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SALE OF FOREIGN BONDS OR SECURITIES IN THE
UNITED STATES

WEDNESDAY, JANUARY 27, 1932

UnNitep Stares SENATE,
Coyyirtee oN FINaANCE,
Washington, D. C.

The committee met at 10 o'clock a. m., pursuant to call of the
chairman, in the committee hearing room in the Senate Office
Building.

Present: Senators Smoot (chairman), Metcalf, Harrison, King,
George, Connally, and Gore.

Present also: Senator Johnson.

The Cuairyax. The committee will come to order.

I have a letter from the Secretary of State, dated January 20, 1932,
reading as follows:

My DeAR SENATOR SMo0r: T have received the request of the Senate Finance
Committee for a telegram of June 19, 1931, Mr, White's testimony stated cor-
rectly the substance of th s telegram as to e Barceo convessjon,

The telegram is available for exam:nation in executive sesston to your com-
mittee if they desire to cheek the accuracy of Mr. White's testimony. 1t would
not be in the interest of the United States in it< fore:gn relations to publish the
telegram itself.

Sincerely yours,
HENRY L. STIMSON.

The Crateaan. Another letter from the Secretary of State, dated
January 20, 1932
The Hon. REED SMO00T,

Chairman Senate Commnittee on Finance,
United States Senate,

My DEeAr RENaror Syoot: In compliancee with o request embodied in a note,
dated January 15, 1932, from the Hait.an minister to the United States, 1
inclose for the Senate Committee on Finanee a copy of the above-mentioned
naote with a translation,

Sincerely yours,
HExny L. Srissos,

The inclosure is a copy of the translation of the note from the
Haitian minister, dated January 15, 1932, and I ask that that be
incorporated in the record at this point. Unless you desire it read.
Senator Johnson. If you do, I will read it.

Senator Jonxsox. I will read it subsequently. 1 have not read it
as yet, but I will read it subsequently.

(The translation of the letter from the Haitian minister ix as
follows:)

LEGATION oF TIIE REPURLIO OF IlAITI,
Washington, Janwary 15, 1932,
Mr. SECRETARY: In the course of the inquiry which is being conducted by
the Finance Committee of the United States Senate, a statement of extreme

1929
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gravity was made by the representative of an important New York buanking
house. It consisted in the affirmation that commissions are generally paid to
the goveruments of Latin America which contract louns in the United States
of America. According to this statement, the exorbitant profits allowed to the
syndicates which make these loans thus serve to cover, in part, these illicit
commissions, .

It is not too much to say that such a declaration is an attack on the honor
osr all the American Governments that have contracted loans in the United

tates.

It is in particular an attack on the Republic of Haiti.

Your excellency will realize that my Government, of course, believes that
it is to its most imperative interest, for the safeguarding of its dignity and
its moral credit at home as well as abroud, that the most complete light be
thrown upon the conditions under which the Haitian loan of 1922 was con-
tracted in the United States, upon the profits which were made on this occasion
by the National City Bank of New York which handled the matter (and)
upon the commissions which muy have been paid to the persons who purticipated
in the negotiation of this loan,

Commenting upon the statement made before the Finance Committee of the
Senate by Mr. Mitchell, president of the National City of New York, an
American newspaper, the New York Telegram, stated:

“ Haiti gave the National City its largest spread, 14.71 per cent on a §1,743,.
000 loan, on which the syndicate profits were $276,305.30."

My Government. which is composed of men who can not allow their integrity
and honesty to be called in qeustion, earnestly dexires that the inquiry of the
Senate of the United States should establish very definitely (1) the amount
of profits made by the Nuational City Bank on the issue of Haitian bonds in
1922 of a nominal value of $23,660,000, the commissions, whether illicit or
not, which may have been paid to those who participated in the negotiation,
the names of these persons: (2) the causes of the depreciation of these bonds
on the United States market, although interest and amortization payments
have been made on them regularly in advance. .

I am certain that your excellency will apprepriate the legitimacy of the step
I am taking, and that you will be good enough to transmit this letter to the
Hon. Senator Reed Smoot, as you did that of the Ambassador of Chile.

Please accept, Mr. Secretary, etc, ete, ¢

DanTESs BELLBGARDE.

The CuairmaN. Another letter from the Secretary of State dated
January 21, 1932:

My Diar SeNaTor Syoor: T inclose herewith a copy of a note addressed to
me on the 20th instant by the ambassador of Peru, which he has requested
that I transmit to you.

Sincerely yours,
HeNRY L. STIMSON.

It is just a short note, o I will read it so it will go into the record
at this time.
Senator Jounsox. Yes, please.
The Cuamman. This is the letter from the ambassade.: of Peru
to the Secretary of State:
JANUARY 20, 1932,

Your ExcerLiency: My Government has followed closely the proceedings of
the investigation undertaken by the Senate Finance Commlittee with regard
to South America loans placed in the United States.

Acting under special instructions, I now have the honor to request that
vour excellency be 80 good as te convey to the investigating committee my Gov-
ernment’s earnest hope that the inquiry into all the transactions connected
with the issuances of Peruvian loans in the United States during the latter
years be as thorough as possible, so that the responsibility of all those who
participated in the said transactions affecting Peru’s vital interests may be
closely defined.

May I venture to renew my former verbal request to the effect that an au-
thenticated copy of the evidence taken by the Senate Finance Committee in re-
gard to Peruvian loans placed in the United States be furnished to the em-
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bassy, if availuble, at the earliest date convenient for transmission to my
Government,
Thanking your excellency in advance, I have the honor to renew the assur-
ances of my highest consideratton,
’ M. e FReYRE Y S,

His Excellency Hexry L. STIMSON,
Secretary of State, Department of State, Washington, D. C,

The Cramryan. There are some further letters that I wish placed
in the record at this point, and I will hand them to the reporter.
¢ l(lThe I)etters referred to are here printed in the record in full, as
ollows:

MiaM1 BeacH, Fra,, January 25, 1932,
Hon. REED SMO0T,
Chairman Benate Finance Committee,
United States Senate, Washington, D. C.

SIe: I beg to suggest that the investigation into Cuban loans be extended to
include the $50,000,000 forced upon Cuba by J. P. Morgan & Co. during the
Zayas administration, immediately prior to the present Machado régime.

The above loan marked the commencement of unscrupulous banking deals
with Latin-America, angd it is significant that Ambassador Crowder played an
important part in the negotlations.

Not only could Cuba have gotten along without this loan but an interest of
6 per cent was charged for the money, while Cuba was paid for such part of
the loan which was idle in the vault of Morgan & Co. a paltry 115 per cent.

A great part of this money is still unpaid, and the depreciation affecting all
Latin-American bonds has lowered their price so that a large loss is entailed
to the investing American public,

Should you decide to extend your investigation to this prior loan, I am willing
to furnish you all particulars connected with the transaction,

Respectfully yours,
ALFRED BETANCOURT.

i ———

CuBAN PATRIOTIC LEAGUE,
Washington, D. C., January 25, 1982,
Hon. REED SMo0T,
Chatirman Senate Finanoe Committee,
United States Senate, Washington, D. O.

Sm: Remarking that officials of the Chase Securities Corporation have been
summoned to appear before your committee on Wednesday next, for investiga-
tion of Cuban loans floated in this country, we beg to submit the following
information:

. 9’21‘8!1e Chase Bank has loaned to Cuba $10,000,000 in 1927, and $50,000,000 in

0{K the above, two $10,000,000 installments were floated in the New York
market.

The balance of $40,000,000 was floated also, but as part of & bond issue of
$80,000,000 made by the Cuban Government in 1930. Of this latter issue, as
already stated, the Chase Bank floaied $40,000,000 in the New York market
gnd logned the Cuban Government $20,000,000 on the remaining $40,000,000 in

onds.

The Chase Bunk has consequently loaned the Machado government $60,000,
000 floated to investors in the United States and $20,000,000 which is still due
the Chase Bank, guaranteed with a collateral of $40,000,000 in bonds.

This loan has been extended repeatedly, inasmuch as the Cubau Government
has heen unable to meet it. I'at commissions and exorbitant interest is
charged at each renewal.

The above bonds, issued at 98, are now currently quoted at 38. The inter-
est and commissions on all of these loans will bear plenty of investigation.

With the exception of the first $10,000,000, the balance of the Chase loans
were made with Machado's son-in-lnw as manager of the Chase Habana branch,

Machado’s sop-in-law was paid a $500,000 commission by presidential decree
when the $50,000,000 loan wus made, It is not known where the money went
to. It is a replica of the episode of Dictator Leguia's son of Peru,



1932 SALE OF FOREIGN BONDS OR SECURITIES

The perquisites in the later deals are unknown, By that time the dictator-
ghip and press censorship was complete,

Ambassador Harry F. Guggenheim, aided by Grosvenor Jones, of the Wash.
ington Department of Commerce, subsequently worked on a $300,000,000 re-
funding project for Cuba for some time. Complete details are given in a
pamphlet issued by the Cuban Intformation Bureau under the title “Ambassa-
dor Guggenheim and the Cuban revolt " which has been sent to you ere this,

Cuba’s indebtedness, when Machado went into oftice six years ago, was but
$07,000,000, It is now over $270,000,000.

We attach a circular issued by the secretary of this organization which was
sent to all Members of Congress, the President of the United States and his
Cabinet, us well as to all bunks, banking firms, and brokers in 1930, prior to
the $80,000,000 loun floated in accord wjth the Chase Bank.

The loans made by this bank were issued with perfect knowledge of the
following facts:

1, That the Machado Government was illegal and despotic; that these loans
\\}',ere to be paid by the people of Cuba, who had had no say in the issuuance
thereof.

2, That there was a large deficit in the Cuban budgets, which started back
in 1926. Machado was and is sustaining an immense army and bureaucracy
to hold power and his budget outlay was and is niore than Cuba can bear.
Taxes are unbearable. The louns allowed him to remain in oflice by covering
his budget deficits and the Chase DBank was thus merely handing out money
which the Cuban people would have to pay and which was being utilized for
their detriment and the suppression of their liberties,

3. A lurge part of the money advanced by the Chase Bunk was pilfered by
the Machado administration. It wuas chiefly used to huild 2 680-mile roud at
a cost of over $100,000,000 which could have been built for 40, or, at the
utmost, 50 millions. The capitol, originally bid out for $3,500,000, cost over
$20,000,000, although it is considerably larger than the original project. In
any event, it is a monument to the extravagance of the Machadov dictatorship,
financed by the Chase Bank,

4, The money which is now being paid to the Chuse Bank is sorely needed
by the Cuban population. Widespreml misery reigns in Cuba to an incredible
degree; it is directly imputable to the Machado régime and in nowise to the
price of sugar. Saluries of Government employees arve three months in arrears,
that the Chase Bank may be paid. The markee price of 88, which represents
an immense loss to American investors, is prooi that Cuba is ut the end of the
rope and can not pay. DBut for the Machado iron rule, a moratorium, highly
beneficial to the Cuban people, would have heen already declared,

5. The Chase Bank has actually given the Machado dictatorship o two years'
lease on life. It has permitted the wholesale murder and exploitation which
has characterized the Machado despotism,

Prior to these Chase loans, J. P. Morgan & Co. made a loan of $£9,000,000 to
the Machido government, It was given to the said bankers as remuneration
for Mr, Thomas W. Lamont's remavks, aft a banguet given to Machado in New
York, in the month of April, 1927, as tollows: * We dv not care by what means,
but we would like to se» such o good administrator remain in power.” That
was the actual birthpluee of the Muachado dictutorial régime. ‘I'his money was
used to take up credits of the previous Zayas government, which Machado and
his partners had bought out at trom 33 to 45 per cent of their face value, after
depreciuting them by suppressing the budget appropriations designed for thelr
amortization.

Machado and his clique made over $£G,000,000 profit in the deal.

Machado went into office in Cuba ahsolutely penniless, He had only debts
and a plenty. He is now veputed to be worth over $30,000,000 and possesses
valuable concessions, industrial enterprises, landed estates, and suburban prop-
erties, plus a fat bank account. IIis fivm of Mestre & Machado have heen doing
all the governmental supnlying for years,

I can be reached at any time at my present Miami Beach address: 5369 Pine
Tree Drive, Minmi Beach, I'la, My telephone is 3-1773,

Respectfully yours,
CUBAN PATRIOTIC LEAGUE.
ALFRED BETANCOURT,
President.
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Cusa’s FINANCES

Any and all money advancesg to the present Cuban dictatorship of General
Machado by American bankers, can only be viewed by the Cuban people as an
act inimical to their sovereignty. despoticully usurped by the prevailing régime.

The Machado dictatorship is financially on its last legs. The entire country,
as the result of low-price sugar, crop restrictions, single seller and general
maladministration by the wily general, is in a chaotic economical condition.
Machud;)t's’ rule can be prolonged only through further contributions of Ameri-
can capital.

Muchado reelected himself, without oppesition, to a new perfod commencing
May 20, 1929, after illegally modifying the (‘uban constitution and lengthening
the presidential term of office to six years. Congressmen now in office have not
been elected; their terms of office have been ‘ prorogued” or extended by a
framed-up constitutional convention.

The most prominent men in Cuba have voiced the views of the people; that
no constitutional government exists in Cuba after May 20, 1929, that thereafter
all contracts and legislative acts, as well us governmental decrees, are null
and vold, vitiated by a fundamentally illegal régime. Any contract entered
into with such régime is bound to create future trouble.

The Machado dictatorship hus beer convicted, before the United States
‘Senate committee investigating the sugar lobby, of persistent and malignant
efforts to arouse Latin-American enmity towards the American people and its
govcl\lrn;nent and of opposition to American legislation through underhanded
methods,

Such dictatorship, plainly antagonistic to the American Nation, now re-
quires American funds to keep on going: to continue tyrannizing the Cuban
people. Bankers are looking on this loan with longing eyes. It is the equivalent
of furnishing ammunition to your own enemies.

Notwithstanding an enormous additional tax burden imposed upon the people,
the Machado administration in four years has borrowed from American bankers
£69,000,000. 'The national debt of Cuba (Machado's manifesto of May 20, 1929)
was only $67,000,000. This represents an increase of more than 70 per cent.

All that the Cuban people have to show for these enormous expenditures are
a thoroughly useless $20,000,000 capitol, a few park improvements, and 1494
miles of Central Highway. (New York American of November 3, 1920.) The
highway, 700 miles long, was let out on bid for $52,000,000. $54,000,000 bave
alrcady been spent (Diavio de la Marina, October 12, 1929) for barely 150 miles
of 20-foot road. An Americaun company offered to build the entive road in
14 months for $35,000.000.

The Cuban people ave actually starving under the spendthrift and criminal
administration of Machado. Hundreds of men have been assassinated;
thousands have been deported. The press is muzzled; there is no security what-
ever for life, property, and individual liberty, guaranteed under the Cubuan
constitution and American laws, Graft and despotism are rampant. Ample
funds have been sent into the United Stuates to prevent a disclosure of such
facts before the American people. A legal régime does not require a $4,600
a month lobbyist to hold back the fucts, while pretending to disclose them,

There is no security tor the American public or Amerviean bankers, unless
it is desired that the United States Government will ultimately act as a col-
lection agency for precarious loans. The very men heading Cuban finances are
“stool pigeons * of the dictator. The president-of the Hubana Clearing House
and Habana manager of the Chase National Bank is Machado's son-in-law,
Prior to his marriage he was a $200 a month majordomo in the presidential
palace, By his own admission, contained in the attached clippings, he is u
“loyal and willing tool” of Machudo and a **servant in whatever capacity he
desives to utilize” his services. Such are the men surrounding the despot,
alding in an unequivocal attempt to wreck the Republic of Cubu.

Can American business men commit themselves to uphold such conditlons?
Is it cither patriotic, or even husinesslike to entrust American money to such
lawless and ungrateful an administration?

Professor Emeritus Albert Bushnell Hart, of Hurvard University, wisely
states that “A foreign war would be hardly more damaging to the United States
than a system of accepted responsibility for irresponsible, self-designated and
despotic dictators in the Latin-American Republies.”
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And he has the present Government of Cuba in mind when making such a
statement,

New York, February 10, 1980.

The Cuamrman. That is all, Senator. The representative of the
Chase National Bank is here.  You asked, Senator, that he be here
in relation to certain loans.

Senator King. I made the request.

Senator JounsoN. Yes; Senator King made it.

The CHairMaN. Yes.

Senator Jor~NsoN. Do you wish to proceed with the witness Sena-
tor King has requested to be here? 1 have one witness, and that
will take 15 minutes, if you wanted me to proceed first.

Senator Kixe. Yes; I would rather that you finish.

The CramrMaN. Who is the witness?

Senator Jounson. Mr. Brown.

TESTIMONY OF HERBERT D. BROWN, CHIEF UNITED STATES
BUREAU OF EFFICIENCY

The witness was duly sworn by the chairman of the committee.)
enator JOHNsON. Wiﬁ Yyou please state your name, your residence,
and your occupation.

Mr. BrowN. Herbert D. Brown. chief of the United States Bureau
of Efficiency, Washington, D. C

Senator Jounsox. How long have you been the chief of the United
States Bureau of Efficiency?

Mr. Brown. Since its organization in 1916.

Senator JomnsoN. Since 1916. And will you state in just a few
words what the duties of that particular position are?

Mr. Brow~. The duties of chief of the United States Bureau of
Efficiency are to direct and supervise the work of the bureau. The
work of the bureau consists in making studies and recommendations
for improving the business organization and methods of the Gov-
ernment and reporting to the Pre~illent and to the exccutive officers
our findings, and frequently we make reports to Congress at its
direction. :

Senator Jouxsox. I presume that the rame sufficiently indicates
the?purposes of the organization of the bureau. efficiency, does it
not

Mr. Brow~. The name is not a pleasing one to me. It is a chal-
lenge to cvery other man’s efficiency. It might better have been
called a planning bureau, for that is really what it is.

Senator Jonxsox. On any occazion with the representative of the
National City Bank did you go to Panama?

Mr. Brown. I did.

Senator Jouxsox. The purpose of that was what, please?

Mr. BrowN. To make a financial survey of the Panaman Gov-
ernment with a view of finding ways to balance their budget.

Senator Jouxson, How long were you engaged, if you under-
took the work—how long were you engaged in it ge

Mr. BrowN. We were in Panama about two months, and we spent
some weeks after our return in completing the report.

OCTAVIO SKIGLE
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Senator JonxsoN. Did you make a complete report upon the situ-
fitlio’?l of the Republic of Panama, its financial condition, and the

e

Mr. Brown. We did. :

Senator Jouxson. Have you that report in front of you there?

Mr. Brown. I have.

Senator JonNsoN. During the period that you were in Panama
investigating its financial condition and generally the situation
there existing, was the representative of the National City Bank
present ?

Mr. Browx. He was.

Senator Jor~soN. What was his name, if you please?

Mr. Brow~. The representative of the National City Bank from
New York City was George E. Roberts, vice president.

Senator Joninson. Yes. After you made your report of the finan-
cial condition of the Republic of Panama, was that report given to
the National City Bank or to Mr. Roberts!? ‘

Mr. Browx. It was given to Mr. Roberts as vice president.

Senator JouxsonN, Were any portions of it thereafter published
or sent out generally?

Mr. Browx. It was very much modified and changed by Mr.
Roberts.

Senator Jonxsox. Yes, but subsequently was a report upon the
financial condition of Panama sent out by the National City Bank?

Mr. Browx. I can not say with respect to that. The report
which Mr. Roberts submitted to the President of PPanama wag
afterwards published, [ am told. I have never seen the published
report. .

%enatm- Jounsox. In the publication of the report by Mr. Rob-
erts of the National City Bank, were any portions of your report
deleted ?

Mr. Browx, Yes; quite a few of them.

Senator Jonssox. Were those portions particularly in which
vou spoke of the finances of Panama being in a eritical condition
eliminated from the report thus given out by Mr. Roberts?

a Mr. Browx. They were. Practically every critical comment was
eleted.

Senator Jounsox. Now, if you would state a few. I do not wish
you to do it in great detail, but state a few of the deletions of the
report that was made by the United States Bureau of Eflicieney,
that were deleted by the National City Bank or Mr. Roberts?

Mr. Brown. One of the important recommendations that we mace
was for an income tax. Every reference to an income tax was de.
leted by Mr. Roberts.

Senator Jouxson. Yes?

Mr. Browxs., We recommended that the practice of levying a tax
for political purposes of 5 per cent upon the salarvies of the Gov-
ernment employees of Panama should be discontinued. That recom-
mendation was also deleted.

Senator Jonxson. Do you recall in the early pages of your report
stating—1I quote now. * 'The finances of Panama are now in a eritieal
condition *—end of quote?

Mr. Brow~. That was omitted.

Senator Jouxsox. That was deleted?



1936 SALE OF FOREIGN BONDS OR SECURITIES

Mr. BrowN. Yes; that was deleted.

Senator Jor~sox. Will you state some other portions of the report
that were altered, amended, eliminated, or deleted ?

Mr. Browx, I will. T might say in a general way that every-
thing that had any snap to it or that was designed to impress upon
the officers of the Panaman Government that the finances were
in a critical condition and should be overhauled, was eliminated.
For example, we pointed out to them on page 13-1 of our report in
Table 6 that their account in the Banco National, was overdrawn
$106.,000, and that was omitted.

We pointed out the fact that the Panaman Government was
obligated for bonds issued by the city of Panama to the extent of
$500.000, and that was omitted.

We dealt at considerable length on the immediate probleins of the
Panaman Government. That covered. as we had written it, six
pages. That was condensed to two pages, and all of the critical
comments deleted on the important problems of Panama.

We also wrote concerning the future problems of Panama. That
was entively omitted by Mr. Roberts.

We dealt with the budgetary procedure and accounting and con-
trol. and Mr. Roberts made a few minor changes, and eliminated
all of the critical comments,

We also dealt with the accounting methods. Mr. Roberts made a
few minor changes, but did not do that section much damage.

On pages 74 to 107 we dealt with the Government organization
and its methods. We made a good many critical comments. These
were all toned down by Mr. Roherts.

We dealt with the personnel problems. The critical were largely
eliminated and toned down by Mr. Robeits,

We dealt with the question of the tenure of office. That was
omitted by Mr. Roberts.

We commented upon the low salaries that the Government was
paying its employvee=. and thi- was entirely eliminated by Mr.
Roberts,

The whole section on the levy on salaries that I mentioned a few
moments agro was omitted by Mr. Roberts,

We pointed out a number of undesirable practices of high officials
of the Government. such asx being stockholders in companies that
sold goods to the Government and the purchase of unnecessary sup-
plies at prices that were unwarranted. The critical parts of this
section were largely cmitted by Mr. Roberts.

We had two sections. one entitled “ Detailed Discussion of Present
Revenues.” and the other ¢ Suggested Changes in Revenue System.”
These were combined into one section by Mr. Roberts under the head
of “Revenue system.” and a number of our important points were
omitted.

Most of the material in these two chapters was used by Mr. Rob-
erts, but our discussion of free trade policy and increase in direct tas-
ation was toned down. and the discussion of the proposed income
tax was omitted.

The Cramryran. When you say “ toned down ” what do you mean?

tMr. Browx, Well, I mean t?;at everything of importance, Sen-
ator—

The Crairyax. Was deleted?
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Mr. Brows., Was deleted or softened: yes. ‘That is what 1 mean,

The Cuamran. I wanted to know whether he changed your lan-
guago? .

Mr. Browx. Oh, yes; oh, yes. It was softened in——

The CuarryaN. Did he claim that this was the report that you
made?

Mr. Browx. Oh, yes; it was published afterwards without our
consent as coming from us. May I just dwell for a moment on that
very point?

Senator Jonxson. I was going to come to that.  Go ahead and pro-
ceed now and dwell upon that proposition,

The Cuamyax, Yes.

Mr. Browx. I should like to read to the members part of the cover-
ing letter of Mr. Roberts’s report. Do you want me to put it in at
this point?

Senator Jonxsox. Go ahead and read it, plea-e.

Mr. Browx, This is a quotation from letter of Mr. George E.
Roberts transmitting Economic Survey of the Republie of Panann
to the President of the Republic of Panama. September 20, 1929,

I might say in the beginning thu: this report started out to be
a financial survey, but it wound up as an cconomic survey. The
economic part of it, which was prepared by Mr. Roberts, so far as
I have examined it, scems to be made np of excerpts from the En-
eyelopeedia Britannica or other publications of that sort. trade re-
ports, consular reports, and so on, and has very little to do with the
problem that we had in hand of helping the Panamanian Govern-
ment halance their budget.

The Cratenax, Who is Mr, George E. Roberts?

Mr. BrowN, Mr. George E. Roberts is the vice president of the
National City Bank. and was formerly director of the mint here in
Washington. The letter to which I referred reads as follows in
part

The Criamyax, These statement= were issued by him as the vice
president of the bank?

Mr. Browx, Sir?

The Cuairman, Were these statements issued by him as vice
president of the bank ?

Mr. Browx, The letter whicl T am about to vead was part of the
covering letter which he put on the front of his report, or onr re-
port—or our joint report—when it was transmitted to the President
of Panama. Does that answer your question, Senator?

The CramaraN. Yes: that answers the question.

Mr. Browx. The letter reads as follows [reading] :

Having regard for the value in such a task of specinl knowledge and ex-
perience in governmental organization and accounting, the project was laid
hefore Mr. Herbert 1. Brown, Chief of the Bureau of Efliciency of the United
States Government, Washington, D. (., a bureau which, under Mr. Brown's
divection, has been engaged for many years in a study of governmental
methods in the executive departments, Mr. Brown responded to the inquiry
with friendly interest and similar interest was shown by all officials of the
United States Government whose cooperation was necessary, with the result
that un arrangement was effected by which Mr, Brown and four members
of his regular staff obtained leave of absence without pay for the period of
time estimated as necessary to visit Panama and perform the proposed task.
The action of the United States Government in this matter was prompted
by a desire to cooperate in a service to the Republic of Panama, and the
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arrangement effected by the bank with Mr. Brown and his aides was simply
that the Panama Government would pay them the saluries which they would
receive for similar services under the United States Government, The mem-
bers of this party were Messrs. Herbert D, Brown, Chlef, Herbert H. Rapp,
James V., Bennett, Paul 1., Rapp, and Archie L. Peterson. They have con
ducted an intensive survey of the erecutive departments of the Government
and have reported upon the same with comments and recommendations which
form the body of the fiscal section. (Italics not in original.)

hThg Cnrairman, Mr. Brown, who employed you to go down
there

Mr. Brown. Mr. George E. Roberts.

The CHamrman. And did you then make any report to Panama
officials ¢

Mr. Browx, Did I, did you say?

The Ciammyan. Yes; as head of the party that went there for
the investigation?

Mr. Browx. It was my understanding when we were employed
that the report was to be a financial survey of the Panama Govern:
ment. We were to make the survey and be responsible for the
report, as I understood it. Mr. Roberts told me at a luncheon which
I attended at the National City Bank in New York that he and
his wife and daughter and a friend of his daughter would accom-
pany us to Panama, That he would stay there a few days until
the work was started, and then he would go on from Panama to
San Francisco with his family and spend some time there, and
then return to the United States. But after reaching Panama for
some reason or other he decided that he would remain over, and it
gradually dawned upon me that the kind of a report which we had
contempf;ted making, which was designed to be helpful to the
Panama Government, was not going to materialize, because Mr.
Roberts was going to delete everything that really was constructive.

Finally when the report was finished we turned it over to Mr.
Roberts, He proceeded to delete most of the important sections;
that is, the sections that had any emphasis in them, and part of
our report which he scemed to like best he lifted bodily and put
into his own report over his own name, thus making our report
look puerile undl unworthy of the effort and expense that we had
put into it, and enlarged the report very considerably, as I have
said, by material which I could not see had any bearing upon the
finances of Panama.

The CHamyan. So I will ask you again: Did you make any
report or give a copy of this to Panama officials?

Mr. Brows, No, sir. Noj; I felt that we could not do that
because we had been asked by Mr. Roberts to go down there and
make the report. I might say this, that Mr. Roberts agreed with
us at the time of our departure that the report would be submitted
to the President of Panama the day following our departure. At
that time

The Cuamman, Well, why did you not make the report to the
President of Panama?

Mr. Browx~. Well, I did not want to be a bull in a china shop.
We had been asked to go there by Mr. Roberts, and I felt—

The Crammyman, Well, I thought that there was an agreement
that you should do it; that the report should be made to the Presi-
dent of Panama. Why did you not do it?
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Mr. Browx. I did not intend to say, Senator, that it was agreed
that we should submit the report to Panama, for the reason the
arrangement for the report was made between the Panama Gov-
ernment and the National City Bank. .

The Cuamman. In other words, Mr. Roberts, of the National
City Bank, employed 2you te go there to make a survey of the financial
situation of Panama

Mr. Brown, That is right,

The Cuamman., And that report was to be made to them and not
to Panama?

Mr. BrowN. No question of that sort was raised, Senator, at the
time.

Tghe CuamrmaNn, Well, that is what you anticipated then, was it
not

Mr. Brown. Noj I could not say that I anticipated it.

The Cuamrman, Well, why did you not furnish Panama with a
copy of the report if you.did not anticipate that?

'ﬁ' . BrowN. I could have done that, but it never occurred to me
that Mr, Roberts was going to tear it all to pieces.

The Cuarman, Well, if you could have done it, why did you not,
after he tore it all to pieces, submit your report?

Mr. Brown. Afterli found what Mr. Roberts was going to do I
did submit our report to the Panama Government. But as a matter
of courtesy I felt in the beginning that I ought not to do that.

The C?HAIRMAN. I thought you were sent down there for that

urpose
d Mr. Brown. We were.

The CralrMaN. Well, you ought to have done it.

Senator JounsoN., Well, he said he did do it.

The CuairmaN. I mean when he first submitted his report to Mr.
Roberts he ought to have done it.

Senator Jonnsox, But he said he submitted first his report to Mr.,
Roberts, Mr. Roberts deleted certain portions of it, If I am in error,
correct me.

Mr. Brown. That is correct.

Senator JounsoN, And when he fonnd the deletions had been
mad: then he submitted his original report to the Panama Govern-
ment.

Mr. Brown. That is correct.

The Cuamrman, How long after was it that you submitted it?

Mr. Browx. It was a considerable time after.

The Cuamrman, Well, how long was it?

Mr. Browx, Let me see—Mr. Roberts, Senator, kept the report in
New York City preparing his economic section for a considerable
number of months,

. The Cnaman. After Roberts had submitted his, how long was
it before you submitted yours?

Mr. Brown. It was about six months, I believe, as near as I can
remember,

The CHairman. About six months?

Mr. Brown, Yes,
th'l;l"ée CuammaN., Was there any request made from Panama for

8

Mr. Brown. No.
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The CaatrmaN. So you waited six months before you sent it down
to Panama? i

Mr. BrowN. I was out of the country, Senator, I might say, during
a part of that period, and therefore did not have an opportunity to
follow it up. :

The Cuamvax, But you sent it just as soon as you returned to
the country?

Mr, Browx, .\s soon as I could have it prepared. Qur report cov-
ers 300 pages. and I had to have it stenciled. as you see here. .And
when that was completed I sent it to them. Of course, I had other
things to do and I could not devote my entire time to this thing,

The Caairmax, We understand that. of course,

Myr. Brow~. Yes.

Senator Jonxsox. Well. the National City Bank had a loan or
had been floating a loan in Panama. had they not/

Mr. BrowxN, Yes: they had.

Senator Jousson, T believe it is in evidence here how much it is,
o that we need not inquire into the amount thereof. If you know,
state what was the amount of the original loan.

My, Brows. The authorized amount of the loan was 16,000,000,
Do you want me to state what it was for?

Senator Jonxsoxn, Go ahead and =tate if yvou know. what it was
tor.

Mr, Brows, £12.000,000 was to consolidate a considerable number
of loans that had heen made prior to that time from varions concerns,
and to provide funds for the construction of roads and other public
works,  The other 81,000,000 was veserved for fnture needs,

Senator JorinsoN. Making %16,000,000 in total?

Mr, Brows, Yes, sir,

Scuator Jonxssox. Well. now, did you complain to any official of
the United States Government concerning the delegations after you
learned that they had occurred? .

Mr. Browx. Upon my return from Panama T called upon Mr.
White of the State Department and told him my experiences in
Panama. bnt at that time I did not know that the report was to be
deleted as it was afterwards.  You cee. if I may return to Senator
Smoot’s question, this information in regard to the manner in which
Mr, Roberts was going to treat our report came to me rather grad-
nally. I did not realize for a long time just what he was doing to it.

The Cramyax, Well, Mr. Brown, did you, after the report was
concluded, decide that it would he unwise to loan that money to
Panama?

Mr. Browx~. Did we decide that?

The CuatryaxN, Yes,

Mr. Browx. No, That question wa« not considered for the reason
that the loan had been made some eight or nine months, as I recall
it, prior to the time that we were asked to go to Panama.
| Tlg’e Cuamryax, Well. do you now think that it was an unsound
oun?

Mr, Brow~. Well, I can not say that it was an unsound loan for
the reason that up to this time. as I understand it, they have been
able to meet their principal and interest payments.

The Cmamryan. In other words, $12,000,000 of it was loaned
before. and there was $4,000,000 advanced, making the $16,000,000.

Now, has there been any default in those loans?
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Mr. Browy. Not that I have heard of.

The CrairMaN. And the loan, in your opinion, after the investi-
gation you have made—was it a sound loan?

Mr. Browx. The loan seemed to be amply secured by various
reyen}lesl which were pledged to the bank to meet the interest and

rincipal.

b I m?ght say, however. that it seemed to us that perhaps a smaller
Ioan would have answered the purpose if the survey had been made
in advance of the loan and the Panama Government had been shown
how they might curtail their expenses. One of the things that made
me sorry that all of our best points were eliminated from the report
was that we showed the Panama Government how they could bal-
ance their budget without making any subsequent loans. We felt
very strongly that they were up to the hilt in loans after the $12,-
000,000 had been given them. The only free asset that I recall that
they had at that time was the parcels-post revenue. And the only
way that an additional loan could be secured was by pledging that
revenue. We felt that if the Panama Government could be given
a report of the type that we provide it would show them how to
balance their budget. and in n short time have a considerable sur-
plus on hand. It was the deletion of the things that were designed
to help them that disappointed me most.

I might say that one of the points that we emphasized most was
the necessity of reducing their expenditure and reducing their im-
port duties in order that Panama might become a more popular
place for tourists to buy the things that tourists buy. If you have
ever been to Panama—and of course you have—you know that the
Panamanians charge that the commissaries run by the Panama Canal
are in active competition with the Panamanian stores,

The goods that are bought for the commissaries pay no duty.
Many persons who go through the canal have friends or acquaintances
or relatives there, and so frequently these friends or relatives buy
things for them at the commissary.  This is very much resented by
the Panamanian merchants. So we pointed out that if the 15 per
cent duty on goods coming into the Panamanian Republic could be
reduced it would enable the merchants of Panama to compete move
successtfully with the commissaries and thus eliminate one of the
sore spots between the Panamanian Government and the canal ad-
ministration,

The Craraan, Well, if there was any duty collected at all—and
Panama must collect duty to pay her public debts—there would be
a disadvantage no matter what it was, whether it was 15 per cent or
whether it was 25 per cent,

Mr, Browy. But we felt that the better way would be for the
Panamanian Government to collect more direct taxes from the
people and reduce the import duties, which were frequently evaded,
and thus attract the tourist trade more than they did.

The CuamrMaN. Do you think that Mr. Roberts had any power
to bring that about ?

Mr. Browx, Mr. Roberts had the power to leave our recommen-
dations in our report, and we strongly recommended that the duties
be reduced, and we felt that that would be helpful to the Pana-
manian Government. I might say that I have been told—-

92928—-32—pr 4—2
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The CuarrmaN, I doubt whether Mr. Roberts had the power to
change those rates in Panama,

Mr. BrownN. O, I am sure he did not. I am sure he did not.

Senator Jonnsox. Is there any doubt on that subject?

The Cuamrman, No.

Senator Jouxnsox. Go ahead.

Mr. Brown. I have been told that since that time the Panaman
Government has increased the tariff rates, which I should think
would increase the difficulty that they have all the time with the
commissaries,

The CuairmMan. Do you know the total amount of indebted-
ness that Panama now has?

Mr. Brown. I do not, Senator,

The CuairMaN. Do you think that the $16,000,000 that the
National City has covers all of their foreign obligations?

Mr. Browx. I have the impression that there i1s a small additional
loan since then, but I would not be able to say.

The Cuairman. So that is practically all they are owing foreign
concerns or individuals?

Mr. Browx. I do not know, Senator. I have paid very little at-
tention to Panama since I have left there because I have had so
many other things to do.

The Cuairmax. They have not defaulted, have they, on the pay-
ment of their interest? .

Mr. BrowN. Not that I know of, Senator.

Senator JounsoN. Did you have a talk with Mr. Francis White
about the situation generally when you returned?

Mr. Brown. I did.

Senator JouxnsoN. Will you state what it was?

Mr. BrowN. While I was in Panama the local representative of
the National City Bank frequently referred to his visits to the State
Department to get their authority to make the loan. I got the im.
pression that the bank attached considerable importance to the
approval by the State Department. And it seemed to me that if the
State Department was approving these loans, that that approval
might be used by the bank in selling their securities in such a way
as to give the impression to the purchasers of the bonds that in some
way the Federal Government might be behind the security—might
be guaranteeing the payment of the principal and interest.

So when I returned to Washington I called on Mr. White, and I
told him that I had gained this impression and that it seemed to
me that the Federal Government ought to do one of two things: It
ought to avoid the risk of the purchasers of these bonds thinking
that the Federal Government was guaranteeing these loans, or else
it ought to make a thoroughgoing financial survey before the loan
was approved by the State T)epartment.

The CmairmaN, Well, did you think that Mr. Roberts or the
National City Bank had any idea that the Government of the United
States was backing those bonds?

Mr. BrowN. No. But it seemed to me that it was a rather risky
business for the Federal Government to be approving loans when
they had not made a thoroughgoing survey of the country to see,
first, that they needed the money; and, second, that they would be
able to meet the payments when due. ,
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Senator Jonxsox, Well, finish your conversation with Mr. White,
Mr. Brown, Mr. White listened very interestedly, and when I had
finished he said:

Well, the trouble about your recommendation is that it would require a
rather large orgunization here in the State Department to make the kind of a
survey that you have made in Panama, and it would take a great deal of time.
Furthermore, the Latin-American countries might resent the interference on
the part of the United States Government.

Of course, I recognized the soundness of his argument. But,
nevertheless, I had the feeling that the Government was taking some
risk.

Late_ar—perha{:s seven or eight months ago—I met Mr, White again
and discussed the matter, and he said then that they had a matter
right at that time that we might be able to help on. He said he
wonld take it up with the representative of that government here
and see what his reaction might be. A few days later he telephoned
me that he had done so, and that the representative did not look
with favor upon the making of such a survey.

I want to say that what I have said is not intended in any way
as a criticism of Mr. White.

Senator JounsoN. Yes.

Mr. Brown, Or the State Department.

Senator JonxsoN. I ask you concerning it because of my contem-
plation of certain legislation, and for that purpose alone. I think
that is all, Mr. Brown.

The Cuamryax. That is all, Mr, Brown. Thank you.

(Letter received by the chairman from George E. Roberts, New
York City:)

New York, Febwuary 1, 1932,
Hon, REep SMooT,
Chairman Committce on Finance, United States Senate,
Washington, D, C.

Dear Sii: In the testimony of Mr. Herbert I), Brown bhefore the Committee
o1 Finance of the United States Senate on January 27, 1932, it is stated that
the amount of the loan issued by the National City Bank in 1928 for the Re-
public of Panama was 8£16,000,000, and that $12,000,000 was to consolidate
other loans made prior thereto and that $4,000,000 was loaned to continue the
Central Highway west from Panama City. The facts are as follows:

Of an issue of $16,000,000 5 per cent honds authorized by Law 5 of March 23,
1028, by the Congress of the Republic of I'anama. the National City Company
Longht $12,000,000 principal amount of bonds which were offered to the public
in June 1928, The proceeds of the loan received by the Panama Government
were $11,460,000. There were no commissions of any kind paid in connection
with this purchase by the National City Co. The bonds were issued to the
public at 963 per cent. 'The proceeds were used as follows:

~To the redemption on Nov, 1, 1928, of all of the Republic of

Panama 5 per cent bonds, issue of 1914 then outstanding..._ $1, 327, 200,00

To the redemption ou Dec. 1, 1928, of all of the Republic of

Panama 6% per cent bonds, issue of 1926 2,045, 076. 64
To the redemption on Dec. 1, 1928, of all of the Republic of
Panama 614 per.cent bonds, issue of 1926 2, 246, 636. 13

Expenses in connection with the preparation of the definitive

bonds, including listing, engraving, signing, countersigning,

" authentication, ete 50, 000. 00
Remained on deposit with the National City Bank as trustee for

highway construction, and released and paid out fromn time to

time on the certificate of the road commissioner of Panama as

the work was completed. The final payment under this head

was made on June 1, 1931 . 6,101, 087. 23
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Of the authorized amount of $16,000,000, the $4.000,000 not as yet issued
is reserved for the sole purpose of redeeming the Republic of Panama 5%
per cent bonds due in 1953, which are not redeemable until June 1, 1933,

It should be noted that the issue of bonds above referred to was publicly
offered in June, 1928, and that the report which I mude at the invitation
of the President of the Republie of Panama was not undertaken until the early
part of 1029, At the time the report wans‘made there was no further tinancing
in contemplation. In the intervening period, a presidentiul election had tuken
place and the President of Danama. Florencio H. Arosemena, an engineer by
profession, had requested the Nationul City Dank to place my services at hiy
disposul to advise hini on financial and cconomic matters.

Au to Mr, Brown'’s complaint that the manuscript which he submitted to me
for the Panam™ia report was revised, it shoulil he suflivient for me to say theg
I wus in full charge of the survey, upon express invitation of the President of
the Republic of Panama, and that Mr, Drown wiis enganged by i to assist in
the undertuking. Under the circumstances Mr. Brown had no reason to expect
that in case of differences of opinion regarding recommendations or language
his own views would prevail., My omitting the sentence quoted by Senator
Johnson from Mr. Brown’s report, *the finances of Panama are now in a
critical condition,” is justiticd by the satistactory record of the Panama Gov-
ernment in meeting its obligations ginee 1929, The report which T vubmitted
to the President amply sets forth the Government finaneinl position at that
time.

‘The report had no bearing on any pronosed or peading financial operations
of the Panama Government in the Americaa narket,  In fuet, there Las Leen
no public issue of Panama honds since the operation in 1928, deseribed in the
first paragrapli of this letter. After the $12,000,000 par value of honds were
sold in 1928 no 4,000,000 loan for highway construction was made as indieated
in Mr. Brown's testimony.

It should be further noted that there never ave heen, <o far as our records
show, any defaults either in payment of interest or principal on Republic of
PPanama bonds outstanding with the public. ven under the present adverse
economic conditions, which have not heen withont their effects in Panama. theve
has not been the slightest deluy in the remitanees hy the Panana Government
for the soervice of its loaus,

In view of the grave inaccuracies in Mr. Drovwn's testimony, I respectfully
request that this letter be made i@ part of the record.

Respectfully yours,
GEORGE E. RoBERTS.

TESTIMONY OF CARL J. SCHMIDLAYP, VICE PRESIDENT THE
CHASE NATIONAL BANK, NEW YOF.K CITY; C. P. ANDERSON, JR,
VICE PRESIDENT CHASE HARRIS FORBES CORPORATION, NEW
YORK CITY; AND A, M. WILLIANS, OF RUSHMORE, BISBEE &
gl(‘)l;.“RKNbﬁ‘%TORNEYS FOR THF CHASE NATIONAL BANK, NEW

Senator Jotinsox. Would the chairman do me the kindness to give
me the name again?

The Coamyax., Mr. Carl J. Schmidlapp, vice president The
Chase National Bank.

Mr. Scuyprapp. Mr, Chairman, if permitted, T have a brief
statement which has been prepared in regard to Cuban Government
finance that I would like to read if vou will bear with me,

The Cuamyax. There are no objections to that, Mr. Schmidlapp.

