcohol
after it is produced at the plant.

Mr. Berrr. Why make the tax so nominal?

Mr. Dorax. For the reason that that particular kind of denatured
alcohol is used in an industrial way in competition with other in-
dustrial solvents on which no tax is levied. such. for example. as
benzol and acetone and isopropyl alcohol and high-test gasoline.
In my opinion. it would be wholly unfair to tax alcohol fitted for
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competitive industrial use with these other solvents at such o figure
as to put it out of the market.

Now, as to specially denatured alcohol, as you can see from my
statement, some of it 1s used in purely technical industrial processes
that are a public necessity, and on that Yortion of specially de-
natured alcohol, I believe the tax should also be nominal. It may
be more than 2 cents a gallon—5 or 10 cents, say. As to that |
specially denatured alcohol used in these products that are some-
times referred to in the class of luxuries, that is, not public neces-
sities, as we group some products, a larger tax might be imposed:
say, 25 or 50 cents a gallon. That would produce quite a substan-
tial revenue.

As to pure alcohol, my judgment is that the present tax is too
high. I think it operates almost as a protective wall behind which
illicit operation.; may be cloaked.

I want to illustrate that in this way: We have had a very great |
deal of trouble in the last two years from the standpeint of pharma- §
ceuticals and flavoring extracts, in which tax-paid alcohol is legally
required to be used. These extracts and pharmaceuticals have been
sold at a price that is below cost, which shows conclusively that the
alcohol used—and they contained the requisite amount of alcohol— &
could not have been tax paid. ‘

We believe that alcohol is of three sources of origin—smuggled, §
diverted from denaturing plants, undenatured, or recovered from E
denatured. These products are in themselves lawful, and it is §
believed that people will buy and sell these standard pharmaceu- §
ticals to give their operations a cloaking of legitimacy. to make it §
appear that they are in business, in the flavoring extract or pharma- §
ceutical line, and they buy and sell these goods in order to cover up §
their other illegal operations, which may be a vending of illicit
alcohol. That has produced a very annoying situation in the trades |
themselves. It tends to demoralize prices, and it has been one of the §

most irritating things that the trades have had to deal with. We §

have discussed the situation with them from time to time, and I be- @
lieve that the high nonbeverage tax enters into that situation and §
ageravates it. It does not create it; I think it aggravates it. i

The Cuamrman. I would like to ask you, Mr. Pyle, what you pro- §
pose going on with to-morrow?

Mr. Pyre. There are several cases of distilleries in which diver-
sions have occurred. There are also some of these denaturing
processes that I wish to run over rather hurriedly, not in detail,
though. The Fleischmann case is one in which I propose to show §
the details of the transaction. In the others the details will be §
about the same. There are several of those distillery cases. g

The Crammyan. We will adjourn, then, until 10.30 to-morrow
‘morning.

(Whereupon, at 12.55 o’clock p. m., the committee adjourned until §
to-morrow, Friday, January 16, 1925, at 10.30 o’clock 2. m.) '
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FRIDAY, JANUARY 16, 1925

A UNiTED STATES SENATE,
Skrecr COMMITIEE T0 INVESTIGATE THE
Boreau 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, and King.

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

Present on behalf of the }’mhibilion Unit of the Bureau of Inter-
nal Revenue: James J, Britt, Esq., counsel;V. Simonton, Es«y, attor-
ney; and Mr. H, W. Oreutt, division of interpretation, Prohibition
Unit,

The Cuamvan. Mr, Pyle, you may finish the matters that you
started to present to the committee on yesterday.

Mr. Pyre. Yesterday we had a very interesting discussion of the
various denatured alcohols, with a statement as to the manner in
which they could be, and at times are, converted into beverage alco-
hol. But we have not as yet discussed the illegal aspects of that, as
to the control that the department has over the special denatured
alcohol; that is, from the time of its denaturing on to its ultimate
use. .

Will vou explain to the committee, Mr, Britt, or Mr. Simonton,
the control the department has over special denatured aleohol?  As
I understand it. the totally denatured alcohol can be eliminated
from discussion, because it can not be diverted into beverage pur-
poses, but these special formulas can. In that connection it will be
mportant for us to understand what control the department has or
what is needed in order to control this recovery of the special
denatured alcohol for beverage purposes.

Mr. Brrre. Mr. Doran explained the manufacture of pure alcohol
at the distilleries yesterday.

There are two ways in which the original production may be with-
drawn from the distillery. One is by the payment of the fixed rate
of tax at the distillery warehouse at the time of the withdrawal,
which payment is evidenced by tax-paid stamps obtained from the
collector. The other is to make application threugh the collector
for the privilege of withdrawing alcohol from the distillery ware-
house for denaturation, without the payment of any tax at all. That,
as was discusséd here yvesterday, came about, as the chairman stated,
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in the interest of extending the use of aleohol at a cheap rate by
getting rid of the pavment of tax in a lawful way.

Now, the way in which the denatured alcohol is withdrawn and
the different stages through which it passes are, in outline, these:

The denaturer may be either a diﬁtill(ll‘ or a person not a distiller,
and the Prohibition Unit has very much desired to be able to con-
strue the Inw that nohody could obtain a permit to denature except
the distiller, for the reason that that serves as a check und as a safe-
guard. .\ good deal of dispute hus arisen about that. There have
been some delays in the issuance of permits beeanse of that. The
question is not yet well settled.  The courts have come in and pretty
generally they are holding, and have held, that under the statute
the Commissioner of Internal Revenue is without power to deny a
permit to a denaturer simply on the ground that he is not a distiller.

It now seems that we shall have to be governed by that under-
standing under the present law, and, as I have just said, we have
been called upon for action upon some applications that have not
vet been acted upon but have been held pending a better under-
standing of that view.

The denaturer must establish a plant with the requisite buildings,
equipment, apparatus, and vessels, and with experts to do the de-
naturation: so that the Bureau of Internal Revenue, in its tax right,
and the Prohibition Unit, in its enforcement right, may have such
checks as will satisfv them that the alcohol was, in fact. withdrawn
for denaturation withont the payment of the tax, in good faith, and
that after it was withdrawn it finally went into nonbeverage uses.

At the denaturation plant, there is a storekeeper-gauger. So far
as I know—-that is an administrative matter, however, he is one of
the general class of storekecper-gangers that might also be assigned
back to the production plant at the distillerv. Tt is his business to
keep a record of what is received for denaturation and of the fact
that it was, at a given time, denatured and put into the containers,
which containers, of course. must be properly labeled. marked, and
branded.

There are two recognized modes of denaturation.

The first is by special denaturation forinmlas, and the other is by
total denaturation formulas.

Where the alcohol is specially denatured, there are put into it cer-
tain chemical constituents which were described here yesterday, by
a chemist—which I am not—which render it unfit for beverage
use, and that is the object and care of the Prohibition Unit, to see
that it is rendered untit for beverage use, in the interest of prohibi-
tion law enforcement.

Those constituents, as Mr. Doran said, are not necessarily indi-
vidually poisonous, but they ere,as I understand it, more or less toxic,
and have certain more or less numbing effects, and influence the
human body unfavorably in various ways; so that to drink any
appreciable quantity of an article which contains denatured alcohol—
aﬁzohol denatured in this way—would so injure the human body, or
would be likely so to injure it, that it, in effect, renders that article
unfit for use for beverage purposes, and that is the object of the
denaturation. Otherwise, from the prohibition enforcement point of
view, it would be seen that they would use pure alcohol, and if
they used pure alcohol, as a matter of fact it could be made one
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yart water and the remaining part aleohol and be susceptible of use
m o rough and unpalatable way.

Now, to follow the denaturation, a denaturer, after denaturing the
alcohol in the way that T have described, in dilution, either as a
_;ocinl denaturation or total denaturation, the latter of which is
supposed to, and, as I understand, it, does, in fact, render it entirely
unsusceptible of use—-—

Senator Warsox. It never can be restored?

Mr. Brrrr. It never can be restored.

Senator Warsox, But if it is special denatured, it can be re-
stored ¢

Mr. Brrrr. It may be restored; yes.

Senator Warson. Yes; it may be revivified.

Mr. Brirr. So it will be seen that the more of the alcohol that is
withdrawn for denaturation, that is completely denatured, the better
the situation in relation to prohibition enforcement.

I have never quite understood just why we have so much com-
plaint about the use of certain articles that are made under these
formulas and made of this denatured alcohol—complaint that they
are used for beverage purposes. My observations and inquiries, so
far as I have made them—and they have not been very extensive—
have shown that they have been used only by a rather exceptional
person here and there who seems to be quite willing to take a risk on
almost anything that seems to smell of drink.

For instance, in my own town, which is Asheville, N. C., there is
a very reputable old-fashioned merchant who has sold, in his right
bay rum. On one of my visits home he came to see me at once an
said that he had been arrested for selling bay rum and that, so far
as he knew, it was the bay rum that he had been selling practically
ell of his business life. His repntation is A-1 as a citizen and as a
merchant. He was really distressed and wanted to know why. He
wanted to know if I could tell him what was the matter and the way
out. I told him that T would see that a little inquiry be made,
which I did in a sort of informal way, and, according to the best
information I could get, this was just the ordinary bay rum; but
evidently some brutal man had simply drunk a heavy glass of the
bay rum, and, in a way, it seemingly intoxicated him. Me was
arrested for the intoxication, and a warrant was sworn out for the
seller, who was, in my judgment, perfectly innocent of any intended
wrong.

No%v, I think a good many of the complaints that come——

Senator King. Well, was the man guilty?

Mr. Brirr. How is that?

Se;xat‘or King. Was that an infraction of the law to sell that bay
rum
thl{r. Brrrr. Noj; it was not, but he was brought up distinctively in

at way.

I think a good many of the complaints that come from alleged use
of these articles manufactured in that way arise in that paiticular
manner and are given a great deal of notoriety. They do not exist
to the extent that they are reputed. However, that is only an opin-
ion and these field officers know more about it.

To get back to the checks, if checks there are, this denaturer éan
sell his denatured alcohol to any permittee who is authorized to buy
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in the way that has been described here. The transporter of that
denatured alcohol is not required to have a transporter’s permit, for
the reason that that which he is transporting, in the form in which
he is transporting it, is understood to be a harmless thing, in so far
as the internal revenue laws and the prohibition laws are concerned;
but the transporter of pure alcohol, being a carrier of a thing which
is itself susceptible of beverage use, is required to have a transport-
er’s permit, whatever form of carrier he may be.

hen the denatured alcohol is sold to the manufacturer of various
articles who uses it, so far as the Prohibition Unit is concerned, its
troubles begin. .

This manufacturer, who has what we call an H permit, or the
S. D. A. permit, which means special denatured aleohol permit, man-
ufactures one or more articles, toilet articles, cosmeties, hair dyes,
barber supplies, and whatever they may be, and he has one of the
formulas which Mr. Doran explained here yesterday, to suthorize
him to make the article which he makes. He makes it, and then the
question is whether he makes what he says he makes, or records what
he says he records, and sells to the person that he says he sells to or
whether it is pretense. :

In the lnst two years we have had this difficulty, whi¢h the com-
mittee will understand and which I will explain in a few words:

A makes an application for an H permit, or an S. D: A. permit,
usually to manufacture one or more of these articles that I have just
now described. He is inspected as to his fitness to have a permit,
and sometimes the inspections are repeated. The commissioner ig
satisfied of his character as a permittec and satisfied with the equip-
ment with which he proposes to make what he manufactyyes, and he
Is given a permit to use denatured alcohol to manufacture these
articles,

Mr. Pyre. He is given the permit by the Prohibition Unit? -

Mr. Brirr. Yes: he is given the permit by the Prohibition Unit.