Mr. Scayirare. The financing by the Chase National Bank and
its associates for the Cuban Government was in connection with
the construction of public works, pursuant to the public works law
of July 15, 1925, eftective originally until 1935 and later extended
to 1945. This financing consisted of three operations, each of which
was negotiated directly. with the Cuban Government, and no inter-
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wmediaries were used and no commissions paid. The Chase National
Bank and its associates had no direct or indirect interests in any
construction contracts or profits arising therefrom. Each of these
three operations was submitted to the Department of State in the
usual manner., The operations were as follows :

I. Upon invitation of the Cuoan secretary of public works, acting
in pursuance to Executive decree, to submit proposals for financing
payments to the contractors for work as completed under construc-
tion contracts in an aggregate principal amount of $10,000,000, the
Chase National Bank as the successful bidder in behalf of itself and
Blair & Co. (Inc.), entered into a contract with the Cuban Govern-
ment under date of February 19, 1927, whereby the bank agreed that
during the period of July 1, 1927-June 30, 1930, it would purchase
from the contractors. deferved-payment work certificates issued by
the Cuban Government for highway construction actually completed
and accepted. up to but not exceeding $10,000,000; the amount of
said certificates to be payable during the fiscal year beginning July
1. 1930, and to bear interest at the rate of 6 per cent per annum and
to be secured by a first lien on 90 per cent of the revenues from the
public-works taxes. The bank received a commission of 1 per cent
per annum for each of the four years ending July 80, 1930, or a
total of $100,000 for its commitment in this connection.

The agreement was originally limited to work done in connec-
tion with the central highway but an amendment of the agreement,
dated May 31, 1928, provided that the credit would be divided and
applied equally between the central highway and the Capitol Build-
in,':.4 Under this agreement, the Government of Cuba drew $4,258,-
799.41.

Expenses in connection with this business amounted to approxi-
mately $66,100. The Chase National Bank’s share of the profits
was approximately $164.750.

Two other important financial groups bid unsuccessfully for this
business,

II. The Secretary of the Treasury, in April, 1928, duly author-
ized by resolution of the Cabinet. invited banking institutions do-
ing business in Havana to submit proposals to the Republic for
financing payments to the contractors in amounts aggregating not
less than $40,000,000 nor more than $50,000.000, on terms and condi-
tions which they might consider applicable.

In response to this invitation. the Chase National Bank, as well as
other important financial groups, submitted proposals, The Chase
National Bank was again the successful bidder and as a result, a
supplemental agreement between the Republic of Cuba and the
Chase National Bank was entered into under date of June 22, 1928,
and submitted to and ratified on June 29, 1928, by a two-thirds
vote of each house of the Cuban Congress. Associated with the
Chase National Bank in this business were Chase Securities Cor-
poration, Blair & Co. (Inc.), Equitable Trust Co., of New York,
and the Continental National Co, of Chicago.

This supplemental agreement made available to the Government
$50,000,000 of new money by transforming the original credit of
$10,000,000 into a revolving credit of $60,000,000 on the condition that
when the bank had advanced $10,000,000 against the deferred pay-
ment work certificates, these work certificates could be converted into
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$10,000,000 of public works 51% per cent serial certificates, which in
turn could be offered to the public. After such conversion from
work certificates into serial certificates, the Government could re-
sume further withdrawals under the credit evidenced as previously
by work certificates. The interest rate on the credit was reduced
from 6 per cent to 515 per cent. The commission on the original
$10,000,000 was left unchanged and a commission of 1 per cent on the
additional $50,000,000 was added. It was further provided that
upon conversion of work certificates into serial certificates on a par
for par basis the bank should receive 1.80 per cent of the principal
amount of the work certificates so converted, up to but not exceedin
$50,000,000 principal amount. The serial certificates and the wor
certificates were to be secured by a first lien on (90 per cent of the
revenues from the public works taxes.

Under this supplemental agreement the bank and its associates
advanced $20,000,000 against work certificates which were converted
into serial certificates and sold to the public. There were also ad-
vanced an additional $30,000,000 against work certificates which were
converted into serial certificates and retained in portfolio for the
account of the Chase National Bank and its associates. Of the re-
maining unused credit of $10,000,000, there were advanced $7,723.-
348.83 agaiust work certificates whic1 were not converted into serial
certificates prior to the carrying out iof the next operation below de-
scribed. (Sec. IIL,) i

Of the serial certificates sold to the public, $10,000,000 dated July
1, 1928, due $6,250,000 December 31, 1931, and $3,750,000 June 30.
1952, were offered on Qctober 23, 1928, at 9934 and interest. The re-
maining $10,000,000 dated January 1, 1929, due $2.500,000 June
30, 1932, $6,250,000, December 31, 1932, and $1,250,000 June 30,
1933, were offered on'J anuary 28, 1929, at 100 and interest. After de-
ducting the expenses of the bank and associates amounting to ap-
proximately $191,195, the share of the net profits applicable to the
Chase National Bank and Chase Securities (forporation amounted
to $130,425.

III. The Chase National Bank on Februarv 26, 1930, on behalf
of itself and its associates above mentioned, entered into a third
agreement with the Cuban Government. This agreement was like-
wise submitted to and ratified by a two-thirds vote of each house of
the Cuban Congress. The agreement provided for the creation of an
authorized issue of public works 314 per cent gold bonds dated Janu-
ary 1, 1930, due June 30, 1945, in a principal amount of $80,000,000.
It further provided that the Chase National Bank would sell and
deliver for cash at par to the Cuban Government the $37,723,348.83
of the serial certificates and deferred payment work certificates held
in portfolio as stated in the preceding Section II. Provision was
likewise made for the purchase from the Government by the Chase
National Bank at 95 and interest of $10.000,000 of public works 51,
per cent bonds in addition to the granting to the Government of a
1-year credit not to exceed $20,000,000 to be evidenced by deferred
payment work certificates. The terms of this credit provided for a
commitment commission of 1 per cent per annum payable quarterly
and interest at the rate of 514 per cent on moneys used. The publie
trorks 514 per cent gold bonds, in addition to being a direct obliga-
tion of tiw Republic of Cuba, are specifically secured by a first
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preferential lien and charge on 90 per cent of the public works taxes,
subject to the $20,000,000 of public works 515 per cent serial certi-
ficates issued to the public and maturing serially on and prior to
June 30, 1933. The deferred anment work certificates evidencing
the above mentioned credit rank pari passu in lien with public works
514 per cent gold bonds. The proceeds of the additional $40,000,000
of public works 514 per cent bonds, when and if issued, are to be
first used to retire the credit.

The $40,000,000 of public works 51% per cent gold bonds purchased
under the terms of this agreement were offered to the public in
February, 1930, by these associates of the Chase National Bank at
98 and interest, giving a nominal gross spread of 3 points, but after
considering a gain of 1.80 per cent on the $30,000,000 of 514 per
cent public works serial certificates resold to the Government at
par, the actual gross spread on these $40,000,000 of bonds was 4.35

er cent.

P After deducting expenses of approximately $230,950, the Chase’s
share of the profits to date on this transaction, including the sale of
the serial certificates to the Government, the bonds, and the credit,
is approximately $371,200, Included in these profits are those ap-
plicable to the Equitable Trust Co. and the Equitable Corporation
since the merger with the Chase. The $20,000,000 credit is still
outstanding. _

The Chase National Bank and Chase Securities Corporation each
have an interest of about 25 per cent in the outstanding credit of
$20,000,000. In addition to this, as of January 23, 1932, the Chase
National Bank held in portfolio $1,343,000 par amount of public
works 5145 per cent gold bonds and $693,000 par amount of 514 per
cent public works serial certificates. As of the same date, Chase
Securities Corporation held in portfolio $2,923,000 par amount of
public works 51% per cent gold bonds and $456,000 par amount of
515 per cent public works serial certificates. This gives a total of
$5,415,000 par amount of these securitics held by the Chuse National
Bank and Chase Securities Corpotation which have either been
marked down to prevailing market prices or against which reserves
have been provided to cover the difference between the cost and the
market price.

After deduction of expenses of the Chase National Bank and asso-
ciates of approximately $488,600, total profits to the Chase organiza-
tion on the three categories of Cuban financing above mentioned
have amounted to $627.927. This does not take into consideration
the loss incurred by reason of declining markets, on the above-
mentioned securities held in the portfolio.

I will be glad to answer any questions, Mr. Chairman, that I
am able to,

Senator King, I did not catch the gentleman’s name?

Mr. Scamiprapp. Schmidlapp.

Senator Kixg. Mr. Schmidlapp, did you prepare the statement
you just read?

Mr. ScumioLarp. I assisted in its preparation. Counsel has also
been advising. Counsel is sitting here,

Senator Kine. How long have you been connected with the organi-
zations that this purports to speak for?

Mr, Scuniprapp. Seventeen years,
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Senator Kina. Are you familiar with these loans to which refer.
ence has been made in the paper that vou have just read?

Mr. Scamiprare. Quite.

Senator Kixa. Were you a participant in the negotiation of those
loans?

Mr. Scamivraep. No.

Senator Kine. Did you go to Cuba at any time for the purpose of
making any of these ndvances or loans?

Mr. Scamiprarp. No.

Senator Kixc. Who immediately of these organizations repre-
sented by you negotiated the loans?

Mr. ScuamipLarp. Well, my predecessor. Mr. Barr, who died two
Yyears ago, was principally active in it.

Senator Kixe. You know then in regard to those loans only by
hearsay or the books and data found in the companies with which
Yyou are associated?

Mr. Scasmrarr. Yes; and from my associates.

The Cuamorax, Did you ever consult the directors at any time
with relation to the loans, at a directors’ meeting?

Mr. ScuyrLare. These matters are always submitted to our
board.

The Cramman. Well, that is what I asked yon. whether you did
or not,

Mr. Scummuare, These matters are alwavs submitted to our
directors.

Senator Kixa. Was any investigation made by your banks, or
either of these banks, Blair & Co. or the Equitable, prior to its con-
solidation, concerning the outstanding loans of the Cuban Gov-
ernment ? :

Mr. Scuyibrapp. Yes, sir.

sSenator King. When the Chase made its first loan to Cuba it dis-
covered, did it not, that there were loans outstanding of $67,000.000
or $70,000,000?

Mr. Scumirare. T do not recall he figures, Senator, but the
amount seemed to us entirely in balance at the time of entering this
first financing.

Senator Kix¢. Balanced or unbalanced?

Mr. Scraynaee. In balance.

Senator Kina. In balance.  Well, did you think that the out-
standing indebtedness. foreign loans plus the internal loans. was
such as to warrant further credits?

Mr. Scamiprare. We did.

Senator Kixg. Did you have a representative in Cuba?

Me, Scumirare, Yes, sir,

Senator Kixa. Who was that representative?

Mr. ScaMibLapp. When?

Senator Kixa, During these negotiations, and during the period
when these loans were made?

Mr, Scuminrare. Well, we have a branch office in Cuba.

Senator Kine. When was that established?

Mr. Scuynrare., 1923 or 1924,

Senator Kina, Well, was it established before you contemplated
making loans to Cuba?

My, ScuMmrarve. Yes, sir.
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The Cramyax. Was it a branch office or a branch bank?

Mr. ScuyuprLare. It is a branch bank. They receive and take
deposits and do a regular banking business.

genator Kixa. Well, was it a'commercial bank?

Mr. Scuymrarp. Yes, sir.

Senator Kixa. Was it a bank other than for the purpose of being
a conduit through which your loans were delivered to Cuba and your
receipts obtained from Cuba in payment of the loans, interest
charges, and so forth?

Mr. ScnyipLapp. Yes; quite so.

Senator Kixc. I beg your pardon?

Mr. Scamiprarp. Quite so. It is a bank doing a general hanking
business through the island.

Senator Kixa. And did your bank do that?

Mr. Scuyiprape. Our bank did that. We did and we continue
to do so. .

The CrArMAN. Receive deposits?

Mr. Scuyirape. Receive deposits and lean out money.

The Cuamyran. Time deposits and demand deposits?

Mr. Scryinrarpe. Yes,

Senator Kixa. Who was in charge of your bank in 1924 in Cuba?

Mr. Scuyirave. Mr., Seiglie and Mr. Wilson,

Senator Jowuxsox. In order that the record may be elear may it
show the names of the two gentlemen who arve sitting one on the
right and one on the left of the witnes«?

he Cramyax, T thought T had already stated that. Senator, hut
I will again.

Senator Jonxsox. It is better to have that Jdone.

The Cramyan, Mr. C. P. Anderson, jr. is the vice president of
Chase-Harris-Forbes Corporation.  Mr. Schmidlapp, vice president
of the Chase National Bank. And Mr. A. M. Williams, of the firm
of Rushmore, Bisbee & Stern, attorneys for the Chase National Bauk.

Senator Jouxson. Thank you. sir,

Senator Kixa. Are you the attorney ?

Mr. Winriams, Yes,

Senator Kixe. Mr, Willinms?

Mr. Wirriams, Yes,

Senator Kixa. Did yvou make any change in the person who had
charge of vour hank in Habaua?

Mr. Scuminave. Yes: there were several changes, Senator,

Senator Kixe. One of the persons having charge of vour bank,
at l;'ast a paper charge, was a son-in-law of Mr. Machado. wag¢ he
not?

Mr. Scinorare, That is correet.

Senator Kixa. When did he take charge?

Mr. ScuMiprare. April 1, 1927,

Senator Kixe, April 1, 1927, What had been his position, if you
know, prior to that time?

Mr. Scuyorave, He had been with the Royal Bank of Canada,
who also have an office in Habana,

Senator Kixa. In a clerical position?

Mr. Scuyprave. I don’t know just what capacity. I think he
had a managerial job.
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Senator Kina. What position did he occupy in your bank?

Mr. ScamipLarp. Well, first as a new-business man.

Senator Kixe. I beg your pardon.

Mr. Scamiprapp. First as a new business man.

Senator King. What do you mean by that?

Mr. ScumipLapr. A man that had contacts in Havana; that had
contacts through the island, that could be perhaps helpful in
bringing business to the bank,

Senator King. Secondly, if he had any other position?

Mr. Scumiprare. Later he was made joint manager.

Senator Kine. With whom?

Mr. Scumiprarp. With Mr. Quealy.

Senator Kixa. And how long did he occupy that position?

Mr. ScumiprLapp. Until April 13, 1931; he resigned.

Senator Kixa. What position does he hold now, do you know?

Mr. Scamiprarre. I do not know.

Senator Kixg. Was he the business man to whom you referred or
one of the joint managers when the $30,0C0,000 loan was negotiated
between Cuba and your banks?

Mr. Scumiprave. Yes,

Senator KiNe. Who were the participants in that $50,000,000 loan!

Mr. Scummrare, The Chase National Bank, the Equitable Trust
Co., the Chase Securities Corporation, and the Continental National
Bank of Chicago. And Blair & Co. (Inc.).

Senator Kixa. When were the negotiations entered upon which
culminated in the making of that loan or in the agreement for the
making of the loan?

Mr, Scastiorare, In April, 1928

Senator Kixa. And Mr. José¢ Emilio Obregon y Blanco, son-in-
law of Mr. Machado, was then employed in the bank?

Mr. Scumirape. He was,

Senator Kixe. In a managerial capacity ?

Mr. ScuMibLare, Yes,

Senator Kixa. Did he participate in the negotiations?

Mr. Scamiprare. I would say not. I was not down there.

Senator Kixc. He had cognizance of that?

Mr. Scaauprare. Oh, undoubtedly. :

Senator Kixa. Your organization knew that he was the son-in-law
of Mr. Machado?

Mr. Scuyrarve, They did.

Senator Kixa. By the way, was not your company advised re-
f;eatedly that Mr. Machado was not a de jure President, or even de

acto, but was holding position by reason of usurpation and viola-
tion of the constitution of Cuba?

Mr. ScHMbLAPP, No.

Senator King. You were not so advised?

Mr. ScuMmrare, We were not.

Senator Kixa. Well, did you not know that Mr. Machado had
prorogued his term of office; that is, prolonged it by unconstitutional
or alleged unconstitutional methods?

Mr. Scuminrare. No.

Senator Kixa. Did you not know that Mr. Machado by the same
methods had secured the prolongation of the terms of office of the
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senators and congressmen, and that to accomplish his end he had
suppressed all political parties, and was governing by military rule?
Were vou not so advised ?

My, ScuyiprLarp, No. .

Senator Kine. You knew that he had rather a large standing
army? That there was rather a large standing army, did you not?

Mr. Scumrarp. I had not given it a thought one way or the
other. I did not know what the Army of Cuba was.

Senator KixG. Various funds in the budget or in the treasury
department were drawn upon interchangeably, were they not, so that
money obtained from loans ostensibly for one purpose might be used
for anyv purpose connected with the Government?

Mr. Scuarapp. Correct me if I am wrong on this, will you
(addressing Mr. Williams)? My impression is that the funds cre-
ated by the financing which I have described to you were to be
segregated and kept separate for the specific purpose.

Mr. WiLLiays, Senator, the funds were kept on deposit with the
bank and were paid over directly to the construction contractor
against certificates of work done. Were not paid directly to the
Government.

Senator Kina. Were not the funds commingled?

Mr. WiLLtanms, No,

Mr. ScumioLare. No.

Senator Kine. Funds derived from revenue and derived from
loans and used interchangeably in the meeting of the expenses of the
Government ?

Mr. WiLLtams. You have two questions. Funds derived from re-
venues and funds derived from loans,

Senator King. Yes.

Mr. Winuiams, We were not advised as to what was done with the
funds derived from revenues. They were entirely in charge of the
Treasury Department.

Senator Kina, Do you know what was done with the funds de-
rived from loans?

Mr. Scumirare. They were paid to contractors.

Senator King. All of them?

Mr. WiLLrams, Yes.

Mr. Scumiprapp, All that we supplied.

Senator Kina. The $50,000,000%

Mr. Scumiprarp, Yes. More than that.

Senator Kixa. You mentioned a $50,000,000 loan. and I was di-
recting my attention to that first,

Mr. Scumiprare. Yes.

Senator King. All of that was paid to contractors?

Mr. Scumiprarp. Yes.

Senator KiNa. Are you sure of that?

Mr. ScumipLapp. Yes.

'S&e?ator Kine. And what was the method by which they were
pai

Mr. Scamiprare, On these work certificates, which were the obli-
gation of the Government, and created on specified work accom-
plished on the part of the specific contractor.
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Senator King. Were those work certificates presented always by
employees? Were they not presented. in other words——

Mr. ScumipLare (interposing). Well. they had to be certified by
the Government, you see,

Senator Kixg. Yes; but were they not presented indiscriminately
by representatives of the Government as well as by individuals whe
may have been employed ?

Mr. ScumipLapp. Well, it contained the signature of both the
contractor and the Government authorities.

Senator Kina. As to whether the work was done yvou would not
know?) You simply relied upon the certification that was brought
to you!?

D)Ir. Scumiorare. It takes the usual course of certifving for any
work accomplished,

The CHairmaxN, They were transferable, were they ¢

Mr. Scaymmrare, They were not transferable.

‘The CuaairmaxN, They were not transferable ¢

Mr. ScuMibLave. No.

Senator Kine. They were transferved. though. were they not?

Mr. Scamiprare. They were only transferred to the bank. After
the bank had advanced $10.000,000 we conld exchange them for these
514 per cent serial certificates.

Senator Kina. Yes: but the certiticates were in  circulation
throughout the island ?

Mr. Scuyiorarp. They were never in circulation. Could not be
ig) cli{rculatimx. They were not negotiable except through the Chase

ank.

Senator King. Well, if an emplover received a certificate, what
steps were taken to transmute it into a payment of money?

Mr. Winniams, Senator, I can explain that in detail if you wish.

Senator Kixa. Very well, answer that.  What was the process?

Mr. Winniams, The process was this: The Secretary of Public
Works or the public works department would issue to a construction
contractor a certificate specifying that a certain amount of work had
been done and accepted by the Government, and that there was due
for that work a certain amount of meney. That certificate was
signed by the engineer in charge of the pubiic works. It was ap-
proved or accepted by the Secretary of Public Works, and counter-
signed by the Secretary-Treasurer of the Republic. The contractor
then would take that certificate to the Chase Bank and assign it
to the bank and receive from the bank the fare amount of the certifi-
cate. So that the bank by that application was ~ubrogated to the
rights of the contarctor under his constrietion contract.

Senator Kixa. You mean no one tran~ferred those except a con-
tractor?

Mr. Winniams, Noo Lmean none was transferred except by a con-
tractor,

Senator Kixe. How were the emplovees paid?

My, Winnrams, The emplovees of whom?

Senator Kina, Of the contractor or ~ubcontractor?

Mr. Winntanms, They were paidl by the contractor. I assume, out
of the proceeds paid to him by the bank.  In other words, how the
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contractor financed his own operations we do not know. We never
had any connection whatever with the construction contractor.

Senator Kixc. Did any of your loans go for the construction of
the capitol ? .

Mr. WiLLiams. Yes; part of the money that we advanced went for
the construction of the capitol.

Senator Kine. What are the aggregate of the loans made by your
associates to Cuba?

Mr. ScuyMipLapp. $80,000,000.

Senator Kine. Were all of those loans made while Mr. Machado’s
son-in-law was one of yvour employees?

Mr. ScuMmLapp. No; not the first loan. The first loan of $10,-
000,000 was prior to his having office with us. And the first and sec-
ond loans of course were made on public bidding.

Senator Kixe. I invite your attention to the Official Gazette of the
Republic of Cuba, the Gaceta Oficial. You are familiar with that,
are vou? You know that there is such a publication?

Mr. Scamiprapr, Yes.

Senator Kixe. Published in Spanish?

Mr. Scummrare. Yes,

Senator Kine. Did von know that Mr. Jose Emilio Obregon
v Blanco, as per a statement contained in the official publication to
which T have just referred, received 500,000 pesos ($500,000) ¢

Mr. Scuyirarr. T did not, sir.

Senator Kixg, T offer in evidence the Spanish statement contained
in the Gaceta Oficial. and T have a translation into English here of
that statement.

The Cnammymaxs. The translation may be printed in the record.

Senator Kixc. And T called it to the attention of Mr. Matthews,
who is a Spanish scholar, when he was on the stand, and he said the
translation was correct. I will read the translation [reading]:

{'I'ranslation)

OFrFIciAL (1AZETTE OF THE REPUBLIC oF CUBA,
HaAvANA, YEAR 26, VoLuME 1, No. 6,
Friday, July 6, 1928,
RESOLUTION

(P. 291:)

* Whereas the agreement in article 22 of the supplementary convention agreed
to in public deed on June 22 last, before the notary, Dr. Regino Truflin y Perez
de Abreun, in accordance with which the bank shall receive and the Republic
agrees to pay as compensation for the commitments and additional services of
the bank, by virtue of and in agreement with this convention (a) A sum equiva-
lent to 1 per cent on a principal of 50,000,000 pesos of certificates issued in
series, which represents the additional credit granted by this convention and
which shall be paid immediately upon the entering into effect of this conven-
tion, as is provided in article 23, and considering that the act of June 28, 1928,
published in the Official Gazette of the 29th of that month, ratifled and approved
for all the above purposes, the said convention by which it entered into effect
and was made obligatory for all parties, in virtue of the agrecment in article 23
of said convention,

“ Making use of the facultics given by the presidential decree of May 31, lust,
and of those granted me by existing laws, In order that the agreed payment
may be 29:;&(]6, it is fitting to resolve and X hereby do resolve:

(P, )

“That in the fulfillment of the agreement in letter ‘a’ of article 22 of
the supplementary convention of June 22 of this year, before Dr. Regino
Truffin y Perez de Abreu, there be paid to Mr. Jose Emilio Obregon y Blanco,”—
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That is the son-in-law of Mr. Machado.

Mr. ScuMmibrapp. Correct.

Senator Kine (continuing reading) :
a8 authorized representative of the Chusxe Nutionul Bank of the ecity of New
York, the sum of 500,000 pesos ($500,000) official money, which represents 1
per cent of the credit of $50,000,000 which is the principal in said article,
the proper orders being given that this be paid immediately, and charged to
the special fund for public works.

. * *

= = * *

* Hlabana, July 3, 1928.
* MANTIAGO GUTIERREZ DE CELIS,

 Seoretary of the Treasury.”
Mr. ScuMipLaPP, Senator, may I interrupt a moment?
Senator Kinc. Yes.
Mr. Scumipraep. In my description of the second group of finan-
cing, which I have read before this committee, it is stated as follows:

The commission on the original $10,000,000 was left unchanged and a crm-
mission of 1 per cent on the additional £30.000.000 was added.

And that is the commission which the article to which you re-
ferred, means.

Senator King. That commission, whatever it is, whether it was
a commission or a gratuity. was paid to the son-in-law of Mr.
Machado?

Mr. Scamiprapp. For account of the bank. It is in the bank.
It came into our figures. It is stated here openly that we received
it, and I bring down these figures to show you exactly what the
profits and loans were in this husines< to it< finality through the
three successive stages of financing.

Senator Kine. y would you pay to your own agent, who was
the son-in-law of the President, $500.000?

Mr. ScumibLare. We did not pay it to him.

Senator Kixg. The translation to which I have referred—

Mr. Scuaprare. It is admitted that it was paid to him as man-
ager of the bank, or as so-and-so, treasurer. That is all it refers
to, I can assure you.

Senator Kine, Well, did he receive it?

Mr. Scumiprare. For account of the bank. We did not pay it
back to him as an individual, if that is what you mean.

Senator Kine. Well, I car: not quite—

Mr. Scummrapp. It is the group profit on the transaction,

Mr. Wirtams. That was a commission paid to the bank, Mr.
Obregon never received it individually. It came to the bank.

Senator King. You gaid a commission to yourself, is that it?

Mr. Wirriass. The Government paid that commission to the bank.

Mr. Scummrarp. The Government paid the commission.

Senator King. That is it exactly. e Government paid the com-
mission.

Mr. Scamiprapp. A part of the cost of the money. »

Senator Kine, Well, why did you make it payable to the son-in-
law of Mr. Machado?

Mr. Scuymrapp. As manager of the bank. He was an official of
the bank.

Senator Kine. Have you got a statement here from the bank show-
ing the disposition that was made of that $500,000?

. Scamiprapp. I have given it to you in this statement.
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th_Senator Kine. Have you the books of the bank here or any-
ing—
M% Scumibraep. The books of the bank; no.

Senator King (continuing). To show what became of that
$500,000¢

Mr. Scumiprarp. Yes.

Senator Kina. What became of that? _
dthr. Scuyiprare. It was distributed to the members of this syn-

cate.
hSe?nutm' Kine. Well, now, will you please give the allocation of
that

The Cramstan, Did Fou have any other commission besides this?

Mr. ScumipLarp. Well, the commission on each successive stage as
we reported it. The commission of exchanging this $50,000,000 of
certificates.  When you change your revolving fund you receive 1.80

r cent. Then you receive a commission of 1 per cent on the

50,000,000, and the 1 per cent on the $50,000,000 is what is referred
to in the article.

Senator King. Was not this an independent payment made to Mr.
Machado’s son-in-law ¢

Mr. Scamirarp. It was not.

Senator Kina. Was he used in the negotiation of the loan?

Mr. Scamiprarr. He did not negotiate the loan. He may have
had some minor duties to perform in connection with its negotiation.

Senator Kina. Is it not a fact that he was employed largely for
the purpose of negotiating the loan with the Government?

Mr. ScumipLapp. It is not.

Senator Kixe. And after your loans had been made to the Gov-
ernment his services in connection with your company were dis-
continued ?

Mr, Scummrarre. No.

Senator King. They were discontinued

Mr. ScamipLare. They were discontinued. He resigned—the date
isin there. In 1931.

Senator King. Have you any other statement showing that the
commissions were paid in a different manner or a like manner?

Mr. Scusprape. Well, we can give you a complete statement of
just how the commissions were paid.

Senator Kine. I beg your pardon?

Mr. Scumiprapp. We can give you a complete statement as to just
how the commissions were paid.

Senator Kine. Well, I should like to have that. And I would
like a statement as to the disposition made of the $500,000 paid
to this man, this son-in-law of Mr. Machado.

Mr. ScuyMmrarr. After deducting the expenses of advertising and
vhatnot, the legal expenses, and one thing and another, it was
divided among t%e syndicate members in their proportionate interest
in the business.

The Cuarman, Based upon the amount of money they had ad-
vanced towards the loan? .

Mr. Scumiprarp. Right., Mr, Obregon never received any part
of any of the commissions received in connection with these loans.

Senator Kine. In what manner did you make payment of your
other commissions?
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Mr. Scummrapp. In the same manner. After deducting the ex-
pense of conducting the business they were divided pro rata among
the syndicate members in the proportion that they had to the
business.

Senator Kineg. I find in examining the publications, no reference
to other commissions paid to Mr. Obregon. To whom were they
paid, if there were others paid?

Mr. Scammrapp. The commission was not paid, Senator, to Mr.
Obregon, I can assnre you unqualifiedly. If they went through his
hands they went through his hands as an officer of the bank or as
manager of the bank. The same as if they paid me a check, Schmid-
lapp, vice president of the Chase Bank. That does not mean
Schmidlapp individually. And it did not mean so in Obregon’s
case.

Senator King. Why was not the payment made to the bank itself
rather than to him?

Mr. Scamiprare. As an officer you have to have some individual
to whom it goes,

Senator King. Was he the principal officer at that time?

Mr. Scummrare. He was a joint manager.

Senator Iixe. Well, why wasn't it macde payable to the two joint
managers?

Mr. Scamiprarp. It is not customary to do so.

Senator Kina, Well, why didn’t you make the payment to the
bank instead of to Mr. Obregon? Or if you were paying it to the
bank through the manager, why didn’t yon name both managers?

Mr. Scusupraer. It is not customary to name more than one
officer. How often do you see a check drawn to so and so, president,
and so and so, vice president, and so and so, treasurer? You would
make it out to one of the officers of the bank.

Senator Kine. As a matter of fact it would be payable to the bank
itself, would it not?

Mr. Scumibrarp, Yes,

Senator Kine. So that it might be indorsed by any proper official
of the bank?

Mr. € “umibLapP. Yes; either way.

Senatur Kine, Have you any other checks that were made pay-
able to Mr. Obregon at the time when he was joint manager?

Mr. Scumibrapp. In his capacity as manager, undoubtedly.

Senator Kina, Made payable to him?

Mr. Scumiprapp. Undoubtedly. From anyone that brought it in.

Senator Kine. From the loans which were made or from the
bank itself to its branch bank in Habana?

Mr. Scasmprapp. Will you state the question?

Senator Kina. Do your books or accounts show any other pay-
ments of money to the bank in Habana under any of these Cuban
loans which were made payable to Mr. Obregon, the son-in-law of
Mr. Machado?

Mr. Scumiprapp. If they were made payable to him they were
made payable to him as manager of the bank, and only in an
official capacity.

Senator Kinag. I am asking you whether there is any other case
where in the transmission of these payments in the loan of $50,000,
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000 there ix a sitgle other instance where the payment was made
to Obregon?

Mr. Scuymrare, Perhaps as manager of the bank, Only in that
capacity. - '

Senator Kixg, Well, as manager or otherwise, have you any
other payments that were made to him as manager of the bank?
Or as joint manager of the bank?

Mr. Scrymrare. Whether the checks came through with his
ofticial title on them or not I can not answer,

Senator Kixg, Is it not a fact that in all of your payments, if
any payee was named, it was the bank?

Mr. Wirrnrass. No.

Senator Kixe. The Chase Bank, or the Chase Cm-ym'utiml, what-
ever title your organization bore that was in Habana?

Mr. WinLrams, Well, it is a branch of the bank. It bears there
the same title as their home office.

Senator Krixc. I do not know the correct name, so I made it
rather comprehensive. What I am trying to get at is: Is not this
the same situation in all of the payments in the $50,000,000 loan
or $80,000,000 loan that you made down there, where he is named
as the payee, or his name appears as a payee?

Mr. WiLLtayms., I don’t know. There may be any number of
them go through with the payee as manager.

In the first instance on the $10,000,000 credit, the initial com-
mission of $100,000 was paid to Mr. Seiglie as manager of the bank.

Ir the second operation the commission of $300,000 was paid to
Mr. Obregon as manager of the Lank in his official capacity as such,
and he accounted for that momney and turned it over to the bank.
He did not share or participate in one penny of it himself indi-
vidually.

In tﬁe third operation the initial payment on account of the
credit of $20,000,000 was paid to Mr., Obregon as manager of the
bank. He merely received it as agent, accounted for it, and turned
it in to the bank. And I am speaking of personal knowledge, be-
cause I handled it personally. lﬁe did not receive one single, soli-
tary penny of any of those commissions for his individual account.

genator King., Are you familiar with the books of the company
in Habana?

Mr, Wrnriams, I am familiar with the—of course, I have not
examined the books myself.

Senator Kine. That is what I mean.

Mr. WirLiams. But I was the lawyer in charge of those trans-
actions, and I know what was done with that money.

Senator Kine. Well, the lawyer does not know much about books.
| Mr.l Wirriams. He generally knows what happens to the money,
though.

Senator Kixa. I ask you again: Are you familiar with the hooks
of the company there and whether they show the disposition and
allocation of that $500,0002 .

Mr. Wirtrams, No; but I am familiar with the agreements be-
tween the participants in this business. I did not actually see the
checks which the Chase Bank =ent out to its associates for their
participating interest.

92028—32~pT 4-——3
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Senator Kixe. Anil you do not know from any examination of
the books the disposition of the $500,000 or the allocation of the
$500,0009

Mr. WiLrLiams. No.

Mr. SoaMioLare. I can give you a statement on that very
accurately.

Senator Kine. Well. I would like to have that statement. And
the dates, or any earmarks that would indicate the disposition made
of that $500,000.

Mr. Scusnprarp. Yes, sir.

Mr. Axperson. Could I straighten out now that statement of the
$500,000? 1 won’t take a minute, and you will have it right in the
record there.

The CuarrmMaN. Yes; it will be all right to do so now.

Mr. A~persox. That, as stated by Mr. Schmidlapg, was a 1 per
cent commission on $50.000,000 to be payable to the banking group
who negotiated the business with the Government. Of that %500,-
000, $125,000 was reserved to cover expenses of negotiating and ex-
penses of the sale of the serial certificates.

Senator Kina. Who got that $125,000 for negotiating?

Mr. A~person. That was paid in the form of legal fees, of adver-
tising fees, eable fees, telegraph fees, all of the usual expenses in con-
nection with an operation of that sort. That left $375,000 to be dis-
tributed amongst the members of this banking group who had han.
dled this particular piece of business.

Of that $375,000 the Chase Securities Corporation received $50,-
000, the Chase National Bank received $50,000, which takes $100.000
off, leaving $275,000 to be divided between the other participants
in the group in proportion to their interest in the business.

Well, that $500,000 was paid entirely to the bank participants,
and it was in the form of a stand-by commission really on agreeing
to take a liability on $50,000,000 of obligations of the Government.
It was given to the banks and not to anybody outside.

Nm]v the list of these expenses I will be glad to put into the
record.

Mr, WiLLiams. Do your records indicate that Mr, Obregon re-
ceived any part of that total amount of $500,000? .

Mr. AnpersoN. He received none of it whatsoever. It was all
distributed up here in this country.
lSer;}ator KiNg. Why do you muke it a charge on your accounts
there?

Mr. A~xperson. Well, it was paid in to the bank there.

Senator Kinc. It was paid in to the bank there?

Mr. ANpERSON. Yes,

The Cuamman. You have a complete list of that, or will you
furnish it?

Mr. AnpersoN. I have a complete list of the expenses which
were covered out of this $500,000.

The Cramman. Can you put it into the record at this time?

Mr. Anperson. Yes.

The Cramman, That is what Senator King asked for.

Senator King. Yes.

The Cramyan. And it may be placed in the record at this point.

(The statement of expenses presented by Mr. Anderson is here
printed in the record in full, as follows:)
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Statement of eopenses in oonneotion with supplemental agreement providing
for 860,000,000 (of whick $10,000,000 was provided for in agreement dated
February 19, 1927)

Legal:
American—
Rushmore, Bisbee & Stern $31, 005, 70
H, W. Catlin 20, 000. 00
Cuban—
Antonio 8. Bustamente. 10, 000. 00
B. Hernandez Cartaya 47, 500, 00
Garcia Montes 655, 07
$109, 080. 77
Traveling expenses ——— 8, 267. 62
(able expense. - 857.78
Telephone expense. — 5, 148, 50
Printing supplemental agreements. a—— 1, 509. 20
Expenses Incurred by Chase Securities Corporation.ee e oo _o._ _&_8_.8_:2_8_3
127,227.18
Expenses on:
$10,000,000 51 per cent serial certificates dated July 1, 1928
(see attached schedules) 37, 189. 60
$10,000,000 514 per cent serial certificates dated January 1,
1929 (see attached schedules) e 27,105,585
Total-.. .omae —— ——- 191, 522, 33

Rtatement of eapenses in $10,000,000 Repudlic of Ouba public works 5% per cent
serial ocertificates dated July 1, 1928—Due $6,250,000 December 81, 1931;
$3,750,000 June 8O, 1932

Advertising $10, 630. 39
Legal oo e e 2, 699, 67
Telephone and telegrams —— 2, 045. 20
Cables . e ————————— i 1 o o = e e 163, 01
Stationery and printing.c.-cce-.. - 1,172,82
Miscellaneous....._ 215, 42
Authenticating charge. e mwmeemm e —— e — e &, 000. 00
Sundry office expense - - 172,71
Surety bond 1560, 00
Addressograph 25. 00
Private wire. - 375. 00
Closing....- 50. 00
Loss in trading account 12, 308.88
Loss in interest account. 1,917. 98
Postage and insurance. 233, 67

Total 87, 189. 60

Statement of ewpenses in $10,000,000 Republic of Cuba public works 5% per
oent serial certificates dated January 1, 1929—Due $2,500,000 June 80, 1932;
86,250,000 December 31, 1982; $1,250,000 June 30, 1933

Advertising._.._ $7,705. 76
Postage and IDSUTANCema e e ——e 641.89
Countersigning and authentication_ .. . _._____________ 5, 000, 00
LeBA] e e e e —————— e 68. 06
Loss in tradingg...- — ———— 7,445.03
Loss in intexest__.. .21
Loss in SBUSPENSe.. .. o e .01
Cables, telephone, and telegraph e ommee e oo 3,028, 27
Stationery and printing -— e — o —— ————— 1,491, 12
Miscellaneous e ————————— - ——— 748. 09
Sundry._.. - e eec—————— e e e - —— 327.12
Surety DonQ. .. e 16v. Ov
Addressograph et ——————— e e e ;e ——————— 25. 00
Closing... .. - - 75.00
Private wire_..._________._ ————————————— 400, 00
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The CHairMAN., You only paid one commission, no matter who
it went to? You did not pay two commissions of $500,000, did you,
on that loan?

My, Scamiprapp. There is only one commission of $500,000 rm
loan No., 2, as explained in this description here.

Senator Kina. How many loans to Cuba have you?

Mr. Scamiprapp. Three.

Senator Kina, The aggregate is how much?

Mr. Scamiprare. $80,000,000.

Senator Kine. $80,000,0007?

Mr. ScanipLaPP. For ourselves and associates.

Senator Kine. Yes. You have commitments for an additional
sum, have you not? .

r. ScEMIDLAPE. No; we have no commitments outstanding now.

Senator King. Have you extended a credit in addition to the
$80,000,000¢

Mr. Scamiprapp. Not in addition. $20,000,000 of the $80,000,000
referred to ig in the form of a credit.

Senator Kina. Can you tell me the obligations of Cuba at the
present time?

Mr. Scemiprare. External ¢

Senator King. Yes; external. They are practically $270,000,000
are they not?

Mr. AnpErsoN. It shows a little less than that here, Senator King.
Shows a total of external and internal both $204,277,000, and of
that $7,865,000 is internal.

The CuairMaN. How much was internal? I did not get that.

Mr. Scumipraep, $7,865,000.

Senator Kine. Well, the amount due on those Morgan and Speyer
loans is how much?

Mr. Scummrarp. This is as of December 31, 1931,

Senator Kixa, Well, there is not much change since then. Ap-
proximately $69,000,000 is it not?

Mr. AxDERSON. Approximately $60,000,000.

Senator Kina. Do you understand Spanish, Mr. Anderson ?

Mr. AnpersoN. No, I do not; I am sorry to say.

Mr. Scumiprare. This would show a total of $204,000,000.

Mr. Axperson. Internal and external,

Mr, Scemiprare. Internal and external.

Senator Kinc. Let me see if I can get this in a little more concrete
form. Your first loan was $10,000,000, is that right?

Mr. ScamipLarp. Yes.

Senator Kixc. That was a credit?

Mr. Scamiprarp. Yes.

Senator Kina. And then that was a part of an $80,000,000 issue?

Mr. Scamiprapp. No.

Senator Kina. That is independent of the——

Mr, Scumiprarp. No; it is not independent. That is the reason
I tried to read it in this way so as to give you the three successive
stages, First, you had a $10,000,000 credit.

Senator King. Well now, let me pause right there. What com-
mission did you get for that?

Mr. ScumipLarr. We got 1 per cent per annum. $400,000.
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Senator Kixe. And what interest did those bonds bear?

Mr. Scumiprare. Six per cent.

Senator Kinc. Six per cent?

Mr, Scammrarr. On the credit,

Senator King, I beg your pardon.

Mr. ScamipLarp. On the credit. And then it was reduced on the
nest one to five and one-half.

Senator Kinc. Now, was that credit taken up by bonds?

Mr. Scuyinrare, No.

Senator Kixe, Was it transmuted into bonds?

Mr, Scumiprape, No. Noj it became part of a revolving credit of
$60,000,000, $20,000,000 of which were sold to the gublic, $30,000,000
of which were converted into serial bonds and held in portfolio.
And «even million odd remained as these original work certificates
and were subsequently sold at par to the Government when we
agreed to take the last bonds, $40,000,000 of the $80,000,000 public
works 514 per cent bonds maturing in 1945. And at that time we
put it on the additional $20,000,000 of credit.

Senator Kixa. Let me ask in the aggregate how many bonds did
you and your associates receive?

Mr. Scuyionape. We received $40.000,000-—-Well, of which issue?
It is difficult to say.

Senator King, Well, of all of them?

M. Scaapnarp. Our total financing on behalf of ourselves and
our associates was $80,000,000, and it went through these successive
stages which I have read to you, so as to give you the detail of each
s%pamte transaction and to shaw you its purpose and how it came
about.

Senator Kina. What was the commission you received upon the
$80.000,000 of credits extended by you and your associates?

Mr, Scuymmrare. After deducting the expenses of the Chase
National Bank and associates of approximately $488,600——

Senator Kine. In the aggregate?

Mr. Scamipnare. I will add these two together. The gross profits
on all the transactions were $3.317,666. The expenses of the Chase
Bank and associates were $488,600. The net profits for distribution
to the Chase Bank and sassociates was $2.829.066. The net profit to
the Chase Bank and Chase Securities Corporation and Equitable
Corporation subsequent to its merger with the Chase is $627.927. as
I have previously read.

Senator King. What part of the bonds which yvou received were
sold to the public in the United States?

1‘\1[1 Scumirare, Well, of the second serial is~ue, $20,000,000 were
sold.

Senator King. At what price?

Mr. ScumipLare. At 9934 on the first $10.000,000 of that and par
and interest. on the second $10.000,000,

Senator Kine, Now, any others?

Mr. Scuyiprare, Of the $40,000,000 maturing in 1945 they were
offered to the public at 98 and interest.

Senator Kine. And what did you pay for the bonds?

Mr. Scummrare. We paid 95 for them.

Senator Kina. Ninety-five?

My, Scummrare. Right.
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Senator Kinc. And you offered them at 98%

Mr, SoumipLarp. Yes.

Senator King. A spread there of 3 per cent.

Mr. ScumipLapp, Yes. But there is an additional spread, as I
tried to indicate. On the basis of having converted work certificates
into serial bonds we had a spread of 1.80.

Senator King. In addition to that?

Mr. Scamiprare. Yes.

The CHamataN. You mean 1.8 per cent?

Mr. ScamibLape. Yes; 1.8 per cent.

Senator Kina. Yes.

Mr. Scamiprapp, So that it made the gross spread on the $40,
000,000 of bonds sold 4.35 per cent,

Mr. WiLLiams, From your gross spread of 4.35.

Senator King. That was the gross spread?

Mr. Scamiprapr. Yes.

Senator Kina. Have any of those bonds been paid?

Mr. ScumioLare. $6,250,000 of the 514 per cent serial certificates
matured December 31, 1931, and were paid.

The CuairMaN. Has there been any default?