Senator Kixe, In Washington ¢ -

Mr. Brrrr. Yes, sir; from the central office here.

Sena‘or Kinc. If 2 man wants to manufacture toilet articles or
barber . applies down in San Antonio, Tex., he has to set machinery
in operation that would bring him into contact with the Prohibition
Unit here in Washington, and he could only get the permit here?

Mr. Brrrr. Yes, sir; he makes his application through the State
director. It finally comes here.

Mr. Simonton reminds me, and I am glad he does, that this orig-
inal user’s permit is made through the collector. I am glad that has
been brought out. !

Then, the amount of alcohol he gets is fixed by the month or by
the quarter by the Prohibition Unit, the central unit here, aftev he
obtains this basic permit through the collector. Tt is obtained
through the collector, is it not, Mr. Simonton ?

Mr. SimontoN. Through the collector; yes.

Mr. Brarr. But the allowance of alcohol that he is allowed under
the authority of this basic permit is fixed by the Prohibition Unit
and is fixed by the courts, at so much per quarter. -

Sqna%or Watson. What officer do you designate ascollector in your
service L ,
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Mz, Brirr. We refer to the collector of internal revenue, We have
no collectors in our prohibition service.

Senntor Warsoxs., {“os; but. what has the collector of internal rev-
enue to do with these things?

Mr. Broee, He is charged, under the law, with the duty of secing
that the spirits, whether aleohol or whisky, in his distviet in the
warchouse is not removed without the payment of the tax, unless it
is removed after denaturvation. The Iaw puts that duty upon him,
and he gives o bond. That is why he gives this permit, which 1 lost
sight of for the moment.

Mr. Pyre. What connection does the PProhibition Unit have in the
granting of the basie permit to use special denatured aleoliol ?

Mr. Brerr. That is very important. It has not any counection or
really any statutory or regulatory authority or anything more than
what it interposes. We do now, through the divectors, by a sort of
understanding, assist in making inquiries, and insist upon having
something to say, wherever we ean conveniently, although it 1s
strictly the collector’s matter, as a safeguard, because, uitimately,
the enforcement of prohibition is much more with the Prohibition
Unit than it is with the collectors, as you can readily sce. But M.
Simont¢n’s observation is correct, that the initial act of granting
that permit rests with the collector—that is, the S. I). A. permits.

Mr. Pyre. That is to say, the collector's duty does not include
seeing that this is not used in violation of the national prohibition
act, but only to se:: that the tux is properly paid upon it; is not that
true?

Mr. Brerr. That is his principal function.

Mr. Pxie. Then the duty of the Prohibition Unit, which has no

owers really in granting the permit, is to sce that it is not used for

verage purposes? ,

Mr. Britr. Precisely.

Mr. Pyie. In other words, it is a divided responsibility ?

Mr. Brirr. Yes. '

Mr, Pyre. In connection with the special denatured alcohol?

Mr. Brirr. Yes; and, as 1 have alveady said, the Prohibition Unit
has endeavored, through its directors, to intercede and have some-
thing to say about a permittee, where it could. Really, it is a sort
of obtrusion. . ‘

Mr. Pyre. In the same connection, Mr. Buitt, is this division of
responsibility created by law or by regulations and instructions of
the Commissioner of Internal Revenue? .

Mr. Brirr, It comes about primarily by law, Mr. Pyle.

Mr, Pyie. The division of authority?

My, Brrrr. Yes; in this way—and not directly by expression, but
by implication and extension, I might say. The duty of holding and
Erotecting and secing that the taxes ave collected on the spirits

elongs by law-—hy express law—to the collector.s That is the hasis
of the thing, and if he lets the spirits out in any other way than
after the taxes have heen paid he must let them out under this de-
naturation, and, as you can readily see, it would scem to be proper
that he should sce, or have the opportunity of secing, that it went
out in a lawful way, and he grants that permit.

92019—26—pT1 144
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Senator Watson. I would like to ask you this question right there,
as I am not clear on this delimitation of the spheres of authority:
Suppose a man wants to manufacture barber supplies in Indianap-
olis, Ind. He has to get a permit; he has to apply for a permt.
Who has anything to with that from the time he starts that until it
is finished and the process is completed ? _

Mr. Brrrr. He is going to use denatured alcohol in the manufac-
ture of that article? ]

Senator WatsoN. Yes. Say he makes bay rum, for instance?

Mr. Brirr. He obtains that basic permit to use denatured alcohol ;
that annual basic permit he obtains from the collector in his district.

Senator WatsoN. From the collector of internal revenue?

“Mr. Brrrr. Yes, sir; from the collector of internal revenue.

Senator Kixa. Does he file his application with him?{

Mr. Brirt. Yes, sir.

Senator Kina. Does he state the number of gallons that he wants?

Mr. Brirr. No; that may be stated basically, and that is where
this dual administration comes in. Then, it comes up through the
director, as I have said.

The Cuammax. When you say “director”™ I wish you would
specify what director you refer to.

Mr. Brrrr. The State director,

The Cramman. Of the Prohibition Unit?

Mr. Brirr., Yes, sir; the State prohibition director. There is one
in each State.

Senator Warsox. When this man makes his application does he
make it to the director of prohibition enforcement of the State or
to the collector of internal reverue?

Mr. Brirr. Those applications come through both sources.

The question now is when the applicant for this basic permit to
use denatured alcohol makes his application to the collector, does he
not also go through the director’s office now ?

Mr. Siyoxron. For investigation.

Mr. Brirr. For investigation.

Senator Kixg. Who sends it there?

Mr. Brirr. The collector of internal revenue,

Mr. Simonton, Yes; the collector.

Senator Kixg. Is the collector bound to send it through before
he acts on it or can he act on it independently ard reverse the Pro-
hibition Director?

Mr. Brrrr. That is a sort of understanding or administrative
regulation—trying to see if we can not get a better qualified permit-
tee or find out a better situation through both arms of inquiry than
merely by one,

Senator Watsox. I want to see whether there is any regular way
of doing it, or whether it is just done in haphazard fashion.

Mr. Brirr. Noj; that is the regular way.

Senator Warsox. If a man makes an application for so much
special denatured alcohol he then makes his application directly
to the collector of internal revenue of his district ¢

Mr. Brirr. That is true.

Senator Watsox. And at the same time the regulatory provision
provides that he shall also refer it to the director of prohibition
enforcement of that State?
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Mr. Brrrr. The collector forwards it te the director, not the ap-
licant.

P Senator WaTtsox. The collector refers it to him?

Mr. Brrrr. Yes, sir.

Senator WarsoN. Then, what does he do? Can he turn it down
or reject it ?

Mr. Brerr. It is done as a matter of mutual consideration. In
practice I know of no instance where either one has persisted that
a permit shall not be granted, that has been granted. and it is an
additional safeguard and an additional aid in determining the fitness
of the permittee.

Senator Warson. Does the collector have anything to do with the
fitness of the permittee? All that he has to do with it is to see that
i; iseproperly tax paid. Does his authority go any further than
that

Mr. Brrirr, Yes; his authority does go further than that.

Senator Warson. Under the law?

Mr. Brirr. No: not in the expression of the law. He would not
rrant & permit to one who was known to be a bootlegger or a

lockader. ‘

Senator Kine, Has he any discretion under the law?

Mr. Brirr, He makes his inspection throngh the deputy collectors.

Senator Kixg. Does he have any discretion under the Iaw?

Mr. Brirr, If he found a man was unfit, that he had.the reputa-
tion of being a bootlegger or blockuader, he would exercise his dis-

cretion and not give him any permit.

Senator Kixg. Does the law give him any authority ?

Mr. Brirr. No.

Senator Kixg. He is simply, then, usurping authority.

Myr. Brrrr. Nog it is not that.

Senator Kine. Is not that something that all of these organiza-
tions do under administrative regulations instead of statutory law?

My, Brirr. 1 do not call that a usurpation. Senator. There is
a small zone of discretion that belongs to all administrative officers,
without anv statutory expression of that fact.

Senator Kixe. Do not argue that, because that is unsound. Con-
gress has the right to say what is law and what 1s not, what the
duty of the men shall be and what thev shall not do. I am not
speaking of the morality of the thing. 1 am talking about it as a
legal proposition. :

Senator Warsox. And vou are entirely right about it. If it is
not fixed by law, it should be fixed by law. The idea of having two
men with twilight-zone authority and acting wholly as a matter of
discretion, without any legal sanction, is not tolerable.

Mr. Britr. Well, I want to answer that. Senator, by sayving that
there is a discretion, recognized from the beginning of the Govern-
ment until now, and justly so. that where there is an applicant for
a right, and that person’s character is known to be such as to use
that right against the public, that discretion does lie, and it is ex-
ercised. and, in my judgment, it should be exercised.

Senator Warsox. It might, as a matter of prohibition enforce-
ment, but is should not be up to the collector to determine it. All
the collector has to do is to see that it is properly tax paid. He can
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not take it upon himself to find out whether the man who wants it
is an Episcopalian minister or a back-alley bootlegger. That is
not his business,  His business is to see that 1t is properly tax paid.
Now, vou have some sort of arrangement by which he might refer
that to the Prohibition Unit for your investigation and report hack
on his character.  When a man is seeking a permit, you might have
some sort of joint action to get somewhere.

Mr, Brire. 1 have just said we do that.

Senator Warson., You do that, but not as a matter of law.

The Ciamrman. Go back to the time before the prohibition act
becume a law.  What was the collector’s diseretion then ?

Mr. Brrre. Of course. before the prohibition act heeame a law
there was no question of prohibition. Then it was purely a tax
question, and incidentally police protection.  The whole basis of the
thing was widely different.

The Cuairman. Then, in that ease, an applicant presenting his
application to the collector of internal revenue was sure to get his
wermit, beeause there was no diseretionary power with the collector:
1s that correct ?

Mr. Brivr. You see, the matter—--—

The Cusirman. Well, is that correct?

Mr. Brirr. Yes; the matter of the denatured alcohol had no place
then.

The CramrmaN, The question T am trying to get an answer to is
whether the collector of internal revenue, prior to prohibition had
to use any discretionary power in the granting of the permit!?

Mr. Brrrr. Very little, if any, in my judgment: but permits then
were a special tax license.

Mr. SimoxtoN, May T say a word about that situation, Mr, Britt?

Mr. Brrrr, Yes.

My, Sisoxrox. The act provides that * alcohol Iawfully denatured
may. under regulations, be sold free of tax, either for domestic use
or for export.”

Mr. Brrer. You had better state what vou are reading from now.

Mr. Sivoxrox. 1 am veading from Title 11T of the national pro-
hibition act, section 14,

There is where the coliector’s authority ends—--when it is lawfully
denatured: so it is just at that point that special denatured alcohol
comes in as to its use. When the collector still has it under his au-
thority, he must see that it is denatured and properly sent ont.

Senator WarsoN. Does the collector have it under his authority
during the process of denaturation?

Mr. SimonTtoN. Yes, sir; the storekeeper-gauger is in the plant,
and he has to see at the time it leaves the premises that it shall be
Iawfully denatured, because, otherwise, he would collect the tax.

Senator Warsox. Up to that time, then, the Prohibition Unit has
nothing to do with it.

Mr. Sraoxton. Up to that time the Prohibition Unit has not had
anything to do with it at all, except the general supervisory power
to prevent diversion for beverage use.