Mr, Scumiprapp. There has been no default, Senator.

The Crairman. Interest or principal?

Mr. SoumipLapp. On principal or interest.

Senator Kina. Did you take up any of the sugar bonds, so called,
the Chadbourne sugar bonds?
~ Mr. Scamirarp. We have taken them up through individual
customers. .

Senator Kine. What was that bond issue?

Mr. ScamibLapr. Between $20,000,000 and $50,000,000. I am not
certain of the exact figure.

Senator King. Do you hold any of those bonds?

Mr. Scamibrapp. As collateral.

Senator King. Those bonds were issued by the Governiment in
order to meet the obligations of some of the affiliated sugar com-

anies, that is, they were sugar companies affiliates of some of the
Eanks of New York, were they not? Perhaps I did not make the

uestion clear. A large part of the sugar business of Cuba is in
the han%s of American corporations, is it not? Perhaps 60 to 70
per cent

Mr. Soummrapp. I should think that was roughly correct.

Senator King. Yes. And those companies are in part controlled,
are they not, by some of the banks of New York? 7The National
City, for instance? .

Mr. ScamirLarp. I am not prepared to answer that.

Senator King. You are not prepared to answer that. At any rate,
those corporations being indebted, induced the Government, or at
any rate the Government issued forty odd millions of dollars of
bonds for the purpose of taking up the obligations of those com-
panies. Is that not true?

Mr. Scummrape. I do not think that was its purpose, Senator,
but I do not think I had better read into a record here without
knowing what my statement is.

Senator Kixe. But at any rate, those bonds labeled Sugar Bonds
were issued by the Government not to meet any sugar operations
that it was engaged in?
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Mr. Scummrare, That the Government was engaged in? .

Sen%tor Kixe. Yes. It was not engaged in the sugar business,
was it

Mr. Scumirarr. I would not like to go into the technical points
there, Senator.

Senator KiNa. At any rate, you have some of those bonds?

Mr. ScumipLarp. As collateral.

Senator Kine. As collateral. Did you buy any of those bonds?

Mr. ScumioLapp. No, sir.

Senator Kine, Have they been sold to the public, so far as you
know, the American public?

Mr. Scuyprape. No, sir. Not in any general distribution,

Senator King. Do you know whether the National City Bank has
distributed any of those bonds?

Mr, Scumipnare. No one has publicly.

Senator Kixg, I see. But the bonds were issued by the Govern-
ment ¢

Mr. Scamiprare. I do not think they were technically. I think
they bear the guarantee of the Government.

Senator Kixa. Well, do you make any distinction there between
the Government bonds and the guarantee of the Government? Who
were they issued by if not by the Government?

Mr. ScuyipLapp. Well, I'think they created a corporation for the
handling of the situation.

Senator KiNg. At any rate they ave obligations of the Government,
either direct or a guarantee.

Senator Gore. What was the naiae of the corporation created for
that purpose?

Mr. ScumipLare. I am not prepared to answer it, Senator. I do
not know. I did not come prepared with those statistics.

Senator KiNe. Do you know what the bonds that have been sold
to the American public are quoted at now? Some that were sold by
your organizations?

Mvr. Scamiprare. The 5145 per cent long-term bonds maturing in
1945 are quoted at 3814.

Senator Kine. And what are the residue quoted at?

Mr. Scumiprapr. Those serial certificates vary a great deal. The
market on them is quite inactive. June 80. 1932, maturity are bid 71.
Due Decenber 31, 1982, are bid 60 and asked 65. Due on June 30,
1933, the bid is 57 and the offering is 65.

Senator Kixe. Were any of your organizations interested with the
contractors who hid for the Capitol?

Mr. ScumiprLare. We had no interest with them whatsoever.

Senator Kine. Or who were interested in those road construction
serial certificates that were issued?

Mr. Scumionape. We had no interest with them whatsoever. I
read that in the statement, Senator.

Senator Kine. Very well. Before making the loans for this so-
called road construction did you make any investigation to ascertain
the operations of the contractors?

Mr. Scuyiprarr. We had no interest with the contractors whatso-
ever. We dealt entirely with the Government and as bankers.

Senator Kine. Well, did you discover that the road which was
being built was costing in the neighborhood of $130,000 to $160,000
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a mile, at least reputed to cost that, and that much was expended
per mile?

Mr. Scaviprape. Well, my offhand opinion is that the roadway
work comprised approximately $100,000,000,

Senator Kine. Well, vou did not figure the amount per mile, then?

Mr. Scuaprare, Well, T understood it was about seven hundred
and forty-odd or seven hundred and fifty miles.

Senator Kixc. You do not know the per mile cost?

Mr. Scitsuprare, The per mile cost I have not figured.

Senator Kinc. And were you not interested to determine whether
or not this subseription that you were receiving, or bonds or securi-
ties which were expended, were going to Cuba quid pro quo, and
that the money was not being embezzled or improperly utilized!?
In other words, yvou just accepted the certificate of the Government,
is that it, without making any investigation as to the purpose of the
Ioan and the application of the funds?

Mr. Scummrarpr. Well, we knew the purpose of the loan. We
knew that it went to public works, that 1t went to highways, went
to schools, went to the capitol building, went to the improvements
on the Malecon at Havana.

Mr. WiLLrams. Senator, all these operations had the peculiar
feature that the money was not turned over to the Government to
be used as it might see fit, but the money was paid ont to a particular
construction contractor on his own certificate plus the approval of
the Giovernment officials that the work had been done.

Senator Kixe. Well, weren’t you somewhat concerned or interested
or curious when you discovered, if you had made any investigation,
that some of those certificates indicated the cost of construction of
roads that ought to have been built for a very few thousand dollars,
of $130.000 a mile?

Mr. WiLLiams, We do not feel that we were authorized to usurp
the functions of the Cuban Government to investigate their works,

Senator Kinc. You just accepted their statement?

Mr. WiLLiams, What we did was we accepted these certificates as
being true. And we were dealing with the Cuban Government only
as bankers, only as financial institutions financing the loans to them.
We did feel an added security in the fact that the moneys we pro-
vided would be paid over to the construction contractors themselves
on the basis of certificates of work done. But we did not undertake
to investigate the accuracy of the particular certificate. We accepted
it as delivered to us when it was made out in proper form.

Senator Kixe, Did you feel any security by reason of any com-
munication you had with the State Department and any assurance
which it gave you as to the validity of the loan?

Mr. Scumipnare. We consulted the State Department on each of
these successive three transactions.

Senator Kixe. Did vou ask for their approval?

Mr. ScumibLare, We did.

Senator Kine, Did the State Department approve those loans?

Mr., Scuypnare. In the manner that they usually do. There is
ng specifiec—they do not disagree with you, that is about the force
of it,

Senator King. Well, was there any affirmative approval?
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Mr. WiLniays, We received advice that they had no objection to
the consummation of the transaction, but they did not assume any
responsibility for the validity of the loan or its security.

enator leING. Was the attention of the State Department called
by you, or did the State Department call your attention to the
fact that perhaps the Platt amendment had something to do with
the relation of our Government to Cuba? Did you rely, in other
words, upon the Platt amendment or any representations made by
}he Sgate Department, negatively or otherwise, as a basis for your
onns?

Mr. Scamirapr. We did not go into that at all,

Senator Kine. You did not consider that at all?

Mr. Scamiprarp, No.

Senator Kinc. What was the form of the letter that you addressed
to the State Department anterior to the making of any of these
loans?

4 Mr. ?CHMIDLM’P. Have you a copy of it? [Addressing Mr. An-
erson.

Senator King. While the gentleman is looking for the letter T will
ask you another question. Was the form of the reply of the State
Department to your communications uniform?

Mr. Scuairarp, Substantially the same.

Senator Kina. Substantially the same. Did you discuss with the
State Department or any representatives of the State Department
these loans and the purpose of them?

Mr. ScumiprAPP. We submitted the financing to them in each case,
here is a co]gy. .

Senator Kineg. Is this one of your communications?

Mr. Scummprare. Yes. [Handing same to Senator King.|

Senator Kixa. Did you come to Washington to confer with the
State Department, or did the State Department have representatives
come to you in New York in connection with these loans?

Mr. Wirriams. On the first operation of the $10.000,000 credit one
of my partners, Mr. Mudge, stopped in Washington on his way from
Habana to New York and explained the proposed financing. He
left with the State Department copies of the proposed papers,

Senator Kixe. Well, was that the only personal contact had by
the Chase Bank or its associates in any of these loans?

Mr. Wintrams. Do you mean with the State Department?

Senator Kixa. Yes; with the State Department.

Mr. WirLtams. So far as I am advised. yes. As each operation
was under way we submitted the papers to the State Department
in the usual course. We received in each instance advice from
them that they had no objections to the consummation of the tran-
saction, They did not assume the responsibility of advising us to
make the loan or not to make it. We did not ask them, We
merely submitted it, as we always do. in connection with foreign
financing. The Platt amendment was not particularly discussed,
We assumed, of conrse, they had as much if not greater information
about the Platt amendment than we did.

Senator Kine., I perceive here by a letter signed by Mr. Francis
White, Assistant Secretary, February 8, 1930, there had been some
telephonic communication in regard to Cuban loans. Do you recall
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anything about that, Mr. Schmidlapp? In regard to the $80,000,
000 514 per cent public loan?

Mr. ScumibLapp. I do not recall it, Senator.

Mr. Axperson. I think there was, Senator King.

Senator Kine. Was there any controversy over that loan in any

way?

Ie'h'. WirLiads. No. The only purpose of telephoning in that
connection was to ask the State Department to let us have their ac-
tion as promptly as possible, so that we could conclude the transac-
tion in Cuba if they should not have any objection to it.

Senator King, This letter to which I have referred, signed by
Mr. White, states that the department refers to your letter dated
January 31, 1930, concerning a ro%)esal for new financing by the
Cuban Government whereunder the Republic of Cuba is to propose
an issue of $80,000,000 of 514 per cent public-works gold bonds to be
dated January 1, 1930.

In reply to your request to be advised of the attitude of the State Depart-
ment with respect to this proposed financing, the department desires to con-
firm the notification mude to you by telephone to the effect that the Govern-
ment of the United States does no percelve occasion for raising any objection
to the proposal in question,

And signed by Mr. White, Acting Secretary. Was that substan-
tially the course which you pursued in making these loans? That
iou would communicate with the State Department and ask if they

ad any objection, and you would receive a negative reply of this
character?

Mr. Scimiprape. Yes, sir,

The Cnamman. That covered all of the loans which were made?

Mr. ScumivLapp. That was done in this case.

Mr. WiLLiams. Each case covers a separate transaction.

Senator King. Because the $80,000,000 was split up.

The Cuammmax, It mentions the $80,000,000.

b l\flr. AnpersoN. That is the authorized amount of the long-term
onds.

The Crairman, That is the total amount of the long-term bonds.

Mr. AxpErsoN. It just happens to be the total amount, Senator.
It does not cover the three operations. It covers the last operation.

The Cuairman, Yes.

Senator Kina. You hold some bonds now, do you not, as collateral
for advances which have been made on some of these certificates?

M:. Sciypnare. No; I do not think we are holding it as col-
lateral in any instance. We have some in portfolio. I gave you
the figures in portfolio.

Senator Kinag. What do you mean by that?

Mr. Scamiprarp, Hold as our own investment.

Senator Kine. As your own investments?

Mr. SorMIDLAPP. As our own investments.

Senator Kixae. And how much do you own of those bonds?

Mr. Scumrare. Well, the two organizations own $5,415,000 par
amount.

Senator Kina. Is that all?

Mr. Scasiorare. The Chase National Bank and the Chase Secur-
ities Corporation have an interest of 25 per cent each in the out-
standing credit of $20,000,000. Approximately $10,000.000 together.
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B St;ila?tor Kine. And what represents your security for that credit?
onds

Mr. Scammruap. Deferred payment work certificates.

Senator Kina. You have those certificates in your portfolio?

Mr. Scasprare. Yes, sir.

b Sﬁm{;tor Kixa. Will they be converted into bonds or taken up by
onds

Mr. Scuswrarr. If the remaining $40,000,000 of your long-term
bonds are sold those certificates are to be first paid.

Senator Kina. The bonds which you hold as collateral, the so-
called sugar bonds, what are the terms of those bonds? When do
they mature?

Mr. Scammrarp. They mature serially over a 5-year period.

Senator Kinc. Do you know what they were sold for?

Mr. Scumiprarp. I do not think they were sold.

Senator Kino. None of them?

_Mr. Scammrapp. None of them. Excepting by private negotia-
tion.

lSor;ator Kina. Well, do they have any market value, and if so,
what ¢

Mr. Scusiprape. I do not think they ave quoted.

Senator Kina. Do you know what the internal debt of Cuba is,
including the floating debt, accumulated deficit, Government supply
bills, salaries of civil employees, rents due on buildings occupied by
the GGovernment?

Mr. Scamiprare. The figures which we have, which are of Decem-
ber 31, 1931, show the internal debt, the funded debt of $7,865,000.

Senator King, Well, that is the funded.

Mr. SorMIDLAPP. Yes.

Senator Kina. But what is the floating debt?

Mr, Scumirarr. We do not have the figure.

Senator King. I see. Isit not a fact that there is a large amount
of floating debt, including the employees’ salaries that have not
been paid for some time?

Mr. Scamiprapp. I am not informed, Senator.

Slelnutor Kina. You are not informed as to that. I think that
is all.

Senator Gore. How many of these constriiction companies were
there that took part in the building of these roads, to whom you made
payment?

r. WiLLiams, The principal contractor was Warren Bros, Co.
And the Cuban contractors, The Cuban Contractors Corporation.

Senator Gore. Did any of these banks that made these loans own

an%' of the stock of these contractors?
Ir. Wirriams, No, sir.

Senator Gore. Did they have uny interest in any concern that did
own stock in these contracting concerns?

Mr. WirLrasms. No, sir.

Senator Gore. Did your bank have anything to do with floating
any of these sugar bonds? Not Government bonds, but of the
Oriente Co., for instance?

Mr. AxpeErsoN, No; Senator. The sugar bonds were not sold.

Mr. Winrtans, The Senator is speaking now of private sugar
companies,
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Senator Gore. Private sugar companics. The Oriente is one. I
believe that is the name. T do not know the name. Do you have
anﬂof their bonds?

r. ScumiLaprp. I do not recall any, Senator.

Senator Gore. Your company had nothinf to do with the sale of
thos bonds and distribution of those bonds

Mr., ScamipLarr. The Chase National Bank did not have.

Senator Gore. Or it= affiliates, so far as you know ¢

Mr, Scamiprare. So far as I know none of the affiliates did have,

Senator Gork. Does your bank now own, or has it heretofore
owned, any mortgages on any of the sugar plantations in Cuba?

My, ScumibLarp. Well, as collateral.

Senator Gore. Have any of those bonds been in default?

Mr. ScamipLarr. I think a number of them are in default.

Senator Gore. I have been told this—I may be shooting in the
air—that about 40 plantations were involved in loans from some
bank in New Yoric; that they did not make their payments; that a
company was organized and these notes and mortgages turned over
to the company. That the company issued bonds, and the bonds
were sold in the country in order to extricate the bank from that
situation. Do you know anything about any transaction of that
sort on the part of any bank?

Mr. Scumiprare. No, sir; I do not.

Senator Gore. That is all.

Senator Connarny. Mr. Chairman. may I ask the witness a
question? -

The Cmammman. Certainly.

Senator ConNaLry. Have you handled any transactions for the
Clllba?n-.r\merican or the American-Cuban Sugar Co. recently? Bond
sales?

Mur, Scamiprare. No, sir; we have not.

Senator CoxnarLy. Or paper of any kind?

Mr. Scrumprare. No, sir; we have not. They do business with
us. They do a regular imnking business with us. We have handled
none of their securities,

Senator CoNxaLLy. An ordinary commereial banking business?

Mr. Scammraee. An ordinary commercial banking business. Just
a commercial banking business,

Senator Coxxavrny. Are you their New York representative in
the banking business?

Mr. Scammrare. I would not say we were their principal bank.

Senator Gore. This Oriente Co. that I mentioned; you do net
know anything about that?

Mr. Scummrare. No, sir; I do not, Senator. There is a province
of that name. But I do not know.

Senator Gore. A bank down in my country failed that had a
$5,000 sugar bond that is rated at $150. And a good many of those
banks through the West have them.

Senator CoxnarLy. If you are the commercial representative of
that company, who handles their securities?

Mr, Scumprare, I think their principal bank is the National
City Bank, and I think perhaps the City Co. has sold some of their
securities.

Senator Coxxarry. Have they sold any in recent times?
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Mr. Scuyprave. I have no knowledge of that.

Senator Kina. Mr. Witness, you said that your bank had some
of these sugar bonds as collateral ?

Mr. Scumiprarp. All the sigar stabilization bonds, yes, sir; that
we have are held as collateral,

Senator Kixe, Well, did you not make some investigation as to
the purpose for which they were issued? 'The so-called Chadbourne
sugar bonds?

Mr. ScuMipLare, Yes; we made some investigation.

Senator Kixe. Yes. You understood that there was a $42,000,000
bond issue by the Government, did you not?

Mr. Sciainrape. Approximately $40,000,000, I understood.

Senator Kixe. And that $36,000,000 of those bonds were for the
purpose of meeting obligations of some of these sugar companies,
some of which were affilintes of the National City Bank or other
banks of New York?

Mr. Sciunrare, I can not answer that.

Senator Kixa, Do you know what became of the other $4,000,000,
or the entire issue of bonds?

Mr. Scamiorare. It is a highly technical thing, and I am answer-
ing really unprepared. My understanding is that they we.e issued
in proportion to the amount of sugar that was to be held over a
period of five years.

Senator Kine. Well, do you understand that the entire $40,000,000
were issued?

Mr. Scumiprare, For that purpose.

Senator King. The entire issue?

Mr. Scuymrare, For that purpose, and that purpose alone.

Senator Kixa, Well, do you understand that all of the bonds that
were issued, authorized to be issued and issued, were actually deliv-
ered to the sugar companies that were in debt?

Mr. Scamraee. I do not know that their being in debt had any
part to play with it. I think they were issued in the amount of
sugar which the various companies were obliged to carry over under
the stabilization plan.

Senator Kixa. Do vou know whether or not there were some four
or five million dollars of that issue not employed for that purpose
but used for alleged commissions and payment for services rendere
by government officials or otherwise?

Mr. Scayibrarve. I never heard of it.

Senator KiNe. You made no investigation as to the exact number
of bonds issued? And to whom they were issued?

Mr. Scamiprarr. 1 would not say we made no investigation. We
just understood as to the purpose for which they were issued.

Senator Kina. Did vou take them as collateral for some of the
affiliates of these banks? I use the word “ affiliates ” there to char-
acterize corporations, .\merican corporations owning large sugar
plantations and sugar lands, and financed by or owned by some
of the New York banks.

Mr. Scumipnare, No affiliates of the Chase Nutional Bank.

Senator King. By the way, does the Chase National Bank, or any
of your associates, own affiliated sugar companies in Cuba, or own
sugar companies in Cuba?
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Mr. WitLiavms. They do not own sugar commpanies. ‘They own

the securities of some of the sugar companies in Cuba.
hSex;ator Krvag. Do yon own the securities of a large number of
them *

Mr. ScayiLapp. Not a number. The only one T can recall is
the Fidelity.

The Crairman. What do you advance on sugar per hundred?

Mr. ScunnLape. It varies each year, Senator.

The CHarmMan, But in this holding of sugar in a pool, as it were,
under the Chadbourne plan, was there any definite amount agreed
upon per hundred pounds of sugar?

Mr. Scummrapp. Yes; there was a plan agreed upon. There was
a specified amount, but I would not quote it because I am not sure
of my figures. I was not prepared on it.

Senator Kixa. How much does your company or your affiliated
companies hold as collateral or own of that forty-odd million dollars
bond issue?

Mr. Scamiprapre. 1 could not answer that. Senator. accurately. I
did not collect those figures. '

Senator Kine, Would it be a third?

Mr. Socumiprapp. I would think very much less.

Senator Kixc. I have been told, and if I am in ervor I want to be
corrected, that your company owns or holds as collateral a very
large amount, $20,000,000 or $30,000,000, of bonds issued by the
government for the purpose of relieving the obligations of American
sugar companies in Cuba.

r. Scuaprapp. I do not think that is an accurate statement.

S(eingtor King. Well, how much do you hold as collateral of those
bonds

Mr. Scumiorapp. I can not tell you that without referring to
the records.

Senator Kixe. Would it be $20,000,000?

Mr. Scryrare. I would say very much less. I would say, per-
haps, between $5,000,000 and $10,000,000.

genator Kine. Do you know who holds the rest of those bonds?

Mr. Scamiorarp. No, sir; I do not.

Senator King. I think you answered that nore of them, as far as
you knew, had been sold to the American publict

Mr. Scumiorarp. They have not been, to the best of my knowledge.

Senator Kixg, They are held by New York banks?

Mr. ScumipLarp. They are held by these sugar companies.

Senator Kixa. Well, I understood you to say that the bonds were
issued to relieve them? That the Government guaranteed the bonds?

Mr. Soamirapp. They are the owners of them. We hold them
only as collateral.

Senator King. But you look to the Government for payment$?

Mr. ScamipLapp, Not necessarily.

Senator King. If they are not paid?

Mr. Scumiprare. Or the sugar.

Senator Kine. At any rate you would hold the Government——

Mr. Scamrarp (interposing). The security is sugar. The bonds
are secured bonds, secured by sugar.

Senator Kina, Issued by the Government or guaranteed by the
Government, as I understand it?
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* Mr. ScuyipLarp, That is correct.

Senator King. And if the sugar is lost or deteriorates in value,
of course you would look to the Government for payment ¢

Mr. Scustorape, Correct.

Senator King. And you would look to the Government to meet the
interest charges on those bonds?

Mr. Scusiprarp. Correct.

Senator Kine. Have the interest charges been paid as they
matured ¢

Mr. Scuiorapp. Yes, sir. The first maturity has been largely
redeemed. I do not know if entirely so or not.

Senator Kix¢. I see. That is all.

The Crairman. That is all.

Senator Jounson. - Will you take your adjournment now? I want
to ask a few questions. They will take but a few moments.

The Cuamrmax. If it will only take a few minutes we can ad-
journ and take it up at the afternoon session. These gentlemen
wish to leave for home this afternoon.

Senator Jonxsox., Yes; I will see that they get off this after-
noon if we will take our luncheon adjournment.

The Cuaremaxn, Very well, we will recess until 1.30.

(Thereupon at 12.10 p. m., Wednesday, January 27, 1932, a recess
was taken until 1.30 p. m. the same day.)

AFTER RECESs

The Senate Committee on Finance reconvened at 1.30 o’clock p. m..
Wednesday, January 27, 1932,

The CuamRMaN. The committee will come to order.

Senator Jorxsox. Can you state the compensation that was paid
Mr. Blanco as your employce?

Mr. Scusmvare. Mr. Obregon !

Senator Jounson. Yes.

Mr. Axpersox. When he was first employed he received compensa-
tion at the rate of $12,000 per annum. At the time when he resigned
he was receiving compensation at the rate of $19,000 per annum.

The Craryan. He received that from whom?

Mr. ScumipLarr. From the Chase National Bank.

Mr. AxprrsoN. From the bank, as a manager of the bank.

Senator Jonxsox. You have the Chase National Bank; then there
is an institution that has the name of Chase as well, has it not?

Mr. Scismrare. Chase Securities Corporation,

Senator JomnxsoN. Chase Securities Corporation. Is there any
other that has the name of Chase?

Mr. Scuyiprarp. Chase-Harris-Forbes Corporation,

Scn?ator Jouxsow, Chase-Harris-Forbes Corporation. Is there any
other?

Mr. Scryprape. The Chase Bank, Paris.

Mr. AxpersoN. There is the Chase Bank.

Senator Joanson. Well, I assume that is your bvanch in Paris.

Mr. Scumpnare. That is our branch in Paris; a separate corpora-
tion. The Chase Safe Deposit (0.3 the Chase National Executors &
Trustees (I.td.), London.

Senator JoirNsoN. Any others?

ﬁ H
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Myr. Scumiorarp. That is all, Senator. . ,

Senator JouxsoN. Does the Chase National Bank on any occasion
transfer its securities to the next organization to which you re-
ferred—what did you call it?

Mr. ScammLare. Chase Securities?

Senator Jonnsox. Yes; Chase Securities?

Mr. ScuyinLape. No, sir; they do not.

Senator JonNsoN. foey do not deal one with the other?

Mr. Scumiprapp, Oh, yes; they have dealings together.

Senator Jounsox. The nature of the dealings, generally speak-
in%-—-l am not asking in detail at all—is what?

Mr. Scumiprarp. Well, we have made them loans from time to
time. They have a deposit relationship. They draw checks on us.

Senator JounsoN. There is the Chase National Bank, and then
there is the Chase Securities Co.; that is correct, is it?

Mr. Scumiprape. The Chase National Bank and Chase Securities
Corporation.

Senator Jonxsox. Chase Securities Corporation. What was the
next one?

Mr. Scummrare. Chase-Harris-Forbes Corporation. Chase Safe
Deposit Co.

enator JornsoN. Well, I am assuming from the name of the last
one you mentioned that it does not do a banking business. Does it?

Mr. Scumirarp. It does a safe deposit business.

Senator Jonxsox. That is what I mean.

Mr. Scumipraee. And the Chase Bank, Paris. An Edge Act
corporation.

Senator Jonxsox. Is either one of the institutions which you have
named of the first three an investment trust?

Mr. Scumprape, The Chase Securities Corporation in a nature
is an investment trust. It is a holding company.

Senator JounsoN. Yes. When the Chase i’ational Bank deals
with a flotation is Chase Securities Co. made a part of it subse-
quently?

Mr. ScuatioLare, Well, we do not do that business. The Chase
Bank as such does not go into the flotation business. That is done
through the Securities Co., and Chase-Harris-Forbes do the
dist,ributing.

Senator Jouxson. The original contracts that you had with Cuba.
were they with the Chase National Bank?

Mr. Scumirarp. That was with the bank.

Senator Jounsox. That was with the bank?

Mv, Scusrare, Yes,

Senator Jouxsox. Well, then, the bank, yvou say, does not deal
with the trust investments?

Mr. Scummrarp. It does not deal with the distribution of them.

Senator JomunsoN. Exactly. Then would Chase Securities Co.
deal with the distribution of them?

Mr., ScumipLapp. As at present constituted, it would be done
through Chase-Harris-Forbes.

Senator JounsoN. Through Chase-Harris-Forbes?

Mr. ScamiprLapp. At the time of this financing it would have
been done through the Securities Company?
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Senator Jouxsox. Yes. I am simply trying to get the mode of
the doing of business. The Chase National Bank would make its
contract, for instance, to float a loan. Until the absorption of
Harris-Iorbes it would deal svith the Chase Securities Co. in the
flotation of the loan; is that correct?

Mr, ScEMibLAPE, Yes, sir.

Senator JoHxsoN. Subsequently, when Chase-Harris-Forbes was
formed then it dealt with Chase-Harris-Forbes in the flotation of a
loan; is that correct?

Mr. Scamiprapp, Through the Securities Co.

Senator Jouxson. Through the Securities Co.  Well, would a flo-
tation of a loan to-day, for instance, be first by virtue of a contract
with the Chase National Bank; secondly go into the Chase Securities
Co.; and, thirdly, into Chase-Harris-Forbes?

Mr. Scammrarr, Noj in most cases it would go either directly to
the Securities Co. or to Chase-Harris-Forbes, and the bank would
not come into it as a contract matter at all.

Senator Jouxson, Well, would the bank come into the original
negotiations?

Mr, Scusmrare. No. In most cases; no.

Senator JounsoN. In most cases not?

Mr. ScamipLarp. No.

Senator JouxsoN. In the Cuban instances, however, the Chase
National Bank was the original negotiator?

Mr. Scamirare. They were the original negotiators.

Senator JounsoN. And one of the parties to the contract?

Mr. Scammrarp, Quite so. '

Scnator JounsoN. Now when a flotation is undertaken by the next
house, in the case of the Cuban flotation the original ones I presume
were undertiken by Chase Securities Co.?

Mr. Scummvrare. They handled the syndicate account.

Senator Jounsox. When the Chase National Bank has the Chase
Securities handle the syndicate account what arrangement, if any,
exists in relation to the compensation of each?

Mr. Scamirare. Oh, it would vary in any case,

Senator Jounson. Well, there would be compensation to the Chase
National Bank, would there not?

Mr. Scamirare. Yes, the bank would be compensated.

Senator Jounsox. And there would be compensation to the Chase
Securities Co.?

Mr. ScamipLare, Yes.

Senator JounsoN. And at the present time. with Chase-Harris-
Forbes, if it went through the three, each one would obtain its pro-
p.ort(i(%n of the compensation. commission, or whatever might be de-
rive

Mr. Scamiprare, I think that is correct.

Senator Jounson. Yes, sir.

The CrArMAN. Do they fo through the three?

Mr. Scammrare. No. If the bank entered the arrangement it
would either go through the Securities Co. or through Chase-Harris-
Forbes, If it was going to be a distribution of securities to the pub-
lic, and was si%:xed y the bank to-day it probably would not be. It
would have to be an exceptional case. If we did additional business

92028—32—pr 4——4
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in Cuba by reason of the bank’s name being known in Cuba, it might
be taken in the name of the bank. But Chase-Harris-Forbes Corpo-
ration would do the distributing of any of the securities,

Senator JounsoN. Can you tell me from the accounts that you have
at hand just exactly in the first instance of the loans that were made
by you to Cuba what the Chase bank derived and what the Chase
SZcurities Corporation derived in the matter of remuneration?

Myr. ScaMipLAPP. In the case of the first credit it was $164,750 for
the bank. The Securities Co. did not participate in that.

hSn?nator JorxsoN, Did the Chase Securities Co. participate in
that

Mr. Scumiouapp. They did not.

Senator JonuxsoN. Did Chase-Harvis-Forbes participate in that?

Mr. ScHyMipLAPP. No, sir.  In fact all of this financing was done
before the formation of Chase-Harris-Forbes. .

Senator Jounson. All right. In the second loan that was made
did the Chase Securities Co. participate?

Mr. AnpErsoN. May I answer that, Senator?

Senator JounsoN. Surely.

Mr. A~xpersoN. In the second loan, which was the $50,000.000 51,
per cent public works serial certificates, the Chase bank formed a
purchase group to take over from itself the liability to distribute
these securities from time to time.

Senator Jounson, All right. The Chase bank formed the group?

Mr, AxversoN. Yes.

Scnator JornsoN. It had the contract?

Mr, AnpEegsoNn, Yes.

hSer%ator Jonnsox. Its contract was at what? They were to pay
what

Mr, AnpersoN. To the Government?

Senator JouNsoN. Yes.

Mr. AnpersoN. They were to receive from the Government 1 per
cent stand-by commission on the $50,000,000.

Senator Jounsox, All right.  Was there a specific rate fixed for
the sale of the bonds?

Mr. AxpersoN. There was a specific rate fixed for the price at
which the deferred payment works certificates were to be converted
into serial certificates.  That was 1.80 per cent.

Senator JoransoN. Yes; that was explained this morning by your
colleague,

Mr. AnpersoN. Thdt was explained this morning.

At this point Mr. Williams made a suggestion to Mr. Anderson.)

enator Jonnsox. A little louder, please. 1 am perfectly willing
that all three of ?'ou should participate in this discussion. I have
nothing to conceal from you or from anybody else in this matter. I
am trying to get details if I can of a situation that exists in the
flotation of loans that may, from the standpoint, you know, of the
man who hasn’t anything, be a system that ought to be remedied,
and I am lookin%xforward ultimately to providing a remedy for the
situation that I think exists.

Mr., Wiriams. What happened in this case, Senator, was the
Chase Bank advanced the full amount of the deferred payment
works certificates which it acquired from contractors.

Senator JounsoN. Exactly.
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Mr. Winpiams., And these certificates were converted into serial
certificates par for par. So answering your question directly, the
bank paid the Cuban Government par for the certificates which it
received, less the commission of 1 per cent of the $50.000,000, and
the conversion commission of 1.80.

Senator JounsoN. Who received that commission?

Mr. AnpersoN. 1 can run right through this account here, which
shows exactly what you are getting at. I think,

Senator JoxnNsoN. What I am getting at is this, gentlemen. There
is no secret about it. With its left hand the bank makes a loan to
a South American country—I am not speaking of your institution
particularly—this bank making a loan with its left hand to a South
American country gives it over to its vight hand, which constitutes
an investment trust, which thereupon proveeds to do what is essential
in the loan and the like? Is that the way the business was done in
this Cuban loan?

Mr. Anpersox. I would not say exactly that.

Senator Jonxsox, Well, I will call the method something else.
Call my hands my feet. We might get at it in that fashion,

Mr. Axperson. Well. T can show you just how this transaction
was handled from the time the bank signed the contract.

Senator JounsoN. Very well. 1 will not interrupt you.

Mr. AnpersoN. This purchase group which I spoke of included
the Chase National Bank, 1314 per cent interest; Chase Securities
Corporation, 1314 per cent interest: Blair & Co. (Inc.). 2624 per
cent interest; the Equitable Trust Co. of New York, 2635 per cent
interest; Continental National Co.. 20 per cent interest. That was
the purchase group.

The 1 per cent commission on the $50.000.000, or the amount of
$500,000, after deduction of $125.000 for expenses—the remaining
amount being $375,000—was distributed to this group on the basis
of their interest in that group. So that on that transaction the
Chase Bank received $50.000 and Chase Securities Corporation re-
ceived the same amount, $50,000, The other participants received
the $275,000 remaining, in proportion to their interest. In other
words, Blair & Co. (Inc.) would have received 2624 per cent. That
is the originating commission. .

Senator Jonxson. You are taking the originating commission.
Where did the bonds go?

Mr. AxprrsoN. Now of those deferred payment works certificates
£20.000.000 were converted into serial certificates and offered to the
public. That first offering was in October, 1928. This purchase
group that I have spoken of purchased at 98.20, which is par less
the 1.80 commission. $10,000.000 of 5% per cent serial certificates,
of which %6.250,000 were dite December 31, 1931, and $3.750.000 on
June 30, 1932. This purchase group sold those certificates to a
selling group at a price of 9834,

The Cramyan, What is that? 98347

Mr. Axperson, 9834, The purchase group therefore had a gross
spread on that $10.000.000 of 0.55 per cent, or $55,000. That is their
gross spread between their purchase price and the price at which
thev turned them over to the selling group.

Senator Jonrxson. Yes, Who were the selling group?
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Mr. AxpersonN. The selling group in this case was composed of
336 banks and dealers throughout the country.

Senator Jonxsox. Yes?

Mr. ANpERSON. After deducting the usual expenses of distribution,
which amounted to approsimately $37,200, the net profit of the
purchase group was approximately $17.800. On the basis of their
respective participations in this group. Chase Securities Corpora-
tion received ¥237472 and the Chase Bank received a net profit
in that purchase group of this same amount, $2374.52, The other
participants received their proportionate interest of this $17,800
that was left to be distributed,

Now the selling group, which was managed by Chase Securities
Corporation, Blair & Co. (Inc.). Equitable Trust ('o., and Con-
tinental National Co., consisted of approximately 336 banks and
dealers throughout the United States. 'i‘his group offered the serial
certificates to the public at M434, which gave the members of this
selling group a selling compensation of 1 per cent. They bought
them at 9834 and sold them at 9934. So the participants in that
group received a 1 per cent commission. OQut of that 1 per cent,
one-fourth of 1 per cent was reallowable to dealers, banks, invest-
ment companies, insurance companies. and other institutions of like
character, which is the usnal practice in distributing securities.

The Chase Securities Corporation was allotted $750,000 of the
certificates for their New York office. and had $1.125.000 for their
London ofice.

In the selling of these certificates Chase Securities Corporation
realized a loss of $4417.50; that is. they took these bonds down
to sell, and between the time they took them down and the time
they finally distributed them the markets had probably fallen oft
so what they sold them at was less than what they bought them at.

Senator JouxsoN. Have you got any on hand?

Mpr. AxbersoN. Yes. That was in the record this morning.

Senator Jonxsox, Yes; that was in the record this morning.

The CHarMaN, Let me see if T understand it. There was +4.35
belt(\ivecen the price of the purchase and for what it was ultimately
- sold?

Mr. AxpersoN. That is another operation. Mr, Chairman. That
is the third operation. This one that I am speaking of—

The CrHalrMAN. Just a moment. First there was 1 per cent, and
then 1.80 per cent, and 0.535 per cent, and now this one is 1 per cent ¢
That makes 4.35 total?

Mr. AxpersoN. Well, the total is 1.50.

The Cramrman. Well, that is 1.8,

Mr. AxpersoN. Yes, That is the gross spread.

The Cuaryax, That is the first?

Mr. AxpersoN. That is the gross spread.

The Crramyax. Well, then, this would be 3.35.

Mr. Axneison, The actual compensation—there was 1 per cent
paid on the $50,000,000, which covered the whole $30.000,000.

The CHAIRMAN, Yes, '

Mr, Anperson. That is not tuken into consideration on these
$20,000.000 which were issued to the public. These were a part of
that total amount of $50,000,000. Now, just what I was arriving
at here is the break-up of that 1.80, which is the——
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The Cuammax. Then you will give just what the spread is from
the time of the purchase price until the time it was sold to the
ultimate consumer ! )

Mr. AxpersoN. I have already given that here on this 1.80 split up
there. They were bought at 9820,

The CuHamryax, Bought at 98.20; yes.

Mr, AxpersoN. And they were sold at 9934.

The Cuairman. That is, sold to the first——

Mr. AnbersoN. Sold to the public.

The CrarrMax. Sold to the public?

Mr. AnprrsoN. They were sold to the first group at 9834,

The Cirairmax. In other words. there was 55—

Mr. Axpersox. That is the .55,

The Cuarrvan, Yes; that is what I wanted to get at.

Mr. AnpersoN. Then the Chase Securities Corporation received
$7,625 selling compensation for account of the New York office,
and $11.250 for account of the London office, out of which $6,575
was paid out in re-allowances. Chase Securities Corporation there-
fore received a net selling compensation of $12,300.

Senator JounsoN. What do you mean by * re-allowances ¢

Mr. A~xpersoN. That is the one-fourth I spoke of. When you sell
to an institution you allow them one-fourth of your 1 per cent
compensation,

Senator Jouxsox. Well. the regular course of business is for the
contract to be made by the particular banking house that deals with
the foreign government! Then it makes up a step-up price to a
small coterie who constitute the first syndicate?

Mr. AxpersoN. It might not be a step-up price. It might be the
original price. :

enator Jouxson. It might be, but the testimony taken here in
nearly every instance indicates there was a step-up price. It might
be possible that there would not be. 1 ean recognize that.

Mr. ScuptoLapp. In this Cuban financing there was not a step-up.

Senator Joanson. Well, there was in part of it?

Mr. ScamipLare. Not on the formation of the original group.

Mr. Anperson. In distributing there is a step-up?

Mr. Scummrare. In distributing there is a step-up.

Senator Jonxson. Yes,

The Caamman. That is where I thought the error oceurred, Sen-
ator, when T asked the question. I thought there was also that
step-up that you spoke of. but he say< now there was not.

Senator JouxsoN. In the last issue of bonds that you were dealing
with over there, all of them have not yet been issued, have they?

Mr. Scianionare, No.  There are still 40,000,000 of them unissued.

Senator JouxsoN. Where are they?

Mr. Scisurare, They ave in the treasury of the Cuban Govern-
ment,

Mr. WiLniams, They have not been executed yet. They are in
the possession of the bank-note company.

Senator Jonxsox. They are in the possession of whom !

Mr. WiLtams, Of the bank-note company that prepaved them.

Senator Jonnson. In the possession of the bank-note company;
they have not been printed?

Mr. Winntams, They have been engraved. but not executed,
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Senator Jouxsox, Are there any of them that are being utilized,
so far as you are aware, at all?

Mr. WiLLiams, No.

Senator JoHNsoN. Any of them being pledged?

Mr. WirLiams, No.

Mr. ScuyipLapp, They are not executed,

Mr. WiLLiams. Under the terms of the Cuban Government they
were to hold these reserves of $10,000,000 of bonds in their own
portfolio, and as and when issued to apply the proceeds to the
$20,000,000 credit,

Senator Jouxsox. Exactly. Have you copies of the agreements
that were made with the Cuban Gevernment?

Mr. SciyipLapp, Yes,

Senator Jornsoxn. Will you produce then, please, for the recoidd?

Mr. AnpersoN. There is the first one. There is the second.

Mr. Wirriams, There wus an agreement amending that one.  You
ought to have that, too.

Mr., AxpErsoN. That is an amendment to the first one. "There is
the second one. And there is the third one.

Senator Jounson. I ask, Mr. Chairman, that these be inserted in
the record as the agreements entered into between the Chase Bank
and the Cuban Government.

The CHamrMaN. Without objection they may be so inserted.
Would gou like these returned to you?

Mr. Anperson. We would appreciate it if. when you are through
with them, they might be returned to us.

Senator JonNson. They are photostatic copies.

Mr. AnpersoN, The first two are photostatic copies; the others
are printed copies.

(The following agreements are here printed in the record in full:
Agreement dated February 19, 1927; agreement dated May 31,
1928; supplemental agreement dated June 22, 1928; agreement dated
Februnary 26, 1930, and agreement dated March 5, 1931.)

NO. 142 AGBEEMENT

In the city of Habana, Republic of Cuba, on the 19th day of February, 1927,
before me, Dr. Conrado Ascanio v Suarez, notary public of the college and
district of this city, of which I am a resident, and in which I have an office
open in the buflding No, 128 Perfecto Lacoste Street, in the presence of the
witnesses, Messrs. and , residents of this clty, without disquali-
fication to act as such, appear in the Presidential Palace, where I have been
requested to constitute myself.

Dr. Enrique Hernandez y Cartaya, the secretary of treasury of the Republic,
of legal age, married, lawyer, native of the Province of Habana, and resident
of this city, in the building without number, Eleventh Street, hetween H and I,
borough of Vedado;

Dr. Carlos Miguel de Cespedes y Ortiz, secretary of public works of the
Republic, of legal age. married. lawyer, nutive of the Province of Matanzas,
and a resident of this ecity in the building No. 33 O'Reilly Street, actually
Presidente Zaynas,

Mr, Mario Seiglie y Martinez, of legal uge, married, bunker, native of the
Province of Santa Clara, and a resident of this clity. in the building No. S6
Aguiar Street.

1, the notary, certify to being acquuinted with the purties who appear, aud
to beirg informed by their declarations of their occupations and residences,
nothing to the contrary being Kuown to me.

Dr. Enrique Hernandez y Cartaya and Dr. Carlos Miguel de Cespedes v
Ortiz appear in this act In the name and in representation of the Republic of
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Cubn, and in their respective characters ot secretary of treasury and secrotavy
of public works, which high oflices they at present respectively fill, under and
in pursuance of powers and autherity conferred upon them by executive decree
No. 2033 of the national executive, dated the 30th day of Deccmber, 1920,
and published in the Gacetn Oficial on the 4th day of January, 1927, to all
of which I, the notary, certify.

Mr. Mario Seiglie appears in this act in the name and in representation
of. and in his character of attorney in fact of the bank, called in English,
“The Chase National Donk of the City of New York,” and in Spanish = El
Banco Nacional Chase de I Cindad de Nueva York,” a nutional banking asso-
ciation organized and existing under and in accordance with the laws ol the
United States of America, with its principal oftice in the city und State of
New York, United States of Americs, and a branch office in this city, esta)-
lishing such character by the special power of atiorney executed in the city of
New York, United States of America, on the 24th day of January of the present
year, before the notary, Mr. Thomas R. Strahan, of the city, county, atd Siate
of New York, United States of America, which, duly legalized by the consul
general of the Republic of Cuba in said city of New York and by the depart-
ment of state of this nation, will be attached at the end of the present instru-
ment, the appearer assuring me under his strictest responsibility that said
public document has not been revoked, suspended, or Hmited in any manner
whatever und is now in full force and effect,

The appearing parties assure me, the notary, that they ure in the full enjoy-
ment aud exercise of their respective civil rights, and I, the notary, find them
with the legal capacity necessary tor the execution of thix agrecment,

EXPOSITION

The exponents, Drs, Cartaya and Cespedes, state ax follows:

1. The national executive, in dischurge of the duty imposed upon him by
the public works law of July 15, 1925, to endeavor to cnuse the public works
of greatest importance or necessity to he constructed within a period of four
years, has determined, by executive decree No, 1338, dated August 23, 1020,
that the central highway should be constructed, and in order to make this
possible within the limitations of the public works law, the national Executive,
pursuant to and in exercise of the powers snd authority conferred upon him
by the public works law to adopt the system or method of procedure considered
by him to be most efticacious for the purpose of constructing the public works.
by said executive decree No. 1338, autliorized the board of award to receive
proposals relative to the financing of part of the cost thereof on a hasis to
bring such cost within the calculated revenues of the specinl fund for public
works created by said law, and charged the secretury of public works with the
execution of such decree.

2, The secretary of pullic works, acting in pursuance of execuuve decree
No, 1728, by efficial invitation, Invited proposals for financing payments to the
contructors for work completed under the construetion contracts up to an
aggregate principal amount of £10,000.000, and the Chase National Bauk, of the
city of New York, in response to said fuvitation and complying with the condi-
tiong thereof, submitted its proposul to the secretary of public works, dated
the 30th day of Novembher, 1920, to finance such payments up to sald maximum
aggregate principal amount,

3. The national executive, acting in pursuance of the authority conferred
upon him by the constitution and laws of the republic, by executive decree
No. 2033, dated the 30th of December, 1926, and pullished in the Gueceta Oficial
on the 4th day of January. 1927, awarded to said bank the financing of pay-
ments to the contractors for work completed under their construction contracts
up to a maximum aggregate principal amount of $10,000,000, under the terms
and conditions of said propnsal, as explained by the bank, and of said decree.
The National executive by said decree charged the secretary of treasury and
the secrctary of public works with the execution thereof.

The appearers, in representation of their respective principals, in order more
clearly to establish the rights and obligations of the parties, proceed to exe-
cute and formalize this agreement under the terms and conditions expressed
in the following articles, in accordance with the terms and conditions of said
proposal of the hnnk, as explained, and of said decree of the national executive,
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ISSUE AND REGISTRATION OF CERTIFICATES

Anricre 1. The Republic of Cuba (hereinafter called the Republic) may issue
and deliver ¢ contractors constructing the central highway, under contracts
entered into between them and the republic in conformity with sald law,
deferred payment work certificates (hereinafter called certificates) up to but
not exceeding $10,000,000 aggregate principal amount, for work completed by
such contractors under and in accordance with their respective construction
contracts and accepted by the republic.  Such cortificates may be issued and
delivered to the contractors during the period beginning July 1, 1927, and ending
Juae 30, 1030, whenever and in such principal amounts, within said limit, as
the republic shpall consider necessary or advisable in the execution of such
contracts,

ART. 2, The certificates and the indorsements thereon shall be in sub-
stantially the following forms, with all blanks properly completed, to wit:

RrEPUBLIC OF CUBA DEPARTMENT oF DIUBLIC WORKS DEFERRED PAYMENT WoORK
CERTIFICATE

General plan of public works.—Law of July 15, 1925,

contract dated —— of , 19—, Contractor
. Total of work done covered by this certifi
cate up to the — of , 10—, Amount Items . Class of
work Contract price dollars — cents, Totul amount .
Amount of 10 per cent retained under contract . Amount difference in
favor of the contractor Net amount of the work executed covered by
this certificate, the form of payment of which is regulated by contract of
under article 10 of the public works law 3

I certs{y that the present liquidation is a true statement of work done accord-
ing to this certificate, up to the day of measurement , 10—, and according
to the prices ami conditions stipulated in the contract, the net nmount of work
done is as stated. of , 1

Work of
Statement of work number

Contractor.
Examined and approved.

———

Chief Engineer.

Issued to . contractor, under contract executed between the Republic
and such contractor hefore notary, . on the day of y 19—,
under No. , for work completed and aceepted in construction of

Dated , 19—, Due y 19—,

The Republic of Cuba (hereinafter called the Republic) certifies that the
amount for work completed hy such contractor covered by this certificate under
the contract above described, according to determination made on this date,
and accepted by the Republic, is the prineipal amount of dollars, the
g&&g;lt of which shall he effected by the Republic during the fiscal year

The Chase National Bank of the city of New York (hereinafter called the
bank), under the terms and subject to the conditions of the agreement exccuted
hetween the Republic and the hank hefore the notary, Conrado Ascanioy Suarez,
on the day of , 19-—, under No. ——, will pay to the contractor
above named the principal amount of this certificate. without discount, upon
the execution by such contractor of the assignment hereof und the registration
of such assignment by the sccretary of treasury or his authorized representative,
in the forms indorsed hereon, and the delivery hereof to the bank at its branch
office in the city of Habana.

The Republic will repay to the bank, a9 registered assignee and in subrogation
to the rights of such contractor, or on its order, on the day of :
183-—, the principnl amount of this certificate, in official gold coin of or equal
tu‘the standard of weight and fineness ax it existed on the 30th day of December,
1626, and will pay interest thereon, in like gold coin, serainnnually on the 30th
day of June and the 31st day of December in each year, at the rate of 6
per cent per annum from the date of such payment by the bank to sald
contractor (such payment and the dnte thereof to be conclusively proved by
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the assignment receipt executed by said contractor and registered by the secre-
tary of the treasury in the form indorsed hereon) until repayment of such
principal amount, Such principal and interest are puyable at the principal
office of the hank in the Borough of Manbattan, city and State of New York,
or, at the option of the Republic, at the branch office of the bank in the city
of Hubana, in which latter event the Republic in each instance will pay, in
addition, the amount of any tux then established by or within the Republic,
which shall be payable by the bank upon or in connection with the transfer
of the amounts so paid to New York City.

Thix certificate is ixsued ax provided in and is entitled to the benefits of the
above-me. 1tioned agreement between the Republic and the bank, to which ref-
erence is made for a further statement of the nature of the security and of the
termns :lmd conditions upon which this certiticate is issued, received, assigned,
and held,

As provided in said agreement, this certificate, when assigned and registered
as herein and thereon provided, represents and constitutes the frrevoeable and
incontestable contract obligation of the Republie to pay the principal amount
hereof and interest thereon to such registered assignee or on its order, as
and when due in accordance with the terms hereof and of said agreement and
in the munner herein and therein provided, without right of reduction or con-
terclaim for any reason whatsoever, such payments being secured, in the case of
the principal amount herecof and the interest. thereon, by a first preferential right
to 40 per cent of the normal revenues, estimated at $18,000,000 according to
decree 1338 of 1920, to he derived from the taxes and economic resources
specifled in Articlex XII to XIX, Loth inclusive, for the period fixed in Article
XX of the public works luw of July 15, 1025, in the fiscal year, beginning July 1,
1930, and the same preferential right in the subsequent fiseal years of the
10-year period specified in said law, to the extent necessary, until the payment
in full of such principal and interest, and in the ease of the installments of
interest accruing in each fiscal year of the intervening period ending June 30,
1930, by a first preferential right to the necessary part of the estimated normal
revenues to be derived in each such intervening yeur.

This certificate is not assignable or transferable by the contractor above
named, except to the bank for its payment in cash as provided herein and in
said agreement, and, if assigned, transferred, pledged, or otherwise disposed
of by suid contractor to any other person or entity, this certificate and all
rights under it shall thereby bevome without value or effect,

This certificate shall not be valid or obligatory for any purpose or entitled
to any benefit or security under said agreement until it shall have been signed
on behalf of the Republic by its secretary of public works and registered by
the secretary of the treasury or his duly authorized representative.

In witness whereof and in the name of the Republic of Cubn, I issue this
certifieate signed hy me as secretary of public works and affix the seal of my
department, this day of . 10—

REPUBLIC OF CUBA,
By y
Secretary of Public Works,

[Form of registration}

Thig certificate, issued under agreement between the Republic of Cuba and
the Chase National Bank, of the city of New York, has been registered in the
department of treasury this day of . 19—, at follo -~— of the
corresponding register, registration No, ——,

Seeretary of Treasury.

y —
Duly Authorized Represcntative.
{ Form of receipt and assignment by contractor]

The undersigned, heing the contractor named in the within certitficate, in con-
sideration of the principal amount thereof paid without any discount on the
date hereof by the Chase National Bauk, of the city of New York. receipt
whereof is acknowledged, hereby irrevocably assigns and transfers the within
certificate to said hank, but without right of recourse against the undersicned,
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and by this assignment subrogates said bank to all rights and interests of the
undersigned in and under said certificate.

Dated the day y 19—,
Ot;ntmotor.
By s
The foregoing assignment is registered in the department of the treasury
this day of , 19—, at folio —— of the corresponding register,
registration No, ~——,

.;';zoretary of the Q'reawry,

y .
Duwly Authorized Representative,

ART, 3. The certifleates shall be numbered 1 and consecutively upwards, and
shall be executed in the name and on hehalf of the Republic by its secretary
of public works, on the basis of work, in accordance with measurements made,
completed by the contractors and accepted by the Republic under and in accord-
ance with contracts entered into between the Republic and such contractors in
conformity with the public works law for the construction of the central high.
way, and shall thereupon be delivered to the secretary of treasury for regis-
tration, The secretary of treasury or his duly authorized representative shall
then inscribe such certificates, registering each one in his department in the
name of the contractor specified therein, and shall deliver them to the con-
tractors entitled thereto, for assignment by such contractors to the bauk as
hereinafter provided. The certificates shall be issued in duplicate, and the
original, signed and registered as herein provided, shall be delivered to the
contractor, and the duplicate shall be delivered to the secretary of treasury
and kept in the records of his departinent. Only such of the certificates as
shall be registered as provided in this section shall be valid or obligatory for
any purpase, and such registration shall be conclusive evidence that the certifi-
cate so registered has been duly issued hereunder and may be assigned to the
bank as hereinafter provided.

The secretary of public works and the secretary of treasury, respectively,
shall file with the bank at its branch office in the city of Habana, prior to the
issue of any of the certiticates, specimens of their signatures; and the secre-
tary of treasury in like manner shall file the names and specimens of the
signatures of his representatives, who are duly authorized to act for him in
reglstering the certificates; and the bank shall be entitled to accept and act
upon any certificates signed and registered by such representatives of the
Republic until notified in writing of their resignation or of the revocation of
their anthority.

ART. 4. The certificates shall bear as their date of issue the date on which
they are signed by the secretary of public works., Euch certificate shall mature
and be payable on the 30th day of Scptember or 31st Jday of December, 1930,
on the 31st day of March or 30th day of June, 1931, as shall be determined
by the Republic at the time of the issue thereof and expressed in such certiti-
cate, The certificates shall bear interest aut the rate of ¢ per cent per annum
on the prinecipal amounts thereof, from the re-pective dates on which the prin-
cipal amounts thereof are paid by the bank to the contractors named therein
until such principal amounts shall be repaid to the bank by the Republie, The
date of payment by the bauk of the principal amount of each certificate shall
be conclusively proved by the date of the assignment of such certiticate executed
by the contractor named therein, in the form indorsed thereon, and registered
by the secretary of treasury or his authorized representative,

ASSIGNMENT OF CERTIFICATES TO BANK AND PAYMENT OF PRINCIPAL AMOUNTSH
THEREOF TO CONTRACTORS

ART. 5. All the certificates shall necessarily be assighed and delivered to the
bank, at its branch office in the city of Habana, by the contractors to whomn
they are respectively issued but without any right of recourse by the bank
or any other person or entity against the contractors for the payment of the
principal or interest of such certificates, Such assignment of euch certificate
shall be effected by the contractor named therein executing the assigument
thereof in the form indorsed thereon and delivering such certificate to the
bank, and the bank shaill thereupon become and be subrogated to all the rights
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and interests of the contractor under such certificate. The certificates shall
not be assignable or transferable by the contractors to whom they are issued,
except to the bank as herein and therein provided, and if any of the certifi-
cates shrii be assigned, transferred, pledged or otherwise disposed of by the
contractor named therein to any other person or entity, then such certificate
shall thereby become without value or effect.

ART. 6. The bank agrees with the Republic that, subject to compliance by the
Reputlic with the conditions of this agreement, it will pay to the contractors
named in the respective certificates issued under and in accordance with this
agreenent, upon the delivery thereof to the bank at its branch office in the city
of Habena any time in business hours during the period ending June 30, 1930,
duly assigned by such contractor and registered by the secretary of treasury
or his authorized representative, the principal amounts of such certificates
without any discount up to but not exceeding in the aggregate $10,000.000.
which is hereby agreed upon as the total principal amount of deferred pay-
ment work certificates that the Republic will issue while this agreement is in
force, under contracts for the construction of public works authorized by the
public works law, except such deferred payment work certificates as may be
secured by the normal revenues to he derived in the fiscal years subsequent to
the fiscal year 1930-31 and which, hy their terms and the terms of the agree-
ment under which they are issued. <hall be subject and subordinate to the
first preferentinl right to the payment of the principal and interest of the
certificates issued under this agreement out of the necessary part of such reve-
nues, The bank shall be fully protected in relying upon the assignment of the
certificates when registered by the seeretary of the treasury or his authorized
representative as herein provided.

In so far as shall be practicable the certificates will be issued to the eon-
tractors and will be assigned and delivered by them to the bank on the first
days of the month during said period. in principal amounts of $100,000 or mul-
tiples thereof, for convenience in keeping the accounts and computing the
interest, and the secretary of public works will arrange to advise the hank
from time to time of the certificates ahout to he fssued and the principal
amounts thereof. at least five day« prior to the issue of such certificates. in
order that the bank may arrange for the transfer of any necessary funds from
its principal office in New York City to its branch office in Habana and thus
facllitate prompt payment of the prineipal amounts of such certificates to the
eontractors,

For the purpose of facilitating the vegistration of the certificates in the
names of the contractors and the registration of the assignments thereof in
the name of the bank, the sccretary of treasury will keep suitable registra-
tion books and will arrange to have a rvepresentative at the hranch office of
the bank in the city of Habana. duly authorized to register the certificates
and the assignments thercof as and when presented for that purpose. The
hank agrees to provide suitable office facilities for such representative at its
branch office, without charge to the Repuhlie,

PAYMENT OF CERTIFICATES BY THE REPUBLIC—-SECURITY

ARrT. 7. The Republic agrees that it will repay to the bank as registered as.
signee and in subrogation to the rights of the contractors, or on its order. the
principal amounts of all certificatex issuerd to contractors and assigned by such
rontractors as herein provided. on the maturity dates specified in the respective
cortificates, in official gold coin of or equal to the standard of weight and
fineness as it existed on December 30, 1026, and that it will pay to the bank
interest on the prinelpal amounts the 30th day of June and the 81st day of
December in each year, at the rate of 6 per cent per annum from the date or
dates on which the principal amounts of the respective certificates shall have
heen paid by the bank to the contractors named therein, which date or dates
shall he conclusively proved hy the assignment and receipt executed hy the
eontractors and registered hy or on behalf of the secretary of treasnry in
the form Indorsed on the certificates, nntil the principal amounts thereof shall
be paid in full. Such prinicipal and interest shall be paid by the Repuhlic at
the principal office of the bank in the borough of Manhattan, city and State
of New York, or. at the option of the Repuhlic, at the branch office of the bank
in the city of Habana, in which latier event the Republic shall pay in each
instance, in addition, the amount of any tax then established by or within the
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Republic which shall be payable by the bank upon or in connection with the
transfer of the amounts so paid to the city of New York.

ART. 8.—The Republic agrees that the certificates to be issued by it to the
contractors and assigned by such contractors to the bank as herein provided
shall represent and constitute the irrevocable and incontestahle contract obliga-
tions of the Republic to repay the amounts paid by the bark to the contractors
us evidenced thereby with interest, ax and when due in uecordance with the
terms thereof and of this agrecement and in the manner therein and herein
provided. subject to no offsets or counterclaims.

ARrT. 9. The certificutes issued by the Republic to contractors and assigmed
by such contractors to the bank, as herein provided, shall have and be entitled
to, and the Republic hereby creates and confers a first preferential right to
90 per cent of the normal revenuey, estimated at $18,000.000 according to decree
1338 of 1926, to be derived from the taxes and economic resources specified in
Articles XII to XIX, both inclusive, for the peviod flxed in Article XX of the
publie works law, in and during the fiscal year commencing July 1, 1930, and
ending June 30, 1931, and the same preferential right in each subsequent fiscal
year of the 10-year period specified in the public worlgs law, to the extent
necessary, until the principal of and interest on all such certificates shall be
paid in full, as a special guaranty and security for the payment of such princi-
pal and interest as and when the same shall become due and payable in accord-
ance with the terms thereof and of this agreement. The Republic also creates
and confers a preferential right to the necessary part of %0 per cent of the
estimuted normal revenues to be derived in each fiscal year of the intervening
period, beginning on July 1, 1927, and ending on June 30, 1930, as a special
guaranty and security for the payment, as and when due. of the installments
of interest accruing in each such intervening year and for the payment of the
commission payable to the bank in each such year for its commitment and serv-
ices under this agreement. In order to give effect to such guaranty and security,
the Republic will set aside in a special account in each fiseal year, 90 per cent
of such revenues or the necessary part thereof as and when collected in such
yvear, until the amount so set aside shall equal the amount pavable in each
Year for principal or, as the case may he, for interest and/or commision, and
will apply the amount so set aside to the payment of said principal, interest.
and/or commission when and as the same shall be payable pursuant to the
terms of the certificates and the provisions of this agreement.

COMMISBIONS PAYABLE TO BANK

AR, 10. As commpensation for its commitinent and services under this agree-
ment the bank shall receive from the Republie, and the Republie agrees to pay
to the bank, $100,000 at the time of the execution and delivery of this agree-
ment, $100,000 on the 1st day of July, 1928; $100.000 on the 1st day of July,
1929; and $100,000 on the 1st day of July, 1930, each payment to be made in
official gold coin of or equal to the standard of weight and fineness as it existed
on December 30, 1926,

MISCELLANEOUS

ART. 11, For the purpose of keeping the bank intormed of the construction
contracts under which certificates may be issued to the contractors and assigned
to the bank, as contemplated in this agreement, the Republic agrees that as
any such contracts are awarded it will deliver to the bank a copy thereof.
certified by the secretary of public works,

Art. 12, The bank will ut all times keep complete and accurate records of
its operations under this agreement and the secretary of treasury or any person
designated for that purpose by him or by the President of the Republic shall
have access thereto at all times during the business hours of the bank.

Arrt. 13. Upon payment in full of the principal and interest of all of the
certificates issued to the contractors and assigned to the bank as herein pro-
vided, at or after their respective dutes of maturity, and of all amounts to be
paid to the bank as compensation for itx commitment and services hereunder,
and upen the performance by each party of their respective obligations here-
under, this agreement shall cease and be at an end, and the Republic and the
bank shall be released from any further liability hereunder, but until so termi-
nated, this agreement shall be binding upon the respective purties hereto accovd-
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ing to its terms and can be amended or supplemented only by the writteu con-
sent of both parties. So long as this ugreement shall be in effect the Repuhlic
agrees that the taxes and economie resources established by the publie works
law, the collection of which shall be necessary for compliance with tais agree-
ment, will remain in force and will lie collected as provided in said law.

Art, 14, All notarial charges and all taxzes payable in connection with or as
a result of the exccution of this agreement, with a certified copy thereof for
the secretary of treasury, another for the secretary of public works and
another for the Chase National Bank of the city of New York, shall be for the
account of and shall be paid by the Republic.

ART. 15, The parties hereto designate the eity of Habuana as the place where
all notifications, citations, and other judicial and extrajudicial noticer emanat-
ing from this agreement are to be served, and submit themselves to the judges
and tribunals of the Republic in saild city, the bank hereby expressly waiving
its own doemicile.

AzrT. 16. Notices under this agreement from the bank to the Republic shall
he addressed to the secretary of treasury and to secretury of public works
and shall be sufficiently given it sent by registered mail to the secretary of
treasury and the scceretary of public works; notices from the Republic to the
bank shull be sufficiently given if signed by the sccretary of treasury aund the
secretary of public works and delivered to the bank at its branch ofiice in the
vity of HMabana.

SECURITY FOR FAITHFUL PERFORMANCE

ART. 17. The appearer. Mr. Seiglie, in representation of the bank, delivers
in this act to the secretary of public works its certified cashier’s check for
$1,000,000 as security for the fuithful performance by the bank of its obliga-
tions under this agrecment, the receipt of which is hereby acknowledged by
the secretary of publie works on behalf of the Republie, to which I, the notary
certify, and the secretary of public works returns in this act to said representu-
tive of the bank the certified cashier's check for $300,000 deposited by the
hank at the time of the submission of its proposal as hereinubove recited, the
receipt of which is acknowledged by said representutive of the bank, to which
I, the notary, also certify.

The bunk shull have the right to recall and the Republic agrees to return
such security in the form deposited, pro rata as the bank shall pay the prin-
cipal amounts of the certificates to the contractors named in such certificates
npon the assignmment thereof to the bunk as herein provided, in the ratio of
$1,000 of security returned for each $10,000 principal amount of certificates paid
to the contractors; and on July 15, 1930, unless the bank shall then be in
default hereunder, the entire balance, if any, of such security in the torm
deposited shall be returned to the bank.

The certified cashier's check delivered in. this act’ by the representative of
the bank to the secretury of public works shall not be collected for a period
of 30 days after the date of the execution of this agreement, in order thut
the bank at apy time during said period may substitute in its place, in whole
or in part, an equal principal amount of cash or bonds of the Republic,

It is also agreed that the bank shall have the right, at any tire after tbe
expiration of said 30-day period, to substitute in place of all or any part of
the security then deposited hereunder, an equunl principal amount of bonds of
the Republic, The bank. unless in default hereunder, shall have the right to
collect and receive all interest accruing upon any obligations deposited by it
as security and the secretury of the treasury or secretary of public works, as
the case may be, will deliver to it the coupond for such interest as they sever-
ally maturs, or, if in registered form, without coupony, will deliver to the hank
any orders necessary for the collection of such interest.

PAYMENT OF FIRST INSTALLMENT OF COMMISSION

Arv. 18. The appearer, Mv. Seiglie, in representation of the bank, recelves in
this act, to its entive satistaction, from the hands of the secretary of treusury
of the Repuhli¢, check for the sum of $100,000 in payment of the first install-
ment of the comprensation for its commitment and services as provided in
article 10 hereof. the receipt of which is acknowledged by sald representative
of the bank in favor of the Republie, to which I. the notary, certify,
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CONOLUBION

The appearers, Dr. Enrique Hernandez y Cartaya and Dr. Carlos Miguel de
Cespedes y Ortiz, in their respective charucters of secretary of treusury and
secretary of public works of the Republic, und Mr, Marlo Seiglle y Martinez
in his character of attorney in fact and in representation of the Chase National
Bank of the city of New York, state thut they accept on behalf of their
respective principals all of the rights and obligations contalned in the foregoing
articles,

Thus they stated and declared in my presence and in the presence of the
witnesses nbove mentioned, who state that they are not legally disqualified to
uet as such, nothing to the contrary being known to me.

1, the motary, gave to the parties appearing the pertinent legnl admonitions
and they stated that they were fully advised of the same.

I, the notary, certify that I know the appearers, their occupations and resi-
dences; that they have stated all that is contuined in this document; and I have
informed them and the witnesses of their right to read it themselves and
they renounced such right; that { have read it to them in its entirety at their
request; and that being in accord@ with the contents thereof the appearers
ratified the same in behalf of their respective principals and signed together
with the witnesses,

Signatures of parties, witnesses, and notary tollow.

No. 90.~DgEp No. 63 or THE PUBLIC WORKS DEPARTMENT-

In the city of Habuna, this 31st duy of May, 1928,

Before me, Dr. Regino Truffin y Perez de Abreu, lawyer amd notary public
of the district and associations of this capital, with residence herein.

Appear: Dr. S8antingo Gutierrez de Celis y de la Cruz, native of San Cris-
tobal, Province of Pinar del Rio, of lawful age, married, lawyer, Sccretary of
the Treasury of this Republic, and resident of this capital, at No. 263 Banos
Street, in the borough of Vedado.

Dr. Carlus Miguel de Cespedes y Ortiz, native of Matanzas, secretary of publie
works of thisx Republic and resident of this capital, at No. 33 Presidente Zayus
Street.

And Mr. Jose Emilio Obregon y Blanco, of lawful age, marrled, banker,
native, and resident of this city, at No. S0 Aguiar Street,

PERSONALITIES

Drs. Santiago Guiterrez de Celis y de la Cruz and Carlos Miguel de Cespedes
y Ortiz are parties hereto in the name and representation of the Republic of
Cuba, and in their respective characters of secretary of the treasury and sec-
retary of public works, respectively, by virtue of and in conformity with the
authorization conferred on them by presidential decree No. 407 of April 13 last,
published in the Official Gazette of this Republic on the 17th of said month,
to which I certify, as also that both parties are now in the possession and
exgreise of their respective offices, by virtue whereof they are parties hereto;
an

Mr, Jose Emilio Obregon y Blauco is a party hereto in the name and in
representation, and in his character of delegate attorney-in-fact of the Chase
National Bank of the city of New York, in Spanish “bunco National Chase de
la Ciudad de Nueva York,” which is a banking corporation organized and
existing tn accordance with the laws of the United States of America, with
office in this capital, muking use of the power of uttviney which satd corpora-
tion conferred on Mr., William Ignaclous Quealy, on June 30, 1927, before
Notary Public John F. Brosnan, of the city of New York, the eriginal whereof,
duly legalized, and with its translation into Spanish, was protocolized before
my colleague, Dr. Conrado Ascanio y Swuwrez, on Aungust 22, 1927, under
No. 672, which power of attorney was integrally delegated by the said
William Ignaclous Quealy in favor of the party hereto, Mr. Jose Emilio Obregon
v Blanco, by menns of another notarial document executed before the said
notary Ascanio y Suarvez, on the 1st day of December, 1927, under No.
700, which power of attorney I am assured by the said party hereto, Mr.
Obregon, who binds himself to that effect, has not heen revoked, suspended,
or limited in any manner, and contains ample powers for the execution of
this document.
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They ussure me they are in the full enjoyment and exercise of their civil
rights, have in my judgment the legal capacity necessary for the executiou of
this document, and they state:

First. That the Chief Executive, in the performance of the dutiex imposed
on him by the law of public works, of July 15, 1925, to arrange for construc-
tion of the public works of greatest importance. or necessity, within a period
of four years, specified among those, by Executive Decree No. 1338, of August
23, 1926, the central highway, and by notarial document No. 69, of January 18,
1926, the construction of the capitol, and in order to make this possible within
the limitations of the law of public works, the Chief Executive, in fultiliment
and exercise of the faculties and authorizations conferred on him by the law
of public works, to adopt the system or method of procedure which is most
efficacious for the purpose of constructing the said public works, by his afore-
said Executive Decree No. 1338 authorized the board of awards to receive pro
posals for the financing thercof, on the busis of limiting the cost thereof to the
estimated revenues of the special public works fund, created by said law, und
charged by the secretary of public works with the execution of said decree,

Second., That the secretary of the public works, procecding in conformity
with Executive Decree No, 1728, by officiul call, asked for propusuls for the
finuncing of the payments due to the contractors for work completed in ac-
cordance with their construction contracts, up to a total principal amount of
$10,000,000, and the Chase National Bunk of the city of New York, in response
to soid request and complying with the conditions thereof, submitted its pro-
posul to the Secretary of Public Works, on November 30, 1926, for the financing
of said payments, up to the said maximum amount of principal.

Third. That the Chief Executive, proceeding in conformity with the authority
duly conferred on him by the Counstitution and the laws of the Republic, by
Executive Decree No, 2033, dated December 30, 1926, and published in the Offi-
ciul Gazette of January 4, 1927, awarded to the Chase National Bank of the
city of New York the finuncing of the payments to the contractors, for work
completed by virtue of their construction contract, up tv a maximum total as
to principal of $10,000,000 on the terms and conditions of said proposal, and in
which decree the chief cxecutive charged the Secretary of the Treusury and
the Secretary of Public Works with the execution thereof, and by reason
thereof, the said two secreturies and the lawful representutive of the Chase
National Bank of the city of New York, in order to formally conclude the con-
tract in a legal manner and to establish with greater clearness the rights and
obligations of the parties, executed before notary Dr. Conrado Ascanio y Suarez,
under date of February 19, 1927, under serinl No. 43, the proper public notarial
document, which contains the stipulations of that agreement, in accordance
with the terms and conditions of the said proposal of said bank, as supplemented
and explained in the said decree of the chief executive,

Fourth, That this same desire of the government to speed up and expedite
the work on the central highway, has always extended to other works of great
importance which are under way, among them being that of construction of the
capitol or congressional palace, in this city; and the contract referred to in the
preceding clause being under execution, as a result of the activity indicated,
und the desire of the present administration not to further delay the termina.
tion of the capitol, or congressional palace, the chief executive, under date of
April 3 of the present year, issued decree No. 497, previously referred to, pub-
lished in the Ofticinl Gazette of this Republic, on the 17th of said month, in
explanation of the one dated December 30, 1926, No. 2033, in the seuse that
the award to the Chuse National Buank of the city of New York. of the finane-
ing of the work of construction of the central highway. for the pavment of
certifieates of work. deferred or subrogated, would be only for the sum of
$5,000,000, and that said bank would undertake the financing also of the work
of construction of the capitol or congressional palace, to a maximum lmit of
$5,000,000, in like form and as a charge to the normal estimated revenues of
the special public works fund, and all of the foregoing subject to the stipula-
tions of the aforesaid notarial document No. 148, executed before notary
Dr, Conrado Ascanio y Suarez, of this city, on February 19, 1927, which ai-
vislon has been accepted by all the central highway contractors, as Is shown
by a document executed before the undersizgned notary and in his files. on the
10th of the present month of May, under No. 83 in series. .

Fifth. That, the division referred to in the xaid decree No, 497 having
been accepted by the central highway contractors, and the only ones interested
in the matter in question being sald contractor, the (‘uban Government. and
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the Chase National Bunk of the city of New Yourk, the representative of safd
banking institution declures, for his.part. that he expressly accepts the sald
division, for all lawful purposes, and by virtue thereof the finuncing of the
aforesaid $10,000,000, agreed upon, will be divided, without other alteration,
half and half between the work of the central highway and that of the capitol
or congressional palace, that is to say, in the proportion of $5,000,000 for the
tirst of the sald works and the other $5,000,000 for the second of said works,
all under the same compacts and conditions contained in the said notarial
document No. 143, executed before Ascanin ¥ Suarez, on February 19, 1027,
which compacts and stipulations are ratificd and considered as here re
produced, for all lawful purposes, without it being understood that the rights
and obligations imposed on each party in that document are modified or
novated in any manner whatsoever,

All the partles, in thelr characters as indicated, add:

Sixth. That insofar as respectively concerns them, they aceept the present
notarial document, for all lawful purposes.

Seventh, That all the expenses und fees caused by the present document,
with a certified copy for the Secretury of the Treasury, another for the
department of public works, and another for the Chase National Bank of
the clity of New York, shall be for account and charge of the Republic of
‘'uba and shall be paid for by the latter.

Eighth. That they designate this city ux the place for the service of all
notifications, citations, and other judicial and extrajudicial steps to which
this notarial document may give rise, and they submit themselves to the
judges and trbunals thereof, the Chase National Bank of the city of New
York expressly walving its legal right of domicile, if otherwise,

I, the Notary, orally gave the parties the pertinent legal udvice.

Witnesses are Enrique Varona y Redriguez and Lorenzo Saladrigas y
Heredia, of lawful age, residents of this city, and without legal exception to
acting as such.

Thus the parties execute, in thelr vespective charvacters, in my presence
and in that of the aforesaid witnesses,

1, the notary, certify to acquaintance with the parties, their occupation
and domicile; that they made the state-nent contained in the present docu-
ment; that I read it to them, hecauxe of their waiver, integrally and at a
single sitting; and that belng in conformity with its contents the parties
ratify it and sign it with the witnesres.

To all of which I certify. (Errata follows,) Santiago Gutierrez de Delis,
', M. Cespedes, J. E. Obregon, Enrvique ', Varona, Lorenzo Saludrigas, Regino
Truffin. There is a marginal note which states: Note: On this date I issued
2 copy In seven sheets for the Chuase National Bank, on which T aflixed in
National vevenue stamps (sie) which I canceled

Habana, May 31, 1928,
Atiest:
TRUFFIN.

It agrees with its original which, under the No. 99 in series with which it is
heuded, is in the general current tile of the notarial office In my charge, to
wheh T have compared it.  And for the Department of Public Works, T issue
this copy, in seven sheets, under my seal, having made note of the issuance
thercof on the margin of its matriz. Haban, on the date of its execution,

No. 114, SUPPLEMENTAL AGREEMENT BETWEEN REPUBLIC oF CrBA AND THE CHASE
NATIONAL BANK orF Tii2 CITy oF NEw YOoRk, DaTEn JUNE 22, 1928, RELATING
TO0 FINANCING PAYMENTS To CoNTRACTORS UNDER PUBLYIC WORKS LAwW

In the city of Habana, Republic of Cuba, on the 224 day of June, 1928,
hefore me, Dr. Regino Truffin ¥ Perez de Abreu, counsellor at law and notary
public of the district and college of this capital, of which I am a resident,
and in which I have my office at Nos. 78 and 78 Cuba Street, appear in the
presidential palace, where I have been requested to constitute myself:

Dr. Sr, Santiago Gutlerrez de Celis ¥ de ln Cruz, Secretary of Treasury of
the Republic of Cuba, of legal age. married, lawyser, native of the Province
ng gin]nr’ del Rlo, and a resident of this city at No, 263 Bafios Street, borough
of Vedado;

Dr. Carlos Miguel de Cespedes v Ortiz, Secretary of Public Works of the
Republic of Cuba, of legal age. mnrried, lawyer, native of the Province of
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Matnnzas, and a resident of this city, at No, 83 Presidente Zayas (formerly
O'Reilly) Street; and

My, Jose Emilio Obregon y Blanco, of legal age, married, banker, and a
native and resident of this city, at No, 86 Agular Street,

I, the notary, certify to heing acquainted with the parties who appear,
and to being informed by their declarations of their occupations and residences,
nothing to the contrary being known to me.

Dr. Santiago Gutierrez de Celis y de la Cruz and Dr. Carlos Miguel de
Cespedes y Ortiz appear in this aet in the name and in representation of the
Republic of Cuba (hereinafter called the Republlie) and in their respective
capucities as Secretary of Treasury and Sccretary of Public Works, which high
offices they at present respectively hold, under and in pursuance of powers
and authorities conferred upon them by executive decree No. 849 of the na-
tlonnl executive, dated the 31st day of May, 1928, and published in the Gaceta
Oficial on the 1st day of June, 1028, to all of which I, the notary, certify.

Mr. José Emilio Obregon ¥ Blanco appears in this act in the name and on
behalf of and in his character of attorney in fact of the bank, called in English,
“The Chase National Bank of the city of New York,” and in Spanish, “ El
Banco Nacional Chase de la Ciudad de Neuva York" (hereafter called the
bank), a national banking association organized and existing under and in
accordance with the laws of the United States of America, with its principal
office in the city and State of New York, United States of America, and a
branch office in this city, establishing such character by the power of attorney
executed by the bank in faver of Mr. Williain Ignatius Quealy in the city of
New York, United States of America, on the 30th day of June, 1927, before
Mr. John F. Brosnan, notary public of the city, county, and State of New York,
United States of America, the original of which, duly legalized by the consul
general of the Republic of Cuba in said city of New York, and by the depart-
ment of state of this Republic, with its translation in Spanish, was protocolized
before the notary of this eity, Dr. Conrado Ascanio y Suarez, on the 22d day
of August of the same year, under No. 572, which power was substituted in
its entirety by the snid Mr. Willinm Ignatins Quealy in favor of the appearer,
Mr, José Emilio Obregon y Blanco. by another deed executed before said notary,
Dr. Conrado Ascanio ¥ Suarez, on the 1st day of December, 1927, under No. 700,
and Mr. Obregon, the appearer, assures me on his strictest responsibility that
said power of attorney and said substitution have not been revoked, suspended,
or limited in any manner whatsoever, paragraphs 1 and 2 thereof containing
powers sufficient for the execution of this instrument, which I literally quote
from a certified copy of said power that has been exhibited to me by the
appearer and which I return to him and I, the notary, certify that said eclause
reads as follows:

“ First. To maintain, conduct, and operate the branch bank of said bank,
now established in the city of Habana, Republic of Cubu, and to carry on its
business; to manage, control, and supervise sald branch bank and any other
branch banks which may now or hereafter he established by said bank in the
Republic of Cuba, and its and their businesses, and all of said bank’s properties,
real, personal, or mixed, in the Republic of Cuba; and in connection with, and
in fulfillment of, any power conferred, to do and perform, or cause to he done
and performed, every act and thing necessary, appropriate or advisable to meet
and comply with the requirements and regulations of any public or governmental
authority constituted within the Republic of Cuba, for the establishment of said
bank’s legal status in the Republic of Cuba, and for the obtaining of any and
all legal decrees of authorization that may be required by the laws of the
Republic of Cuba, or by the regulations or requirements of its Government, or
of any department or subdivision thereof, or by any governmental or public
authority constituted therein, including specifically, but without limitation
upon the general powers conferred, the power to accept limitations, required
by the laws of the Republic of Cuba, upon the exercise in the Republic of Cuba
of any rights conferred on said bank by its articles of association or by laws."”

“Second, To negotiate with the Republic of Cuba or with any Province,
municipality, or other governmental department or subdivision thereof, and
its and their officials and accredited representatives, and to conclude hy con-
tract or otherwise any such negotiation, in regard to any matter affecting, or
in any connection with, said bank’s legal status in the Republic of Cuba or
its business, or in regard to the loaning of money or granting of credit to, or
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the obtaining or acceptance of concessions or privileges of any sort from, said
Republic, Province, municipality, or other governmental department or sub-
division, and to perform any and all contructs or commitments so mude.”

The parties hereto assure me, the notary, thut they are in the full enjoyment
and exercise of their respective civil rights, and I, the notary, find them with
the legal capacity necessary for the execution of this agreement,

HXFOSITION

The exponents, Drs, Gutiérrez de Célis and Cespedes, siate us follows:

First. ‘That the national executive, in discharge of the duties imposed’ upon
him by the public works iaw of July 15, 1925. to endeavor to cause the public
works of greatest importance or necessity to be constructed within a period
of four years, by executive decree No. 1338, dated August 23, 1926, authorized
the board of awards to recelve proposals relative to the fluancing of the cost
of the central highwuy and other public works on a basis to bring such cost
within the calculated revenues of the special fund for public works created by
sald law, and charged the Secretary of Public Works with the execution of
said decree, and that the Secretary of Public Works, acting in pursuance of
executive decree No, 1728, by ofticial invitution, invited proposals for tinanc.
ing puyments to the contractors for work completed under the construction
contracts up to an aggregate principal amount ot $10,000,000, and the bank, in
response to sald invitation and complying with the conditions thereof, sub-
mitted its proposal to the Secretury of Public Works, dated the 30th day of
November, 1026, to finance such payments up to said maximum principal
amount,

Second. That the national executive, acting in pursuance of the authority
conferred upon him by the constitution and laws of the Republic, by executive
decree No. 1033, dated the 30th day of December, 1826, and published in the
Gaceta Oficial on the 4th day of January, 1927, awarded to the bank the financ-
ing of payments to the contractors for work completed under their construe-
tion contracts, up to a maximum aggregate principal amount of $10,000,000
under the terms and conditions of said proposal as explained by the bank and
of snid decree, and by publie document executed on the 19th day of February,
1927, betore the notary, Dr. Courado Ascanio y Suarez, uuder No, 143, the
Republic and the bank entered into an agreement which established in favor
of the Republic a credit limited to the principal amount of $10,000,000 and
conferred upon the Republic the right to issue and deliver to contractors con-
structing the said central highway under contracts entered into between them
and the Republic in conformity with such public work law, deferred payment
work certificates (hereinafter called the work certificates) up to but not
exceeding $10,000,000, aggregate principal amount for work completed by such
contractors under and iu accordance with their respective construction con-
tracts and accepted by the Republic, and obligated the bank, subject to the
terms of said agreement, to pay to the ontractors named in the respective work
certifientes issued under and in accordance with snid agreement, upon the
assignment thereof to the bank, at its branch office in the city of Habana, at
any time during the period ending June 30th, 1930, duly assigned by such
contractor and registered by the Secretary of Treansury or his authorized
representative, the principal amount of such work certificates without any
discount up to but not exceeding in the aggregate $10.000,000 and further
obligated the Republic to repay to the bank, as registered assignee of the
work certificates and in subrogation to the rights of the contractors, or on its
order, the principal amount of all work certificates issued to contvactors and !
assigned by such contractors to the bank as in said agteement provided, on the
maturity date specified in the respective work certificates, in officinl gold coin
of or equal to the standard of weight and fineness as it existed on December
30, 1926, and to pay to the bank interest on the principal amounts represented
by the work certificates on the 30th day of June and the 31st day of December
in each year at the rate of 6 per cent per anuum from the date or dates on
which the principal amounts of the respective work certificates had been paid
by the bank to the contractors named therein; that, in conformity with the
decree of the national executive No. 497, diited the 13th day of April, 1928, and
published in the Gaceta Oficial on the 17th day of April, 1928, said agreement
of February 19, 1927, was amended by a public document executed hefore the
notary, Dr. Regino Truffin y Percz de Abreu, on the 31st day of May, 1928,
under No. 99 of order, so as to provide for the divislon and application of
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the $10,000,000 credit equally as between the central highway and the con-
gressional palace, and the agreement of February 19, 1827, as s0 amended, is
hereinafter referred to as the existing agreement.

Third. That in order to expedite the completion of the public works already
contracted for under the general plan of the public works law, and the execu-
tion of other public works of the greatest importance or necessity authorized
by said law, and in order to provide for the immedinte payment to the con-
struction contractors for work completed before the collection of the revenues
dedicated by said law to such payment, the Republie, by invitation, dated April
28, 1928, of the Secretury of the Treasury, duly authorized by resolution of
the cabinet, invited banking institutions doing their business in this capital,
or thelr principal oflices abroad, to submit proposals to the Republic for
financing such payments to the contractors in ammounts aggregating not less
than $40,000,000, nor more than $50,000,000, on the terms and conditions which
they might consider applicable.

Fourth, That the bank, in response to said invitation and complying with the
conditions thereof, submitted its proposal dated the 12th day of May, 1928, to
the Secretary of the Treasury and the Secretary of Public Works, to convert
the above-mentioned limited credit of $10,000,000 as established by the existing
agreement into a revolving credit, <o as to make available to the Republic from
time to time, prior to July 1, 1930, as it might require, the total sum of
$60,000,000, including said existing credit of $101.000,000, for the pnrpose of
financing the payments to contractors for work completed hetore the collection
of the revenues, through the acquisition by the bank of work certificates issued
to the contractors from time to time, without limitation as to any particular
public works authorized by the public works law or as to any particular con-
tractor, and the conversion of such work certificates into an equal prineipal
amount of public works 5!% per cent serial certificates of the Republic (herein-
after deseribed and hercinafter called serial certifieates) of the character
described in said proposal.