1 would like to show you how this statute—-—

Senator WarsonN, Wait a minute. As to that general supervisory
power. is that statutory or assumed?

|
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Mr. Sisoxrox. That is statutory, to prevent diversion to beverage
use. IFFrom the time it fivst comes into existence until the time it
goes into consumption we have specific statutory authority to pre-
vent diversion to beverage use, under the national prohibition act.

Mr. Pyre. But the preliminary step is under the revenue law?

Mr. Simoxrox, The collector has authority down to the point at
which it is denatured.

Senutor Wartson, Suppese the prohibition enforcement director
would sav, “John Jones is not a fit man to have this permit granted
to him.” The collector would say, “ He is a fit man to have it
granted to him.” Who is running the thing?

Mr. Simoxrox. T will get to that in a minute, Senator, if you will
permit me,

Senator Warson, All right. .

Mr. SismoxrtoN. Now, we have the collector in charge of the de-
natured aleohol, who, the statute sayvs, shall be in charge of it for
taxing purposes. The national prohibition act then comes in and
carries a provision to this effect—and this is the only provision by
which we get anthority over special denatured alcohol: in fact, it
reduces it to one word, and I am reading now from Title 11, sec-
tion 4:

The articles enumerated in this secetfon shall not after having been manu-
factured and prepared for the market, be subject to the provisions of this
act it they correspond with the following descriptions and limitntions, namely,
(a) denatured rum produced and used as provided by law and regulutions
now or hereafter in foree,

The word *“nsed” in there gives us our control over the special
denatured aleohol users,

Now, bear in mind that the Commissioner of Internal Revenue
has a dual function. e has to collect the tax and he has to enforce
the prohibition law. If an application comes in from a man who
wants to use or get special denatured alecohol under this authority
the commissioner has issued regulations, and he has said that the
collector is the person who shall issue these permits, and the person
who shall pass upon the qualifications of the permittee,

I will read that to vou from the regulations, and I am reading
now from regulation 61, article 110, page 84:

Upon receipt of applications for permit, the colleetion shall at once detail an
officer to inspect the premises, and if he finds a storercom or storerooins
properly located and constructed, he shall report to the collector. The col-
fector, if satisfled that a permit should be fssued, will indorse his approval on
the application and forward the same to the Commissioner of Internal Reve-
nue, together with the bond, ete.

Senator Warson. Then he has full authority in the issuance of
the permit?

My, Siyoxroxn, Yes; full authority,

Senator Warsox. And nobody can interfere with that authority ?

Mr. Sivmoxrtox, Esxcept the Commissioner of Internal Revenue.

Senator Warsox. Yes: T understand.

Mr. Simoxtox. Yes: the Prohibition Unit can not.

Mr. Pyre. Tn connection with that question of discretion, Mr.
Britt, have there not been several recent cases which have practi-
cally held. in effect, that the only ground for the exercise of discre-
tion and investigation is to determine whether the applicant has
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been guilty of violating the national or State prohibition acts within
one year?

M{t. Brirr. Yes; I have seen decisions tending to that point,
strictly. . C )

I started to give an instance where there is much violation, which
I want the committee to have. )

This permittee, who has obtained his permit in the way just now
described, from the collector, his quarterly allowance being fixed by
the Prohibition Unit, but the withdrawal of it authorized by the
collector, as Mr. Simonton says, proceeds to make the articles for
which his formulas authorize the use of the alcohol, and he keeps a
record of the amount of alcohol which he receives and the disposition
of the alcohol in the manufactured articles. Then he keeps a record
of the persons to whom he sells the articles. In many instances he
sells all or practically all to a jobber or wholesaler. This jobber or
wholesaler is not a permittee under the national prohibition laws,
and the prohibition officers have no right to inspect his place—no
lawful right. We have found, greatly to the detriment of the serv-
ice, although the permittes was seemingly all right to start with, his
records now are false and his claims are false, and that this other
person to whom he claims to have sold was in many instances only
another form of himself-~somebody he has an understanding with.
that has no business place or no business appearance, and that the
alcohol, instead of being used in manufacture and disposed of to
these persons as he claims, was never manufactured into anvthing at
all but was diverted and redistilled. These places of the wholesaler
or jobber take the name of “cover-up houses” in prohibition par-
lance, and we are not authorized to inspect them at all.

We have disclosed the fact that in instances there have been large
diversions in that way, but the moral fact which has appeared in
some cases, and which was overwhelming, was that vast amounts
are removed in that way, and we are practically, under the I,
without a remedy. :

I suggested to the commissioner that we prepare a sort of coopera-
tive regulation and get the permittec to agree that when he sold to
these so-called wholesalers or jobbers he would put a stamp on the
invoice that said, *“ This article is sold after having been manufac-
tured under a formula authorized by the Commissioner of Internal
Revenue, with the understanding that the purchaser shall allow in-
spection of it by prohibition officers or internal revenue officers.”

Of course, I think that, legally, that could not be enforced, be-
cause it requires one person to be, to g little degree, responsible for
the act of a third person, and all lawyers know that that does not £o
well.  But this was a cooperative thing, in the interest of all. We
urged it as far as we could, but the permittees would not agree to it,
and we had to withdraw it for the reason that it was exceedingly
annoying and disagreeable and at least of doubtful legal authority.

So that to-day we have no right to inspect these places, but we
have, in some instances, gone far encugh to show that these big
jobbers or wholesalers consisted of one or two rooms, merely an
empty office and a clerk or two; that they had no business at all; and
the fact could be established, although’it is difficult to establish it
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legally, that they did not manufacture at all and did not have any-
thing to make that hie could use with his alcohol.

Senator King. Would this be grain alcohol or denatured alcohol?

Mr. Brirr. Denatured alcohol.

Mr. Pyre. Special denatured alcobhol?

Mr. Brirr. Special denatured alcohol. ILet me stand corrected
that way.

Senator Kino., After you get the denatured alcohol, can you in-
troduce into it again the vitul spirit?

Senator Warson. When it is only special denatured, but when it
is completely denatured you can not.

Mr. Brirr. Yes, sir; they can redistill it and take the denaturants
out of it, pmcticaily entirely out of it, and make a drinkable liquor.

Senator Kina. And have your alcohol left?

Mr. Brirr. Yes.

Mr. Prie. As I would gather from this discussion, Mr. Britt,
from the time the special denatured alcohol leaves the distillery or
denaturing plant, then really all control over it by the GGovernment
ceases? You have no more control over it than you would have
over tlour or salt? '

Mr. Brrrr. No more control, unless something comes up there-
after, but no more direct or continuous control.

Mr. Simoxton. You can after it leaves the hands of the bay-rum

manufacturer?
Mr. Pyrr. You can follow such denatured alcohol to the hands

of the man that uses it.

Mr. SimoNToN. Yes; but after he makes his bay rum or toilet
article, or whatever it is, then our authority over it ceases.

Mr. Brirr. That is what I said.

Now, taking up the matter of constructive meanings—and, of
course, I deal witlll the problems more from the larger legal aspects,
while these gentlemen who deal with the regulations in the actual

ractice will be able to correct me on some of these points and I
ope they will—that is one of the greatest difficulties confronting
the prohibition enforcement, internally speaking—that is, by not
taking into account the rum ranning or mmportation problems. 1
think it is by far the greatest problem. I do not think the control
of the whiskies and other spirituous liquors in the warehouses and
the distribution in the country to-day amounts to any very great
difficulty; nor do I think that any very large violations are com-
mitted 1n that way. There are no doubt some, but the great bulk of
the violations, in my judgment, come through the channels of special
denatured alcohol.

The Cuaikman. As I recall it, Mr. Pyle, you told me that that
was your viewpoint. Is that correct?

Mr. Pyre. Alcohol is the problem, as I see it, and it divides into
two phases here.

The Crammax. Yes; but did you not tell me that?

Mr. Pyre. Diversions at the distilleries—-

The Cnameman. Yes; I understand that. I understood you to
say that one of the greatest difficulties was the special denatured
alcohol, just as Mr. Britt has said.

Mr. Pyre. The special denatured, after it leaves the control of
the Prohibition Unit and the Revenue Service, and the grain alcohol
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and ethyl alcohol diverted at the distilleries. T think are two of the
biggest problems before the department.

Mr. I{)m'rr. On that point let me say that. as reflected to me
through the counsel’s office, there has not been a great deal of evi-
dence, relatively speaking, of diversion at the base of pure alcohol.

The Cnsirmax. You mean that you have stopped it substantially
after the Fleischmann case; is that what vou mean to infer?

Mr. Brrrr, Noj T did not mean to say that, Senator. Of course,
there have been cases all along of greater or less magnitude, but
speaking generally, as lmrt of the whole problem, it has not im-
pressed me that at the base, at the distilleries of the pure aleohol,
the biggest end of the problem has been: but Mr, Pyle is certainly
correct in saying that is a problem. However, as it is reflected to
me, the bulk of the problem is the use of denatured aleohol.

The Cuamyan. Does not that all go back to the point that we
discussed the other day, that your real job in regard to the enforce-
ment of this law is at the sources rather than after it has gotten
out onto the market ¢

Mr. Berer. That is quite an important saggestion, Senator. The
object is to try to prevent the violation at the source; but the de-
»artment lawfully authorizes the denaturation and denatured alco-
10l sold, but violations can continue and do continue.

Senator Warsox, Does it take a change in the lnw to stop that,
or a more effective administration of the existing law?

Mr. Brrrr. Senator, in the matter of administration we have de-
vised the best means we could, and we have forced them sometimes
to the breaking point, almost. 1 think there must be legisiation.

Senator Warson, What?

Mr. Brire. Just what would be a matter for determination, but
one thing recommended would be a continual oversight, and 1 say
that unqualifiedly. 1 believe there ought to be a continual author-
ized and enforced official control to the extent that is not the law
now, :
Senator Warsox. Well, if a barber down here in the barber shop
buys a gallon of bay rum, some one would have to go in there every
day to see that somebody does not drvink it !

Mr. Brrrr, No: it does not go quite that far,

Senator Warson. I would like to know just how far you would
expect it to go.

fr. Brrrr. I think violations of that particular sort ave practically
negligible,

Senator Warsox. Then how far do you think you ought to go with
legal regulations?

Mvr. Brrer. We ought to make it a lawful authority to control this
situntion that I have just now described, where an immense quan-
tity comes in to A, seemingly lawfully, but which is unlawfully
used by A to the extent that he makes a lawful thing and sends 1t
over to B, but we can not go inside the doors of B.

Mr. Pyre. There is aninteresi., paragraph here in the case of—-

Senator Kinc, Just before you Jdo that, is the fraud with A or
with A’s vendee, carrying out vour illustration ¢

Mr. Pyre. Generally it is a collusive fraud, Senator,
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Senator Kixa., Ts A responsible for taking the denaturized alco-
hol and revivifying it. to use Senator Watson’s expression, or is B
the one?

Mr. Brrer. A is the one who is responsible for the unlawful acts.

Senator Krxe, Which one does it?

Mr. Brrerr. A:and, as 1 say, B is possibly a collusive violator,

Senator Kina, Is the alcohol in A's plant brought back inte a con-
dition where it can bo used for bevernge purposes?

Mr. Brrrr. Yes,

Mr. Simoxtox, It is either one or the other, Senator. 1t is either
converted by the bayv-rum manufacturer without any denaturing
and charged to I3, who is a friend or * cover-up house,” and who never
gets it, and distributed right straight to the trade as aleohol, or it is
specially denatured and diverted to the bootleg trade.

Mr. Pyir. This paragraph in the files in the ease of the Ethyl
Solvents Corporation, of Philadelphia, Pa., is a very good illustra-
tion of that. This is the report of the agents concerning the Stand-
ard Sales Co. The Ithyl Solvents Corporation has a denaturing
plant in Philadelphia. They state:

All the product of the denatured aleohol sold by the Ethyl Solvents Corpora.
tion I purchased by one concern in Philadeiphin, namely, the Standard Sales
Co,, No. 308 Victory Building. This concern maintains an office in the Vie-
tory Building, and the xole owner is one Meyer Benediet,  Upon investigation
of thix sales company Benediet refused to allow Federal Agent Willlams to
take any notes of the conversation between myself and Benedict ; he refused
to tell us where or to whom he sold the denatured aleohol; he posttively
refused to show his books or sales record, and we could get no information
whatever from him, It is our bellef beyond a reaxonable doubt that a great
amount of denatured aleohol that is sold to the Standard Sales Co. s delivered
as pure noenbeverage aleohol and further disposed of fllegally.

Tn other words, this is a concrete example of the same thing,
that the denatured. or presumably denatured alcohol, gets into the
hunds of the man who resells it. but who is not compelled to give
any records or to make any accounting, other than on his own in-
come tax. That i« the onlv possible accounting that he has to make.

Senator Kixe. Is that the special denatured. or is it so denatured
as to make it absolutely impossible to ever use it again?

Mr. Pyiee, This was presnmably denatured in this ease.

Mr. Britt, ean you discuss some of the markings on the barrels,
showing the identification of these various alcohols?

Mr. Brrrr. Yes. At the place of original production, the dis-
tillery has a number. in the collection district, and that is entered
on the barrels, Then the barrel itself has a serial number. That is
entered on the barrel. The name of the distillery is on the barrel,
and the name of the article, alcohol, or whatever it is, and the con-
tents of the cask. Thev put the original contents on. I will not
deal with that. and T do not know whether that is now required, but
it is required that complete identification marks and brands be put
upon the cask. Some af the gentlemn who deal with that in the
field can give vou the exact details of it.

Mr. Simoxrox. I ean give it to you from the records here showing
what goes on the special denatured-alcohol packages. After it
reaches the alcohol user. he ean not use thes: barrels again unless
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he scrapes off the internal-revenue markings. Then he has to put the
markings on all of his articles. ) ' o

Regulations 61, article 102, puge 8, contains this provision:

All packages containing denatured aicoliol filled at & denaturing plant st
be numbered serially, commencing with No. 1, at each plant, and must have
branded or stenciled upon the head the name of the denaturer, the reglstered
number of the plant, the district, and the Htates, contents in wine gallons and
apparent proof, and in conspicuous letters of not less than 1 inch in length
the words * Completely denatured alcohol” or * Special denatured alcohol,”
as the case wmay be. All packages containing denatured alcohol will also bave
amarked thereon the formula pumber * * *. All marks and brands on
denatured-alcohol packages must be completely obliterated when the con-

talner is emptied.

The Cuamrman. I would like to ask whether anyone here knows
whether the process of denaturation is a profitable business under-
taking { .

Mr. Burrr. I can answer that as it is reflected to me. The with-
(blm}vals for denaturation and sale of alcohol seem to be a profitable

usiness.

The Cuamrman, What I was trying to get at is, what is the dif-
ference in the value of the alcohol before denaturation and after it?
In other words, it seems that some of these concerns simply do the
business of denaturing. ‘

Mr. Brirr. Yes.

"The CirairmMaN. Ts that a profitable Lusiness practice?

Mr. Brirr. I should like to ask Mr. Conwell to deal with that. He
can answer that.

Mr. Conwrrrn. I talked with Mr. W. H. Stevenson, who is the
Philadelphia agent for the American Distilling Co., last week about
that, ang Mr. Stevenson told me generally tﬁat he knew of cases
wherein these denaturing plants had bought alcohol, denatured it.
and subsequently sold it, or claimed to have sold it, cheaper than
they had bought it for in the original instance, as pure alcohol.

The Cuamrman. That is what I am trying to get at. Are these
denaturing plants in the business in order to make a legal profit or
are they in the business for illegal purposes?

Mr. Conwern, Well, as a matter 0} opinion, my own opinion Is
that they are not in the business for legitimate purposes.

The Cuarman, In other words, in this partienlar ease the de-
naturer sold the alcohol after it had been denatured &t a lower price
than he originally paid for it?

Mr. Conwerr. That is the case that Mr. Stevenson told me of.
although he did not cite any particular instance.

Senator Kina. He could not long survive at that rate in the busi-
ness, could he?

Mr. SimonToN, Not unless he was moonshining.

Senator Watson. Not unless he could get something on the side.

Mr. Brrrr. The question is whether it was finally denatured or
whether it was stored and redistilled and drinkable liquor made of
it in that case.

Senator Kine. Whether it was denatured or made into beverage
consistency, if he sold it cheaper per gallon than the price he paud
for it, he soon would go into bankruptey.

The CuamrmaN, There might bave been collusion in that case.




INVESTIGATION OF BUREAU OF INTERNAL REVENUE 2411

Mr. Brrrr. If he parted with it in the way the Senator says, of
course it would be impossible to make any profit at all.

The Cuairman. Unless he was in collusion with the man that he
sold it to.

Mr. Brrrr, Exactly.

The Cuaikman. In other words, what I was trying to bring out
is whether these denaturing plants may not be set up as stools for
the purpose of getting the liquor for assumed legal purposes, and
that they would make no money in the process of denaturing. T have
had in mind that this denaturing process was not a process that
would invite anybody into the business to do it legitimately.

Mr. Brirr. My opinion agrees with that of Mr. Conwell, that the
great bulk of it is 1llegal and intended to be illefal. Of course, I
would not want to go so far as to say it is all illegal, but T think
there is undoubtedly a tremendously large part of it that is not legal.

Senator Kina. Do not some people who have permits to manu-
facture alcohol also have denaturing plants in connection with the
plants for the manufacturing of the alcohol and do the denaturing
themselves?

Mr, Brirr. They have.

Senator Kina. So that they may sell the grain alcohol and sell
the special denatured alcohol or the completely denatured alcohol?

Mr. Brirr. They may have a denaturation plant immediately
about their distillery, or they may have one elsewhere, separated
from it, and they sell borh the pure alcohol and the denatured
alcohol of their own denaturation, :

Senator King. Would it not be better—and I am just asking for
information—if that could consistently and legally be done, to re-
quire those engaged in the denaturing business to be manufacturers?

Mr. Brirr. I wanted to cover that, and I am glad you mentioned
it. It is & most important question,

We have endeavored to construe the statute, if we could, so as
to hold that only distillers were entitled to denaturation permits,
and we had a regulation prepared to that effect, but inquiry was
made into it as fully as could be, and we came to the conclusion that
under Title ITI of the national prohibition act others than the dis-
tillers were entitled to denaturation permits. That would he u very
great hielp to prohibition enforcement for the reason that tie aleohol
distiller 1s a business man on a very large scale with a great deal
of capital invested and of course that fact in itself should beget
caution; and the problem would be infinitely easier to handle if
the denaturation plants were by law limited to the distiller, and
limited to his distillery premises so that he could not distill in Ken-
tucky and have a denaturation plant in New York. The present
statute in my opinion can not be so construed as to deny them a
permit in that way. Is that your view of it? i

Mr. SisonToN. Yes, sir.

Mr. Pyre. You would recommend such an amendment?

Mr. Brrrr. I would, most heartily.

Mr. Pyre. In these denaturing plants, does the Commissioner of
Internal Revenue keep a storekeeper-gauger to watch the process of
denaturization ?

Mr. Brrrr. Yes, sir.



2412 INVESTIGATION OF BUREAU OF INTERNAL REVENUER

Mr. Pyre. I am going over this case out of several instances
where it is presumed that aleohol went out without being denatured,
when it was presumed to be denatured. 'That could not be done

without the collusion of the storekecper-gauger, could it¢
" Mr. Brwrr. Noj it could not be done without his collusion, unless
he was flimflammed or in some way deceived. That is not important;
but, generally spenking. it could not be done without his collusion.

Mr. SimoNToN. He might be in some other part of the building.

Mr. Brirr. Yes, sir.

Mr. Pyre. Yes.

Mr, Brirr. Some of these businesses are very large and there are
a great many employees, and they are seemingly hurrying and scur-
rying about. I am not sure but that it would be just to say that
alcohol might be diverted without the collusion or the knowledge
of the storekeeper-gauger, but generally—

Senator Warson. Are the denaturing plants connected with the
distilleries or separate from them?

Mr, Brrrr. The majority of them, I think, are scparated from
the distilleries, though I am not certain of that.

Senator Kine, Do any of you gentlemen know what is the fact
about that? .

Mr. Conwrrr. With respect to Philndelphia, there are only two
distilleries that I know of there, and 1 know, offhand, of six de-
naturing plants.

Mr. Brrrer. I will get the exact figures, if you desire them.

Senator Kin¢. How many distilleries are there in the United
States?

Mr. Conwrrr. That I could not say.

Senator Kince. How many denaturing plants are there in the
United States?

Mr. Conwerr. I am not in a position to answer that.

Senator Kixa. T think vou ought to have that information.

Senator Warson. Yes: that would be a good thing to have.

My, Brrrr. I will get that for vou.

Senator Kixa. I wish vou would put in the record the number of
gallons or barrels distilled annually, the State in which the dis-
tillation occurs, the number of gallons or barrels of special dena-
tured alcohol authorized, and the completely denatured alcohol
authorized by the department.

Mr. Brirr. I get your idea.

Senator Kine. Let us have all of those figures, so that we may see
the quantities that might be illegally used and reconverted and re-
viviged for beverage purposes.

Mr. Brirr. Muy I say that, since it seems to be the purpose to
find constructive suggestions—which, of course, is highly desirable—
I have two constructive suggestions arising from the discussion this
morning which I have given careful thought. One is the limitation
of the denaturation plants to the distilleries and to distillery prem-
ises, The other is statutory provision for the complete oversight of
the denatured alcohol until it goes to the consumer,

Mr. Pyre. To whom would you give that power of supervision, to
the Prohibition Unit or to the collector’s office?
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Mr. Brirr. As it is now evervthing, of course, is given to the
Commissioner of Internal Revenue, for he is charged with enforeing
prohibition. There is searcely anything at all in the statute about
the Prohibition Umt,

Me. Pyer. In actual practice would you say that is a purt of the
collector’s duties or of (Hle Prohibition Unit ¢

My, Brrrr. In actual practice it would be part of the duties of
the prohibition-law enforeers.

Mr. Pyrr. As an actual fact, Mr, Britt, could not a great deal of
this divided responsibility for denatuved gleohol be corvected by
legislation, under the present law, so as to make one unit entively
responsible for it?

Mr. Brrrer. “ Corrected by legislation.™ Do you mean that ex-
actly?

Mr. Pyre. 1 say, would it need legislation to get that all under
the control of one unit, or conld it be hundled by departmental reg-
ulations under the present law?

My, Britr. Well, since everything is in the hands of the Commis-
sioner of Internal Revenue for administration, of course, as a matter
of organization and distribution of functions, I see nothing to pre-
vent the Commissioner of Tnternal Revenue from organizing it
according to his own notions, with the single exception that those
functions which have been by law given to the collectors must still
be preserved and protected.