Fifth. That the national exccutive, acting in pursuance of the power and
authority conferred upon him by the constitution and laws of the Republie,
upon the faverable report of the Sceerctaries of Treasury and Public Works,
by execcutive deeree No.o S#)0 dated the 31st day of May. 1925, and published in
the Gaceta Oficial on the Ist day of June, 1928, accepted sald proposition of
the bank, as expluined and amended by it, and charvged the Secretaries of I'reas-
ury and Public Works with the execution thereof,

The parties hereto, in representation of their respeetive principals, in order
to supplement the existing agreement, and more clearly to establish the rights
and obligations of the parties, proceed to exccute and formalize this supple-
mental agreement under the terms and conditions hereinafter expressed, in
accordance with the terins and conditions of said proposal of the bank as
expluined and amended by it, and of said decree of the national exeecutive, and
stute:

Sixth, That the existing credit as established by the existing agreement,
which 1s Hmted to $10,000,000 principal amount of work certificates issued
and to be ixxucd to the contractors for work completed and accepted under
their respective contracts for the construction of the central highway and the
congressional palace, is bereby converted into a revolving credit so that, in-
cludiug such existing credit of $10,000000 as part of the total amount, there
shall be available to the Repullie from time to time prior to July 1, 1930, as it
may require, for the purpose of financing immediate payments to the contractors
for work completed and accepted before the collection of the revenues, sums
amounting in the aggrezate to the total amount of $60,000,000, in the manner
and upon the terms and conditions set forth in the following articles:

Articre 1. The work certifieates, which under the existing agreement are
limited to work completed and accepted in the construction of the central
highway and the congressional palace, may also be issued on the same hasis to
contractors for work completed and accepted under contracts for the con-
struction of the central highway, and the congressional palace and any of the
other public works authorized by the public-works law, as the Republic may
desire, and in such proportionate amounts as between the various public work«
and contractors as it may determine.  All the work certificates shall be fssued
in the form and have the maturity or maturities stipulated in the existing
agreement, and shall be issued, assigned, delivered, and vegistered in accord-
ance with the terms, conditions, and formalities therein provided, except that,
upon this agreement hecoming effective as provided in article 23 hercof, the
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rate of interest horne by the work certificates, including those already issued
and those issued hereafter, shall be reduced from 6 per cent to 5% per cent
per annum, The total amount of work certificates issued, assigned to, and held
by the bank shall not at any one time exceed $10.000,000 in the aggregate, and
whenever the work certificates assigned to the bank and held by it shall
amount to $10,000,000, the Republic shall not be entitled to is<ue and the hank
shall not be obligated to acquire any additional work certificates until by
renson of the conversion of work certiflcates into the public works HY% per
cent serial certificates of the Republic as provided in article 2 hercof, the total
amount of work certificates outstanding and held by the bank shall be reduced
below $10,000,000. The bank agrees, upon this agreement becoming effective
as provided in article 23 hereof, to submit to the Secretary of the Treasury of
the Republic the work certificates theretofore issued and assigned to and held
by the hank for the purpose of having indorsed thereon by said sceretary or
?y his duly authorized representative a legend in substantially the following
orm ;

The rate of interest payable on the within deferred-payment work certificate
has been reduced from 6 per cent per annum to 5% per cent per annum in ac-
cordance with the supplemental agreement between the Republic of Cuba and
;Is;g Chase National Bank of the City of New York, dated the 22d day of Juue,

(For tue Secretary of the Treasury).

ART. 2. The Republie shall have the right at any time aud from time to time
prior to July 1, 1930, by written notice signed by the Secretary of the Treasury
and delivered to the bank at its branch office in the city of IInbana, whenever
the work certificates theretofore assigned to and then held by the bank shall
amount to $10,000,000, to require the bank to present, and the bank agrees that
within five days after the receipt of such notice it will present, to the Seccre.
tary of the Treasury of the Republic work certificates theretofore assigned to
and then held by the bank, in even thousand-dollar lots of not less than $2,500.-
000 principal amount, for conversion into a like principal amount of the serial
certificates. The bank shall also have the right at its option at any time and
from time to time, without any such requirement on the part of the Republic,
to present to the Secretary of the Treasury work certificates aggregating $1,000
or any multiple thereof, for simultancous conversion into a like principal
amount of the serial certificates. When work certificates shall thus be pre.
sented to the Secretary of the Treasury for conversion, said secretary shall
{ssue and deliver to the bank in exchange therefor and upon surrender thereof,
an equal principal amount of the serial certificates, and the work certificates
so presented and surrendered shall be canceled. The total principal amount
of work certificates, however, which the Government may require the bank to
present for conversion, plus the total principal amount thereof previously con-
verted by the bank at its own option, shall not exceed the aggregate amount of
$50,000,000, which represents the total amount of the credit under this agree-
ment that is additional to the existing credit of $10,000,000.

ART, 3. Whenever prior to July 1, 1030, the work certificates assigned to and
held by the bank shall be less than the principal amount of $10,000,000, or as
the result of converstons into serial certificates they shall be reduced helow that
principal amount, the Republic may issue to the construction contractors and
the bank shall ncquire by assignment from them ndditional work certificates, on
the basis now established in the existing ngreement, modified as to rate of
fnterest as above provided in article 1, until the amount of work certificates
assigned to and held by the bank shall he again brought up to $10,000,000.
Thus the credit will revolve until up to July 1, 1930, or until in this manner,
prior to that date, there shall he Issued and outstunding $60,000,000 aggregate
principal amount of work certificates and serial certificates, which is the limit
flxed by this agreement, including the existing credit of $£10,000,000.

ART. 4. Upon any conversion of work certificates into scrial certificates,
whether on the requirement of the Republic or at the option of the hank, there
shall be an appropriate adjustment of interest ns hetween the interest accrued
up to the time of such conversion on the work certificates converted and the
interest then accrued on the serial eertificutes delivered in exchange, so that the
serinl certificntes will thus bear interest from their date, On such interest ad-
justment the bank shall pay to the Republic the amount, if any, by which the
interest nccrued on the serial certificates so delivered shall exceed the interest
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accrued on the works certificates so converted, and the Republic shall pay to
the bunk the amount, if any, by which the interest accrued on the works certif-
fcates so converted shull exceed the interest accrued on the seriul certiticates so
lelivered,

w.«\ur. 5. The work certificates, as-provided in the existing agreement, shall
mature in the fiscal year beginning July 1, 1830, und ending June 30, 1931,
The maturities of the serial certificates issued on conversion of work certif-
jcates shall always be adjusted on the issuunce thereof so that the principal
amount of serinl certiieates and of outstauding unconverted work certifleates,
falling due in any one year, will not exceed the amount as prescribed in
article § for such year, ‘The maturities of the serial certiticates deliverable on
any such conversion, whetbher on the requiremeut of the Republic or at the
option of the bank, shall be such as in the opinion of the bank market con-
ditions muy require, within the limits as to maturitics in any one fiscal year
specitied in said article,

Akt 6, The Secretury of the Treasury of the Republic, in the name and on
behalt of the Republic, shall issue serial certiticates frem time to time as re-
quired to eflect conversion of work certifientes in the manner and upon the
terms and conditions of this agreement. The serinl certiticates shall be known
as the public works 515 per cent serial certificutes of the Republic, The aggre-
gate principal amount of the serial certificates which may be issued and out-
standing under this agreement shall never at any one tinme exceed $60,000,000.
The serial certificates shall be issued in denominations of £1,000 each and the
serial certificates of the same maturity shall be nnmbercd 1 and consecutively
upwards,  They shall be dated January 1 or July 1 of the year in which they
ure issued, shall hear interest ut the rate of 5% per cent per annum from their
respective dates, payible semiannmually on June 30 and December 31 in each
year, shall have maturity dates us hereinafter specified, and shall be payable,
both uas to principal and interest, in gold coin of or equal to the standard of
weight and fineness of United States of America gold coin, existing at the dates
of the respective certifieates, at the principal office of the bank, in the Borough
of Manhattan, city and State of New York, United States of Ameriea, or at the
option of the holder, at its branch oflice In the city of Habana, from funds
provided by the Republic, as heveinafter in this article provided, All such pay-
ments shill be made without deduction for and free from every kind of Cuban
taxation (whether State, provineial, or municipal) now exixting or which may
hereafter exist,  In order to attend to sueh payments, as and when due, the
Republie will deposit with the bank at its Lranch oflice in the city of Habann,
in such gold coin, at least flve days before such amounts arve due and payuble,
the amounts required respeetively for the payment of the semiannual interest
and the prineipal due on the serial certificates then outstanding.  ‘The Republic
will stlso piy to the bank the amounts required to reimburse it tfor the actual
and necessary expense of transmitting sueh amounts ov the necessary part
thereof to the eity of New York, in order to attend to the payment of the prin.
cipal of and interest on the serial certitientes at the principal office of the bank
in =aid city, such reimbursement to he made from time to time on written
request of the bank and on delivery to the secretary of the treasury of a state-
ment by the bank of such actual and necessary expenses,  The serial certifieates
shall he issuable with maturities aud amounts of cach maturity, ax follows:

A, Representing the additional ervedit under this agreement :

Date of maturity: Amount Date of maturity: Amount
Diee, 31, 19310 .. . 86,250, 000 June B0, 1Mo L S6, 200, 000
June 39, 6. Dee, 31, 1934, .._.._ 6,250, 000
Dee, 31, I June 30, 1935 _ . _. G, 20, 00V
June 30, 1933, ... 6. 2350, 001 —
Dee, 81, 1033 .o __ G, 250, 010 Total __ ... __ 50, 000). 000

B. Representing the existing credit under the exixting agreement :

When $50,000,000 aggregate principal amount of scriul certificates with the
foregoing maturitics have been issued, there will remain the existing credit of
$10,000,000 established under the existing agreement.  Consequently, at any
time after July 1, 1930, or after any date (prior to July 1, 19300 when serial
certificates aggregating $50,000,000 with the foregoing maturities have been
issued, serial certificates up to but not exceeding $10,000,00 shall he issuable,
at the option of the bank, in exchange for and upon conversion of a like prin-
cipal amount of unconverted work certificates then assigued to and held by the
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bank and/or assigned to it thereafter but prior to July 1, 1930, with maturities
as follows:

Date of maturity: Amount
Dee, 81, 19830 e $3, 000, 000
June 30, 1081 e e 3, 000, 000

TOtAY o e e e e ——————————— 10, (00, 000

ART. 7. The seviul certificates shall be in coupon form, shall be payable to
bearer and together with the coupons annexed thereto and the bhank's counter-
signature ror authenticition to he endorsed therenn shall be in the Spanish and
in the English language, both texts constituting o «ingle instrument only, the
English text controlling: in casxe of any varviation. -Lhe serial certifleates shall
indicate by appropriate reference to this agreement that through the issuance
thereot in exchange for a like principal amount of waork certifieates they have
heen issued to provide for making immediate payments to eontractors for work
completed under the publie works law betore the receipt by the Republie in
subsequent years ov the revenues from the taxes and cconomie resources ereited
by said law, and 'hey may contain such provisions, specifications, deseriptive
words and recitals. and may have such legends indorsed thereon, not inconsist.
ent with the provicions of this agreement, as may be required to comply with
the rules of any stock exchange, or to conform to usage in respect thereof.
The text of the sorial certifiesics to be ixsued as herein provided and of the
coupons to he attaehied therete, as well as the bank’s countersignature for
authentication to he indorsed thereon, shill he substantially as follows, all
blunks to be appropriately completed prior to the issue of the <erial cortitientes:

[Forin of serial certiftcate)
NoOw oo, . $1,000.

RerusLic or Cta
PUBLIC WORKS 54 PER CENT SERIAL CERTIFICATE
Datell oo e . . Due ccmeeeao. .

The Republic of Cuba (hereinafter called the Republie), for value received
in the form hereinafter stated, will pay to the bearer on the .... day of
__________ , 193... the principal sum of $1,000 and interest on such principal
sum from the date hereof at the rate of 5% per cent per annum, semiannually
on June 30, and December 31, in cach year, until such prineipal sum shall have
been paid, but as to the instalments of interest accruing at or prior to maturity
of said principal sum, only upon presentation and surrender of the respective
coupous therefor hereto attached, Such principal sum and interest instulments,
when respectively due, will be paid, at the option of the beurer, either at the
principal office of the Chase Nationnl Bank of the City of New York, in the
Borough of Manbhattan, city of New York, United States of America, or at the
branch office of said bank in the city of Havana, Republic of Cuba, in gold
coin of or equivalent to the present standard of weight and fineness of United
States of America gold coin, without deduction for and free from every kind of
Cuba taxation (whether State, Provincial, or municipal) now existing or which
may hereafter exist,

This certiflcate is one of the public works 51% per cent serial certificates of
the Republic of Cuba of varying maturities not later than June 30, 1935, limited
to the uggregate principal amount of $60,000,000 at any one time outstanding,
all issued or to be issued under and secured by the agreement dated June 22,
1928, made between the Republic of Cuba and the Chase National Bank of the
City of New York under the authority of the public works law of July 15, 1925,
and duly submitted to and ratified and approved by the Congress of the Republic
of Cuba, in exchange for and on conversion of a like principal amount of de-
ferred payment work certificates issued by the Republic to provide for making
immediate payments to contractors for construction work completed by them
and accepted by the Republic under said public works law, hefore the receipt
by the Republic in subsequent years of the revenues from the taxes established
by sald law, to which agreement and law reference is hereby made for a fur-
ther statement of the nature and extent of the security and the rights of the
holders of the certificates. This and the other certificates of the several serial



SALE OF FOREIGN BONDS OR SECURITIES 1995

maturities represent and constitute the irrevocable and incontestable contract
obligations of the Republic in accordance with said agreement to pay the prin-
cipal thereof and the interest thereon, when due, without right of reduction
or counterclaim, and are not callable for redemption prior to their respective
dates of maturity, .

This certiflcate is not valid or negotinble until countersigned for authentica-
tion by the Chase National Bank of the City of New York.

This certificate 13 executed in behalf of the Republic by the manual signature
of the Secretary of the Treasury, and the coupons are executed in like behalf
by imprinting thereon a facsimile of such manual signature,

Th~ Spanish text and the English text of this certificate are counterparts
consituting together a single instrument only, the Euglish text controlling in
case of any variation,

Dated. o caeeeoo , 192_ .
For THE REPUBLIO OF CuUB\,

----- .§ EE;L-I-J;;; _o‘f‘;‘l'u;.' Treasury.
Countersigned for authentication.
THE CHASE NATIONAL BANK oF THE CITY OF NEW YORK,
BY e ———

[Form of interest coupon)

Y— § cm—

On the day of , 10—, the Republic of Cluba, as provided in
the helow-mentfoned ceriificate, will puy to bearer § ——— gold coin ot or
equivalent to the United States of Ameriea standard of welght and fineness
existing at the date of sald certificate, free of all Cuban taxes in the Borough
of Manhattan, city and. State of New York, United States of Amerien, at the
principal office therein of the Chase National Bank, of the city of New York,
or, ut the option of the bearer, in the elty of Habuna, Republie of Cuba, at the
branch office therein of said bauk, being six months' interest then due on its
public works 515 per cent serial certificate No, ——, due ~—~————-—, 193—-,

For THE RervBLic or Cuna,

Secrctary of the Treasury.

(Here follows Spaaish form of certificate and coupon.)

ART. 8, The serial certificates shall be executed on behalf of the Republic
by the manual signature of the secretury of the treasury and the coupons
shull be executed in like behalf by fmprinting thereon a facsimile of such
manual signature. The serlal certifieates shall be countersigned by the bank
for authentication, and only such serinl certificates as shall be authenticated
by such countersignature shall be valid or negotiable or entitled to any of the
benefits or security afforded by this agreement, but such authentication by the
bank of any such serial certificate shull be conclusive evidence that the holder
thereof is entitled to the benefits and security hereby afforded.

ART. 9. The definitive serial certificates, if requested by the bank, shall be
prepared at the expense of the Republic in form to meet the requirements of
the New York Stock Exchange for listing thercon. Pending the preparation
of definitive serial certificates, the secretury of the treasury may issue tem.
porary serial certificates payuble to bearer and exchangeable for deflnitive
seriul certificates when prepared, of the denominution of $1,000 or any multiple
thereof and with or without coupons, substantially in the form set forth in
article 7 and cxecuted and authenticated as provided in article 8 of thig
agreement.

ART. 10. In case any of the serlal certificates shall at any time become muti-
lnted or be destroyed or lost, 8 new serial certificate or certificates of like
amount, tenor, and date, and bearing the same number, shall be issued accord-
ing to law by the secretary of the treasury, and the bank shall authenticate
the sume by its countersignature, for delivery in exchange for, and upon can-
cellation of, the serial certificate or serinl certificates so mutilated and its
or thelr coupons, or in licu of the seriul certificate or serial certificates so
destroyed or lost and its or thelr coupons, but, in the case of destroyed or lost
serial certificates, only upon the receipt by the seuretary of the treasury and
the bank of evidence satisfactory to each of them that such serial certificates
were destroyed or lost and upon receipt also of gunrantees satisfactory to ench
of them in their diseretion.
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Art, 11. The serial certificates shall represent and constitute the uncondi-
tionul and incontestable contract obligations of the Republic to pay to the
bearer thereof the principal amounts thereof at the dates of maturity specified
therein with interest thercon from thelr respective dates at the rate of 51
per cent per annum in accordance with the terms thereot and of this agreement
without reduction or countercluim,

ART. 12, The work certificates issued by the Republic to contractors and
assigned by such contractors to and held by the bank, as provided in the
existing agreement, until converted into serial certificates as in this agreement
provided, and the serial certificates issued on the conversion of the work cer-
tificates as provided in this agreement, shall have and be entitled to, and shall
be secured by, and the Republic hereby creates and confers, a first preferential
right to 90 per cent of the normal estimated revenues to be derived from the
taxes and economic resources specified in Articles XII to XIX, both ijn.
clusive, of the public-works law, in and during the fiscal year commencing July
1, 1930, and ending June 30, 1931, und the same preferential right in each
subsequent flseul year of the 10-year period specified in the public-works law
as the same now exists, until the principal of and interest on all such work
certificates and all such serial certiticutes shall be paid in full, as a special
guaranty and seeurity for the payment of such principal and interest as and
when the same shall become due and payable in accordunce with the terms
thereof and of the existing ugreement and of this agreement., The Republic
also creates and confers a first preferentinl right to the necessary part of
90 per cent of the normal estimated revenues to be derived in each fisenl year
of the intervening period prior to July 1, 1930, as a special guaranty and
gecurity for the payment us and when due of the instalments of interest on
such work certificates and such serial certificutes aceruing in such intervening
year, and for the payment of the commissions or compensation payable to the
bank in each such year under the terms of the existing agreement and of this
agreement for its commitment and services thereunder and hereunder, In
order to give effeet to such guaranty and security the Republie will set aside
in a special account in euch fiseal year 90 per cent of such revenues or the
necessary part thercof as and when collected in such year until the amount so
set aside shall equal the amount payable in each year, for principal or, as the
case may be, for interest and/or commissions or compensation, and wilt apply
the amount so set aside to the payment of said principal, interest, and/or com-
missions or compensation when and as the same shall be payable pursuant to
the terms of the work certificates and the serial certificates and the pro-
visions of the cxisting ngreement and this agreement.

Art, 13. In order that the amounts becoming due in any fiscal year for prin-
cipal of and interest on such unconverted work certificates and on such serial
certificates shall not exceed an amount equal to 90 per cent of the estimated
normal revenues to be received in that year, the Secretary of the Treasury
shall deliver to the Bank, at the time of the conversion of any of the work
certificates into serial certificates on the requirement of the Republie, as
provided in article 2 hereof, and as a condition of such conversion, an offieinl
estimate, on the hasis of the revenues actually collected for the 12 months period
immediately preceding, that 90 per cent of the estimated normal revenues to
be received in the flscal year in which the serial certificates to be issued on
such conversion mature, will he sufficient to provide for the payment of the
principnl of and interest on the serial certificates maturing in that year, in-
cluding those then to be issued, and the interest payable in that year on all
work certiflcates and serial certificates then ountstanding but maturing as to
principal in subsequent years.

ART. 14, The Republic irrevocably authorizes the bank to pay out of the
funds delivered to it by the Republic for such purpose, as provided in article 6,
the interest accruing on the serial certificates from time to time to the bearers
of the coupons appertaining thereto upon the presentation and surrender of
such coupons, and the principal of the serinl certificates when payable under
the provisions thercof at maturity to the bearers of the serial certificates on
presentation and surrender thereof. Upon the payment of the serial certifi-
cates and of the coupons appertaining thereto, as in this agreement provided,
the same shall be cancelled by the bank and delivered to the Republic on its
written request, and the obligation of the Republic in respect of such seriul
certificates and such coupons shall be that extent be extinguished, and such
serial certificates shall not be reissued.
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ART. 15. So long as the existing agreement and this agreement shall be in
effect, the Republic covenants and agrees that the taxes and economic resources
established by the public works law, the collection of which shall be necessary
for compliance with the existing agreement and this agreement, will remain in
force and shall be collected as provided in said law. The Republic further
covenants and agrees that, so long as any of the work certificates issued under
the existing agrecment or serial certificates issued under this agreement shall he
outstanding, it will not issue any deferred payment work certificates or other
obligations secured by the normal revenues to be produced from the taxes and
economie resources established by Articles XII to XIX, both inclusive, of the
public works law, as such law now exists, except the work certificates and serial
certificates issuned under the existing agreement and this agreement.

Arr. 16. The bank will at all times keep complete and accurate records of
its operations under the existing ngreement and this agreement, and the secre-
tary of the treasury or any person designated for that purpose by him or hy
the President of the Republic shall have access thereto at all times during the
business hours of the bank,

AR, 17. Upon payment in full when due of the principal of and interest
on all the unconverted work certificates and the serial certificates, and of all
amounts to be paid to the bank as commissions or compensation for its com-
mitment and services under the existing ugreement and this agreement, and
upon the performance by each party of their respective obligations thereunder
and hereuuder, the cxisting agreement and this agreement shall cease and he
at an end, and the Republic and the bank shall he released from any further
liability under said agreements, but until so terminated the existing agreement
and this agreement shall be binding upon the respective parties hereto, accord-
ing to their terms, and can be amended or supplemented only by the written
consent of both parties,

ART. 18, The Republic will furnish to the bank whenever requested by the
bank, full statistical information regarding collections from the taxes mentioned
or referred to in article 12 of this agreement, and full information regarding
the deposits of such taxes in the special account mentioned therein.

AT, 19. All notarial charges and all taxes payable in connection with or
as the result of the execution of this agreement, with a certifled copy thereof
for the sccretary of the treasury, another for the secretary of public works,
and another for the bank, shall be for the account of and shall be paid by the
Republie,

ART. 20. The parties hereto designate the city of Habana a9 the place where
all notifications, citations, and other judicial and extra judicial notices emanating
from this agreemeat are to be served, and submit theimxclves to the judges and
tribunals of the Republic in said city, the bank herehy expressly waiving its
own domicile.

ART. 21, Notices under this agreement from the bank to the Republic shall
be addressed to the secretary of the treasury or to the secretary of public
works, and shall be sufficiently given if sent by registered mail to the secretary
of the treasury or the secretary of public works; notices from the Republic
to the bank shall be sufficiently given if signed by the secretary of the treasury
or the sceretary of public works and sent by registered mail to the bank at its
branch office in the city of Habana.

ART. 22. The balance of the compensation payable to the bank for its com-
mitment and services under the existing agreement is not to be disturbed and
shall be paid by the Republic in the instalments and on the dates as now pro-
vided in the existing agreement. The bank shall receive and the Republic
agrees to pay, as compensation for the additional commitment and services
of the bank under anq in accordance with this agreement—

(a) An amount egual to 1 per cent on $50,000.00¢ principal amount of serial
certificates representing the additional credit extended by this agreement,
which shall be payable forthwith upon this agreement becoming effective as
provided in article 23; and

() An additional amount equal to 1.80 per cent of the principal amount
of work certificates converted into serial certificates up to but not exceeding
$50,000,000 principal amount of such certificates, which shall be payable at
the time of each such conversion on the principal amount of work certificates
then converted,

When $50,000,000 principal amount of work certificates shall have heen
converted into a like principal amount of serial certificates, as provided in this
agreement, no charge shall be made or payable upon the conversion of the
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remaining $10,000,000 principal amount of work certificates then held by the
bank and/or assigned to it thereafter but prior to July 1, 1930, since such con-
version corresponds to the existing credit extended by the existing agrcement
and is governed by the commisisons or compensation payable to the bank under
the terms of the existing agreement,

ART. 23. In cousideration of the importance of the transaction, it is the
purpose of the national executive to submit this agreement to the congress
during its present session, in accordance with the the provisions of Article
XXIII of the public works law, inasmuch as it involves the distribution and
application of revenues from the taxes and economie resources established by
said law, and to request that it be ratified and approved by the congress. Con-
sequently, it is understood that this agreement shall become and be binding and
effective between the parties hereto as soon as it shall be ratifled and approved
by appropriate action ot the congress for its full legal effect and that, in the
meantime, this agreement shall not modify or change in any respect any of the
terms ov provisions of the existing agreement, It is expected that the congress
will be able to pass upon the matter with due consideration to the interests of
the Republie hefore the end of the present session during the remainder of the
present month ending June 30, 1928, If the present session of the congress
shall extend beyond, or shall come to an end on or before said date without
taking action apon this agreement, it is understood thar, in view of the necessicy
on the part of the bank of completing forthwith its arrangements for carrying
out its obligations under thix agreement, the bank shall have the right by
written notice to the national executive to determine whether and for what
period or periods after the end of the present month such time may be extended,

AR, 24, The existing agreement as amended and supplemented by this agree-
ment, upon this agrevment hecoming effective as provided in article 23 hut not
otherwise, is hereby ratified and confirmed for its full legal effects,

CONCLUSION

The parties hereto, Dr. Santiago Gutierrez de Celis y de la Cruz and Dr.
Carlos Miguel de Cespedes y Ortiz, in the respective characters of Necretary
of the Treasury and Secretary of Public Works of the Republic, and Mr. José
Emilio Obregdn y Blanco, in his character of attorney in fact in represen-
tation of the Chase National Bank of the city of New York, state that they
accept on behalf of their respective principals, all of the rights and obliga-
tions contained in the foregoing provisions and articles, Thus they stated and
declared, in my presence and in the presence of the witnesses who state that
they are not legally disqualified to act ax such, nothing to the contrary being
known to me.

1, the notary, gave to the parties appearing, the pertinent legal admonitions,
and they stated that they were fully advised of the same,

I, the notary, certify that the appearers have stated all that is contained in
this document: that I have informed them and the witness of the right to
read it themselves and they renounced such right; that T have read it to them
in its entirety at their request; and that, being in accord with the cuntents
thereof, the appeaters ratified the same in Lehalf of their respective principals
and signed together with the witnesses,

The witnesses are Messrs, General Gerardo Machado y Morales and Attorney
Jesus Maria Barraque ¥ Adue, residents of this city, of legal age, and without
disqualification to act as such as they declare,

To all of which as well as to knowing the parties hereto and the witnesses
and being informed of their occupations and residences, I certify, [Here follow
corrections: Santingo Gutierrez de Celix, C. M. Cespedes. J. E. Obregon,
Gerardo Machado, J. M. Bavvague. Regino Truflin, Rubricated.]

No., 34

AGREEMENT BETWEEN THE REPUBLIC OF CUBA AND THE CHASE NATIONAL BANK OF
THB CITY OF NEW YORK, DATED FEBRUARY 26, 1930, 1IN RESPECT OF THE IS8UE
oF Pusric Works 5% PErR CENT Gorp Boxps oF THE REPUBLIC oF CUBA

In the city of Habana, Republic of Cuba, on the 26th day of February, 1930.
Before me, Dr. Oscar A. Montero y Beldarrain, attorney at law and notary
public of the district and college of this capital, of which I am a resident,
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and in which I have my oftice at No. 71 Aguiny Street, appear in the presidential
palace where I have been requested to coustitute myself:

Dr. Mario Ruiz Mesa, Secretary of the Treasury of the Republic of Cuba,
of legal age, married, lawyer, native of the Province of Santa Clara, Cuban
citizen, and a resident of this city, at No. 186 I1 Street, borough of Medina;

Dr. Carlos Miguel de Cespedes y Ortiz, Secretary of Public Works of the
Republic of Cuba, of legal age, morried, lawyer, native of the Province of
Matanzuas, Cuban citizen, aud a resident of this city, at No. 33 Presidente Zuyas
iformerly O'Reilly) Street; and

Mr, Jos¢ Emilio Obregon y Blanco, of legal age, married, bunker, Cuban
citizen, native and resident of this city, at No. 86 Agular Street.

I, the notary, certify to belng acquainted with the parties who appear, and
to being informed by their declarations of their occupations and residences,
nothing to the contrary being known to me.

Dr. Mario Ruiz Mesa and Dr. Carlos Miguel de Cespedes y Ortiz. in their
respective capacities of Secretary of the Treasury and Secretary of Public
Works, which high offices they at present respectively hold, appear in this act,
in the name and in representation of the Republic of Cuba ¢hercinafter called
the Republic), under and in pursuance of power and authority conferred upon
them by Executive Decree No. 189 of the National Executive, dated the 10th
day of February, 1930, and published in the Offivial Gazette on the snme day,
to all of which I, the notary, certify,

My, Jos¢ Emilio Obregdén y Blunce appears in this act in the name and on
hehalf of and in his character of attorney in fact ot the bank. called in English
“The Chase National Bank of the City of New York,” and in Spanish, “ El
Banco Nacional Chaxe de la Cindad de Nueva York " chereinafter called the
bank), a national banking association organized and existing under and in
aecordanee with the laws of the United States of America, with its principal
office in the ¢ity and State of New York, United States of America, and a
branch office in this city, establishing such character by the power of attorney
exeeuted by the bank in tavor of Mr. Willlam Ignacious Quealy in the city of
New York, United States of America, on the 30th day of June, 1927, before
Mr, John F, Brosnan, notary publi¢ of the city, county, and state of New York,
United States of America, the original of which duly legalized by the consul
general of the Republic of Cuba in said city of New York and by the Depart-
menit of State of thix Republie, with its translation in Spanish, wuas protocolized
hefore the notary of this city, Dr. Conrado Aseanio ¥ Suavez, on the 22d day
of August of the sime year, under No, 572, which power was substituted in its
entirety by the said Mr. Willinm Ignacious Quealy in favor of the appearcr,
Mr, Jos¢ Emilio Obregon y Blanco, hy another deed cexeeuted before said
notary., Dr, Conrade Ascanio ¥ Suarez, on the 1st day of December, 1927, under
No. 700, and Mr. Obregon, the appearver. assures me on his strictest responsi-
bility that said power of attorney and said substitution have not been revoked,
suspended, or limited in any manner whatsoever, paragvaphs first and sccond
thereof containing powers sofficlent for the execution of thisx iustrament, which
I literally quote from a certified copy of said power that hus been exhibited to
me by the appearer and which I return to him, and I, the notary, certify that
said clauxes read as follows:

“ First. To maintain, conduct, and operate the branch bank of said bank, now
established in the city of Habana, Republie of Cubi. and to carry on its busi-
ness; to manage, control, and sapervise said branch bank and any other branch
banks which may now or hereafter be established by sald bank in the Republie
of Cuba, and its and their businesses, and all of said bank’s properties, real,
personal, or mixed, in the Republic of Cuba; and in connection with, or in
fulfillment of, any power conferred, to do and perform, or canse to be done and
performed, every aect and thing nccessarvy, approprinte, or advisable to meet
and comply with the requirements and regulations of any public or govern-
mental authority constituted within the Republic of Cuba, for the establishment
of said bank's legal status in the Republie of «Cubit. and for the obtaining of
any and all legal deerees of authorization that may be vequived by the laws of
the Republic of Cuba, or by the regulations or vequiremenis of its Government
or of any department or subdivision thereof or by any goverumental or publie
authority constituted thercin, including specifically, but without limitation upon
the general powers conferred, the power to acceept limitations, required by the
laws of the Republic of Cubu, upon the exercise in the Republic of Cuba of any
rights conferred on sald bank by its articles of association or hy-laws,
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* Second. To negotinte with the Republic of Cuba or with any Proviuce,
munieipality, or other governmental department or subdivision thereof, and fts
and their officluly and aceredited representatives, and to conclude by contract
or otherwixe any such negotintion, in regard to any matter affecting, or in con-
nection with, said bank’s lega! <tatus in the Republic of (‘uba or its business,
or in regard to the louning of money or granting of credit to, or the obtaining
or aeceptance f concessionx or privileges of any s~ort from, said Republie,
Province, municipality, ov other governmental department or sabdivision. and
to perform any and all contracts or commitments <o nulde,”

The parties hereto assure me, the notary, that they are in the full enjoyment
and exercise of thelr respective civil vights, and [, the notary, find them with
the leganl capacity necessury tor the exeeution of this agreement.

Mr. Obregon further assures me that whereas the power of attorney granted in
favor of Mr. William Ignacloux Quealy and subsequently substituted in himself
was granted and ineorporated in the protoeol of Dr, Conradn Ascanio ¥ Suarez.
as hereinbefore stated, hefore the new notarvial code went into eifect, the eansular
certificate required by article 215 thereot has not been annexced thereto: where-
fore, in due complinnee with =aid article 215 o the new notavial code, e
swears that the said power of attorney granted in favor of Mr. William Igna-
clous Quealy on the 3ith day of June, 1927, hetore Mr. Jehn F. Drosnan, a
notary publie of the city, county, and Staie of New York, and all the doecuments
annexed thereto, arve true, valid, and binding instruments, and that he, Mr,
Obhregon, will indemnify third parties from any dam:ige or loss that they may
sustuin if said documents should nppear to be ralse.

EXPOSITION

The exponents, Drs. Ruiz Mesa and Cespedes, state as follows:

First, Thuat. being thereunto duly authorized by the National Execeutive uer-
ing in discharge of the duties fimposed upon him by the public works law of
the Republie of the 15th day of July, 1925, to endeavor to cause the public
works of the greatest fmportance or necessity anthorized by such publie works
law to be constructed within a period of tfour years. and in exercise of the
powers conferred upon him by such publiec works Inw to adopt the system or
method of procedure considered hy him to be most eflicacious for the purpose of
constructing said public works within «aid time, and in pursuance of the
authority granted him by the constitution and other laws of the Republic, the
Cecretary of the Treasury and the Secretary of Public Works, in the muue
and on behalf of the Republic, have heretotore tuken the following steps:

1. By a public document executed on the 19th day of February, 1927, hefore
the notary of Habana, Dr. Conrado Ascanio y Suarez, under serial No, 143,
entered into an asreement with the bank which established in favor of the
Republic a credit limited to the principal amount of $10.000.00% and conterred
upon the Republic the right to issue and deliver to contraetors constructing the
Central Highiway, one of the public works nuthorized by the public works law,
under contracts entered into between them and the Republie, in conformity
with such public works law, deferred payment work certiticates (hereinatter
called work certifieatesy, up to but not exceeding $10,000,000 aggregate prin-
eipal amount for work completed by such contractors under and in accordance
with their respective construction contracts and accepied by the Republie, and
obligated the hank, subject to the terms of said agreement, to pay to the con-
tractors named in the respective work certificates issued thereunder. at any
time during the perfod ending the 30th day of June, 1930, and axsigned to the
bank by such contractors, the principal amount thereof up to but not exceeding
in the aggregate $10.000,000. and further obligated the Republic to repay to
the bank, as assignee of such work certificates, the principal amount of all
work certifieates issued to the contractors and assigned by them to the bank as
in sald agreement provided, on the maturity date specified in the respective
work certificates, and to pay to the bank interest on the principal amounts
represented by the work certificates. at the rate and on the dates and upon the
terms and conditfons in said agreement contained.

2, By a public document executed before the notary of Huabana, Dr. Regino
Truffin y Perez de Abreu on the 31st day of May, 1928, under serial No, 99,
amended the sald public document No. 143 above referred to, xo as to provide
for the division and application of the $10,000.000 credit equally between the
Central Highway and the Congressional Palace, another of the public works
authorized by such public works law,
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3. By a public decument ¢xecuted before the notary of Habuna, Dr. Regino
Truftin ¥ Perez de Abren. on the 224 day of June, 1928, under serinl No. 114,
entered into an agreement with the bank which converted the above mentioned
limited credit of $10.000.00%). e¢stablished by said public Document No. 143, above
referred to, into a revolving credit, so as to make availuble to the Republic from
time to time prior to the 1st day of July, 1930, as it might require, the total sum
of 360,000,010, incluling ~aid limited credit of §10,000,000, for the purpose of
financing the paynments 1o entractors for work completed hefore the collection
of the revenues established Ly such public works law, through the acquisition
by the bank of work certificates issued to the contractors from time to time,
without limitation as to any particular public works authorized by such publie
works law or as to any lam(u!.u' contractor, und for the conversion of such
work certiticates into an equal principal amount of public works 5'4 per cent
serial certificates of the Rej.ublic (hereinafter called serial wrtitlcalm) of the
character deseribed in =ail agreement, which last-mentioned agreement, pursu-
ant to its terms, was duly approved by a two-thirds vote of each house ot the
Congress of the Republic by a law sauctioned by the Nutional Exccutive on the
24th day of July. 192=. ard jubliched in the Oflicial Gazette of the Republic on
the 25th Jday of the sume menth and year.

Second. Tiat there have leen issued and arve now outstanding under the
credit cmmltutod by i public Decument No. 143, executed on the lmh day of
February, 1927, before the notaury of Habana, De. Conrado Ascanio y sSuarez, as
amendvd and ~upph -mented by sai'd public Documents Nos, 99 and 114 executed
respectively on the 31st day of May, 1927, and th 22d day of June, 1928 before
the notary of Halanua. Dr. Regine Tr ulin ¥y Perez de .\bleu. \\lli(h documents
are hereinafter referresl 1o as  the existing credit agreements,” serial certifi-
cates in the n;:grcgatu princijaal amount of $350,000.000, of which $20,000,000
prineipal amount Lave lewen ~old by the hank to the publie, 6,250,000 of which
mature Decewber 31, 1031 : Sﬁ‘w'OOO on June 30, 1932; .62oOOUO on Decembey
31, 1032 S1.250:4m «n Jute 30. 1933; and the xom.xinlng 230,000,000 principal
atnount thereof ure Leld Ly the l-:mk in portfolio; that, in addition to such
serial certifivates, there Lave been issued and assigned to the bank, up to the
cluse of bu-in 2t das oof Februany, 19300 work certiticates, issued
ke the jrovisi othee eaisting eredit agreements, in the ageregate prin
cipal amonnt of $T.928.24%.53, which, aveording to the tertms of sadd agreements,
are convertible into a ke principal anonut of serial certifleates, and that the
total amount of the Ll’t'ﬂll e~tublished by the existing credit agreentents has
been utilized, exe 40117 of the original credit of $10,000,000, which
amount is still av . ¢ the time of the excceution of the~e presents,

Thirdl, That .~in-~. onccution of the existing credit agreements, the Con-
gress of the Republiv, by own o amendment to the said publie works law duly
adopred ol »uu foor, Le Noational Excewdve on the "lth day of July,
1028, il publisie-d in .iu Otticial Gazette on the 23th day of the sne month
amd year, has divected thee National Executive to ¢ weavor o cause the public
works authorized TS (';m lublic works law to be constructed prior to the 20th
day of May. 1935, La~ autharized and empowered him, subject to the
terms of said tmeiinest. oo adopt such systems or procedure as he shall deemn
most convenient for such purpose, and to enter into any credit operation for
the tinancing of sitch paldic works and thelr rapil execuation, either in a form
similar to that establisle~i in the said agreement entered into between the
Republic and the bank, by <aid alen e:mentioned agreement executed on the 19th
day of February, 1027, tedore 1he notary of Hubana, Dr. Conrado Ascunio y
Sudarez, under serial Noo 145 or in the form authorized in sald above- mentioned
agrecinent exvetied o e 224 day of June, 1028, hefore the notary of Hubana,
Dr. Regite Truthin ¥ I'oe s de Abreu, under serial No. 114, or in such other
fortn as the Nativnal Exeeoutive shall consider most convenient or benefieial
to the intere sln of the Repablic: and has provided that the taxes speeified in
Articles XIV, XV, XVI. .\'\'ll. XVIIIL and XIX, which were deelared by such
public works law to b of a temporary character, shall he extended nnd be in
force for w perind of Lot more than 20 years from June 15, 1925, or until such
time as the public works< completed or undertaken ure wholly paid for and the
cotitviicts made by tiie National Exccutive for their finuncing ave entirely
liguidatel,  The orizinal public works law and the said law of 1028 amending
the swae will be tegether generally hereinafter referred to as the publie works
Liw,

Fourth, That :le Natiopal Executive, acting in pursuance of the power and
authority conterrod S n Lim by the constitution and laws of the Republie,

SR T

BEST AVAILABLE COPY



2002 SALE OF FOREIGN BONI~ <&t sECURITIES

In order to expedite the completion of the §uidic works already contracted
for under the general plan of the [ublw w ks Juw, and the execution of the
works of the greatest importance mengioz. putlic works law and those
of greatest importance among any others i by him to be of publie
convenience, to be completed prior to the 205 ux of May, 1932, has made and
contemplates making prior to sab! date. for yublic works authorized
by the public works law, and, in order . ¢ Je additional financing for the
construction of such public works, invit.l 12+ *_1k to ~ubmit to the Republie
a proposal to that end.

Fifth. That the bank, in response to ~@:
embodicvd in two documents, ated vespe:
the 3d day of February, 1930, to whiich
particular stutement of theiv provisions,
1930, the Necretary of the Treasury st
the Republie,

Sixth, That the Nationul Exeentive,
authority conferred upon him by rle ooz,
upon the faverable report of the Neer
decree No, IND, dated the 1othe by o
Offivinl Guzette on the same slay, in
construction contractors for work oon
revenues dedicated by the public sworks 1
proposal of the bank, and rhereby licpet
after set forth as that considered by Vi i
the public works and theiv most rapltex.oo
an issue of $N0,0000H1 princip al ameories .
and establisbinent by the bauk fur 'ln
eredit, both said hond isswe and <ai!
deseribed, and duly charged the See
with the exeeution of sabld decree and 2
all of its details,

The parties hereto, in representatinn ¢ ~Z:Ir resjevtive principals, in order
more clearly to establish the rights antlt <02 fone of the parties avising out
of the proposal made by the btapk and « «d by the Republie, proceed to
execute and formalize this agreement uzn 1erms and conditions herein.
after expressed, in accordance witih the t- 14 conditions of sabd proposal
and of vaid decree of the National Evecntiv— z.3 -tate:

Teo

utlhon, sulunitted its proposal,
Lo ot day of January and
ce i Lervby made for a more
«1 the sthoday of Foebraary,
21 suelr proposal in behalf of

: L ojaursuanee of the power and
Lol Jaws of the Republie,
awury. by said Executive
a0, and published in the
v for the payment of the
o the collection of all of the
o <uch payment. accepred said
sracedure therein and herein-
Svisuble for the financing of
2l ereated and authorized
cower ks bepds of the Republie
<f the Repuiblic of a0 S20000.000
22 Derdnafter more piecticutarly
b ury and Public Works
noent giving offect thereto in

THE BO»ND3

Seventh, Pursuant to the constiturivon az @ lzne of the Republie, the Republic
has created and hereby constitutes, cesates. szl .xmhunzc\ an issue of bonds
limited to the aggregate principal apiruzz -2 Swwnltod outstanding at any
one time, to be known as “ The Repnutlic <f Cohy publie works 51u per cent
sinking fund gold bonads,” which are t1.r referred to as the bonds,
issuable from time to time as hereinafie : »-ol prior to December 31, 1935,
The bonds shall be dated az of the I~t . -3 Jaumary, 1930 shall mature and
be payable as to principal on the 30k .1 Ju 4 105 shall bear interest
from the 1st day of Junuary, 1930, uriil ;. 12 o the rate nf Sy per cont per
anpum, payible semiannually on the 2. "zx f June und the 81st day of
December in each year, and =hall ts: por :¥ marturity through the opera-
tion of a sinking fund as hereinafeos ¢ =Ygl be redeemable in whole
at any time at 103 per cent ot the prin: = 2nt thercof and acerued imer-
est, and shall be redecmable and or r: 1lrouzh the operation of the
sinking fund, in equal installmetnts on = nierest paymoent date heginning
December 31, 1935, and ending June 30 1445 a1 the principal amount thereof
and accrued interest, all as hereinafter oo e nurticularly stated. ‘The bonds
shall be issuable at any time or from rimce To 1ime prior to December 31, 1935,
but not on or after that date.

Eighth. The bonds shall be pagable as =~ ¢rineipal and interest in gold coin
of or equivalent to the standard of weizks s fineness of the United States
of Amerlca gold coin existing on January I. 1939. either at the principal office
of the bank in the city, county, and S:i7 <f New York, United States of
America, or, at the option of the holiers {. at the branch office of the
bank in the city of Habhana. Republic »tf <<%, without deduetion for und free
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from all taxes of the Republic (whether State, Provinclul, or municipal) pres-
ent or future.

Ninth, The bonds shall be coupon bonds in the denomination of $1,000 each,
payable to bearer, unless registered us to principul: shall be numbered as
shall be deemed most approprinte and convenlent; and shall be countersigned
for authentication by the bank and, together with the coupons annexed thereto
and the words thereon referring to the bank's countersignature tor authenti-
cution shall be in the Spanish and in the English Innguages, both texts con-
stituting a single instrument only, the English test controlling in case of any
variation. Any of the bonds, at the option of the holder thereof, may be reg-
fstered as to principal only upon books to be kept for that purpose by the
registrar, which registrution shall also be noted on cach bond registered, after
which no valid transfer thereof can he mide except on suid books, until trans-
ferred thereon and veglstered as payable to bearer, whereupon such bond shall
again be transferable by delivery; and thereafter from time to time such hond
may be rvegistered or made transferable by delivery as before.  All appurte-
nant coupons shall be always payable to bearer and transferable by delivery.
whether or not the prineipal amount of the hond to which they appertain he
registered. The bonds may also contain such provisions, specifieations, de
seriptive words and recltals, and may have such legends indorsed theveon, not
inconsistent with the provisions of this agreement, as may he required to
comply with the rules of the New York Stock Exchange, or to conform to
usage in respect thereof. ‘The text of the bhonds and of the conpons to he
attached thereto, as well as the bhank's countersignature for authentieation
thereon, shall be substantinlly as follows, all blanks to be appropriately com-
pleted prior to the fxsue of the bonds:

[Form of bond {n English)
N e cmceeae $1,000
REresrie or ('vsa

PUBLIC WORKS 54 PER CENT SINKING FUND GOID BONDS
Dated January 1, 1930 Due June 30, 1945

The Republic of Cuba (herelnafter called the Republic), for value received,
will pay to the bearer hereof, or, if registered as hereinafter provided, to the
reglstered owner herveof, on the 30th day of June, 1045, the priucipal sum of
$1,000, and will pay interest on such principal sum from the dute hereof at the
rate of 5% per cent per annum, semiannually on June 30 and December 31 in
each year, until such principal sum shall he paid, but, except with respeet to
any installments of interest that may bhecome payable after the maturity of
tiiis bond, such interest instnliments shall be padd only upon presentation and
surrender of the interest coupons hereto annexed ax they severally mature,
Such prineipal sum and interest installments, when respectively due, will be
paid, at the option of the holder, either at the principal oflive of the Chase
National Bank of the city of New York, in the borough of Manhattan, eity and
State of New York, United States of Ameriea, or 2t the branch oflice of said
bank in the city of Ilabana. Republic of f‘uba, in gold coin of or equivalent to
the present standurd of weight and fineness of United States of Ameriea gold
coin, without deduction for and free from every kind of Cuban taxes (whether
fmpozed by the Republie or any Provinee or municipality thereof) now in effect
or hereafter nuthorized,

This bond is one of the issue of public works H34 per cent sinking fund gold
bonds of the Republic, limited to the aggregate principal amount of $80,000.000
at any one time ontstanding, all issued or to he issued under and equally secured
by the agreement dated the 20th day of February, 1930, made by and hetween -
the Republic and the Chase National Bank of the city of New York (hereinafter
called the bank) under the authority of the constitution and laws of the Re-
public for financing the construction of public works ns authorized by the pubtic
works law of July 15, 10925, as amended, to which agreement reference is hereby
made for a more complete statement of the nature and extent of the security
for the honds and of the vights of the holders of the honds and said bank in
respeet thereof, This and the other honds of sald issue, in nccordunce with
sald agreement, represent and constitute the irrevocable and incontestuble con-
tract obligations of the Republic to pay the principnl thereof and the interest
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thereon, when due, without right of reduction or countercluim, for the payment
of which in full the Republic pledges its faith and credit.

The bonds of this issue are subject to redemption as an entirety at any time
at 105 per cent of the principal amount thereof and accerued interest on not less
than 6O days' prior notice given us provided In snid agreement, by publication
in a dally newspaper of general circulation printed in English and published in
the borough of Munhattan, city of New York, State of New York, United States
of Americn, and in a similar newspuper printed in Spanish and published in
the city of Habana, Republic of Cuba, The bonds are also subject to redewmp-
tion and retirement through the operation of the sinking fund on not less than
80 days' prior notice given by publication in like manner, as is also provided in
sald agreement.

As u sinking fund for the retirement of the bonds, the Republic will pay to
the bank, at the branch oftice of the bank in the city of Habana, Republic of
Cuba, in gold coin of or equivalent to the standard above specitfied, on December
31, 1035, and on June 30 and December 31 of each yeur theveafter until and
including June 30, 1945, a sum sutlicient to redeem on each of suid dates, at
the principnl amount thereof nnd acerued interest, one-twentieth of nll of the
bonds issued and outstanding on December 31, 1935, before the redemption
and retirement of the bonds to he redeemed and retired on that date.  All sink.
ing fund payments so made, except the Inst, arve to be applied by the bank on
earh sinking fund payment date to the redemption and retirement, at the
principal amount thereof and acerued interest, of bonds previously drawn by
lot for retirement on suid date.  ‘I'he last sinking fund payment will he upplied
to the payment, at ov after their maturity, of the honds then outstanding and
not therctofore culled for redemption. The Republie will he entitled to a
credit upon the sinking fund payment next due in an amount equal to the
aggregate of the principn! wmount of, and interest to the next intevest payment
date upon, all bonds delivered to the bank by the Republie for cancellation
after the lasy previous interest payment date and not less than 35 days prior
to the next succeeding interest payment date,

The bonds arve specindly secured by a fivst preferential right and Hen, to the
extent requived for the payment of principal and interest, upon 90 per cent of
the revenues collectad from the taxes specified in Arvticles X11 to XIX, both
inclusive, of the public works law of the Republie, as amended, subject only
to the rights of the holders of the £20,000,000 principal amount of the out-
standing public works 5% per cent serinl certificates muaturing serially on and
prior to June 30, 1933, all as provided in said agreement,

This bond is transferable by delivery unless registered ax to principal in
the name of the owner upon the books of the Republic at the priucipal office
of the Chase Nationnl Bank of the city of New York, in the horongh of Man-
hattan, city and State of New York, United States of America, such regis-
tration being noted hereon, in which event no transfer shall he valid unless
made on said books by the registered owner in person or by duly authorized
attorney and similarly noted hercon: but this bond may he again made trans-
ferable by delivery by being in like manner transferred on said books to
bearer ; and thereafter from time to time this hond may be registered or made
transferable by delivery as hefore. Notwithstanding the registration of this
hond as to principal, the coupong appurtenant thereto shall always be payable
to beaver and transferable by delivery.

This bond is not valid or negotiable until countersigned for authentication
by the Chase National Bank of the city of New York,

This bond is executed in behalf of the Republic by the manual signature of
its Secretary of the Treasury or by the facsimile of his signature and the
manual signature of his authorized representative, and the coupons are exe-
cuted in like behaif by imprinting thercon a facsimile of the manual signature
of its Secrerary of the Treasury.

The Spanish text and the English text of this bond are counter parts consti-
tuting together a single instrument only, the English text controlling in case
of any variation,

For the Republic of Cuba: — —

Sceretary of the Treasury.

3y s v
Authorized Representative,
Countersigned for authentiention:
THE CHASE NATIONAL BANK OF THE ('ITY oF NI'W YORK,
BY = e Asyistant Cuashier,
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[FForm of coupon in English)
$27.50

On the day of , 10—, unless the bond herein mentioned shall
have been called for previous redemption and payment therefor duly provided,
the Republiec of Cuba will pay to the bearer, without deduction for Cuban
taxes, $27.00 gold coln of or equivalent to the United States of America stand-
ard of weight and fineness existing Junuavy 1, 1930, in the borough of Mun-
hattan, city and State of New York, United Stutes of America, at the principal
officc therein of the Chase Natlonal Bank, of the city of New York, or, at the
option of the bearer, in the city of Habana, Republic of Cuba, at the branch
office therein of said bank, heing six months’ interest then due on its publie
works 5% per cent sinking fund gold bond No, ———, due June 30, 1045,

For the Republic of Cubn:

Seerctary of the Treasury.

(Here follows form of hond and coupon in Spanish,)

Tenth. The bonds shall be executed on hehalf of the Republie by the manual
signature of its Secretary of the Treasury, or by a facsimile of his signature
and the munual signature of his authorized representative; and the coupons
appurtenunt thereto shall be exccuted by a facsimile of the signature of the
suid secretary. The bonds shuall be countersigned by the bank for authentica-
tion, and only such bonds as shall be authenticnted by such signature shall be
valid for any purpose or negotiable or entitled to any of the benefits or
gecurity afforded by this agrcement, but such anthentication by the hank of
any such bond shall be conclusive evidence thut the bond is one of the lssue of
honds herein authorized and that the holder thereof is entitied to the henefits
und security hereby afforded. Before countersigning any of the bonds, the
bank wlill detach aad eancel a1l appurtenant coupons then matured, and the
obligation of the Republic in respect of such coupons shull thercupon be ex-
tinguished, Coupons canceled pursuant to the provisions of this clause shall be
delivered by the bank to the Republic on its written request.

Eleventh, The honds shall be prepaved at the expense of the Republie and
shall be in form to meet the requiremoents of the New York Stock Exchange for
Hsting thereon. Yending the preparation of definitive bonds, a temporary bond
of the denomination of any multiple of $1L,000 or temporary bonds of the de-
nomination of 1,000 cach, or any multiple thereof, and with or without one or
more than one coupon may he issued, substantially in the form set forth in
clause 9 hercof but with such changes and/ov additions as shall be appropriute,
all of which temporary bonds shall be exccuted and authentieated as pro-
vided in clause 10 of this agreement. The definitive bonds will he prepared
without delay and will be exchanged for all temporary honds outstanding with-
out expense to the holders.

Twelfth. In case any bond shall at any time beeome mutilited or be de-
stroyed or lost, a new bhond of like amount, fenor and date, and hearing the
same serial number, shall be Issued promptly by the Republic, and the bank
shall authenticate the same by its countersignuture, for delivery in exchange
for, and upon cancellation of, the bond so mutilated and its coupons, or in licu
of the bond so destroyed or lost and its coupons, but, in the case of a destroyed
or lost bond, only upon receipt by the Republic and the hank of evidence satis-
factory to each that such bond has been destroyed or lost, and upon receipt also
of an indemnity bond in duplicate satisfactory to ciuch of them in their dis-
cretion. The bank shall incur no lHability for such actlon. Al bonds so issued
shall bear all coupons at the time unmatured; and the Repulilie will reimburse
the bank for all reasonable expenses ineurred by it in protecting the interests
of the Republic and of the bank in connectlon with the issues of any such honds,

Thirteenth, The bonds and all deferred payment work certifieates at any
time transferred to the bank as the basls for advances by the bank under the
new £20,000,600 cvedit to the Republie hereithefore mentioned in clause ¢
hereof and to which more particular reference is heveinafter made, shall
represent and constitute the frrevocible and incontestable contract oblign-
tions of the Republie, which pledges its faith and credit for the punctual pay-
ment of the prineipial amounts thereor and the interest theveon, and the instat-
ments of the sinking fund for the retivement of the bonds ax and when such
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instaiments become due us herein and in the bonds provided, without reduction
or counterclaim of any character whatsoever.

Fourteenth. The bhonds and the deferred payment work certificates last
mentioned shall be entitled to and shall have und <hall be specially secured ang
guaranteed by a first preferential right and len, which is hereby given and
established, subject only to the right and lien of the $20,000,0(0 prineipal
amount of serial certificates issned under the existing credit agreements ang
now held by the publie, to the extent required fov the payment of principal
(Including sinking fund) and intervest, upon 90 per cent of the revenues to he
derived from the taxes specified in Articles XII to XIX, both inclusive, of the
public works law. until the prineipal thereof and ail Interest thereon shall be
paid in full in aceordance with the terms thercot and of this agreement ; with
the complete understanding, however, that the revenues collected from such
taxes in cach year, after the payment or provision satisfactory to the bank
for payment in tull of all xums aceruing and payable therefrom in such year on
the serial certificates issued under the existing eredit agreements and then
outstanding, upon the deferred payment work certificates issued undor the said
new $20,000,000 credit and then outstanding and the interest and sinking fund
payments upon all of +the outstanding honds, and after making provision for
the deposit of $4,000,0040 from the proceeds of the collection of the revenues
under the public works law during the fiscal year ending June 30, 1931, as
provided in clause 37 hereof, are to be subject to the use and disposition by the
Republic for the purposes and in accordance with the provisions of the publie
works lnw.  In order to give effect to the guaranty and securlty, the Republie,
after setting aside in a special account in each fiscal year such part of 90 per
cent of all xueh revenues as shall e required to pay the principal of and inter-
est on the S20,000,000 serial certificates now outstanding in the hands of the
public and/or all commissions or compensations payable to the bank during
such year under the existing credit agreements, will set aside in o speelal
account during cach flseal year the necessury part of 90 per cent of all further
sums so collected during such year until the amounts so set aside shall equal
the aggregate principal amount of all of the honds to be redeemed and retired
or paid durving such year throush the operation of the sinking fund and the
interest payuble during such yeur upon all of the honds not previeusly re
deemed or retived, or for the retivement of which through the sinking fund
provision shall not have been made as herein provided, and oll sums unpaid
for principal of and/or interest upon any of the deferred payment work certifi-
cates, last hereinbefore mentioned, and any and all commissions or compensa-
tion payable to the bank during =uch year, all in accordance with the provisions
of this agrcement. The Republic will apply all sums so set aside to the pay-
ment of the obligations so secured and to be secured thereby as and when such
obligations become payable pursuant to the provisions thereof and hereof,

Firteenth. Upon previous notlee given as hereinafter provided, the Republie
ny, at its election, pay off and redeem nll of the bonds issued or to be issued
hereunder as un entirety at any time, at 105 per cent of the principal amount
thercof ana interest acerued thereon,

Notlce of the intention of the Republic to pay and redeem such bonds shall
be given by the Republic by advertisement published at least 60 days preceding
the redemption date in at least one daily newspaper of general circulation
printed in English and published in the DBorough of Manhattan, city and State
of New York, United States of America, and in similar newspaper printed in
Spanish and published in the city of Habana, Republic of Cuba. Such adver-
tisement shall be published as often as the rules of the New York Stock Exchange
shall require, or, in defuult of any such requirement, at least once in each
period of seven days, or part thereof, intervening between the date of the
fivst publicatfon and the redemption date. Such notice shall state that the
Republie has elected to redeem such bonds in thelr entirety on a date therelu
designated, at the principal office of the bank In the Borough of Manhattan,
city and State of New York, United States of Amerien, or at its branch office
in the city of Habana, Republic of Cuba, at 105 per cent of the principal amount
thereof and interest accrued thereon to the date appointed for such redemption,

A similar notice shall be sent by the Republic by mail, postage prepald, at
least 60 days and not more than 90 days, prior to such redemption date,
addressed to the holders of ull registered honds so to be redeemed at the
addresses that shall appear on the registry thereof, but such notice by mafl shall
not be a condition precedent to such redemption, and fallure so to mail such |
notice or any defeet thereln or in the mailing thereof shall not affect the i
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validity of the procecdings for the redemption of the bonds, Upon the date
so specified, the bonds so called for redemption shall be due and payable at
the principal office of the bank in the Borough of Manhattan, city and State of
New York, United States of America, or at its branch office In the city of
Habana, Republic of Cuba,

Not less than five days prior to the redemption date so specified, the Republic
chall deposit with the bank, as its fiscal agent, a sum of money suflicient to
pay at 103 per cent of the principal amount of bonds called for redemption,
and the interest accrued thereon to the date fixed for the redemption thereof,
anel the bank shall pay out of such deposited moneys the redemption price and
interest acerned to such redemption date upon all bonds surrendered for
redemption on or after xaid dute with all coupons thereunto appertaining
maturing on or after said date. The bank shall in no case be responsible in
excess of the moneys deposited with it. From and after the date so fixed for
redemption, the notice aforesaid having been published and the said sums of
money having been deposited with the bank, all of the bonds shall cease to draw
fnterest, and the coupons for interest subsequent to such date shall be void,
and the holders thercof and of the coupons thereto appertaining shall cease to
participate in the security or other henefit of this agreement and shall have
no right hereunder except to receive, upon surrender of any such bonds with
all appurtenant coupons maturing on or after the date fixed for their redemption,
the redemption price as above provided, If not so paid upon presentation in
aceordance with said notice, such bonds shall continue to bear interest at the
rate expressed therein until paid., i

The obligations of the Republic in respect of all of the bonds and appurtenant
coupons redeemed and retired under the provisions of this clause shall be
extinguished,  Such bonds and coupons shull be immediately canceled by the
bank and delivered to the Republie upon its written request, and such honds
shiall not be reissued.

Sixteenth. Any moneys deposited with the bank under any of the provisions
of thi~ agreement, which shall not be required for the purpose for which such
deposit was made, shall be repaid to the Republic upon its written request, and
any such moneys remaining unclaimed by the holders of the bonds and coupons
for six years after any redemption or retivement date thereof specified in uny
notice glven pursuant to any of the provisions of this agreement shall be paid
by the bank to the Republic upon its written request, provided, however, that
the bank, before being required to make any such payment, may at the expense
of the Republie, eause to he published once a week for four successive weeks in
a daily newspaper of general circulation printed in English and published in
the Borough of Manhattan, city and State of New York, and i a similar news-
paper printed in Spanish and published in the city of Habana, Republic of
Cuba, notice that said moneys remain unclaimed, and that after a date stated
therein, unless previously claimed by those entitled thereto, sald moneys will be
returned to the Republie,

Seventeenth. As a sinking funad for the redemption and retirement of all of
the bonds not later than their maturity date, so long as any of the bonds are
outstanding, the Republic agrees to pay to the bank, as its fiscal agent, as heve-
inafter provided, in gold coin of or equivalent to the standard of weight and
fineness of the United States of Amerien gold coin existing on January 1, 1030,
a sum suflicient to redeem and/or pay at the principal amount thereof and
acerned interest on the 31st duy of December, 1935, and on the 30th day of
June and the 31st day of December in each year thereafter to and including
the 30th day of June, 1945, one-twentieth of all of the honds outstinuling on the
31t day of December, 1935, before the redemption and rvetivement of the bonds
to he redeemed and vetived on that date. The Republie will be entitled to a
credit upon the sinking-fund payment next due in an amcant egual to the
nzgregate of the prineipal amount of, and interest to the next interest-panyment
Qate upon, all bonds delivered to the bank by the Republic for cancellation
after the last previous interest-payment date and not less than 33 days prior
to the next suceeeding interest-payment date,

Between the thirvty-fifth and the thivtieth days preceding cach sinking-fund
payment date except the last, the bank, as the flseal agent of the Republie, shall
draw by lot a number of the bonds, the principal amount of which, plus aecraed
interest to the next succeeding sinking-fund pnyment date, wilt equal the sink-
ing-fund payment due on sald date. If the Republic <o eleets, one of its repre-
sentatives may he present at each such drawing. Notice of the intention to
pay and redeem the honds o drawn for redemption and retirement shalt be
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given by the Republic by advertisement published not less than 30 days nest
preceding the day upon which they are to be redeemed in at least one daily
newspaper of general circulation printed in English and published in the Bor-
ough of Manhattan, city and State of New York, United States of Awmeriea,
and in at least one similar newspaper printed in Spanish and published in the
city of Habana, Republic of Cuba, Such advertisement shall be published as
often as the rules of the New York Stock Exchange shall require; and. in
default of any such requirement, at least once In each period of seven dayx, or
fraction thereof, intervening between the date of the first publication and the
redemption date.  Such notice shall specify the dute of such redemption, the
serinl numbers of the honds to be redeemed, and <hall state that on said date
there will hecome and be due and payable upon cach hond so to be redeemed at
the paincipal office of the bank in the Borough of Manhattan, city and State
of New York, United States of Ameriea, or at its branch office in the city of
Habana, Republic of Cuba. the principal amount thereof together with acerued
intervest to such redemption date, and that from and after such date interest
thereon will ceaxe to acerue. A similar notice shall be sent hy the Republie
through the mails, posiage prepaid, at least 30 days prior to such redemption
date, addressed to the holders of all registered honds so to be redeemed ot the
addresses that shall appear upon the vegister thereof; but such mailing <hall
not be a condition precedent to such redemption, and failure <o to mail such
notice or any defect therein or in the mailing thereof <hall not affect the
validity of the proceedings for the redemption of such honds.

Upon the date stated ip each such notice the principal amount of and interest
acerued on the honds so drawn for redemption and retirement by the sinking
fund shall bhe puyable at the principal offive of the bank in the Borough of
Manhattan, city and State of New York, United States of Ameriea, or at lts
branch office in the ity of Hubana, depublic of Cuba, and upon surrender of
any such honds <o deawn, with all coupons thereto appertaining, maturing on
or after said date, the bank, as fiseal agent, out of the sinking fund then held
by it, shall pay the principal of and acerued interest thercon, Not less than
five days prior to ceach sinking-fund payment date as hereinnbove specified the
Republic shall deposit with the hank as its fisea! agent a sum of money sufhi
cient to pay the principal amennt and interes<t aeerued to sueh sinking-fuad
payment date on the honds then to be redeemed and/or paid. Such deposit
having been made and the notice by publication having been siven, no interest
shaldl acerne or be payable after any such redemption date upon any of the bonds
so designated for redemption on that date, and the holders of =ald honds and
of the interest conpous appertaining thereto shall cense to participate in the
security or other benefit of this agreement and shall have no right hercunder
or thereunder except to receive, upon surrender of any of the honds <o called
for redemption with all coupons maturing on and after the date fixed for their
redemption, the prineipal amount thereof with interest acerned to such redemp-
tion date, If not paid upon presentation in accordance with said notice, snch
bonds <hall continue to hear interest at the rate expressed therein until paid,
The obligations of the Republie in respect to all of the bonds and appurtenant
coupons redeemed through the operation of the <inking fund shal he extin-
suished.  Such bonds and coupons <hall be cancelled by the bank and delivered
to the Republic upon its written request, and such bonds shall not be reissued.

The bank will attend, at the request of the Republic, to the preparation of all
notices of redemption to be given pursnant to the provisions of thic agrcement
and te the publication and mauiling thereof.  All expenses in connection with
the operation of the sinking fund shall be horne by the Republie and shall not
be charged against the sinking fund or the fiseal vgent and <hall be paid to the
fixeal agent as hereinafter provided. .

The tinal sinking fund payment <hall e applied, on and after the maturity
date of the bonds, to the payment of the honds then outstanding and not pre-
viously called for redemption. and interest accrued thereon to such date; and
the holders of such bonds and/or of the last coupon appertaining thereto shall
have no further right thereunder or hereunder except to receive, upon presen-
tation and surrender of said honds and #aid coupon at the principal oftice of the
hank in the Borough of Manhattan, cify and State of New York, United States
of .America, or at its branch office in the city of Habana, Republic of Cuba, the
principnl amount of sald bonds and the face amount of said coupon; and, all
such sinking fund payments having been made, and all expenses, compensation
and charges of every kind whatsoever payable herennder by the Republic having
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been paid, thix agreement will have been fully executed by the Republic and,
thereatter, shull he of no further force and effect.

Eightcenth. The Republic will maintain in the Borough of Manhattan, in
the city and State of New York, United States of America, a fiseal agency for
and a registry of the bonds which shall also act as the transfer agent for such
thereof as shall be registered; and hereby appoints the Chase National Bunk,
of the city of New York, to be fiscal agent for the honds and register and
transfer agent thereof.  Such appointment is not revocable without the written
consent of such tiscal ngent, but such fiscal agent may at any time give such
consent or in writing resign its ageuey, in either of which events such fiseal
agent shall be discharged of all duties as tiscal agent hereunder,

The Republic agrees to make payments to the hauk for its services as flseal
agent and other services to be performed hereunder as follows:

An annual maintenance fee of $1,000. which will include keeping the hooks
in which transfers of registered bonds are recorded.

A minimum registration fee of §100, and a fee of 30 cents for the registra-
tion ot each bond registered in excess of 100,

One-cighth of 1 per cent upon all sums paid for intevest.

One-tenth of 1 per cent of the principal amount of all bonds redeemed and
retived whether through the operation of the sinking fund or otherwise,

One-thivty-second of 1 per cent of the principal amount of all bonds purchased
for account of the Republie,

One-fortieth of 1 per cent of the principal amount of the honds paid at
maturity,

The Republie will also pay the bank for authenticating the bhondx by its
countersignature 50 cents per bond, which shall include temporary honds or
interim receipts if they shall be used,

The flsenl agent, the registrar and the transfer agent and any of them shall
be protected in any uction which any of them may take in respeet of any bond,
cotpon or any notice, request or other papers believed by them or either of
them to he genuine; and none of them shall be linble otherwise than for
lack of good faith and the exercise of reasonable care.

Nineteenth, Until all of the bonds issued or to bhe issued hereunder shall have
been redeemed and retired or paid through the operation of the sinking fund
or otherwise the Republic agrees to pay to the bank, as flseal agent, at its
branch oflice in the eity of Habaun, Republic of Cubin, in gold coin of or
equivalent #o the standard of welght and fineness of United States of Amerien
gold eoin existing on January 1, 1930, at least five days before sueh gmounts
are due gnd payable under the terms of this agreement, the amounts required
for each seminnnuul interest payment on the bonds, The Republie will also
pay in like gold coin upon delivery of a statement thereof to the Secretary of
the Treasury, from time to time, all sums payable to the bank, whether as
fiseal agent or otherwise, pursuant to the provisions of this agreement, inciud-
ing a1l the expenses incident to the service of the bonds on the basls hereine
above’ in clauxe 18 provided, and the actual and necessary expense of trans-
mitting, from the branch oflice of the bank in the city of Habann to its
principal office in the city of New York, all funds required by the terms of
this agreement to he paid to the bank by the Republic. The Republic will
likewise pay the cost of publishing and mailing the notices required to he given
by clauses 15 and 17 hercof and will make any and all other payments required
to be made by the Republie pursuant to the terms of this agreement,

The Republic frrevocably authorizes and directs the ficeal agent, from the
funds received from the Republic for such purposes, respectively, pursuant to
the provisions of this agreement, to pay the coupons appertaining to the
bonds upon’ presentation and surrender thereof at or after the dates wlien
such coupons, ave, respectively, payable according to the terms thereof and
hereof and to pay the principal of any of the bonds when payable to those
entitled thereto under the provisions hereof or theveof: and to make such
payment without further formality except as the fiseal agent may he advised
to be necessury or advicable to comply with some law of the Republic or of
the United States of America,

Twentieth. So long as any of the bonds issued or to be issued in accordance
with the provisions hereof shall be outstanding the Republie covenants and
agrees that the taxes and economle resources established by the public works
law, the collection of which shall he necessary for compliance with this agree-
ments, or with the existing credit agreements in respect of the $20,000,000
principal amount of {he serial certificates heretofore issued and now held by
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the public, slinll remain in full force and effect and shall be collected as pro-
vided in =aid law, The Republic further covenants and agreeg that, so long
as any of the bonds issued or to be issued hereunder shall be outstanding, it
will not contract any other obligations secured by the revenues to be produced
from the taxes and economic resources estublished by Articles XII to XIX,
both inclusive, of the public works law, except the deferred payment work
certificates to be issued in connection with the operation of the $20,0600,000
credit to be established as provided in this agreement. unless such other
obligations shall by their terms and the terms of the agreement under which
they nre contracted be subjected and subordinated to the preferentinl right
and lien of the bonds and deferred payment work certifteates issued or to be
Issued under the terms of this agreement.

Twenty-flrst, The fiscal agent will at all times keep complete and aceurate
records of its transuctions as such, and the Secretary of the Treasury, or any
persons designated for that purpose by him or by the I'resident of the Republie,
shall have nceess thereto at any time during the busiuess hours of the fiscal
agent,

Twenty-second. The Republic will furnish te the flseal agent whenever re-
quested by the fiseal agent full statistical juformation regavding collections
from the taxes established under Articles NII to XIX, both inclusive, of the
publie works law and full information regarding the deposit of such collections
in the special accounts mentioned in cloase 14 of this agreement,

DParr 2
PURCHASE OF BONDS—TWENTY MILLION DOLLAB CREDIT-—-OPTION ON UNISSUED BONDS

Twenty-third. The bank agrees to purchase from the Republic $40,000,000
principal amount of the bonds at 95 per cent of the principal amount thereof
and interest aecrued theregn at the coupon rate to the date of delivery thereof,
Delivery of the said 840,000,000 principal amount of the bonds <hall be made to
the bank in temporary form at its principal office in the city of New York as
soon as they are ready for delivery but, in any event, not later than March 4,
1030, or uny later date to which the bank shall agrce, and payment therefor
shall be made at the time of delivery. It is understood that the bank has
offered all of said bonds on an if, as, and when issued basis and that if it shall
be necessary, because of the failure of the Republic so to deliver the bonds, tor
the hank to issue or to have issued to purchasers thereof interim veceipts, the
Rep blie will pay all expenses in connection with the preparation and issue
of such receipts, including any loss of interest, The proceeds of the sule of
the said $40.000,000 principal amount of the bonds will be applied by the
Republie to the purchase by the Republic from the bank for cancellation of
the $30.000,000 principal amount of serial certificates and all work certificates
issued under the existing credit agreements held by the honds at the time of
payment for such bonds, in each case, ut the principnl amount of such certifi-
cates plus interest acerued and unpaid thereon to the date of purchase. The
payment of so much of the purchaxe price of the honds as equals the agiregate
of the principal ameunt of the «aid $30.000,000 of serial certificates and intevest
thereon to the date of purchase, and the principal amount of all work certifi-
cates then held by the bank and intevest thercon to said date, is to he effected
by the cancellation by the bank and delivery to the Republic or to its represen-
tative of all such serial cortificates with appurtenant coupons and all such
work certifleates; and any balance of sald purchase price Is to be paid by
the bank to the Republie in cash. Contemporaneously with such payment by
the bank, the Republie will deliver to the bank the suid $40,000,000 principal
amount of the bonds in temporary form and will pay to the bank in New York
funds an amount equal to any sum hy which the prineipal ammount of all said
certifleates of both classes and interest thereon, as aforesaid, shall exceed the
purchase price of the said $40,000,000 of bonds,

Twenty-fourth, The bank will make avatlable to the Republic a credit of
$20,000.000 for a period of one year from the date upon which the ahove.
mentioned £40,000,000 of the bonds in temporary form are delivered to the hank
and paid for by it and the said $30,000,000 principnl amount of the said sevial
certifieates, and all work certiflcates Issued under the existing credit ngree-
ments and chen held by the bank, shall be purchased by the Republic and
canceled as aforesuid. All sums advanced under the said credit through the
fssuance of deferrved-puyment work certificates as hereinaftec provided are
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to bear interest at the rate of 514 per cent per annum from the respective dntes
of such advances until paid; and in consideration of the availability of the
credit, the Republic will pay the bank on the date when the eredit becomes
availuble & commission of one-quarter of 1 per cent of $20,000,000, the maxi-
mum amount of the credit, and, at the expiration of each period of three
months thereafter during the lite of the credit, will pay the bank an additional
commission of one-quarter of 1 per cent on the aggregate amount theretofore
advanced under the credit and then unpaid plus the amount of the credit still
available, it being understood that in no event shall more than four such
commission payments be made. All commission paymients under this clause
may be made at the option of the Republic at the brincipal office of the bank
in New York City or at its branch office in the city of Habuna, but in the latter
event, the bunk may transmit such funds to New York City free of taxes and
the Republic will puy the bank the amount of any other expenses involved in
the transmission of said funds,

Advances under the credit arc to he made for payment to contractors for
public works constructed and accepted under the authority of the public works
law and against the issuanee by the Republic to contractors and the assign-
ment by such contractors and delivery to the bank of deferred-payment work
certificates in substantially the same manner now obtaining under the existing
credit ngreements,

Twenty-fifth, Subject to ‘the provisions of this agreement regulating the use
of the u‘edlt. the payment ot advances made thereunder and the reduction of
the amount thereof through the sale of additional bonds, the Republic may
{ssue and deliver to contractors with the Republie, for the construction of
public works under the public works law, deferred payment work certificates
(hereinafter called certiticates) up to, but not exceeding $20,0004000 ageregate
principal amount, for work completed by such contractors under and in accord-
unce with thelr respective construction contracts and accepted by the Republie,
such certificates may be Issued and delivered to the contractors during the
periodl of one year atter the credit becomes availuble as herein yrovided,
whenever and in such principal amounts, within said limit, as the Republice
shall consider necessary or advisable in the execution of =uch contracts.

Twenty-sixth, The Certificates and the indorsements thereon shall be in sub-
stantially the following forms, with ali blanks properly completed, to wit:

[ Form of Certificate]
REPUBLIC OF CUBA

Department of Public Works-—Deterred Payment Work Certiticate-— General
Plan of Pablic Works, Law of July 135, 1025, ax Amended

Work... .. Date of conteacteo..... Contractor_.__ . . Statement  of
Work No.._.. ... Total of work done covered by this certifieate up to the
______ of -, 193_...

Anmannt
ttems Class of wark (V.(i."'lé‘l;!” - Ty e
Nollas i Cents
... e e ee o ’

Total amount

Amount of ten per cent retained under ContrNCt oo o oo Ll
Amount of difference in fuvor of the ComIRCIO e oo e
Net amount of the work executed covered by this certificate, the for m of
payment of which is regulated by contraci of . ... under Article X of
the public Works MW ———— S

It is hereby certifled that the present Hguidation is a true statement of
work done according to this certificate, up to the day of measurement




2012 SALE OF FOREIGN BONDS OR SECURITIES

day of . 193—, and, according to the prices and conditions stipulated in
the contract, the net amount of work done is as stated.

Examined and approved this day of y 193—,

For the contractor: For the Republic of Cuba:

Chicf E‘ngi;wer.

Issued to , contractor, under contract executed between the Republie
and such contractor on the - day of ———-, 193--, for work com-
pleted and accepted in the construetion of ——,

Due and payable at any time as funds ure uvul!.nblc in accordatice with the
provisions of the agreement executed between the Republic and the bank befove
the notary O=car A. Montero y Beldarrafn on the 26th day of Februavy. 1930,
under No. 34, relative to a credit of 820,000,000 established by the bank on
behalf of the Republie (hereinafter called the agreement), but not later than
March 4, 1931,

The Republic of Cuba (hereinafter called the Republie) certifies that the
amount due for work completed by such contractor ¢overed by this certificate
under the contract above desceribed, according to determination made on this
date and accepted by the Republie, is the principal amount of —-——— dollars,
the payment of which shall be effected by the Republic on, or as funds ave
available in accordance with the provisions of the agreement before, March 4,
1031,

The Chase National Bunk of the city of New York (herveinatter called the
bank) will pay to the contractor above named the principal amount of this
certifieate, without discount, upon the execution by such contractor of the
assignment hereof and the registration of such assignment by the Secretary
of the I'reasury or his authorized rvepresentative, in the forms indorsed hereon,
and the delivery hereot to the bank at its branch oflice in the city of Ilabana,

The Republie will repay to the bank, as rogistered assignee and in subroga-
tion to the rights of such contractor, or on its ovder, the principal amount of
this certificate, in gold coin of or equal to the standard of welght and fincnesy
of the golu eoin of the United States of America existing on the 1st day of
Junuary, 1930, as funds are available for the purpose as provided in the agree-
ment, hut not later than Mareh 4, 1931, and wilt pay interest thereon, in like
gold coin, on Hw J0th day of June, 1930, and the 31st day of December, 1930,
und ‘or to the te of payment of the principul, at the rate of 514 per cent per
arnum from tis date of sueh payment by the hank to said contractor, sueh
payment and the date thereof to he ('ull('lllsi\'vl_\' proved by the assignment
receipt exeeuted by s=aid contractor and vegistered by the Seceretary of the
Treasury in the form indovsed heveon, Such prineipal and interest are pay-
able in New York funds at the principal oftive of the bank. in the horough of
Manhattan, city awl State of New York, or, at the option of the Republie, at
the branch oflice of the bank in the ity of Habana, in which latter event the
Republic in each instance will pay, in addition, the amount of any tax then
established by or within the RRepublic, and any other expense, which shalt be
payable by the bank in conneetion with the transfer to New York City of the
amounts so paid,

This certificate is issued as provided in and is entitled to the benefits of the
agreement. to which reference is made for a farther statement of the nature
of the security and of the terms and conditions upon which thisx certifieate
is issued, received, as<igned, held and to be paid,

This cortificats, when assigned anad registered as herein provided, repre.
sents and constitutes the irrevocable and incontestable contract obligation of
the Republie to pay the principal amount thereof and interest thereon to xuch
registered assignee or on its order, as and when due in accordance with the
terms hereof and of the agreement, and in the manner hercin and therein
provided. withont vighr of reduction or counterclaim for any rveason whatso.
evel, such paynunts heing secured ax to prinelpal and interest, by a first
preferentinl right and len pari passu and on a parity with the preferential
right and lien of the bonds, upon the necessary part of 80 per cent of the reve.
nues to be derived from the taxes and cconomic resources specified in Articles
XII to XIX, both inclusive, of the publle works law of July 15, 1925. as
amended.

This certificate is not assignable or transferable by the contractor above.
named, except to the bank for its payment in cash as provided herein and in
the agreement, and, if assigned, transferred, pledged or otherwise disposed
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of by sail contractor to other person or entity, this certiticate und all rights
under it shall thereby become without value or effect.

This certificate shall not be valid or obligatory for any purpose or entitled
to any benefit or security under said agreement until it shall have been signed
on behalf of the Republic by its Necretary of Public Works and registered by
the Secretary of the Treasury or his duly authorized representative,

Tn witness whereof and in behalf of the Republic of Cuba, I issue this certifl-
cate signed by me as Secretary of Yublic Works and affix the seal of my
Department, this ...... day of ... 198 ceee .

Secret ar 1y of Public WO;'Ls

e i

[Form of registration]

This certificate issued under agreement of February 26, 1930, betweeu the Re-
public of Cuba and the Chase National Bank of the City of New York has been

regixtered in the Department of Treasury this _. ..__ day of ..___ 193-., at
Folio —..cae of the corrvesponding register, vegistration No. .._..

' Secretary of the Trca:‘ma'u

By
Duly Authorized Representative.
{Foria of receipt and assignment by contractor]

‘The undersigned, being the contractor named in the within certificate, in
consideration of the principal amount thereof paid without any discount on
the date hereof by the Chase National Bunk of City of New York, receipt
whereof is acknowledged, hereby irrevocably assigns and transfers the within
certificate to said bank, but without right of recourse against the undersigned;
and by this assignment sabrogates said bank to all rights and interests of the
undersigned in and under said certificate,

Dated the __.._. day of ..o 103-.
............... , Contractor.
B\v [
The foregoing assignment {s registered in the department of the Treasury this
...... day of -..... 183__, at Folin .. of the corresponding register, recistra-

ﬂull No. -,

*
Seeretary of the Treasury,

By
Duly Amhorized Repu sentatice,

Twenty-seveniir. ‘I'he certificates shall be’ numbered one and con<ecutively
upnwards and shall he executed in the name and on behalf of the Republic by
its Neeretary of Public Works, on the basis of work, in accordance with measure-
ments made, completed by the eontractors and sccepted by the Republic under
and in accordance with contracts entered into between the Republic and such
contractors in conformity with the public works law, and shall thereupon be
delivered to the Secretary of the ‘Treasury for registvation, The Secretary of
the Treasury, or his duly authorvized vepresentative, shall then cause each such
certiticiite to he registered in his department in the nime of the contractor

specifled therein, shall sign o certificnt: of such reglstration and shall deliver

cach certifteate to the contractor entitled thereto, for assignment by sueh con-
triactor to the bank ns hereinafter provided. "The certificates shali be issued in
duplicate and the original, signed and registered as herein provided shall be
detivered to the contractor and the duplicate shall be delivered to the Seevetary
of the Treasury and kept in the recovds of his department. Only such of the
cortificates as shall be registered as provided in this agreement shall he valid or
obligntory for any purpose, and such registration shall be conelusive ovidence
that the “certifientes so registered have been duly issued hereunder and nmy
be assigned to the bank as herefnafter provided.

The Secretary of Public Works and the Sceretary ot the Treasury, ve-
speetively, shall file with the bank, at its brunch office in the city of Havana,
prior to the issue of any of the certificotes, specimens of their -xi matures and
in like manner shall resper‘ti\ cly file the names and specimens of tlw signatures
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of any representatives, who are duly authorized to act for them in signing and
registering the certificates, and the bank shall be entitled to accept and act
upon any certificate signed and registered by any such representatives of the
Republic until notified in writing of their resignation or of the revocation of
their authority. It shall not be necessary to duplicate any signatures hereto.
fore filed with the bank in connection with operations under the existing credit
agreements.

Twenty-eighth, The certificates shall hear as their date of issue the date on
which they are signed hy the Secretary of I'ublic Works. ach certificate
shall mature and he payable not later than March 4, 1931, unless the date of
the opening of the credit shall be postponed bheyond March 4. 1030, in which
event each certiticate shall mature and be payable not later than one year
after the diate when the credit hecomes available. The certificates shall bear
interest at the rate of 314 per cent per annum on the principal amounts thereof
from the respective dates on which such principal amounts arve paid by the bank
to the contractors numed thereln until such principal amounts shall be repaid
to the bank by the Republie, The date of payment by the bank of the prin.
c¢ipal amount of each- certificate shall ‘be conclusively proved by the date of
the assignment of such certifieate executed by the contractor named therein
in the form indorsed thereon and registered by the Secretary ot the Treasury
or his authorised vepresentative.

Twenty-ninth, A}l the certificates must be assigned to the bank and delivered
at its branch office {n the city of Habana, by the contractors to whom they are
respectively issued, ‘but- without any right of recourse by the bhank or any
other person or entity. against the gcontractors for the payment of the principal
or interest of such certificates. Such assignment of each certificate shall he
effected. by-the contractor named therefn executing the assignment thereof in
the form:imdersed thereon:and delivering: such certificate to the hank, and the
bank. ghall . ¢hereupon become. and.be swbrogated. to all the rizhts and interest
of the comteactor under.such certificate. . The certificates shall not be assign.
able”ox- transferable. by the contractors to whom they are imsued, except to the
bank, mxz{n:md;thm Jprovided, and 1f any certificate shall be assigned,
transferred, pledged, or otherwise disposed of hy the contractor named therein
t«; oth::‘ °;?)zl'n;on or entity, then such certificate shall thereby hecome void and
of no faect. .

'I‘hirtletgﬁc'%lanlk ngre?j with tlt}e ll‘(‘(;publlc that',: sl‘::bjc?ltl to compllslm('e by
the Repyl wiith the cond} s of this agreement, it will pay to the con-
tractors nemed in the respective certificates .issned under and in accordance
with this agreemeat, upon the delivery thereof’ to the hank as lereinbefore
provided at any time in bueiness hours during the life of the credit, duly
assigned by such contrgctor and registered by the Sccretury of the Treasury
or his authorized representafive, the principal amounts of such certificates with-
out any discount up to but not exceeding in the aggregate $20,000,009 or such
less sum as shnll equal the amount of the credit in the event of its reduction
as hereinafter provided: any certificate may, however, he paid at any time as
hereinafter more particularly provided. and the Republic agrees that it will
not issue to contractors any certificates to be assigned to the hank as herein
provided in excess of the amount of the credit at that time available. The
bank shall be fully protected in relying upon the assignment of the certificates
when registered by the Secretary of the Treasury or his authorized repre-
sentative as herein provided.

In so far as shall be practicable, the certificates will be issued to the con-
tractors and will be assigned and delivered by them to the bank on the first
day of each month during the life of the credit, in principal amounts of $100,000
or multiples thereof, for convenience in keeping the accounts and computing
the interest, and the Secretary of Public Works will arrange to advise the
bank from time to time of the certificates ahout to be issued nnd the prineipal
amounts thereof, at least five days prior to the issue of such certificates, in
order that the hrnk may arrange for the transfer of any necessary funds from
its principsil ofllce in New York City to its branch office in Hubana for the
purpose of facilitating prompt payment of the principul amounts of such
certificates to the contractors.

In order to facllitate the registration of the certificates in the names of
the contractors and the registration of the assignment thereof in the name of
the bunk, the Secretary of the Treasury will keep suitable registration books
and will asrange to have a representative at the branch office of the bank in
the city of Habnana, duly authorized to register the certificates and the assign
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ments thercof as and when presented for that purpose. The bank ngrees to
provide suitable office facilities for such representative at its branch office
without charge to the Republic.