Senator King. This may not be germane, but it does occur to me
that in the various suits which have been brought the prosecutions
which have been initinted, there ave many of them for violations
of the regulations and administrative proclamations and ukases.

Mr. Brirr. No, siv: there are vepy few suits brought, and. of
course, there can be no criminal action for the violation of regula-
tions, as such, except in some very rare instances, in incidental cases,
because nobody is authorized to make regulations that would fasten
crime on one. But suits have been filed involving civil liability——

Senator Kina. T am speaking of the eriminal features.

My. Brirr. There has been one instance, that I would like to have
My, Simonton tell vou about.

Mr. Siwoxron. We had to face that probiem in the Tndependent
Drug Co. case in Cincinnati. We had regulations that forbade the
wholesale druggists from selling more than 10 per cent intoxicating
Liquors of their complete sales of pharmaceuticals, so as to make them
maintain their status as wholesale diruggists, and not hecome whole-
sale liquor dealers. The Independent Drug Co. sold a greater quan-
tity. That was a mere regulation. Then we were faced with the
question as to how we might compel observance of that regulation,
That resulted this way: The law did not provide for the violation
of the regulation as a cviminal offense.

Senator WatsoN. You say the law does provide that?

Mr. Spxroxton. The law does not provide that.

Senator Warsox. Oh, ves: I thought T must have misunderstood
that.

My, Simoxtox. But the law does provide that the violation of
the terms of the permit is a criminal offense.  We therefore charged
them with a vio&ution of their permit in not having observed the
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regulations, and Judge Peck sustained the Government, and they
were convicted criminally.

Senator Kine. You were beating the devil around the bush there.

Mr. SimonTON. That is a case where we had a conviction.

Senator Kine. Have you a right to put into the permit any pro-
visions that you desire?

Mr. SimoNTON. Yes. The statute says that we shall fix the
permits and the conditions upon which these permits shall be
allowed, and that proposition was presented to Judge Peck, as to
whether or not we could compel a man to say “I will observe the
regulations in operating this business,” and Judge Peck said he
did not think it was at all an unreasonable requirement, aiid that be-
came a part of the terms of the permit.

Senator Kine. Then a man might be guilty of violating one or
more of the hundreds, if not thousands, of regulations, to which
his attention never has been challenged { :

Mr. SimoNToN. Of course, these regulations are only regulations
.of his own business, and he undertakes, himself, to familiarize him-
self with them. In this case there was no question about the drug
company not knowing all about the regulations. They simply
ignored them. T ,

Senator Kine. I suppose there are thogsands of regulations pro-
mulgated by your department?

Mr. SrsonToN. They have recently been combined in these regu-
lations here, Regulations 61.

Senator Kina. That is a pretty big volume. How many pages
are there?

Mr. SimonTon. Two hundred and fifty-four pages.

Senator Kina, And I suppose on a great many of the pages there
are a good many regulations?

Mr. SimoNTON. A good many regulations.

Senator Kina. Stated alternatively and conjunctively.

Mr. SimonTtoN. I do not doubt that. It requires construction,
though, Senator; and I might say this, that under the requirements
of the permit he must observe the regulations or he will have his
permit forfeited.

Senator King. Yes.

Mr. SrsontoN. And daily we are handling administratively with
permittees questions of regulations under their permits.

Mr. Brirr. That is true, that under the law and regulations it
does not make any difference whether there are formal regulations
or stipulations the permits must have two requisites. They must be
reasonable, and they must be in line with the object and purpose of
the statute. They can not be just anything. Otherwise, as the
Senator has suggested, they would be unlawful, of course. It is
also an accepted principle that no administrative officer can make a
regulation that fastens a crime upon the citizen unless Congress has
said in the act that he may make a regulation and then prescribe a
penalty for the doing of the thing which is prohibited or not doing
the thing which is demanded. He can not originally or of his own
motion make a regulation that would fasten a crimie on a citizen,
however.

Senator WarsoN, That would be a most dangerous thing. Then
he wonld be all-powerful and dictatorial.
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Mr. Brirr. I want to negative that right. ]

Senator Kina, There are regulations by departments which carry
penal provisions, and which are more numerous than the penal
statutes, '

Mr. SimoxToN. That is true, Senator, and particularly you will
find a great many in the revenue statutes. For illustration, section
3451 of the revenue statutes provides—

That any person who shall simulate or offer to forge or counterfelt any
docnment required by the internal revenue laws or regulations thereunder
shall be fined and imprisoned. ,

It is made a penal offense, and 1 think the penalty is five years.

Mr. Brrrr. That would mean the counterfeiting of these per-
mits.

Mr. Simoxrtox. But you do not find that in the national prohibi-
tion act.

Mr. Brrrr. No.

The Cuamrman. Mr. Pyle, are vou through with Mr. Britt?

Mr. Pycr. 1 think so; yves.

The Cuamyax. What else do you want to put on now?

Mr, Pyie. In running through the files we find a number of these
distillery cases. We went into the Fleischmann case in some detail,
and I am going to skim over some of these others merely to give an
idea of the general procedure by which these persons operate who
are unlawfully diverting, or presumably unlawfully diverting, alco-
hol to beverage purposes.

T wonld like to run briefly over the case of the Glenwood Indus-
trial Distilling Co., of Philadelphia. The records in the department
files are very voluminous. The concern has been reported for
various irregularities at munerous times,

The date is 1922, and Agents Quigley and Connor, in Philadel-
phia, who, as you remember, are very good agents in the matter of
the check-up work and on figures, in their report say :

On investigation we find that about 30 per cont of the business doue by this
distillery is legitimate,

Alcohol was actually found leaving the plant irregularly by these
agents. The citation was heard before Mr. Aldridge, of the soli-
citor’s office of the Bureau ot Internal Revenue, mind it resulted in a
resioration of the permit. There was no revocation.

Senator Kixa. Mr. Pyle, as counsel for the committen and pre-
sumably having examined these records, do you call our attention
to them for the purpose of illustrating some laxity on the part of
those called upon to administer the law or to demonstrate the im-
perfections of the law?

Mr. Pyre. Yes, sir.

Senator Kixc, Or both; and if it be the former, ought you not
to point out to us where the laxity was so that we may have the
advantage of it in the recommendations that we make or so that
we may call upon those who are guilty of maladministration to
rectify their course and perhaps bring them before ust

Mr. Pyre. The purpose of bringing this before the committee is
to show the present difficulty—to my mind, impossibility—of han-
dling these situations under the law and regulations as they now
exist.
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The Cuamxax, Would you say that that is true with respect to
the continuance of these permittees in business after they have been
guilty of repeated violationst That is an administrative matter
purely and simply.

Mr. PyLe ' .?\e administrative powers can not go beyond the
statute.

The Cuamyan. But the statute says that where a permittee has
violated the law within the year he may not have a permit. How-
ever, as I understand you to say, these permits were not revoked
and the concern continued in business in spite of these violations.

Mv. Pyre. In a case of this sort the 35 barrels of alcohol left this
plant on April 26, 1922. There were no marks or stamps or any
wlications en the barrels of aleohol, which is a violation of the
regulations and the terms of the permit. At the hearing held he-
fore the depurtment these facts were brought out, but the permit
wes not revoked,

The Coamyan. Why?

Mr. Pvre. That I do not know. Do you have the file in that case,
Mr. Storek?

My, Storck. Yes.

The Cuammax. I think it is up to counsel to make a complete
ease and to show us why.

Mr. Pyre. The fact 1s that after hearing the case the attorney
who heard the case did not revoke the permit, the fact being brought
out that this came out in violation of the regulations.

Senator King. I would like to know whether the reason for con-
tinuing it is the fact that there was any contribution to some political
campaign fund, as it is alleged there was a $10,000 contribution made
by t‘m Fleischmann Co. to the Republican campaign.

Mr. Pyre. I might say that the matter, so far as presented. covers
those which have been accumulated over the last several months by
Mr. Storck, investigating for the committee, and if those ¢lements
entered into his judgments that is not shown in the records of the
department. ‘ A

T'he Crammax. I still think that when you present a case like
this and say the permit was not canceled you evidently have back in
your mind some criticisms as to why it was not canceled. and I do
not believe thatn the record somewhere therve is no opinion of the
attorney who heard the case as to why he did not revoke the permit
or continue the revocation in force. There is no use in submitting
these cases to us if you do not make a complete case.

Mr. Pyre. The opinion states among other things:

In the light of the proceedings which were had, Mr. Blair and [ alse am of
the opirion thut the Government failed to prove its charges against the Glen-
wood Distilling Ce., and that the company should immediately be restored to
all its rights and privileges under its permit or permits.

The fact of the matter is that the report of the agents establishes
the fact that they seized these barrels in the distillery. Another
branch of the department holds that that is not sufticient ground, that
they have not proven it, and that shows a laxity—a lack of coopera-
tion or a similer condition. We are not in shape yet to ascertain
why such a decision was made further than that.

he Cuairman. Then, the records do not show the statement that
the case was not proven?
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Mr. Pyre. Yes: that the case was not made,

The Cuamrman. [n the fuce of the fuct that they seized the liguor
Jeaving the distillery ¢

Mr. Pyre. They seized the liquor leaving the plant improperly.

Mr. Brirv. That case wa= disposed of before 1 came into the unit;
but it seems to wme that it would be proper to go into the case and
state such reasons as were alleged for the action.

Senator Kina. Well, he is giving those. He said it was not
proven.

Mr. Brrer. T mean in greater detail.

Senator Kixa, 'That is a maiter for veu to bring out in cross-
examinution, if you arve not satisfied with his intvoduction of it.

Mr. Pyre. In the opinion by Mr. Smith, addressed to the commis-
stoner, he makes this statement, which seems to be very pertinent to
this distillery question :

I ean not gqulte see why these sivoho) distifleries arve not subjected to fre-
guent fuspections, and why they ace not required to keep records which shall
show the quantity of molassey and other materials used, and the quantity pro-
duced by such materials. In my opinion, it is & reflection on the present
administration of these distilleries that they are not under stricter survell-
lance.

Senator Kina. That is by Smith, you say?

Mr. Pyre. This is by Mr. C. D. Smith, assistant to the commis-
stoner, in his memorandum.

Senator Kixa. Is he still assistant to Mr. Blair?

Mr. Pyce. I think not,

Mr. SimoxToN. Not now,

Mr. Pyre, There are memorandums in the file that indicate that
collusion was suspected, and I find this statement in a memorandum
to Mr. Blair from My, Haynes:

No charges were preferred against the storekeeper-gauger assigned at this
distillery pending the outcome of the revocation proceedings., It is hardly
possible to sustain charges against the Government officer in view of the findings
in this case, but a reassignment to some other distillery would be in the best
Interests of the service. ,

The indication is that collusion of a Government officer was
strongly suspected. and the memorandum says that he should be
transferred to another place rather than that further action be taken
against him.

Senator Kixc. I think that is very bad morals and logic. If a
man is suspected of being a crook, we ought to allow him to operate
where his crookedness can be more readily discovered or else remove
him absolutely. If he has gone to the extent of fouling one rest he
will foul another. '

Mr. PyLe. Mr. Haynes, in answer to this memorandum, says:

I agree with you that & stricter survelllance should be maintained on all
Industrial-aleohol plants, and for that reason & mimeograph, addressed to col-
Iectors of internal revenue, who are responsible under the law and regulations
for the conduct of industrinl-alcohol plants, will be prepared, ete.