Thirty-first. The Republic agrees that it will repay to the bank as registered
assignee and in subrogation to the Tight of the contractors, or on its order,
the principal amounts of all certificates issued to contractors and assigned- by
such contractors as herein provided not later than one year from the date
when the credit hecomes available, in gold coin of or equal to the standard
of weight and fineness of United States gold coin existing on January 1, 1930,
and that it will pay to the bank interest on such principal amounts’on the
30th day of June and the 81st day of December, 1930, and/or to the date of
payment of the principal, at the rate of 5% per cent per annum from the
dates on which the principal amounts of the respeetive certificates shall have
been paid by the bank to the contractors named therein, which dates shall
be conclusively proved hy the assignments and receipts executed by the
contractors and registered by or on hehalf of the Secretary of the ‘Lreasury
in the form indorsed on the certifieates, until the prineipal amounts thereof
shall he pnid in full.  Such principal and interest shall be paid by the Re-
public at the principal office of the bank. in the Borough of Manhattan. City
and State of New York, or, at the aption of the Republie, at the branch oftice
of the bank in the city of Habana, in which latter event the Republic shall
also pay in each instance the amount of any tax then established by or within
the Republic, and any other expenses which shall be payable by the bank, in
connection with the transfer of the amounts so paid to the city of New York,

Thirty-second, The Republic agrees that the certificates to he issued by it
to the contractors and assigned by such contractors to the bank as herein
provided shall represent and constitute the irrevocable and incontestable con-
tract obligations of the Republic to repay the amounts paid by the hank to
the contractors as evidenced thereby with interest, as and when due in accord-
ance with the terms thereof and of this agreement and in the manner therein
and there shall be no further or additional advances thereunder,

Thirty-third. The certificates issued by the Republic to contractors and
assigned by such contractors to the bank, as herein provided, shall be specially
secured and guaranteed pari passw and on a parity with the bonds by a first
preferential right and len, to the extent required for the payment of prin-
cipal and interest, upon 90 per cent of the revenues collected from the taxes
specifi-d in Articles XII and XIX, both inclusive, of the public works law,
subject only to the rights of the holders of $20,000,000 principal amount of
serial certificates issued under the existing credit agreements and now held
by the public.

Thirty-fourth, As n guaranty of the payment of the $20,000,000 credit and
interest, the Republic agrees to hold in portfolio the $40.000,0600 of the bonds
which the bank does not agree herein to purchase, and agrees to apply the
necessary part of the proceeds of the sale of such honds, as and when they
are sold, to the payment of all sums advanced under the credit and/or to the
reduction of the credit until all such sums shall he paid with interest and
the credit shall he terminated, Whenever the proceeds of the sale of the
said additional bonds and/or the amounts advanced under the credit shall
have aggregated $20,000,000, or the period during which the credit is to be
available as above provided shall have expired, such credit shall he closed
and there shall be no further or additional advances thereunder,

Thirty-fifth, The bank shall have and is hereby given the right or option
to purchase, at 95 per cent of their principal amount and accrued interest, the
$40,000,000 of the bonds to be held in portfolio by the Republic, or to purchase
a part thereof from time to time in lots of not less than $5,000,000 principal
amount, which right or option shall continue for five months after payment
by the bank as herein provided for the first $40,000,000 of the bonds parchased
by it, If the bank sells any of the bonds acquired through the exercise of the
said right or option at a price or prices better than 98 per cent of the principal
amount of such bonds, the bank will pay the Republic a sum equal to one-half
of the difference between 98 per cent of the principal amount of the said
il)onc.ls and the price or prices at which they are sold by it exclusive of any
nterest.

Thirty-sixth. At any time, or from time to time, after five months from
the date of payment for the first $40,000,000 of the bonds purchased by the
bank pursuant to the provisions hereof, the Republic may advise the bank
*hat it desires to sell a stated principal amount, not less than $3,000,000, of
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the bonds lield by it in portfolio, whereupon, unless within a period of 10
working days (excluding from said 10 days Sundays and holidays), follow-
ing each such advice, the Republic and the bank shall reach an agreement
with respect to the sale and purchase of the bonds which the Republic then
desires to sell, the Republic shall be at liberty to sell said bonds to any re
spensible banking or securities house or firm (other thun such or house
controlled or sponsored by a contractor or contractors), upon terms not less
favorable to the Republic than those offered by the bank. After the termina.
tion of the $20,000.000 credit in any manner herein provided, and the pay-
ment to the bank of all sums advanced thereunder, the proceeds of any sale
of the bonds shall be applied to the payment for public works in accordance
with the public works law, as amended; and also, if desired by the Republie
to the purchase or payment and retirement of all or any part ot the $:20,000,000
principal amount of serial certificates issued under the existing credit agree
ments and now held by the public.

Until required for such purpose or purposes, the proceeds of any additional
honds sold to the bank, shall remain on deposit with the bank at its hrauch
nffice in the city of Habana, at rates of interest to be agreed upon from time
to time hetween the Republic and the bank. As any of such proceeds are to
he used to make payment for public works, they shall be releaxed by the
bank and paid to construction contractors against the delivery to it of requf.
sitions or orders in writing signed or approved by the Secretary of Public
Works and the Secretary of the Treasury of the Republic, designating the
construction contractor to receive such payment, specifying the amount to
be paid and certifying that it is for public works completed by such con-
tractor and accepted by the Republic in accordance with a construction con-
tract or contracts made under the authority of the publlc works law. ‘The
bank shall be entitled to accept such orders or requisitions and shall be fully
plrotec;od for payments made by it in accordunce therewith and on the fuith
thereof.

If, as. and when any of the bonds may be sold to another than the bank,
upon presentation to the bank of the number of bonds so sold with a request,
signed by the Secretary of the I'reasury, that they be authenticated by its
countersignature, the bank will, within five days following their receipt, so
countersign such bonds and deliver them to or upon the order of the Secre-
tary of the Treasury.

Thirty-seventh. Qut of the proceeds of the collections of the revenues under
the public works law during the fiscal year ending June 30, 1031, the Re-
publ’c shall deposit with the hunk, at its branch oflice in Habana, not later
than November 1, 1930, the sum of $1,000,000; not later than IFebruary 1,
19131, the sum of $1,000,000; not later than May 1, 1931, the sum of $1,000,000;
and not later than August 1, 1931, the sum of $1,000,000. Aill sums so de-
posited shall be applied to the payvment of public works 5% per cent serial
certificates now outstanding in the hands of the public and maturing Decem-
ber 31, 1931: and, whenever moneys are in its hands available for that
vurpose, the hank will use its hest efforts to acquire such certificates for
the Republic in advance of their maturity at prices not in excess of the
principal amount thereof and interest plus customary commissions., which
chall in no event exceed one-quarter of 1 per cent of the said principal
amounts, and, ns any such certificates are so uacquired, the bank shall cancel
and deliver them to the Republic. Until applied to the purchase or payment
of said certlficates, the bank will allow interest upon moneys so deposited at
the rate of 4 per cent per annum. The Republic shall be entitled to a credit
against the $4,000,000 to be deposited as aforesaid in an amount equal to the
aggregate of the principal amount and interest thereon to date of delivery.
of all said serinl certificates maturing December 31, 1931, delivered to the hank
for cancellation prior to August 1, 1031, such delivery to he made at its
pHrlr';clpal office in the city of New York or at its branch office in the city of

abana.

Thirty-eighth, The $20.000,000 of serial certifieates now outstanding unider the
existing credit agreements and held by the publie, with maturities as herein-
above stated, are to remain outstanding and be paid, principal and interest,
in accordance with their terms and the terms of the existing credit agreements,
which, together with the security for the certificates thereby afforded, are to
be and remain in full legal force and effect until such payment, and the com-
mission of $100,000 payable under said agreements to the bank on July 1, 1930,
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shall be paid on that date. Except as in this clause otherwise provided, the
existing credit ugreements are, and each of them is, to become and be inoper-
ative and of no effect on and after the date when the new $20,000,000 credit
becomes available to the Republic as herein provided.

Thirty-ninth, The bank will at all times keep complete and accurate records
of its operations under this agreement and the Secretary of the Treasury or
any person designated by him or by the President of the Republic shall have
access thereto at all times during the business hours of the bank.

Forticth, Whenever pursuant to the terms of this agreement the Government
pays to or deposits any sums of money with the branch office of the bank
in the city of Habana it is agreed by the Republic that the bank may transmit
said moneys to its principal office in the city of New York free of any (uban
taxes, present or future. The Republie will also pay to the bank all expenses
involved in transmitting the said sums of money to New York City.

Forty-first. All notarial charges and all taxes payable in conneetion with or
as u result of the execution of this agreement, with a certified copy thereof for
the Sccretary of the Treasury, another for the Secretary of Public Works, and
anothml' for the bank, shall be for the account of and shall be paid by the
Republic,

Forty-second. The parties hereto designate the city of Habana as the place
where all notifications, citations, and other judicial and extrajudicial notices
emanating from this agreement are to be served, and submit themselves to
the judges and tribunals of the Republie in said city, the bank hereby expressly
waiving its own domiclle.

Forty-third. Notices under this agreement from the bank to the Republic
shall be addressed to the Secretary of the Treasury or to the Secretary of Publie
Works and shall be sufficiently given if sent by registered mail addressed to
the Secretary of the Treasury or the Secretary of Public Works, at Habana,
Cuba. Notices from the Republic to the bank shall be sufficiently given if
signed by the Secretary of the Treasury or the Secretary of Public Works and
delivered to the bank at its branch office in the city of Habana.

CONCLVISION

The appearers, Dr. Mario Ruiz Mesa and Dr. Carlos Miguel de Cespedes, in
their respective characters of Secretary of the Treasury and Secretary of Publie
Works of the Republic de Cuba, and Mr. José Emilio Obregén y Blanco, in
his character of attorney in fact and in representation of the Chase National
Bank of the city of New York, state that they accept on behalf of their respec-
t}vo principals all of the rights and obligations contained in the foregoing
clauses.

The witnesses are Drs. Antonio Sanchez de Bustamente y Sirven, v Enrique
Hernandez Cartaya.

Thus they stated and declared in my presence and in the presence of the
witnesses above mentioned, who state that they are not legally disqualified
to act as such, nothing to the contrary being known to me.

I, the notary, certify that I made to the parties appearing the pertinent legal
admonitions and they stated that they were fully advised of the same.

I, the notary, also certify that T know the appearers, and that I am ac-
quainted with their occupations and residences; that they have stated all that
is contained in this document; that I have informed them and the witnesses of
their right to read it themselves and that they have renounced such right; that
I have read it to them in its entirety at their request; and that being in
accord with the contents thereof the appearers ratified the same in behalf of
their respective principals and signed together with the witnesses, adopting the
following approved corrections. [Here follow corrections.]

ApprTIoN. In the act of signing it is made known that although, as has bheen
saild before, article 10 of the public works law fully empowers the Executive
to contract any kind of credit operation, the secretaries signing this agreement
desire- to state that the Government, although it does not think it necessary,
will immediately report to Congress as one of the conditions of this agreement
the proposition of the bankers and the decree of the National Executive accept-
ing the same, for the information and approval of Congress in the same manner
in which the law of July 24, 1928, was passed; and 1. the notary, make known
that in formalizing the present agreement at the presidential palace in the
presence of the honorable President of the Republic, General Gerardo Machado
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¥ Morales, he also subscribes it together with the principals and witnesses,
I certify.
GERARDO MAcHADO,
Mario Ru1z Mesa,
C. M. CEsPEDESB,
E. OBREGON,
ANTONIO S. DE BUSTAMANTE,
ENRIQUE HEBNANDEZ CARTAYA,
DR, O8CAR A. MONTERO.

REPUBLIO OF CUBA
SENATE

I, Celso Cuellar Del Rio, Secretary of the Senate of the Republic of Cuba.
certify : That this colegislative body in session held the 16th day of July,
1928, approved a project of law proceeding from the House of Represeutatives,
a literal copy of which is as follows:

** PROJECI OF LAW

* ARTICLE 1. The law of the 15th day of July, 1923, published in the special
edition of the Official Gazette of the 16th day of the same month and year, is
modified and added to by the present law, in the following manner: Article 10
shall be drawn to read as follows:

“‘Time for executing the works; manncr of performance and priorits:

‘¢ ArticLB 10. The foregoing works or any other which the nativnal executive
may consider of public convenience shall be effected subject, whenever the law
80 provides, to the requirement of competitive bidding, und at the times that
said executive may consider advisable, effort being made tvo have those of
greatest importance executed prior to May 20, 1925, the executive being con-
sidered as authorized, for that purpose, to make within that period all the
contracts which he may deem advisable, although such eontracts max have to
be completed after the expiration of the said period, but in any eune within a
period of not more than 20 years, that is, prior to July 13. 1945 For this
purpose, the executive shall adopt the systems or procedure which Le may
consider most advisable, being authorized by this law and invested with such
powers as may be necessary, without any limitation whatseever. to execute
any credit operation for the financing of the works and their msst rapid per-
formance, either in a form analogous to that establishedl in the contriact with
the Chase National Bank of the city of New York, entered intes on February
19, 1927, before the notary of Habana, Dr, Conrado Ascanin y Suarez, or in the
form authorized in the contract entered into with the same entity. according to
the notarial document of June 22, 1928, before the notury of Hubana. Dr.
Regino Truflin y Pérez de Abreu, or in any other form the executive may deem
most advisable or advantageous to the interests of the nation, he being likewise
empowered, in consequence, to apply said revenues to any other nevessities of
the nation, distinet from those of public works.’

“ In the same manner and with like scope the executive i~ anthorized to make
use of the resources established in articles 21 and 22 of the law for the more
complete and rapid performance of the works comprehendes! in the: said articles,
as well as the financing of the work of improvement and consiructicn of the
Hubana Aqueduct, for that purpose utilizing principally the re~ourcex derived
from the said aqueduct which was taken over by the nation by virtue of the
decree dated September 11, 1925, which decree is approved and ratified in all
its parts by this law. In the execution of the works effort shall be made in
each year to make proportionate distribution thereof for each Province, taking
into account the population and requirements of each and care being taken to
see thut the order established by the law is followed, said priority being
adjusted in all cases to the greater importance or necessity of the works and
to the most equitable distribution of the available funds, the rwmpletion of the
central highway being considered as imperative together wiik the Santiago
Aqueduct, the capitol, the sea wall at the entrance of Habana Harbor, and as
preferential the sewcrage systems, paving, and schoolhouses. The executive
shall endeavor to subordinate the volume of work to the requirements of the
sugar industry during the crop season, adopting for such purpese whatever
measures may be necessary. In the contracts which are ¢xévuted with the
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Government, the contractors shall agree to submit themselves to the Cuban
judges and tribunals, and in no case may they allege their status as foreigners
or bring any claims against the Cuban Government c¢xcept betore the national
tribunals.

“Article 18 shall be drawn to read as follows:

“* Consumption tax on gasoline, petroleum, and other produets,

“*ART. 138. The proceeds of a tax of 10 cents per gallon on the consumption
of gasoline or any other product imported from abroad which is used in sub-
stitution therefor in all the national territory, the customs duties on the said
products being reduced to the amount of 1 cent for each gatlon, The national
executive is authorized to establish, if he shall deem it in order, and in such
amount as he may deem advisable, a consumption tax on petroleum and its
derivatives, and in an equal manner, on the coal consumed in the national
territory, the customs duties now in force being reduced to such minimum as
the executive may fix, The proceeds of the taxes which may be established in
accordance with the foregoing paragraph shall be applied, first, to cover the
decrease in the general budget of the nation resulting from the reduction of
the customs duties previously mentioned, and the balance to creute a special
fund which shall be called ** National irrigation and agricultural development
fund,” which shall be applied solely and exclusively to preparing and carrying
out a plan of irrigation and agricultural development in the national territory,
the executive being authorized to adopt such regulations us he may deem
advisable for the better and more eflicient accomplisbment of this purpose,
especially to establish the manner of reimbursement to the suid fund, by the
parties benefited, of a part or all of the cost of the work, 'There shall be con-
structed in the city of Habana, on land reclaimed from the sea along the water
frout of the bay, and charged to this fund, a building adequate for the purpose
of holding therein periodical national exhibitions, preferably agricultural and
industrial, or great conventions.’

“Article 18 shall have the following paragraph udded thereto: *When in
notarial documents of creation of property rights, the parties agree that
no interest shall Le charged, or agree upon a rate of interest so low as
obviously to demonstrate an intention of evading the tax, the nation shall have
the right to collect the tax, calculating in such cases as the rate of interest for
assessment and collection, that of 7 per cent per annum,’ Article 20 shall be
drawn to read as follows: ‘Period of the taxes, Arr, 20, The taxes specificd
in articles 14, 15, 16, 17, 18, and 19 are established with a temporary ¢haructer
and shall be in force for a period of not more than 20 years from July 15, 1925,
or until such time us the works to be performed shall be wholly paid for and
the contracts entered into by the executive for the finnncing thereof shall be
entirely liquidated, at which time the collection of the taxes shall cease. The
taxes specified in articles 12 and 13 shall be of permanent character and shall
be especially applied to the following purposes: (a) The taxes specified in
article 12 and in the first paragraph of article 13 shall be applied to preserve
and improve the works constructed, especially the roads. (b) The tuxes which
may be established in accordance with the provisions of the second paragraph
of article 13 shall be applied principally to preserve and improve the works
accomplished in accordunce with the third and fourth paragraphs of said
article, Article 22 shall have the following paragraph added thereto: ‘The
system of reimbursement for the c¢ity ot Hubana, established by article 21 of
this law, and the systems of other reitnbursements and assessments established
in article 22 shall be applicable also to the other works included in the pubtic-
works plan, especially the highway and irrigation works, for which purpose the
national executive is authorized to issue such regulations and orders as may
be advisable for the better and more efficacious reimbursement by private
parties to the nation of the cost of the works, as compensation for the benefits
or improvements which private property may receive by reason of satd works,
including the amplification to the extent he may deem necessary of the zoues
subject to expropriation. The national executive is authorized to establish
“National monuments,” issuing such regulations and orders as he may deem
advisable for the best and most efficacious protection of the said monuments,
whether they be of historic, artistic, or patriotic character, as well as for the
conservation of the natural wealth and beauty of the country.’

“ART. 2. All other provisions and dispositions of the said law of July 15,
1925, are ratified by the present law, in all particulars which are not contrary to
the modifications or additions aforesaid,
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“ART. 3. This law shall become effective from the date of its publication In
the Official Gazette of the Republic,”

I also certify that the said project of law was approved by the favorable
vote of the 16 senators present, Messrs. Daniel Compte, Augustin Cruz, Horacio
Dfaz Pardo, Ricardo Dolz, Alfonzo Duque de Heredia, Lorenzo Fernandes
Hermo, Wilfredo Fernandez, Carlos Gonzalez Clavell, Faustino Guerra, Modesto
Maidique, Manuel Martinez-Moles, Manuel Vera, José R. Villalon, Rosendo
Collazo, Celso Cuellar and Clemente Vasquez Bello, the three last named being
secretaries and president, respectively. of this body, said number of votes con.
stituting those of two-thirds of thke total number of the members of this co-
legislative body at the date of approval of said project of law. And for the
purpose of remission to the secretary of the treasury who has requested these
presents to give effect to the deed for the financing of the general plan of public
works, and in accordance with the order of the president, I issue these presents
in Habana, the 21st day of February. 1930,

Crxso Crerrar pEL RYoO,
Secretary of the Senate.

Approved.

CLEMENTE VASQUEZ BELLO,
Pregident of the Senate.

(Here follows the seal of the presidency of the Senate.)

I, Dr. Oscar A. Montero ¥ Beldarrain. lawyer and notary of this city and
district, with residence In the same, certify to the authenticity of the sighatures
of Messrs, Clemente Vasquez Bello and Celso Cuellar del Rio. who in their
respective capacities as president and secretary of the senate of the Republic,
authorize the foregoing certification, because of the likeness which said signa-
tures bear to those which they customariiy use in all their acts, herebhy making
known that this certification has been delivered to me by Messrs. Drs. Mario
Ruiz Mesa and Carlos Miguel le Cézpedes, in their capacities as secretaries
of the treasury and public works ‘of the Republic. to be annexed to the fore-
going document and form a part therenf.

Habana. February 26, 1930,

Dr. Oscar A. MONTER..

[Here follows the seal of said notary.;

REepPUBLIC OF CUBA, HOUSE OF REPRESENTATIVES. PRESIDENCY

(Here follows a rubber stamp which says:) “ House of Representatives,
21 February, 1930. 028832.”

I, the undersigned, secretary of the House of Representatives, certify: That -
as appears in the minutes corresponding to the session held by this colegislative
body the 25th day of June, 1928, registered at folio 147 of the minute book of
the third legisiature of the thirteenth congressicaal perind. there was adopted
among other things the following. a literal copy of which reads as follows:
“On a vote by name ordered by the Presidency and by 84 votes in favor to 4
4 against, there was adonted the resolution to approve the petition for suspension
of the rules presented by Messrs. C. Machado and others. in order to take up
immediately the proposition of law presented hy the same gentlemen modifying
articles 10 and others of the law of the 15th of July. 1925. There voted in favor:
Messre. Aguiar, - Aguilar, Albuerne. R. Alfon<o. J. M. Alfonso. Elio Alvarez,
Alvera, Alliegro, Aragonés, Ariza. A. Barrero. O. Barrero. Beltriin, Bosch.
Bover, Bravo Acosta, Calds. R. Campos, F. Campos. Candia. Carrillo, Castillo,
Cisneros, Cruells, Cuesta, Cueto. Echeverrfa, Espinosa, Finalés, Fundora, G.
Montes, George, Gil, L. Grau, B. Grau. Haedo, Hernandez Dou. Hirzel, Infante,
C. Machado, E. Machado. Madrid. Martinez Quiroga. Martinez Rivera, Menci6,
Mendoza, Meso, Milanés, Mola, Navarrete, Nuiiez. Rafael Padierne. Ricardo
Padierne, Parodi, Perez, Piedra, G. Pino. Ponce. Prado. Ramirez, Recio. Reme-
dios, Rey, Reves, Rlo, Rivero, R. Barahona. R. Cremé, R. Ramirez, Rubio, San
Pedro, Sardiiias, Sierra, Soto Izquierdn. Tomé. Torre, Trujillo. Urbino, Urquiago,
Villalén, Villaverde, Alberni, 1a Guardia ¥ Guis Incli. There voted against
Messrs, Castellanos, Cruz Ugarte. Wolter del Rio. and Zaydin. (Mr. George
cecupfed the presidency.) Without discussion the whole of said proposition
of law was approved by vote by name. by S8 votes in favor and 4 against, there
having voted consequently in favor two-thirds of the voting representatives.
There voted in favor: Messrs. Aguiar. Aguilar, Albuerne, R. Alfonso, J. M.
Alfonso, Elio Alvarez, Alvera. Alliegro, Aragonés, Ariza, A. Barrero. O. Barrero,
Beltriin, Bosch, Bravo Acosta, Calds, R. Campos. F. Campos, Candia, Carrillo,
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Castillo, Cisneros, Cruells, Cuesta, Cueto, Diaz Valdes, Echeverrfa, Espinosa,
Finalés, Fundora, Garcia Montes, Gil, George, L. Grau, B. Grau, Haedo, G.
Hernandez, Hirzel, Infante, C, Machado, E, Machado, Madrid, Martinez Quiroga,
Martinez, Rivera, Mestre, Menci6, Mendoza, Meso, Milanés, Mola, Mora digo
Navarrete, Nuiiez, Rafuel Padierne, Ricardo Padierne, Parodi, Pérez, Pledra,
@. Pino, Ponce, Prado, Ramirez, Recio, Remedios, Rey, Reyes, Rio, Rivero, R,
Barahona., R. Cremé, R. Ramirez, Rubio, San Pedro, Sardifius, Sierra, Soto
Izquierdo, Tomé, Torre, Trujillo, Urbino, Urquiaga, Villalén, Viliaverde, Atherni,
la Guardia and Guis Inclin., There voted against Messrs, Castellanos, Cruz
Ugarte, Wolter del Rio and Zaydin.

Article 1 of the project of law was approved by voie by name by 86 votes
in favor and 5 against. Article 2 was approved by vote by name by 86 votes,
all in favor, and also by vote by name article 3 was approved by 86 votes, all
in favor, approving the proposal of Representative Carlos Machado Morales
that it be sent directly to the Senate. Snid 86 votes constitute two-thirds of
the total number of the members of this colegislative body on the date of the
approval of said project. And on the petition of Representative Octavio Bar-
rero Velazco, I issue these presents, upon the authorization of the President,
in accordance with the provisions in paragraph 8 of article 35 of the rules,
in Habanu, on the 21st day of February, 1930,

Dr. JOSE ALBERNI,

RAFAEL GUas INCLAN, President.

(Heve follows the seal of the House of Representatives.)

I, Dr. Oscar A. Montero y Beldarrain, Iawyer and notary of this city and
district. with residence in the same, certify to the authenticity of the signa-
tures of Messrs, Rafael Guits Inclin and José Alberni, who in their respective
capacities as president and secretary of the House of Representatives of the
Republic authorize the foregoing certification, because of the similarity which
said signatures bear to those which they customarily use in all their acts, hereby
making known that this certification has been delivered to me by Messrs, Drs,
Mario Ruiz Mesa y Carlos Miguel de Céspedes, in their capacities as Secretaries
of the Treasury and of Public Works of the Republie, to be annexed to the
forezoing document and form n part thereof.

Habana, February 26, 1930.

Approved.

Dr, OSCAR A. MONTERO.
(Here follows the seal of said notary.)

No. 55. EXTENSION

In the city of Habana, on the 5th day of March, 1931, before me, Dr. Carlos
Alberto Saladrigas ¥ Heredia, a lawyer and notary public of the notarial col-
lege and district of this capital, a resident thereof, as accidental substitute for
my colleague, Dr. Regino Truffin y Perez de Abreu, and in his office of records,
appear Mr. Mario Ruiz Mesa, Secretary of the Treasury of the Republic of
Cuba. a native of the Province of Santa Clara, a Cuban citizen, of legal age,
married, a lawyer, and a resident of this city; Mr. Manuel Lombillo y Clark,
Secretary of Public Works of the Republic of Cuba, a native of Matanzas, a
Cuban citizen, of legal age, married, an engineer, and a resident of this city;
and Mr. Louis Samuel Rosenthal, a native of the United States of Ameriea,
an American citizen, of legal age, a banker, and a resident of this city.

CAPACITIES

Messrs, Mario Ruiz Mesa and Manuel Lombillo y Clark appear in this act in
the name and in behalf of the Republic of Cuba, hereinafter called * the Re-
public,” and in their respective capacities of Secretary of the Treasury and
Secretary of Public Works, which high offices they now hold and by virtue of
and in accordance with the power and authorization to them conferred by
presidential decree dated March 2, 1931, by which they were designated for
the execution of this deed, a certified copy of said decree being at the end
hereof, to all of which I, the notary, attest.

And Mr. Louis Samue! Rosenthal does so in the name and behalf of and in
his capacity as attorney for the Chase National Bank, of the city of New
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York, hereinafter called ‘‘ the bank,” a banking association organized and ex.
isting in accordance with the laws of the United States of North America,
with its principal office in the city and State of New York and doing business
in this Republic; under the power of attorney which said banking institution
conferred in favor of Mr. William_Ignayius Quealy, before the notary of the
city of New York, Mr. John F. Brosnun, on the 30th of July, 1927, the original
whereof, properly authenticated and with its translation into Spanish was
protocolized before the notary of this city, Mr. Conrado Ascanio y Suarez, on
August 22 of the same year, under No. 572, which power was delegated in its
integrity by the said Mr. William Ignatius Quealy in favor of the appearer,
Mr. Rousenthal, by aunother deed executed before the notary of this city, Mr.
Francisco Garcia Montes, on the 14th of May, 1930, under No, 130, such power
containing among others, the following faculties:

“* Second. To do business with the Republic of Cuba or with any Province,
municipality, or other governmental department or subdivision thereof, and
with its officlals and accredited representatives, and to make by contruact or
otherwise any like negotiation with respect to any matter which affects or
relates to the legal status of said bank in the Republic of Cuba, ov its business,
or with respect to the loaning of money or the granting of credits, or the ob-
taining or acceptance of concessions or privileges of any kind from said Re-
publie, Province, or municipality or other governmental department or sub-
division t}nd to execute any and all contracts or engigements which may thus
be made,’

1, the notary, certify that the extract agrees exnctly with the Spanish trans-
lation of the aforesaid protocolized power, a certified copy of which I have
before me in this act, without its containing any other clause or particular
which amends, alters, or restricts the tenor of what is copied; Mr. Rosenthal
declaring, under oath, for the purposes of what is provided in article 215 of
the existing notarial code of Cuba, that the nower protocolized by the afore-
said deed No. 572, as also the documents attuched thereto, are authentic and
the acts they contain true; that he is responsible to third purties for whatever
damages might arise from said documents should they prove false: also that
the power which he uses has not been revoked, suspended, or limited in any
way.

The appearers assure me that they are in the full enjoyment and exercive
of their civil rights, and I, the notary, find them to have the necessary legal
capacity for the execution of this instrument.

STATEMENT

All the parties appearing in their capacities aforesaid state:

First. That the congress of the Republic, by means of an amendment intro-
duced in the public-works law of July 15, 1925, which amendment was duly
adopted and sanctioned by the national executive on July 24, 1928, and pub-
lished in the Official Gazette on the 25th of July of the =ume year, directed
the national executive to endeavor to have the public works authorized by the
public-works law constructed before May 20, 1935, and authorized and em-
powered if, within the terms of the aforesaid amendment, to adopt the sys-
tems and /procedures deemed most convenient for that purpose, and to enter
into any ¢redit transaction for financing such public works and their speedy
completiop, whether in a form similar to that adopted in the agreements made
between the Republic and the bank by deed executed before the notary of this
city, Mr. Conrado Ascanio y Suarez, on February 19, 1927, under No. 148, or in
the form determined by the agreement entered into by deed executed on June
22, 1928, before the notary of this city, Mr. Regino Truffin ¥y Pérez de Abreu,
under No. 114, or in such other form as the national executive should consider
most convenient or beneficial to the interests of the Republic; the said amend-
mwent likewise providing that the taxes to which articles 14 to 19, both in-
clusive, refer, which were declared by the public-works law to be of a tem-
porary character, be extended and continue in force for a period not longer
than 20 years, from the 15th of July, 1925, until the date on which the public
works undertaken shall have been totally paid for and the contracts made by
the national executive for financing the same are entirely liguidated.

Second. That the national executive, in conformity with the powers and
faculties conferred upon him by the constitution and the laws of the Republic,
and in order to accelerate the completion of the public works already con-
tracted for, pursuant to the general plan of the public-works law and the execu-
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tion of the public works of greatest importance mentioned in such law, and
such others of major importance mentioned in such law, as were between them
cousidered by the national executive of public convenience, in order to have
such works completed before the 20th of May, 1935, has granted, prior to that
date, contracts for public works authorized by the said public-works law, and
for the purpose of providing additional financing for the carrying out of sald
public works, invited the bank to make a proposal to that effect to the Republic
which the bank formulated in two documents dated the 30th of January and
the 3d of February, 1930, respectively, and the 8th of the same month of Feb-
ruary the secretary of the treasury duly accepted such proposal in behalf of
the Republie, N

Third. That the national executive, acting in accordance with the powers
conferred on him by the constitution and laws of the Republic, in view of the
favorable report of the Secretary of the Treasury, by executive decree No, 189
of February 10, 1930, published in the Official Gazette of the sume day, and in
order to provide for payment to the contractors for work completed prior to
the collection of the income appropriated for such payments by the public-
works law, accepted the atoresaid proposal indicated therein as the most bene-
ficiul one for the financing and rapid execution of the public works, created
and authorized in proper form an issue of $80,000,000 principal of public-works
bonds of the Republic and the opening of a $20,000,000 credit by the bank in
favor of the Republic and in due form also intrusted to the secretaries of the
treasury and of public works with the compliance with said decrce and the
execution of an agreement to carry it into effect, in all its details.

Fourth, That the congress of the Republie, with the guorum required by
article 59—-No. 3 of the constitution—-ratitied and approved the aforesaid
financial operation in its integrity and as it was accepted by presidentinl
decree No. 189 of February 10, 1930, referred to in cliause 3 preceding, and
the law containing such approval, duly sanctioned by the [D'resident, was
published and bore the date of Mareh 5, 1930, in the Gazette of the same date.

Fifth. ‘That pursuant to the terms and conditins of the aforementioned
proposal of the bank and those of the national Lxecutive's decree cited, and
in compliance therewith, the secretaries of the treasury and of public works,
in behalf of the Republie, entered into an agreement with the bank by deed
No. 84 of the 26th of February, 1030, before the notary of this city, Mr. Oscar
A. Montero y Beldarrain, by virtue whereof the bank, amongst other things,
placed at the disposal of the Republic a credit of £20,000,000 for a period of one
year, as specified in said decd, ngainst which credit and subject to the pwo-
vision which regulated its use, pursuant to the same deed, the Republie could
issue and deliver to contractors for the construction of public works, under
the public works law deferred payment work certificates up to said amount
of $20,000,000 for work done by said contractors under and by virtue of thelr
respective construction contracts and accepted by the Republic, which certifi-
cates were to be numbered consecutively from 1 upwards; would be authorized
in the name and behalf of the Republic by its secretary of public works:
would he recorded in the treasury department; would bear as their date of
issue the day on which they would he signed by sald secretary of public
works and would mature the 4th of March, 1931; would he assigned by the
respective contractors to the hank which would pay their amount to said
contractors; would hear interest at the rate of H%4 per cent per unnum on the
fact value thereof, from the respective dates on which said amounts of prin-
cipal were refunded to the bank by the Republic guaranteeing their payment
in the same degree and on the same conditions as the honds referred to in
sai(l deed No. 84 with a preferential title and Hen on 90 per cent of the income
collected from the taxes specified in articles 12 to 19, both inclusive, of the
public works law, subject solely to the rights of the holders of the $20,000,000
principal amount of serial certificntes issued under the existing credit agree-
ments and sold to the public by the bank, pursuant to the deed executed on
June 22, 1928, before the notary, Dr. Regino Truffin y Perez de Abreu, under
No. 114 and by said deed No. 3¢ by which the Republic as additional security
for payment of the aforesaid deferred payment certificates and interest there-
on, likewise agreed to retain in its portfolio the $40,000,000 in bonds which
the bank did not undertake to purchase, out of the $80,000,000 in bonds issued
under the aforesaid deed No. 34 and apply the proceeds from the said retained
bonds when and as sold, preferentially and in the necessary portion, to the
payment of all sums advanced by reason of the credit and/or to the reduction
of said credit and until all such sums should be paid and the credit be closed,
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the remaining covenants and conditions whereunder the said honds were issued
and those under which the said deferred payment work certificates were issued,
being sct forth at length in the aforesaid deed No. 34.

Sixtl}. That by virtue of the ugreement contained in the aforementioned
deed No. 34, executed before the notary of this city, Mr. Oscar A. Montero y
Beldarrain, on February 26, 1930, the bank has now in its possession deferred
payment work certificates signed by the gecretary of public works and recorded
in the treasury department, properly assigned in favor of the bank, of which
assignment the treasnry department hus taken note, to the amount of $20,000,
000I official gold currency, which certificates arve detailed and deseribed here-
under :

Liquidacion de intereses sobre certificadog de obra con pago diferido, pagados
nor the Chase National Bank of the Qity of De Acuerdo Con La Escritura No,
%ll'tlle F;:cha Febrero 26 de 1930, ante el Notario Oscar A. Montero y

eldurrain

Cer- !
cado M;g:ode‘ Pagado al contratista ; Clase de obra Tmporte del
No. )
1930 .
11 Marzo 11| Compaiiia Cubana de Contratistas.... Carretera Contral.....c.oaeeeeee 0, 124.17
2 859, 065, 14
4
3
1 000.
;2 ! )
} - , 000, 00
13 |. 90,
16 |- 389,
1 3
19 i, 3
20 | d - 99,
48 aventura Blan Carretera Yaguajay & Meneses. . 1, 660
4 | Marzo23 { J. F. Hernandez y E Acueducto Trinidad. .. . 8,165.45
2 | Marzo31 | Juan Pufg Snarl.. .| Hosp. Ceral Machado.. - 6,834,
47 | Abril 1 | Juan Rebozo....... Carretera Baracoa 4 Sabanilla... 3,512.07
5 Ale. en Santa Clarg...eenrceun.. 27,410.83
22 Carretera Central......... JOUU 18,323.30
3. 46, 586,23
24 [ o, 230, 000.
25 . . 28, 000.00
1 Rep. Edificlo Barraqué. 854,
1 3 Hosp, Gral Callxto Qarc 2,295,
10..4d ..... José O’Reill Adap. Coleglo de Belén. - 13, 510,69
28 [ Abril 16 Comsanla Carretera Central............ .. 767,36L13
28 |...1d 0N {: DU ...qd 85, 000. 00
27 l..4d...... Warren Brothers Co.. ..1d
6 | Abril 17 | Primitivo del Portal..c.ccceeuennann... Alc. de Santa Clard..ceeeeccnean
30 | Abril 23 | Warren Brothers Coivenvece.. Carreters Centralseeeeeeeccaane.
33 ...1d...... ComPania Cubana de Contratistas...
3| Abril 24 d
29 {§ Warten Brothers Cov...... PN (¢
31 ..1¢ s d
32 ( . d
35| Abril 25 1.... d
; A%ll 26 | Enr ﬂue aarcla. ...ceeencanonanaaceans Edlgl:lo Dec, Agricultura.
45 | Abril 30 | Juan Rebozo. Rep. casa en Baracoa. ..
3 Ml%yo. 1 Mestge Machado y Clfecceecceuuaea.. Acu?((llucto en P, del Rio
s/n |...0d..... 1d - eecen .| Instituto del Cancel.....
48 | Mayo 3 entura Blanco, Carr, Yaguajay 8 Meneses.
4| Mayo 6| Maritnez y RojaS...ceucescocnancacnan Inst. en Santa Clara. ...
5| Mayo 7| J. F. Hernandez y E. Rodriguez......| Ac. en Trinidad.......
1| Mayo 8 | Thoe. Loveau Emb, de la Habana.....
49 |...Md......| Juan Rebo20. Carr. Baracoa 4 Sabanilla.
gg M&yo 9 Wa:;i‘en Brothers Co..ceueernennece. .as! Can;gma Central. ........
7 | Mayo 19 | Primitivo del Portal....... Alc, en Santa Clara...
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Liguidacion de intereges sobre certificados de obra con pago difierido, pagados
por the Chase National Bank of the Oity of De Acuerdo Oon La Esoritura No.
34 de Fecha Febrero 26 de 1930, ante el Notario Oscar A, Montero y

Beldarrain—Continued. .

f i
Cer- ! :
ctgf};) | F egl;:;iel | Pagado ol contratista Clase de obra I&‘ﬁfﬁg:}gl
No. . ! !
_— - - j— -
i i !
! " Mayo 21 F Martinez ¥ Rojos. .eeeemeeeenenucnnns . IPnsll. nuJSar:gn_ Ciz;ra.ci ......... g ig:%
9...0d...... [P (¢ PO, alacio Justicia Sta. Clara. 2, 195.
1 ...fd...... Joaquin Casaliz. .. Hosp. en Gral Machado.. 200.
5. Mayo 22 ; Juan Puig Suari..... 7,826.22
2' Mayo 23 ) Alvest y Gutlerrez.. 161,66
3. Mayo 24 ' 1, 166. 61
oo o747, kg
enallocians IG30
40 . Mayo 26 76,000. 00
45 . .0d 1, 000. 00
42  Mayo 27 72,4
43 '..1d 2?.7,2:8 ?'g
41 __.d h1,616. ¢
38 _..0d 375,491, 08
46 ._.I¢ 4. - R 879,715. 41
2 Mayo 28 | Oscar Fernandez Hospital C. Garcia. 4,410.05
1 Junio 7. Arturo Beltran.. I Acd. Santiago de Cuba..... .. 122, 93, 38
51 . Junio 11 | Juan Rebozo.... Carrt. Baracoa 4 Sabanilla, .....| 1,969, 03
g ” ...... Martinez y Rojas Inst, Santa (‘lara................l 1 3}': p
B e 0 e 15 3 + U
2 Ldl 0 Theo. Teveau. .. . Eiwb, Tiabana.... 0222000 O 750,
ii | }un:o {;‘i .‘k I‘;.t l!crr()zxmdfz v }3 Rodriguez. iAlcto. en To""n"'%'x'"h"i ...... | l‘}. 23(1)(7)6
: Jun 'a r Cendoya Co.... osp. en Gral. Macharlo 3,490.
1 Junlg 18 Ot!lsefi B\'lllgl“ [/ T Rep!‘l-:dlﬂcio Barragqué_........ ! 256,
57 . Junio 20 | Cia. Urbana de Contratacidn... Ave. de los Presidentes._........ 223,314.84
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8 Alct. cn Sta, Clara P 33,618,099
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2| Julio 1| Arturo Beltrén..... . ... Acdto. Santiago de Cuba. 27,018, 62
g guHo }2 ;}!:strel Machadoy Cia. ceemnnnnennn.. i ﬁcd‘c)o."l'.'dol Rio...... 69, 6;(7)85
ulio 00, LeVeAU. .o vvaeciainenianncaas mb, Habana . . 750.
2.0 Oscar Fernandor., evmmnenam——- { Hospital C, (larcia. 102,21
; Jutl';o 18 ‘1'\'1 F.' lllg;lal;dcdl vy %lRodriguez......l m:dto. czz ‘I'rinidad. o-;i. g%gg
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41 Julio 22| Arvesa y Gutierrez ... ..., .} Sanatorio L.a Esperanza.. ; 129, 62
l'; Ju[l(}o 25 %‘lcs(ire&t]zicluglo ynC(i:a .............. . Etm'.t (liuinos.’i Nueva Paz : 53,(7)3:;. Zg
[ U N urdy enderson Co.....ee........; Capitolio. ... ), 787,

g Aggsto 7 Mestge Machadoy Ciaecuuennan.. ... .! R.S’t.dcl Rll'o?l h] 'l'ily Martinez. ! Qg, 9?(7) gs
eddoo SRR ( DT cevensrecenmininaena cdto. en P. del Rio....... , 777,
4| Agosto12 | Juan Puig y Suari....cceaeeunnoo. .- Ilos?. ?u Ural Machado ) , 7490,
18 | Agosto21 | Purdy & Henderson CO.eeecunen.... .-| Capitolio (666) \ 14, 147.65

'20, 000, 00. 00

Seventh. That in fulfillment of what has been agreed between the Republic
and the bank, the maturity of said credit as regards all or any portion of its
principal is extended for 90 days, which shall begin to imn and be counted from
to-day, the 5th of March, 1931, exclusive, and shall expire on the 3d of June
of the present year, notwithstanding which it may later be extended in like
manner for a period or periods of 90 days each, or lesg, at the request of the

Republic through its Secretary of the

Treasury, who is hereby designated

for that purpose, at least 15 days prior to the expiration of the extension
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period then current and granted by the bank. The bank may give or refuse
such consent at its will, notwithstanding which the total number of extension
periods shall not exceed in the aggregate a maximum period of two years,
Urnless further extended upon request and consent as hereln provided, sald
credit and deferred payment work certificates shall be due amd payable as to
principal and acerued interest from December 31 ultimo, at the expivation of
every extension period that may be running.

Eighth, It is likewise agreed that the deferred payment work certificates in
guestion are to be considered as extended to correspond to the present or any
future extensions of the maturity of said credit and shall continue to draw
the same interest as agreed In the aforementioned deed No. 34 until they ave
paid, without thelr security nor any of the couditions established in the said
deed bheing changed, which security and conditions are hereby ratifted and
reproduced to all legal effeets, this agreement being only a simple extension
of the dute of maturity of the aforesaid $20.000,000 credit opened for the
acquisition of such deferred payment work certifieates that are by such fact
likewise extended. *

Ninth. That the Government of the Republic shall pay and deliver to the
bank within 24 hours of the excecution of this deed, as commission, one-quarter
of 1 per cent on the total amount of the aforesaid $20,000,000 credit. in addi.
tion to the interest fixed in the original agrecment, and will, besides, pay
in advance for each one of the successive 90-day extensjons that may be
granted it, the same one-quarter of 1 per cent on the principal amount of sald
credit then unpaid upon agreeing to ench one of the said extensions, such com-
mission being reduced in the corresponding amount if any of the agreed ex-
tensions should be under 99 days.