Again, he says here:

These plauts are visited as frequently as possible by special representatives
of the bureau, bui, obviously, the direct control is exercised through the offlce
of the collector of Internal revenue.
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That is a point which was touched upon this morning.

There are a number of other violations that were rveported to be
unproven against this concern. TUltimately a report was made by
Attorneys Johnson and Marshall, of the Prohibition Unit,

Mr. Sionton. Mr. Pyle, if T may, I would like to « & you a
question there. You are going into another case now. It has been
suggested, Mr. Chairman, that we might ask questions, and he is
going from the first violation to the second violation, and before he
goes into the second violation T would like to ask him a question
about the first. Is that propert

The Crammmax. That is all right.

Mr. Sisonrton, T did not handle this ecase and I do not know the
details of it, but Captain Orcutt here did and he knows all about it,
However, I would like to ask Mr. Pyle this question:

You say 85 barrels were removed, and the agents saw the removal
of the 35 barrels; is thot true?

Mr, Pyer, This statement is contained in the veport:

Truck contained 38 bLarrels pure 106-proof aleohol, There were no wmurks,
tax-paid stamps, or brands of any kind other thau tnre marks.

Mr. Simonron. Have you read the record of the hearing on which
the revocation was refused ?

Mr. Pywe. I went over the record, the summary of the record.
I did not read the original report.

Mr. StmonTon. Did you note the fact that they had a witness who
appeared to testify at the trial that contradicted this testimony in
that regard ?

Mr. Pyre. There was a discrepancy, I believe, on the description
of the truck.

Mr. SimonToN. Yes; that it came from another place entirelv.

Mr. Pyiz. I did not get that point. It was not in our transcript
of the record.

Mr. SimonToN. My recollection of the fact is that that is the fact,
and that it then became a question of veracity between the witnesses
for the Government and the witnesses for the defendant, which was
decided by Mr. Aldridge contrary to the contentions of the Govern-
ment.

Mr. Pyre. In other words, the agents’ testimony was not accepted?

Mr. SimonTton. It was contradicted, and then a question of
veracity arose, and the presiding officer decided against the Gov-
ernment.

The Crammman. As I understand the report, there were two wit-
nesses for the Government and only one against the Government;
is that the fact?

Mr. Simonton, That is true, sir.

The Cuamman. And the attorney hearing the case took the state-
ment of the one witness against the two Government witnesses?

Mr. SimonTON. That is true, sir. Of course, I think there were
lots of other facts, and there were more witnesses than you speak
of. There was one other witness who had knowledge of the case—a
watchman who was in a park and who also testified to seeing it.
There were certain circumstances surrounding it also that lead the
Government, to believe that the permit should be revoked, but the
presiding officer, hearing the witnesses, and having the power, be-
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lieved the witnesses for the defendant and did not believe the wit-
nesses for the Government. I think, however, in justice to the
yresiding officer, thut fact should be brought out and should not be
*eft with the statement that the agents suw the 35 barrels going out
and did not revoke the permit. ‘

The Casamyan, Is Captain Orcutt here?

Mr. Simoxton. He is right lere,

The Crammax. Did you hear the evidence in this case. Captain
Orecutt ?

Mr. Orcurr. I rvepresented the Government, as attorney for the
Government. I did not preside.

The (iraresan. Did you wige the revoeation of this permit?

Mr. Oncver. 1 did, sir.

The Caamsran, And you are still of the opinion that it should
have been revoked?

Mr. Orcorre. T have nevar changed my mind that we proved
them guiity.  Of conrse this is not the first instance in my life where
the court disugreed with me. There was a lot of evidence, Senator,
on both sides, which created an issue of fact. I introduced all the
evidence 1 had or conld get into the record, an- the respondents
introduced considerable evidence tending to combat the evidence
which T submitted.

The Cramman. After the disposition of this case, did you have
anything to do with any more cases of violations by this concern ¢

Mr. Orcvrr. No, sir: I did not. I only handled the first one.

The Cramwan. As I understand you, Mr. Pyle, you are going
ahead with another violation of the same permit?

Mr. Pyre, Showing the fact that here was & concern charged sev-
eral times by the Government with violations, which they have
been unable to rvestrain. In fact, the concern at the present time is
operating, I believe, or was in December, 1924, still operating,
throngh the reports, and there are a great many of them, all chow
irregularities and a strong conviction on the part of every agent who
has come in contact with them in the field of irregularities.

The Cramman. None of them have been proven to the satisfac-
tion of the bureau; is that right?

Mr. Pyre. Yes; one was proved to the satisfaction of the bureau
and the permit was revoked in July, 1923, but an action was there-
upen brought by the respondent in the United Stetes courts, and
an injunction was granted against the department restraining them
from revoking the permit. fi‘he, injunction, as I understand it, still
holds, and the concern is not—-—

The Cuamrman. How is that a criticism of the bureau, then?

Mr. Prir. It is not a criticism of the bureau, but it just shows
that they can not seem to cope with this alcohol situation at the
present time. These institutions against whom they have evidence
of irregularities, and upon whom they have worked over a period
of several years, are still able to go on and they are unable to put
a stop to it.

The Cramman. Because of the court actions? :

Mr. Pyiz. Because they could not prove to the satisfaction of the
conrt, apparently. that they had a right to revoke their permit.
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Senator King. Did these cases get into the courts, or was it merely
a hearing before the commissioner?

Mr. Pyig, This was before the United States Court, and an in-
junction was issued.

Senutor Kixa. And the court held that the evidence was insuf-
ficient to justify a revocation of the permit? '

Mr. Pyie. Yes,

'l‘?he Cuairman, Apparently it did. Is that the fact, Mr. Simon-
tor.

Mr. Simonrton. That is a fact. and forever enjoined us from in-
terfering against that plant again. We have three cases pending
against them, and we have to ask the court to modify its ovder so
that we muy issue a citation. The favlt. if there is a fault at all-—
and Mr, Pyle has brought out a very good case to represent it—
lies with the power that we have in the burean. For instance, we
have ne power of sabpens. When we introduce affidavits in the
Learings, they are chullien;:ml.

Senator Kine., You huve no power to subpana ¢

Mr. Sionron. No, «ir; we have no power to subpena anvbody.

Senator King. Do you mesn to say that in a court proceeding-—-

Mr. SimoNtoN. Noj pardon me, Senator. I am speaking now of
our power to revoke permits in an administrative way. We must
entirely relv upon what the agent says. If we bring an aflidavit
into court, the attorneys challenge our right to use it, and they say
we must bring in the witness. We can not do that, because we
have no power of subpoena ; so we do the best we can with the facts
that the agents get and with what we can also put in in the form of
affidavits. When we get to court, the courts will say there is in-
sufficient evidence.

Senator Kine. Suppose there are numerous complaints against a
person who has a permit to manufacture gleohol, and he makes the
department a great deal of trouble. You have investigations and
hearings, and while there is much evidence to show violations,
suflicient to convince you to a moral certainty. but perhaps not suf-
ficient legally to prove beyond ail reasonable doubt the commission
of a crime. and he applies for a permit a second time. have you
any discretion in acting upon that second application? ‘

Mr. SimontoN. Yes; we have this discretion. The law sayvs that
the permit can not be issued to anyone who, within one vear, has
violated the law of the United States ¢r any State, relating to the
traflic in liquor. That is addressed, then. primarily, to the discretion
of the commissioner. The commissioner may, on a given state of
facts, on which reasonable minds might differ, find the man guilty.
and the court would sustain it. It is a question of discretion, where
two persons, va this state of facts, as to whether the man had vio-
lated the law, might differ. You might say no, and T might say
ves. The commissioner, in his discretion. may say ves or no. If he
says no, and has not abused his discretion, then, when the case is
reviewed, the courts will sustain it.

Senator Kixg. But the point is this: Suppose there has been a
trial or a number of trials before the court and he has been adjudged
not guilty, and yet vou feel that by reason of the trouble you huve
had with him and the numerous complaints ‘hat have been made
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against him, his escape from conviction has been through evasion
and intrigue and sharp practice, and you feel that he is not a suit-
able man to get another permit, can you use discretion or must you
give him u permit? I say, if he has been tried and acquitted?

Mr. Sooxtox, That question has never been determined. The
commissioner has to determine whether he has violated the law ov
determine whether he has not violated the law. [f the commissioner
says thut he has, of course that must be his finding. If he so found,
then it would go back to the court again to be reviewed in that same
court: so naturally, after an acquittal in a criminal trial, the com-
missioner’s power to see that a man is refused a permit is practically
gone.

The Cuaman. Mr. Simonton, can you say how many cases vou
have had, roughly, where the court has enjoined him from proceed-
ing, as in this instance?

Mv. Simoxton. No, sir: 1 can not give you the number; but, if yon

dease, T would like to tell you about one case in which we were en-
joined five times. They are still operating under an injunction.

That is the case of the Hermann Chemical Co.

On July 3, 1923, the Hermann Chemical Co. shipped to Boston,
Mass.. labeled “completely denatured alcohol,” some 150 barrels of
special denatured alcohol. which was then apprehended in the hands
of bootleggers in Boston and traced right (ﬁrectly back to the Her-
mann Chemical Co.

On the facts we had a complete case. Later on the mer comprising
the company were arrested and certain papers were taken from their
possession,

In the southern district of New York an injunction issued de-
priving us of the right to use the evidence that we had to offer.

Then we started to revoke their permit, and they came down to
Washington and had an injunction issued against us, telling us to
have a citation issued and a hearing held in the eastern district of
New York to see whether we could revoke the permit.

That injunction issued against us. Then we went up in the east-
ern district of New York and issued a citation. The case proceeded
for half a day. when the attorney took from his pocket an injunction
lflmrr! the eastern district to prevent us from going ahead with the

earing,

We had that injunction knocked out and we procecded with the
hearing.

The presiding officers, who were Captain Orcutt and Mr. Little,
revoked the permit, and they came down here into the courts in
the District and they got an injunction. not challenging the suf-
ficiency of the facts but challenging the charges in the citation,
and the court after considering the matter for & couple of months
rendered a decision and held that the citation was not sufficiently
informing, although it told them in exact barrels and where they
went and who got it. We had to cite them again, the injunction
rﬁmaining pendente lite until we issued a proper citation against
them.

We issued another citation and liad another hearing and tried out
the facts. Then when we desired to revoke the permit we had to
go into court down here in the District and ask that the injunction
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pendente lite be discharged and that we be permitted to revoke the
ermit.
P They challenged our action again, not on the ground that the
facts were not sufficient—or, at least, they did challenge it on that
- ground, and the court would not pass upon it—but the court did
pass upon the sufficiency of the citation. The court then rendered
the opinion that our citation was sufficient and that our action was
roper, but in language that I have never seen in the decisions
fore—nd I do not mean to say this in criticism of the court—it
invited an appeal. That appeal was taken and, as I understand it,
the appeal was allowed in supersedeas. In other words, the permit
was to stay alive until the court of appeals passed upon it.

Mr. Brrrr. Mr. Wilson manages these suits in court, Mr, Chair-
man, and he will be able to tell you about them.

The Cizamramaxn. Let Mr. Simonton finish his statement, as I will
have to go very shortly.

Mr. Simonrow, That s all T have to sayv on that.  Theve may
be some corvections by Mr. Wilson.  The permit is now still alive,
Mr. Pyle, so far as T know,

Mr., Wiwson. I just want to say-———

The Crammax. I think I will have to go new. We will continue
the hearing at 10.30 o’clock to-morrow morning.

(Whereupon, at 12.05 o’clock p. m.. the committee adjourned until
to-morrow, Saturday, January 17, 1927, at 10.30 o’clock a. m.)
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SATURDAY, JANUARY 17, 1925

UNrtep STATES SENATE,
Serecr CoMMITIEE TO INVESTIGATE THE
Bureav or INrteeNan REVENUE,
Washington, 1. .

The committee met, at 1030 o'clock a. m., pursuant to adjourn-
ment of vesterday.

Present : Senntors Conzens {presiding) and King.

Present also: John S, Pyle, Esiq., 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 In-
ternal Revenue: Jumes J. Britt, Esq., counsel; V. Simonton, Ysq.,
attorney: H. W, Orcutt, division of interpretation; and Andrew
Wilson, Esq.. special attorney for the United States.

The CrtairMaN, You may go ahead, Mr. Pyle.

Mr. PyLe. There ave several matters that came up from time to
time in the last two weeks which have not been (:()mﬂ)letely disposed
of. I propose this morning, with the approval of the chairman, to
touch upon them for the purpose of completing the record, so far
as we can,

A few days ago the matter came up of the organization and
operation of the offices of the various State directors, at which time
Mr. Jones was not available and the matter went over. However,
as I believe this is to be the last meeting of the committee for some
days, touching upon this particular subject, those matters had
better be cleaned up.

The evidence heretofore produced for the committee is that the
administration of the prohibition law is handled by two general
forces—the men of the general agents’ forces and the Federzl agents’
forces.

As Mr. Kennedy explained, the general agents’ work under the
chief of the general agents, through the divisional chiefs of the 18
divisions of the United States. The Federal agents’ forces operate
under the directors, each State being assigned a definite number.
Do you have those numbers, Mr. Britt?

Mr. Brrrr. T have that in the form of an exhibit, Mr. Pyle. You
are talking about general agents? '

Mr. Pyre. The !i;‘edoral agents.

Mr. Brrrr. Yes: I have that.

Mr. Pyre. The directors’ offices were organized under the author-
ity of the prohibition act, but not by specification, and on August 1,
1921, Commissioner Haynes issued a regulation ountlining the or-
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nization of the oflice of the Federal prohibition director and out-

ming the duties of the various sections,

The Federal director in this regulation, which was issued in the
form of a pamphlet, is charged with the administration of both
the enforcement and the permissive features of the national pro-
hibition act within the State over which he has jurisdiction. This
embraces the supervision and direction of the clerical force and of
the field force, the latter consisting of officers designated as pro-
hibition agents,

Then the regulation goes on and says:

The director * * * wiil be rQSi)otxulble for the proper enforcement of lnw
and regulations and for the efficiency of his subordinates,

Further on it says:

Before actiung upon an applcation for a basle permit under regulntions No,
60 it s the divector’'s duty to make such investigation as the nature of the
permit applied for warrants, and hls action on the applieation should be gov-
erned by the facty and clreumstances diselosed by the inspection,

It suys further:

The director also is charged with the duty of investigating alleged viola-
tions of the national prolibition act and laws velatlog thereto and with
making such arrests and selzures as are warranted in cases of violations dis-
covered, Complaints of alleged violatlions recelved by him should be thoroughly

investigoted.

It provides further for the office of assistant director. It provides
for the field division in the office for an agent in charge of field
work, an investigation and inspection section, which will act upon

rmits, investigate the applicant and the condition of his business.

It provides for group heads having charge of a number of Federal
agents in variovs portions of the district, de})ending upon popula-
tion, arranging che agents, in other words, with responsible superiors
in convenient localities.

It then goes into the agent's forces.

It also provides for a legal division, consisting of a legal adviser,
a revocation section, a legal reports section, reporting violations of
the law.

1t also provides for an executive clerk and for heads of various
sections, including the application and permit section, the with-
drawal section, which latter section handles the permits to purchase
which have been discussed here, in the matter of forgeries, a mails
and files section, public information section, reports and statistics
section, and & personnel and disbursing section.

Now, a complete organization was established by this regunlation
of directors’ offices for administering, as will be seen, both the crimi-
nal and the permit features of the prohibition act.

At a later date the general agent's force was created, originally
designed, as was brought out by Mr. Kennedy, as a force of experts,
more experienced men in handling certain of the more technical
features of the law, the original idea being to assist the directors’
forces in handling features whick their taen would probably not
have the training to handle.

Regulations 60, which cover the duties of a director in all permit
matters, was issued as of May, 1924, coming out shortly hefore that,
which defined the duties of directors as to permits.
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The enforcement features of the law in most States are handled
by the directors, with a check of these general agents, who are sta-
tioned around where they can see what is going on in these offices,
and can go further and attend to matters in their own way with-
out consulting the director, but in most Stutes the director has his
agents.

Have you the number of those, Mr, Britt$

Mr. Burrr. I think the number of the general agents is already in
the record.

Mr. Pyre. The general agents, but not tho Federal agents,

Mr. Britr. We have that here, Mr. Pyle.

Mr. Pyre. In two States the enforcement agents have been taken
entirely away from the divectors.

In the State of New York both inspection and enforcement work
have been taken from the director.

In the State of Pennsylvanin the same thing was true until last
sumier, at which time the State director was given baek certain
agents for the purpose of inspeeting permits.,

In connection with this pernut feature, regulations 60 provide
thut:

Basle permits may be granted only by the prohibition commissioner, except
the following, which may be granted by directers, as hereinafter provided :

1. Permits to physicians to prescribe or nse or to prescribe and use intoxi-
cating lquor,

2. Permits to dentists and veterluarians to nse alcohol.

3. Permits to transport, as provided in Article XV,

Those are the only three classes of permits which, at the present
time, can be granted by u State director. However, all of the per-
mit matters within a Stute must pass through the hands of a director.

The applicant, regardless of the class of permit. must file his appli-
cation in triplicate, each copy being signed ard sworn to, setting
forth the information called for and any further information which
he may desire to furnish. This is filed in triplicate with the director
of the State.

The Camsax. I understood that it was first filed with the inter-
nal revenue collector.

Mr. Pyre. No; not in the case of an ordinary permit for intoxi-
cating liquors. That was the permit for special denatured alcohol,
which was filed with the collector.

The director is then charged with the duty of having his agents,
if he has agents, investigate this application.

After that investigation, which may take soine time, as it is general
field work and involves some travel, the report of the agents is made
to the director, and he thereupon indicates upon the application the
three copies, his approval or disapproval of the permit, and states his
grounds therefor, in case it is a (}isappmml.

The papers are then forwarded to the prohibition commissioner,
who thereupon either issues the permit or disapproves and then
sends the papers back to the director.

It 1s then the director's duty to make proper filing notations in his
records, and he issues the permit, if approved,; or sends notice of dis-
approval to the applicant.

92910—25~-p1 14-m
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The Chairman. Those are the basic permits that you are talking
about now ¢

Mr. Pyre. Basic permits. The director is, therefore, required to
handle this matter twice in his office, going through, and it must be
handled in the commissioner’s office,

The commissioner, ns was brought out the other day, sometimes
has information through the ‘:enerul agents” force of other matters
pertaining to the applicant, which is given us one of the reasons for
such matters being handled in his office.  If he has such information
on any applicant in any State that information should be furnished
to the director for that State. If he is investigating he is entitled to
all the knowledge in the possession of the department.

But the matter of the clevical work in this connection, 1 believe,
is greater than is necessary. The commissioner, n=< has been brought
out here, issues something like 130,000 permits in & year, mostly
issued from the Washington oflice. There ave also w great many
which are disupproved, all of which require vork, more work, pos-
sibly, than those which ave approved. 'll‘h(s result s that the actual
action on these permits i» not handled by the connnissioner, bat
must be handled in a clerical manner, the routine clevical manner.

This raises the question of the advisability of centralizing or de-
centralizing the bureau, as has ah’oudly been discussed, in the matter
of the enforcement of the criminal law at the time Mr. Kennedy
was present.  However, it has not been gone into in the matter of
permits,

In the case of a druggist in a State, the most of them are more or
less of a routine matter.

The Cramryan. You are speaking of retail druggists now?

Mr. Pyie. Retail druggists. It is obvious that the more quickly
and more easily that can be handled the greater the efficiency of the
dex)m'tnwnt

There is another feature in connection with that, and that is that
these druggists, most of whom are, or presumably are, reputable
business men, ave operating under and by virtue of Federal law.
They are entitled to the promptest possible action on their appli-
cations, whatever they may be. It may be an original basic applica-
tion, but their business may develop to such an extent that they may
need an enlargement of their permit, and they should be able to get
a pernit and quick action on those matters.

here has been a great deal of complaint in the States of Penn-
sylvania and Illinois, to my knowledge, of delay, though I may state
that I do not know the condition in Illinois at the present time.
However, & year and a half ago there was great complaint in the
State of Illinois about delay, in that the matters were being for-
warded to Washington and back again. The delay to the applicants
was so great that they were making a most vigorous protest.

At a recent meeting of the Retail Druggists’ Association, in their
national convention, resolutions were adopted condemning the treat-
ment they were getting from the department, in which the delay
was more or less emphasized. T get that from pewspaper reports of
the resolutions which were passed, and which I noted at the time.

If these men are entitled to action on behalf of the Government,
they are entitled to prompt action, and I believe that if there is
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any way in which the Prohibition Department can facilitate that
without sacrificing the ultimate ends of the department in the en-
forcement of the law and in its administration, it should be accom-
plished.

I do not think the Prohibition Commissioner should have any
knowledge of a permittee which the directors should not ov would
not have, and if there is any secret information in the files of the
commissicner it should be furnished to the divector: but I can not
see any reason why the basic permits can not be handled in the
directors oflices, giving close contact and connection between the
applicant, the permittee, and the department.

Now, a great many druggists have come to Washington and do
come to Wushington in connection with matters involving their per-
mits from time to time. That entails expense. That is a matter
that needs straightening out and adjusting.  They should not have to
take & longer trip than is necessary. It does not concern a Maryland
draggist very much to take a trip to Washington, but it would he
a serious matter for one in Chicago oy Minnesota or farther west,

Now, there is another feature.  In cuse a permit s disapproved
the action is reviewable, according to the national prohibition act,
in a court of equity, United Stutes court. There are decisions which
have held that that action must be brought in the District of Colum-
bia, where service is had upon the commissioner. As a matter of
actual practice, I understand the commissioner will often accept
service n the jurisdiction where the party resides.

Is not that true, Mr. Britt?

Mzr. Brrrr, He does so invariably, unless there appears some reason
on behalf of the public why he should net.

Mr. Pyre. What would be such a reason, Mr. Britt?

Mr. Brrrr. There might exist a condition in regard to which the
commissioner might be of opinion that he should protect the public
and have the party brought to the place of jurisdiction, and that
their rights should not be waived.

Mr. Pyre. But under the law it can be done, however?

Mr. Brrrr. Yes, siv. 1 am reminded by Mr. Wilson, who has
charge of these matters, that it has been decided a number of times
here legally that it may be remitted back to the jurisdiction where
the matter arose.

Mr. WiLson. As to taking jurisdiction here, Chief Justice McCoy
has held not only that the act contemplates that constitutional pro-
vision but it is, in effect, applicable to these cases where the review
must be had within the jurisdiction, or within 50 miles of it. Judge
Hoehling has said that in this Hermsann case.

M. Pyre. I understand there were a few cases in which it had
been held, cases brought in the District, where they actually oc-
curred——

Mr. Buerrr. Just a moment, Mr. Pyle. As to the administration
of Government lawsiits, it is held, of course, that the venue of the
proceedings is here in the District of Columbia, where the heads of
the departments reside; so that this is the general localization for
such actions. But in these cases, for various reasons, the business is
transacted by a branch of the department of the Government through
a divectorate in the State, and therein, as I understand it, lies the
“basis of reason for the decision which Mr. Wilson has quoted. T will
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say in this connection, in behalf of the Prohibition Unit, that the
disposition is, in all instances, either by waiver or otherwise to
allow the case to take its course where it will be least inconvenient
and of least expense to those who desire to try out their rights in the
courts.

Mr. Pyir. However, in case the commissioner so «esired, he could
probably force them to come to the District of Colubia, when the
power is in him to grant or refuse.

Mr. Burrr. Conceding that the court should construe that to be the
rule, in that case that would be the situation.

Mr, Pyre. What I am trying to get at is this, that in case the com-
missioner shonld dexire to make it difficult for an applicant whose
application he had disapproved he could do so, and I believe M.
Britt will bear me out in the statement that certain applicants who
are under grave suspicion have obstacles thrown in - thetr way to pre-
vent, theiv getting a permit when it is believed that they will violate
the law afterwards.

Mr. Brerr. I will say that the vesolve is strongly against them, bat
T will not say that obstacles are thrown in their way.

Mr. Pyre. In the matter of these perinits, if they were left to the
discretion of the prohibition directors in the various States, it would
be obviously impossible to compel any applicant to go outside his
State to have judicial review of a disapproval of a permit.

Now, in the matter o. Stete directors, there liave been a compara-
tivelv few unfortunate examples of breach of trust by directors of
the States. There have been several indictments and there have been
several removals for cause: but as a rule the department can and
does get very good men for those positions, men who are competent
to pass upon these matters and men who feel their responsibilities
rather keenly and strongly in that regard. T can not see any good
reason, assuming that the department gets good directors and re-
tains only good ones—and the department can remove those men
from those positions if they are not satisfied with them—why this
matter can not be more successfully handled in the director’s office
than it can in the Washington office.

1 have never worked in the Washington office, but I have been
besieged by people having business in connection with permits with
the department who objected to the delay and the inconvenience and
lack of satisfaction in their efforts to get information as to the status
of their cases. They report that when they come to Washington they
think they have gotten to the right man and they take the matter
up, and in a few weeks they find they were not to the right man, that
somebody higher up has taken a hand in the proceedings, and the
result is delay. They have come into the office in Pittsburgh—and
when I was in Chicago the same thing occurred—complaining of the
delay and their inability to get to the man with whom the business
uitimately must be transacted and talk it over with him.

Mr. Brirr. Mr. Pyle, are you prepared to be specific about those
cases?

Mr. Pyie. T am not. They are simply applicants. particularly
druggists, who have come in from time to time complaining. i

Mr. Brrrr. I merely want to say that while I in no wise dispute

what you now say, I am satisfied that they have come to vou in just

that way. and yet. Mr. Chairman. I think I am prepared to suyv that
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if the individual cases were presented there wowld be a record and
sufficient reason why there was a delay.

Mr. Pyee. Well, that does not get around my point, Mr. Britt——-

Mr. Brirr. Not at all. I merelv wanted to stress that point.

Mr. Pyre. That by having a divector handle these matters would
proll)(ubly save one step. and it would save u duplication of clerical
work.

It comes down to a point of centralization of power. 1 am con-
vinced that the department can get very competent directors who
possibly would be Eetter qualified than the f)ersons who ultimately,
in rather a clerical capacity, would pass on the permit in the depart-
ment. The directors are furnished with the machinery for han-
dling this work, and I can not, from my study of conditions in the
field and of the regulations, perceive of a valid reason for not
allowing the directors to handle this work. The department has
control over the directors; they can select good men and remove
them if thev prove inefficient or incompetent. I believe the people
in the States are entitled to direct contact with the man who supor-
vises the work in that State.  In the work in the director’s office ho
does have the routine work of issuing permits to purchase, and that
is what I call routine work.

It has been determined by the commissioner how much liquor &
man may withdraw, That is the real discretionary matter. The issu-
ance of a withdrawal permit or a permit to purchase by a director
is merely checking the man to see how much this man has already
withdrawn against his permit and O. K’ing his application if it
does not exceed that. TIw,t is more or less routine matter and gives
the director no power——

The CramrmaN. Can anyone here tell me how many employees
in the unit there are who are engaged in passing upon these 130,000
permits ¢

Mr. Brirr. Mr. Chairman, I have here full exhibits of both the
office organization and the field organization, including the item
which you refer to now, which I have had prepared in response to
counsel’s request. I will give that later in my testimony, if that is
desired.

The Cuairman. I would like to put that in the record at this
time, showing just how many men are engaged in that.

Mr. Brirr. 1 will get that for you right here.

The CuairmaN. Yes; because we are dealing with that subject
now, and I think it would be proper to have that in sequence in the
record.

Mr. Brirr. Yes. _

Mr. SimoxrtoN. Mr. Chairman, may I make a suggestion here?

The Crairyax. Wait until he finds that.

Mr. SimoNTon. While he is looking that up I would like to sug-
gest this, with your permission.

The CHairyan. Yes.

Mr. Stmonron. Of course, there are many reasons why compromises
shonld be handled in the field, and they could be analyzed and
brought down to an exact basis, but one that occurs to me right now
is this: Let us assume that the Fleischmann Co. permits were
issued by the seven directors, we will say, and then the seven
directors would each have to inform each other of the operations

| ‘ I q
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of the same company in their jurisdictions. In other words, the
New York director wonld write to the Bridgeport director, the
Bridgeport director would write to the New York director, and the
New York director would write to the Philadelphia dirvector, cover-
ing everything that might happen in that jurisdiction which would
prevent a violation of the law in the other jurisdiction; whereas,
when all of these reports come to Washington they go to one head.

The Cuamrman. Oh, yes; T understand tfmt, but that is just one of
the kind of instances that are given for the continuance of a }mlicy
which builds up the biggest possible bureau in Washington. In the
case of every organization that I have come in contact with they
pick out the exceptions and emphasize them as the reasons—-—

Mr. Sistonron, If you will permit me——-—-

The CHATRMAN (('oontimxing). For continuing the most inefficient
system in the world.

Mr. Simonton. I began with that to illustrate it. That is true
with regard to every distillery, with regard to every whisky distil-
lery, and with regard to every industrial alcohol distillery in the
country.

The CaatrMan. You mean they all have branches?

Mr, Simoxron. No, sir. Every distillery in the country is dealing
with permittees in several jurisdictions. Tf they violate the law
down in Kentucky or Illinois——-

The Cuairman. Let us see, for a minute. If u distillery only has
one office in one location, how can it be dealing with permittees in
severaul jurisdictions?

Mr. SimonToN. Beecause the permittees withdraw from all of these
distilleries,

The Cuareman. Yes; but is there not an accumulation of all of
those records in the Washington office #

Mr. SoyoxroN, Tam A in Illinois. Mr. Pyle is B, in Kentucky.
I enter into a collusive srrangement with Mr. Pyle in Kentu ky by
which T can bootler in Ilinois. Mr. Pyle’s permit comes up in
Kentucky, The Illinois director has that information. He may
bootleg with a man in Nevada or New York. All of that informa-
tion has to come to the director under this suggested system, who
would issue Mr. Pyle’s permit. He may get it from a dozen different
States where the distiller hus been in eollusion with the permittee
in a particular transaction. That runs thronghout the whole zamut
of distillery work. The general ugents develop that. Their field is
not raally within one State; their %eld may cover three States. The
generul agent’s force receives reports from these agents in the various
jurisdictions. Tnterstate shipments or intercontinental shipments
are made, and all of that information comes to Washington.

Phe Cuammax, T can not see why, if a director is competent to
mgke the investigation in the first place, he can not develop the
evidence on the application for the permit.

Mr., Pyre, In that case, I believe the sume result would be ob-
tained if the Prohibition Unit kept the various directors informed
of all transactions by permittees of persons within their State.

Mr. Brivr. I wili now answer the chaivman’s question a5 to the
number of persons in the Prohibition Unit employed in work in
connection with the issuance of permits.
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In the permit division of the Prohibition Unit in Washington
there is a total of 102 officers, clerks, typists, stenographers, and
other officers and employees, engaged in work connected with the
issuance, recording, considering applications, and other matters in
relation to permits.

Mr. Pyir. That does not include everyone. You have in your
section a number of men who rveally work most of the time on per-
mits, have you not?

Mr. Britr. I have no one in my office that works with permits in
the original stage. They ave mainly employed with the questions
that grow out of permits, but they are reflected back for another
purpose und in another way. They do not have reference to the
issnance of the permit, other than to make a report upon some
alleged violation that is being considered in the office of counsel, at
the request of the permit division, for its information, as to whether
the permit should or should not be issned. That is, it relates to the
qualifications of the permittee in the matter of some charge of some
sort, but not in work upen or issning the permit in response to the
application.

r. Pyie. ,What percentage would you say, of the work of your
nﬂic&;,, is devoted to permit work and what percentage te criminal
law

The Ciamrman. T do not think that is important, Mr. Pyle. I
realize the necessity of having some agency for reviewing these
things.

Mr. Britr. My exhibit would throw a great deal of light on that,
Mr. Pyle.

Mr. Pyie. In two States that T have mentioned. the directors have
heen shorn of their law-enforcement power. In the State of New
York. as was formerly the case in Pennsylvania, the director has ab-
solutely no power: he can not ¢ven make an investigation of the per-
mit that he 15 called upon to approve. 1 believe he handies (he with-
drawal permits.  Is not that the case, Mr, Britt?

Mr. Brrrr. In the State of Pennsylvania?

Mr. Pyre. In New York?

Mr. Binrr. In the State of New York, the director has not force
st his command other than his immediate force for the conduct of
the office business.

Mr. Pyre. He bandles withdrawal permits?

Mr. Brrer. Yes, sir.

Mr. Pyre. But not basic permits?

Mr. Brrrr. No.

Mr. Pyre. The inspection is all done by the general agents’ force
under Mr. Yellowley?

Mr. Brrrr., That is true, as I understand it.

Mr. Pyre. And the director has no discretionary powers, then, in
any way, in that State?

Mr. Brerr. No: T would not say that. You mean he has no dis-
cretionary power in the inquiry!?

Mr. Pyre. Yes.

Mr. Brrrr. He has no power in the inquiry: but. of course, he has
the discretionary power, as he would have in any condition when the
matters are reported to him, when he conries to act for his directorate.
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Mr. Prre. But he has to take some one else’s stntement.

Mr. Brivr. He gets his information through the general agents,

My, Pyre, Through the general agents.

My, Brirr. As to the facts indicated.

Mr. Pyrx, In the State of Pennsylvania. the divector has been
given investigation and inspection power, maininining two offices
for that purpose. As I understand it, and as it has been proposed by
Mr. Haynes and sugpested at the meeting on December 31, it was
ultimately proposed to use that system over the United States, plac-
ing ull the enforcement in the hands of general agents, nnd giving
the directors the power of inspection and the right of approval or
disapproval of permits, and the handling of withidvawals. That is
the way I understood the statement that he made.

Now, I might state that this systemt in Pennsylvania—and inci-
dentally, some figures were to be furnished which would show it
more successfully—as I understand this system in Pennsylvania, i1t
is giving considerable dissatisfuction to the people of that State. [
do not know that I can give concrete facts without enlling people in,
and that would make a 