‘fenth. 'That the extension referred to in the immediately preceding clause
shall be considered as subject to the compliance, and understood as without
any force or cffect if within the period of 30 days counting from to-day, or
within such further periods ns the bank may consent to, the Republic does
not comply with the following requirements:

(a) That the holders of the treasury gold notes of the Republie of Cuba re-
foerred to in deed No. 156, executed hefore the notary of this city, My, O<car
A. Montero ¥ Beldarrafn, on October 30, 1930, shall accept in legal form the
present or any further extensions of the period of the $20,000,000 credit and
the deferreld payment work certificates in the same form ax appears in deed
No. 3t of the 26th of February, 1930, before said notary, and on the same
conditions stated in clauses 14 and 24 of the ahove-referred-to deed No, 158
of October 13, 1930, before Doctor Montero.

3. That on «ald provisional and on the final notes referred to in the letter
(@) there shall be affixed a rubber stamp which shall be signed by the Secretary
of the treasury, or the person he may designate, and by the fiseal agent, which
shall be worded, more or less, as follows: “This note is likewise subject to
the additional deed executed on of , 1931, before the notary of this
city, Dr. Carlos Alberto Saladrigas y Horedia as substitute of Dr. Regino Truffin
¥ Pérez Abreu, under number Habana of , 1931,

Seeretary of the Treasury.

Fiscal Agent.

(e) That a law be passed with the quorum required by articko 59—No. 3 of the
conistitutlon and sanctioned in legal form containing substantially the followlng
urticles:

“ Article 1. The President of the Republie is hereby authorized to extend up
to a maximum period of two years the maturities of the credit of $20,000,000
and deferred payment work certificates acquired with said credit, in accordance
with the financing operation agreed with the Chase National Bank of the City
of New York accepted by presidential decree No. 189 of February 10. 1030,
with all the necessary forms and details for its vealization to which the
national executive has agreed or may agree, in the exercise of the powers
granted to him as contained in the law of March 5, 1930.”

“Article 2. The agreement entered into between the Chase National Bank, of
the city of New York, and the Republic of Cuba on the 26th of February, 1830,
under No, 34, before the notary of this city, Mr. Oscar A. Montero, is conse
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quently hereby totally ratified for the additional period or periods of time up to
the maximum limit of two years which the executive has agreed or may agree to
with the aforesaid banking institution according to the stipulations contained in
the deed executed and in the files of the notary, Mr, Regino Truffin y Pérez de
Abreu, under No, 55, on the 5th of March, of the present year.

“ Article 3. The deeis executed on October 30 and November 21, 1930, under
Nos. 158 and 166, before the notary of Habuna, Dr. Osear A, Montero, between
the Republic of Cuba, Warren Brothers Co., the Cia. Cubana de Contratistas
and the First National BRank of Boston, as also the additional deed which will
be executed between the same contracting parties and other holders of notes,
are likewise hereby ratifled and approved in all their pavts.

“ Article 4, This law <hall be in force from the day of its publication in the
Official Gazette of the Republic.”

Eleventh. For the corresponding effects the appearers iequest the acting
notary to record on the deferred payment work certificates related in clause
5 of this instrument the extension of the maturity date herein agreed, and for
such purpose Mr. Rosenthal. in behalf of the ba:k, shall exhibit sald certificates
whereon I, the notary, shall record said extension by affixing to each one of
them, upon compliance with all the conditions stipulated in the preceding
clause, a rubber stamp which will read as follows: “The date of maturity of
this certifleate has been extended without any change of its interest, security
or any other of its conditions, in accordance with the deed exccuted before me
under date of March 5. 1931, under No. 55. Habana. of ., 1931,

Notary Puilfo."

ACCEPTANCE

All the appearvers, in their eapacities aforc-aid, add:
Twelfth. That in so far as they are respectively concerned they nccept the
present deed for all its legal cffeets,

WAIVERS AND OBLIGATIONS

Thirteenth, That all expenses and fees to which this deed may give rixe, with
a certified corv for the Republic and nnother for the hank shall be for the ac-
count and chavge of the Republie who will also reimburse the bank any other
rensonable expense or dishursement which it may have incurred by virture of
the present agrecinent or any fulure extension, or whieh it may incur on
account of the same.

Fourteenth. That they designate thix city as the pluee in whic all notifica-
tions, summonses and other judicial and extra-judicial processes shall toke
place and submit themselves to the judges thereof with expross waiver of the
Jurisdiction of their own domicile, should it he different.

NOTAREAL AVICES

I, the rotuary gave to the executing parties orally. the legal reservations and
admonitions n« to pertinent regulations,

READING AND RATIFICATION

Gxecuted by the appearers, in their respective eapacities, in my presence.

I, the notary, certify that the appearers have stated what the present docu-
ment contains; to having informed them of their vight to read it for themselves;
to my having read it, upon their waiver, in its integrity and in a single act, and
that in accordance with its tenor it is ratified and signed by them.

To all of which, ax well as to a knowledge of the appearers, and other eircum-
stances relating to their nationality, citizenship, age, civil status, profession
and residence, I, the notary, attest, and likewise that with the approval of all
the following corrections are made: (A lis of corrections follows).

Mario Ruiz MEsA.,

M. LoMBILLO CLARK.

I.. 8. ROSENTHAL,

DR. CARLOS \, SALADRIGAS,
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RerUBLIC OF CUBA, PRESIDENTIAL PALACE,
DEPARTMENT OF THE TREASURY,

EXECUTIVE POWER—DECRFE NO, 328

‘Whereas pursuant to the contract entered into by the Republic of Cuba and the
Chase National Bank of the City of New York as set forth in deed No. 34 of
February 26, 1930, executed before the notary of this capital, Mr. Oscar A,
Montero y Beldarrafn, the said bank pluced at the disposal of the Republic a
credit of $20,000,000 for the acquisition of deferred payment work certiticates,
for a period of one year which is about te expire, secured by forty mitlions of
the public works gold bonds, then issued and which the Government has not
considered it convenient to scl), due to the state of the security market;

Whereas the suid banking institution bhas presented to this Executive a pro.
posal for the extension of said $20,000.000 credit and the deferred payment work
certificates acquired therewith, for a period of 80 days, which period may like-
wise be extended, on reguest of thé Republic and at the will of the bank, for
sucecessive periods of a like number of days, or less, the total number of such
extensions not to exceed a maximum term of two yeuars. on the same conditions
stipulnted in the aforesaid deed whereby the credit was granted to the Republic,
and such credit and deferred payment work certificates, issued by the Depart-
ment of PPublic Works and acquired by the bank with said credit to retain the
preference which they now have over the treasury notes issued by deed No,
156 of October 30, 1930, before the Notary Oscar Montero y Beldarvrafn, for the
termination of the central highway;

Whereas this Executive considers the proposal formulated by the Chase
National Bank of the city of New York acceptable and convenient for the
Republic;

Now, therefore, in the use of the faculties conferred upon me by the consti-
tution and the existing laws, upon the proposal of the Secretary of the Treas-
ury, I resolre

First. To accept the offer of extension of the term of the aforementioned
§20,£00,000 credit formulated by the Chase National Bank of the city of New

York.

Second. To authorize the Secretaries of the Treasury and of Public Works,
in the name and bhehalf of the Republie, to appear at the execution of the
pertinent deeds, relating to the extension of the term of the credit and the
acceptance of same by the parties interested in the treasury note issue. on the
conditions agreed with this Executive, .

Third. That the aforesuid contracts be submitted to the approval of the
honorable Congress of the Republic.

The Secretaries of the Treasury and of Public Works are intrusted with the
fulfillment of the disposition of this decree,

Given in the presidential palace in Habana, on the 2d of March, 1921,

GERARDO MACHADO, President,
Magrio Rurz MEesa,
Secretary of the Treasury.

I certify: That this is a true copy of its original. which is sent on this
date to the Official Gazette of the Republic for publication. Habana, 2d of
March 1031,

Marto Ruiz Mesa,
Sceretary of the Treasury.

It agrees with the original to which I refer, which, under the heading of
serial No. 55, remains in the general current flles of the notarial office in
charge of Dr. Regino Truffin ¥y Perez de Abreu, now in mine, as accidental
substitute of the latter. And I issue this first copy for *the Chase National
Bank of the city of New York " on twenty-five sheets of paper, without affixing
tax stamps thereon, the expenses of the account being the charge of the Cuban
Government, and pursuant to the resolution of the Secretary of the ‘I'reasury
communicated to this notarial office in the 16th of July, 1928, tax stamps ave not
affixed in this case, a notation being made of the dispatch of this copy on the
margin of the original, Habana, the Tth of March, 1931,
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Senator JonNsoN. Are there any other agreements in writing that
you have with the Cuban Government?

Mr. Scammrapr. No, sir.

My, WiLLrays, I may have a copy of it here.

Senator Jouxsox. Well, is there any other?

Mr. AxpersoN, There is one other agreement.

Senator JouNson. State what it is in terms, please,

Mr., Scuymrare, It is in connection with this $20,000,000 credit.

Senator Jouxson. Relating to its application, and the like?

Mr. Wirrams, Merely extending the time for the payment of it.

Senator Jouxson. If you have a copy of it, will you be good
enough to produce it?

Mr. Wirniams, Yes.

Senator JonnsoN., Now is there any other agreement that you have
with the Cuban Government ?

The Cwamyax, Senator Johnson, if we are going to have that
agreement which was just referred to put into the record we will
have ]it put in at the same place where the others were put in the
record.

Senator Jomnson. Yes. Tt is understood that they will all be
placed in the record at the same point. Have you any other agree-
ment with the Cuban Government?

Mr., Scummrare. No, sir: not that I know of.

Senator Jonxsox, Any other agreement, either verbal or written?

Mr. Scamrare. No, sirg not that I know of.

Senator Jonxsox, Any agreement with anybody who represents
the Cuban Governmen in any way, shape, form, or manner.

Mr. Scuymraee, No, sir,

Senator Jouxsox. How was it that you happened to employ Mr.
Obregon?

Mr. Sciyiprare. We thought he was a man that had banking
experience with his previous position. He had a good position in
the Island. We thought he would be a good contact man. And he
was first employed as a new business man.

Senator JouNsoN. That is, as a new business-man, contact man,
generally, I assume?

Mr. Scummrarr., Right.

Senator Jouxsox. Did he hold any other official position in the
Island?

Mr. Scumimrare. Not when he was employed by us.

Senator Jouxsox. Did he subsequently?

Mr. Scayrapp. I do not know.

Senator Jonxson. Do vou know whether or not he had anything to
do with the household of the President?

Mr. Scuymrare. No, I do not know; no, sir.

Senator Jounson. Was there any position that he held in con-
junction with the household of the President?

Mr. ScuMipLare. No, sir,

Senator Jouxsox. You are not aware of any?

Mr. Scumiprarp. No, sir; I ain not aware of any.

Senator JounsoN. Does he make hishome in Habana ?

Mr. Scuymiprare. Well, he did at that time. I do not know
whether he has remained there since his resignation or not.
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Senator Jouxson. Did he receive during the time that he was in
your employment any other sum, remuneration of any kind, directly
or indirectly, from the bank or from anyone that you are familiar
with that did business with the bank?

Mr. Scusrare. Nothing other than his salary. The bonus was
a part of the salary. .

Senator JonxsoN. That is what I am getting at. Did he receive
a bonus?

Mr. Scumiprarp. It has been the custom in the Chase for a good
many years to pay the officers and employees a bonus not exceeding
10 per cent of the annual salary.

Senator Jouxsox., Well, did he receive his 10 per cent of L.
annual salary?

Mr. Scunmprare. When it was paid?

Senator Jonnsox. When it was paid.

The CaairymaN. Did all the other employees receive it?

Mr. ScumipLarp. And all the other employees received it.

Senator Jounson, That is, he received $12,000 a year in the begin-
ning. He received in conjunction with the other employees of your
establishment the 10 per cent bonus?

Mr, Scuyirare. Well, up to 10 per cent. It varies in different
amounts. I do not know whether he received the full amount.

Sena;or Jouxson, When was it you began paying him the $19,000
a year

Mr. Scirmrapp, Have you got the date?

Mr. AxpersoN, I have not got the date.

Senator Jounsox. Well, approximately. I am not particular
about the date.

Mr. Axperson. I think probably about a year before he left.
That would be in Aprily 1930, about. That is just a guess. I am
not sure.

Senator Jounso~N. The last year of his emplovment probably you
were paying him $19,000 a year?

Mr. A~persoN, Yes,

Mr. ScuyipLapp, Yes; at the time of his retirement he was re-
ceiving compensation at the rate of $19,000 per year,

" Senator JounsoN. At the time of his retirement he was receiving
compensation at the rate of $19,000 per year. Do you know whether
or not he had any other employment during that period?

Mr. Scusirarp. Not to my knowledge,

Senator Jounsox., Do you know whether or not he received any
remuneration from anyone in the employment of the Cuban
Government ?

Mr. Scummrapp. Not to my knowledge.

Senator JomnxsoN. Do you know whether or not from any con-
tractor that was dealing with the (‘'uban Government he received
any sum whatsoever?

Mr. Sciyrapp. I do not.

Senator JonxsoN. We may take it as final, so far as you are con-
cerned, then, that neither directly nor indirectly from you or from
anyone with whom you are familiar at all did ie receive anything,
except his regular salary and possibly the bonus that was paid to
all of your employees?
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Mr. Scumiprapp. That is correct, to the best of my knowledge.

Senator JornsoN. Has there been any occasion when any knowl-
edge has been brought to you as to any sum that he may have received
from any other source? :

Mr. Scusmrapre, No, sir.

Senator JounsoN. Do you know whether he had any private busi-
ness beside that which he transacted in conjunction with his
employment ?

Mr. Scumprare. No, sir.

Senator JounsoN. He had none?

Mr. Somyunnare. So far as I know, he had none.

Senator JonxsoN. Do you know whether or not the President of
the Republic had any private business?

The CuairMaN, You are speaking of Machado now, Senator?

Senator Jounson. I am, sir; yes, sir.

Mr. Scimiprarp. Well, he was a man of affairs. I assume that he
did have.,

Senator Jouxso~N, Do you know whether he was in the contract-
ing business at all?

%Ir. Scumimrare, 1 do not.

Senator Jounson, Or the sale of materials which would be used
by contractors who were dealing with Cuba?

Mr. Scamiprare. 1 do not; no.

Senator Jonuxsox, Did you personally know the gentleman in
question, Mr. Obregon !

Mr. Scumiprare. Yes, sir.

Senator Jouxsox. Did you ever talk to him about his connections.
official or otherwise?

Mr. Scumimrare. No, sir.

Senator Jouxsox. Just in what particular was he contact man or
personnel man, as you have described?

Mr, Scryiprare. Just what the words imply. I do not know
that I can elaborate it any more than that, sir.

Senator Jounsox. You can not elaborate it any more than that.
Well, I ask you the direct question in fairness to you and that the
record may show it. Was he employed because of his relationship
with the President of the Republic?

Mr. Scummrare. No, sir; I think that he was employed because
of his general contacts through Habana and through the island in
general, and he had previous banking experience.

Senator Jonxsox, Was there any particular reason for severing
his connection with your banking institution?

Mr. Scumipnare, Well, reorganization of the management.

Senator Jonxsox. Reorganization of the management?

Mr. Scuaprare. Of the particular branch,

Senator JonxsoN. And when you reorganized the management of
that particular branch he severed his connection with your
institution?

Mr. Scusiprare. Well, prior to that time we had done it on the
basis of a joint managership. And we came to the conclusion that
we preferred one manager, and employed a man by the name of
Rosenthal, who took the position as active head of the branch.

Senator Jouxson. Well, did you still have a contact man or a
personnel man?
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Mr, Scumiorare, Not in the same sense, no,

Senator JouxsoN, Not in the same sense? You dispensed with
that particular official of your institution, then?

Mr. Scammrare. Yes, sir.

Senator Jonxsox. And at the time that you employed Machado’s
son-in-law had you a personnel man or a contact man, the business.
getting man? I am endeavoring to reach the synonyms—all of those
terms which might be used in the employvment of the gentleman?

Mr. Scryrare. Perhaps not specifically, although in the conduct
of any of the branches the oflicers’ duties comprise making contacts
and bringing in business as they are able to.

Senator Joux~ox. But a specific employment of that sort had not
been had in your institution prior to the employment of Obregon?

Mr., Sciymrare.~No, sir,

Senator JonxsoN. No. Then he continued in his employment un-
til what specific date, did you say?

Mr., Scuymmrare. April, 1931,

Mr. AxpersoN, April 15, 1931,

Senator JornrNson. April 13, 1931, .\t that time you contemplated
no further loans to Cuba, did vou?

Mr. Scuymmruare, Excepting that the existing credit is still out-
standing.

Senator Jouxson, Well, that was one that had already been made
and by contract existed?

Mzr. Scumimrarr. By contract existed; that is correct.

Senator Jonxsox. You contemplated no further additional loans
to Cuba, did you?

Mr. Sciynare, Well, other than the fact that the $£0,000,000
unsold long-term bonds would be used to retire that credit, so while
there is no contract on it, or nothing specifically implied

Senator Jonxsox. Well, that existed by virtue of an agreement
at that time, did it not?

Mr. Scusmrare. In the sale of those $40,000,000 remaining bonds.

Senator Jouxsox. Well, do you mean to say that since the re.
tirement of Obregon there has been an agreement in relation to the
$40,000,000?

Mr. Sciypraere. There has been no agreement.

Senator Jouxson. Ixactly. So that whatever existed in relation
to the $40,000,000 bonds existed at the time of his retirement, did
it not?

Mr. Scummrare. Yes, sir.

Senator Jouxsox. And you contemplated no other or further loans
since that time?

Mr. Sciymrare. That is correct.

Senator Jonxsox. Yes. Do you know where Mr. Obregon re-
sided during the time that he was in your employment?

Mr, ScuyipLare, He resided in Habana. I do not know where;
what street.

Senator JouxsoN. Do you know whether he resided at the Presi-
dential Palace? ;

Mr. Scuywrare. I do not know. ‘

Mr. WiLLiams, I know as a matter of fact he did. !

Senator Jonxsox. Thank you, sir.  Well, if you will search your |
memory don’t you recall that yon knew that fact, too, sir? ‘
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Mr, Scamiprarp, No; I do not, sir, .

Senator Jounsox. You do not. All right. But the fact is that
he did.

Mr. WirLiams. Senator, Mr. Schmidlapp did not go to Habana on
any of these transactions, sir, and would not be as familiar with
these details as I would. )

Senator JornnsoN. But he told me that he knew the gentleman in
question, and he had met him here a number of times.

Mr. SciptiLare. T met him in New York,

Mr. WinLiams. Yes,

Senator Jounsox. He told me that he had met him a number of
times, and I thought that because of that fact it would be likely
that he would know his residence. .

There was an account that was rendered the other day by Selig-
man, the house that made its loan to Peru.

Mr, Axperson. J. & W, Seligman.

Senator Jounson. J. & W. Seligman; yes. The account that was
rendered was particularized as to Juan Leguia. One of the items
that I find there is April 17, 1929, Chase National Bank, $2,000. Do
you know anything about that?

Mr., Scumrare. No, sir: I do not, I could look into the records
and very easily get an explanation of it.

Senator Jonnsox. Do vou recall any financial transaction of any
sort that the Chase Bank had with Juan Leguia?

Mr. ScuMmivrare, No, sir; I do not.

Senator Jouxsox, Another item that appears in the particular
account that was rendered by that patricular firm is April 25, 1929,
Chase National Bank, $8,000. Do you recall that?

Mr. ScumipLarve. No, sir; I do not.

Senator JonnsonN. And I assume you, of course, have no knowledge
about it?

Mr. WiLLiams. No, sir.

Senator Jonnsox. Would you do the committee the kindness to
look up those two items—I will give you the dates and the amounts—
and send a communication to the committee stating what they were?

Mr, Scumiprare, Yes, sir,

Senator JonxsoN. You do not know what they were. I want to
state to the chairman of the committee that on Sunday morning
I wrote Mr. Breck asking him to advise me on it. I have received
no reply from him as yet. April 17, 1929, Chase National Bank,
$2,000. " April 25, 1929, that is eight days afterwards, Chase Na-
tional Bank, $8,000.

Mr. Scammrarye, And this is in connection with Peru?

Senator Jounson. I have not the slightest idea. All I know about
it is this, 'This is the account of Juan Leguia with J. & W. Seligman
& Co., and in the credit amounts of that account occur those two
items,

Mr. ScumipLare, Leguia ?

Senator JounsoN. Yes; Leguia,

Mr. WiLLtams, Were the amounts paid Senator, to the Chase Bank
or by the Chase Bank${

Senator Jounson. No; to the Chase Bank, I will not even say that
they were paid to the Chase Bank. They merely appear in the ac-
count as credits to the account of Juan Leguia.
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Mr. Scummrare. Yes. We will write you a letter about that, sir,

Senator Jounson. If you please.

The Cuarman., Write it to the committee so it will be printed.

Senator Jonnson. If you will send it to Senator Smoot, if you
please, as the chairman of the commnittee,

Mr. Scumiprare. Yes.

(The following letter was subsequently received by the chairman:)

CHASE NATIONAL BANK,
New York, Junuary 29, 1932,
Hon., Reep Smoor,
Chairman Finance Committee, United Statcs Senate,
Washington, D. C.

My DeAR SENATOR SMooT: In accordance with Senator’s Johnson's request
at the hearing of the cammittee, held on January 27, 1932, I beg to advise you
that the transactions in April, 1929, concerning payments to J. & W. Seligman
& Co., were us follows:

We received eable insiructions from our correspondent, Danco del Peru g
Londres, Lima, Peru, to pay, on April 17, $2,000 and on April 25 to pay $3.000
to J. & W. Seligman & Co.,, New York, for account of Juan Leguia,

These transactions concern confidential relations with our foreign corres-
powdent and we trust will not be made a part of the public record of your
committee's hearing.  The information is given to you in confidence.

Respectfully yours,
C. J. SCHMIDLARP,
Vice President.

(Following is copy of a telegrinn by the chairman to Mr., Schmidlapp and

the reply thereto:)
JANUARY, 30, 1932
CARL J, SCHMIDLAPP,
Vice President Chuse National Bank,
New York City, N. Y.

Senator Johnson insists that your letter 20th instant ragarding Legula
account be made publie. Kindly wire authority to print same in hearings.
Otherwise I am of the opinion you be be requested to appear before the com-
mittee to give testimony with reference thereto

Reep Syoor,
Chairman Finance Committee.

New Yok, N, Y., January $0, 1932.
Hon, REED SMo00T,
Chairman Senate Finance Committee, Washington, D. C.:

Telegram received. If committee insists upon making my letter 20th in

stant publie, we have no objections,
C. J. SciMIDLAPP,
Vice President Chase National Bank.

Senator Jouxso~N. Mr. Wiggin is the president, is he not, of the
Chase Bank?

Mr. Scusprare. No, sir; he is chairman of the governing board.

Senator JounsoN., He is chairman of the governing board?

Mr. Scumirarp, Yes,

Senator Jonxson, Well, what is the distinction, if you please?

Mr. ScumipLarr, Well, Mr. Aldrich is president.

Senator JounsoN, Yes, Well, what is the authority of the gov-
erning board ¢

Mr. ScamioLare. He has the same authority as the president.

Mr. WirLiams, He is the chief officer of the bank.

Senator JornsoN. That was my understanding. So that when I
called hir president of the bank I was using it as interchangeablo
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with the chief officer of the bank. I have observed an interview
with him that has come across the water from Berlin, January 24,
in which he holds responsible for the present situation Messrs. Mellon
and Stimson and says if there is any criticism of the new standstill
agreement with Germany he is prepared to contend, and he will,
that it should probably be levelled at Messrs. Mellon and Stimson,
Do you know anything about it?

Mr. Sciyrare. I just heard the rumor, that is all.

Senator JouNsoN. Did you read the interview?

Mr, Scumibrare. No, I have not read it in detail, Senator.

Senator Jonxsox. And can you give me any information respect-
ing it at all?

Mr. Scumiprare. No. I have no opinion on it.

Senator Jouxsox., Well. I am not asking vea for an opinion. I
am asking for information. Are you familiar with Mr. Wiggin’s
activities abroad ?

Mr. ScuMibrare. Yes, siv: somewhat, Not in detail.

Senator JonxsoN, Well, you do recall the London conference, do
you not?

Mr. Sciymrare, Yes, sir.

Senator JounsoN. You recall the fact that Messrs, Mellon and
i?tix}:w:on were present at that London conference? LEither one or

oth ?

Mr. Sciymrare. I recall that Mr. Stimson was. I do not re-
member that Mr. Mellon was.

Senator Jonxsox. Well, you have read, because it appeared in all
papers of the date that I have given vou. the interview that was
purported to have been given by Mr, Wiggin in respect to the matter,
have you not?

Mr. Scuyiprare, Yes, sir.

Senator Jonxson, Well now. with vour knowledge of what Mr.
Wiggin's activities have been abroad can you state to me the basis
for his statement with reference to the present standstill agreement
and the present situation generally, that if criticism is to be directed
at anvbody it is to be directed at Messrs. Mellon and Stimson?

Mr. Scrisuprare. Not with my knowledge that he has made it

Senator Jouxsox, Not with your knowledge?

Mr, Scivrare. No.

Senator Jonxsox, And when you read the interview did you have
anyv interest in it?

Mr. Senminrnarve. Well, casual.

Senator Jonx«ox, Naturally. A little more than casual, would it
net he?

Mr. Scirmprare. T do rot think it is fair for me to state Mr, Wig-
gin’s position on it anvhow,

Senator Jonxsox. T do not want you to state it unless you-know it,

Mr. Scmynrare. I don’t know it.

Senator Jonxsoxn. If vou know the attitude that he has or the at-
titude that the Chase National Bank has you are perfectly competent
to state it, And if you do know it T would like you to state it.

Mr. Scummnare. I prefer not to state Mr. Wiggin's statement.

Senator Jorrnsox. What is the view of the Chase National Bank?

Mr. Winniams, T do not think the board of directors of the bank
has functioned on it. Senator, so it has no position,



20356 SALE OF FOREIGN BONDS OR SECURITIES

Senator Jounson. This gentleman comes, you know, to speak with
authority for the bank.

Mr. WiLriams. I know, but——

Senator Jounsoxn. Well, it may be that the board of directors has
not functioned. Let me have your view, then. We will put it that
way.

D%r. ScuyibLaprp. I prefer not to express it.

Senator JomuxsoN. You prefer not to express it. Have you a
view? I am not asking you to express it. I say, have you one?

Mr. Scamiprave. I will answer “no.”

Senator JouxsoN. Doubtful about it?

Mr. Scumiprarr. My answer is “no.”

Senator Jomnxson. I know, but your hesitation was so long that I
asked you if you were doubtful about it.

Mr. ScumipLare, My answer remains “ no.”

Senator Jonxsox. Stil no. All right, sir, I do not want to
press you into opposition to Mr, Wiggin,

Mr. Wirriams, I think the witness is embarrassed at expressing
an opinion in any particular way or form on what purports to be a
newspaper interview with Mr, Wiggin, e does not know—

Senator Jomxsox. Oh, yes. I am not asking him to verify any
newspaper interview with Mr. Wiggin unless he knows the faet.

Mr. Wirntams, I doubt if he knows Mr, Wiggin’s views,

Mzr. ScuminrLape. He does not know the fact.

Senator JonxsoN. Oh, ves, pardon me, there was sufficient de-
veloped here to show that he had some knowledge with respect to
the matter. I was pressing him with respect to that matter. If he
says now that he has no knowledge, and he does not wish to speak
concerning it, I will let it go with that.

Mr. Winerayms, Of course, Senator, we all have knowledge in read-
ing the press reports—-

Senator JonnsoN. I am the last man in the world to take a press
report and insist upon its verity.

fr. WiLLianms. But to ask Mr. Schmidlapp to comment on Mr.
Wiggin’s—

enator JorNsoN. I am not asking him to do any such thing. I
am asking him if he has a view on this subject, and if the bank ﬁas a
view on this subject, and if he has, what it is. That is the point.
Could you answer me, please?

Mr. %CHMIDLAPP. It 1s already in the record, Senator.

Senator JonnsoN. It may be.

Mr. WiLLiams. If gou have any views, or if the bank has taken
any official view on it? If it has not—-

Ir. Scumiprare. It has not.

Senator JonnsoN. Well, I am not asking you for a resolution of
the board of directors,

Mr. SceyMiprare. They have taken no official view.

Senator JonnsoN. I realize that. No official view.

Mr. ScumipLarp. I do not know whether they have taken an un-
official view or not.

Senator Jou~soN. And you do not know whether they have a
view or not?

Mr. Soumiprarr. I do not.
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Senator Jouxsox, And you do not know whether you have a view
or not?

Mr. Scamipraep. No. I do not.

Senator JouxnsoN. All right. Mr. Wiggin will expres it himself,
I assume, when he returns.

Do you know how much short-term credits of Germany was paid
between the 15th day of June and the 15th day of December?

Mr. ScuyipLarp. In total?

Senator Jouxsox. Yes.

Mr. Scuamrare. No, I do not. offhand.  About 18 per cent is my

uess.
¢ Senator Jonxsox. Do you know what sums in short-term credits
were paid to your banking institution or to the Chase Securities
Co. between the 15th day of June and the 15th day of December?

Mr. Scuyiprare. I would rather let it come from the records
themselves,

Senator JornsoN. Can you state to me approximately ?

Mr. Scayrave. I would hesitate to put in a figure.

Senator Jouxsox. Was there a considerable sum of short-term
credits paid betwen those dates by Germang.ta-the Chase Bank?

Mr. Scuymrare. I would say yes.

Senator JouxsoN. Yes. Now up to the time of the payment of
those short-terin eredits by Germany what was the amount of short-
term credits held by the Chase Bank?

Mr. ScuyipLare, Again I would prefer taking it right from the
records so as to have it accurate. I did not know that I was to testify
on this subject.

Senator Jomssox. Do you know?

Mr. Scaymwrare, The question?

Senator Joussox. I was waiting. I thought possibly you had
some answer to obtain from

Mr. Scummrnsrr. Mr. Anderson ~aid that it was paid to all the
banks which held the German credits, which of course is true.

Senator JomHxsoN. Yes. Can you not give me—I do not care
to ask you to send down here a statement of the matter unless it is
absolutely essentinl—can you give me approximately the amounts
of short-term credits that were paid between those dates to the
Chase National Bank?

Mr. Scumiprare. When you -ay *approximately,” Senator, how
much leeway do I have?

Senator Jom~soN. Why, whatever leeway you want to take, be-
cause it would be considered am approximation and a matter of
recollection by me.

Mr. Scayurare. I would say approximately $20,000,002.

Senator JouxsoN. Approximately $20,000,000.  You think no
more than that?

Mr. Sciyiorapp, I think no more.

Senator JomunsoN. Do vou know what amount of short-term
credits on the 15th day of December or prior thereto—in the month
of December, say—were field by the Chase National Bank? German
short-term credits?

Mr. Scuyrare. Well, again, on approximate basis, $71,000,000,

92028—32—pT d—$
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Senator JouxsoN. Well, the $71,000,000 were testified to by Mr.
Aldrich the other day.

Mr. ScumipLarp. Yes, sir.

Senator JonxsoN. You are aware of that, are you not?

Mr. Scuyiprarp, Yes.

Senator Jounsox. And those $71,000,000 then existed ?

Mr. Scummrapp. Yes,

Senator JouxsoN. That was at that time?

Mr. Scumiprapp. Yes.

Senator Jouxson. I am asking between the 1st and the 15th of
December what amount existed.

Mr. Scamiprape. I do not know. I would say approximately the
same, but I do not know the specific figure. I do not know just
what payments came in in those two weeks’ time.

Senator Jounson. Well, then. I will ask you, if you please, to make
a note of the fact that vou send the amount of short-term credits
that were paid to the Chase National Bank, or in the pavment of
which it participated, between the 15th day of June and the 15th
day of December, 1931,

Mr. Scumiprarre. Yes, sir.

(Letter of January 29, 1932. received by the chairman:)

THE CHASE NATIONAL BaNk.
Neir York, January 29, 1032,
Hon, REED Smoor,
Chairman Finance Committee, United Statrz Senate,
Waxhington, D. C.

My DEAR SENATOR SMoorT: In accordance with the request made to our
vice president, Mr. Carl J. Schmidlapp, by Senator John~en. at the hearing
of the committee held on January 27, 1932, I take pleasure in informing yon
that the total amounts of the German short-term credit< and long-term holl-
ings of the Chase National Bunk and the branches. the (hase Bank Paris,
Chase Securities Corporation, and Chase-Harris-Forbes Corporation, as of
June 15, 1931, and December 15, 1931, were us follows: .

June 15, 1431 Dee. 15, 1931

The Chase Nationa] Bank, New York (short term) ..
‘The Chase National Bank, New York (long term)..

-ee. 881,020,366 266, 569,309
. 1,751,641 1,812,510

N ) N £2.75L 007 63, 381,819
The Chase National Bank, London:
Short ter 3,437,000 1, 73;.%
ey

Long term...

54,819, 847 . 70, 225,979
Long and short term holdings of the Chase Bank, Paris, Chase Securities
Corporation, and Chase-Harris-Forbes Corporation 4,289, 050 4,352,181

Grand total. ..o oueenii e a1, 108, 947 74,578, 16)

The long-term holdings above referred to are tak-n at haok value as of De-
cember 15, 1931. In my testimony before your commitiee at the hearing held
January 4. 1932, I used the market value as of December 31. 1931, which was
the value of these holdings shown on our books as of that date.

The reduction in amount of the stort-term commiiments between June 13,
1931, and December 15, 1931, results from payments received from the Gerinan
debtors during that period.

Between December 15, 1931, and December 31. 1931. the short-term credits
of the Chase National Bank were further diminished hy payments from the
German debtors but on December 19, 1931, the short term credits and long
term holdings of the Chase National Bank were increased by the short-term
credits and long term holdings of the American Express Bank & Trust (‘o
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which was merged with the Chase Nutional Bunk on that date. ‘Their short
term credits and long term holdings which were thus added to the Chase
National Bank were:

June 15, 1931:
Short-term ereditSe e e e e m—m e —————— $3, 654, 277
Long-term ereditS oo o oo et e et 221,191
Dec. 15, 1931:
Short-term eredits_ oo e 2, 707, 652
Long-term credits- ———— - 180, 806

Trusting that this is the information you desire, I am.
Respectfully,

WINTHRoP W. ALDRICH, President.

Senator Jouxsox., Was any transfer made during that period of
short-term credits to any individual or to any corporation or to any
banking institution by your bank?

Mr, Scumiprape. There was none.

Mr. WiLLiaas, Senator, here is that other agreement extending
the time of payment of the $20.000.000 credit. *

Senator Jomvsox. Thank you, sir. If I may put it in the record,
and then it may be returned to you if you desire. Is that an
original ?

Mr, Winnianms, No. It is a part of my file. If you would return
it to me as soon as you can I will appreciate it.

The Ciratryax. That will be printed following the others offered
this morning, so we will have them altogether at one point in the
record.

Senator Jouxnson. Yes, I ack to have it in-erted as a part of the
record, if you please.

Senator Jonxsox. Have you a prospectus of the loans that you
sent out or that was issued by you in respect to these Cuban loans?

Mr. ScumiLare, Yes. ere are three,

Senator JonxsoN. I ask that these be inserted in the record,

The Cuairman, Senator Johnson, are they all the same?

Mr. A~xpersoN. No. One is long-term bonds, and two arve serial
certificates, of different dates.

The Cuamryax, Of different dates?

Mr. ANpERsoN. Yes.

The Cuainryax, They can all be printed in the vecord at this point.

Senator JouNsoN. Those are all in the nature of a prospectus?
Those are all of the documents that you sent out?

Mr. AxpersoN, Yes.

The three papers, being prospectus of $10.000.000 Republic of
Cuba Public Works 5% per cent serial certificates, dated October,
1929, prospectus of $10,000,000 Republic of Cuba Public Works 514
per cent serial certificates, January, 1929, and prospectus $40,000,000
Republic of Cuba Public Works 514 per cent sinking fund gold bonds,
February, 1930, are here printed in the record in full, as follows:)

$10,000,000 ReEruBLIC OF CUBA PUBLIC WORKS §14 PER CENT SERIAL CERTIFICATES

30D1agt3eél. July 1, 1928, Due, $6,250,000 December 31, 1931; $£3,750,000 June

Total authorized amount $60,000,000, issuable in series in the following
amounts and maturities: $5,000.000 due December 31, 1930; $5,000,000 due Junc
20, 1931 ; and $6,250,000 due December 31 and June 30 each year from December
81, 1931, to June 30, 1935, both inclusive. To be presently outstanding
$10,000,000 (this issue).



2040 SALE OF FOREIGN BONDS OR SECURITIES

The serial certificates are not redeemable prior to their respective maturities,

Coupon certificates in denomination of $1,000, Principal and semiannual
interest (June 30 and December 31) payable in gold coin of or equivalent to
the present standard of weight and fineness of the United States of America
gold coin at the Chase National Bauk of the city of New York in New York City
or Habana, at the holder’s option, without deduction for any Cuban taxes
present or future,

The following information regarding these certificates is from information
furnished by His Excellency Santlago Gutierrez de Celis. Sceretary of the
Treasutry of the Republic of Cuba, anad other official sources:

Security—~"The public works 515 per cent serial certificates constitute direct
obligations of the Republic of Cuba, under agreement ratified and approved by
the Cuban Congress by law published in the Official Gazette on June 29, 1928,
They are expressly secured by a first preferential lien and charge to the extent
required for panyment of principal and interest in each fiseal year. on 90 per
cent of the normal revenueg colleeted from eertain taxes as provided by the
Cuban public works law of July 15, 1023, The Republic agrees to set aside in
a special acgount in each such fiscal year 9 per cent of the collections from the
pledged revenues until the amount so set  .:ide shall equal the amount required
In each year for the payment of prineipal and intevest of these serial cortificates,

Pleded revenues~—The vevenues pledged as =ceurity for these certificates in-
clude the tax imposed on automobiles and other vehicles, importation of gaso-
line, one-half per cent tax on sales and grosx receipts, the suvrcharge on customs
duties, the tax on the export of mouey or its equivalent, the tax on the rent
and income of real property or property rights and 50 per eent of the excess
Territorial tax. Also provision is made in the public works law of July 15,
1925, for inclulding annually in the general budget of the nation an amount as &
contribution to the special fund for public works which, in accordance with the
provisions of said law, may agaregate $5.000.000,

The amounts collected from the taxes under the public works law in the flvst
three fiseal years, and tue official estimates of the normal revenues to be de-
rived from such taxes {or each fiscal year of the 10-year period ending June
30, 1935, are as follows:

- : Netamount : Official esti-
Year ending June 30—~ collected | mates

. $12,007,749.40 ' 10, 000, 000. 00
18,776,770.00 | 16, 000, 000. 00
116,900,000.00 © 16, 000, 000. 00

1928,
19291935, inclusive.

T Approximate after estimating certain deductions,

Purpose of issue~The public works law of 1025 contemplates a comprehensive
program of improvements national in character and of great economic im-
portance to Caha, The program includes the construction of the great Central
Highway of over 700 miles in length, traversing the island and connecting the
various Provinces with Habana; the construction of waterworks. bridges,
sewer and dreainage systems, public schovls and public buildings. The public
works serial cettificates are issued to refund indebtedness of the Republic
incurred for work completed and aceepted in accordunce with the provisions
of the public works law.

General —The present population of the Republic of Cuba is estimated in
excess of 3,500,000. The total funded debt of the Republic us of thz end of the
fiseal year, June 30, 1928, was $03,443.600, of which $83.379,300 was external.
Floating indebtedness as of the sume date amounted to approximately
$4,500,000. During the five fiscal years ended June 30, 1927, the ordinary rev-
enues of the Govermment exceeded the ordinary expenditures by over $22,500,-
000, Preliminary flgures for the year ending June 30, 1028, indlcate thut the
ordinary revenues of the Government will exceed the ordinary expenditures,
The currency in general circulation, in banks and in the Treasury of the Republic
as of June 30, 1928, was estimated to be more than $240,000.000.

All offerings are made subject to prior sale, lLegal details in connection
with these certifintes have been passed upon by Messrs. Rushmore, Bisbee &
Stern, of New York, and on questions arising under Cuban laws by Dr. Antonio
Sanchez de Bustamante and Dr. Enrique Hernandez Y Cartaya, of Habana.

Price 99% and interest to yield over 5% per cent.
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$10,000,000 Repunric o Cuna PuBrLic WoRrKs 514 PER CENT SERIAL CERTIFICATES

Dated January 1, 1920, Due: $2.500,000, June 30, 1932; $6,250,000. Decem-
ber 31, 1932; $1,250,000, June 30, 1933.

Total authorized amount 6,000,008, issuable in series in the following
amounts and maturities : £5,000,000 due December 31, 1930 85,000.000 due June
30, 1931; and $6.250.000 due December 31 and June 30 each year from Decem-
her 31, 1931, to June 30, 1935, both inclusive. 10 be presently outstanding,
$20,000.000 (including this issue).

The serial certificates are not redeemable prior to their respeetive maturities,

Coupon certificates in denomination of SLOM, Principal amd semiannuai
interest (June 30 and December 31) payable in gold coin of oy equivalent to
the present standard of weight and fineness of the United States of Ameriea
gold coin at the Chase Nuational Bauk of the City of New York in New Yorg
City or Habana, at the holder's option. without deduction for any Cuban taxes
present or future,

The tollowing information regarvding these eertificates is from intormation
furnished by his excellency Santingo Gutierrez de Coliv, Neevetary of the
Treasury of the Republic of Cuba, and other oflivial sonrees,

Neeurity—-The public works 51g per cent serial cortificates constitute dirvect
obligations of the Republie of Cuba, under agreement vatitied and approved
by the Cuban Congress by law published in the Oflicinl Gazette on June 29,
1928, They are expressly secured by a fivst preforentinl Hen and charvge to
the extent requived for payment of principal and interest in each fiscal year,
on 99 per cent of the normal revenues collected from certain taxes as provided
hy the Cuban publi¢c works law of July 15, 1925, The Republie agrees to seot
aside in a special account in each such fiseal yeai 0 per cent of the colleetions
from the pledged revenues until the amount <o set aside shall equal the amount
required in each year for the payment of principal and interest of these serial
certificntes,

Pledyed revenues—-"Fhe revenues pledged as security for these cortitieates
incluwde the tax imposed on automobiles and other vebicles, importation of
gasoline, 15 per cent tax on sales and gross receipts, the surcharge on customs
duties, the tax on the export of money or its equivalent, the tax on the rent
and income of real property or property rights amd 50 per cent of the excess
territorial tax. Also provisions is made in the public works law of July 15,
1025, for including annually in the general budget of the nation an amount
as o contribution to the special fund for public works which, in aceordance
with the provisions of =nid law, may nggregate $3,000,000,

The amounts collocted from the taxes under the public works law in the
first three fiseal years, and the ofticinl estimntes of the normal revenies to he
dorived from such taxes for ciach fiseal year of the 10-year perind ending June
30, 1935, are us follows:

e e e - e — -
t Net amount Official esti-
i collected nutes

Year ending June 50

$10, 0(K), 011, 00
16, 400, 070, 00
16, 000, 7400, 0
18, (4.0, 0600, ¢0

Purpose of issue.~The public works law of 1923 contemplates a comprehene
sive program of improvements national in character and of great economie
importance to Cuba. The program jfucludes the construction of the great
Central Highway of over 700 miles in length, traversing the island and connect-
ing the various Provinces with Habana: the construetion of water works,
bridges, sewer and drainage sytems, publie schools and public buildings, The
public works serial certiflcates ave issued to refund indebtedness of the Repub-
lie incurred for work completed and accepted in accordance with the provisions
of the public works law.

Qeneral~—The present population of the Republic of Cuba is estimated in
excess of 3,500,000, The total funded deht of the Republie as of the end of the
fiscal year, June 30, 1928, was $03,443.600, of which £53,379,300 was external,
Floating indebtedness as of the same date amounted tu approximately $4.500,000.
During the six fiscal years ended June 30, 1928, the ordinary revenues of the
Government exceeded the ordinary expenditures by over $23,000,000. The cur-
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rency in general circulation, in banks and in the treasury of the Republic as
of June 30, 1928, was estimated to be more than $240,000,000,

All offerings are made subject to prior sale. Legal details in connectioi
with these certificates have been passed upon by Messrs. Rushmore, Bisbee &
Stern, of New York, and on questions arising under Cuban laws by Dr. Antonio
Sanchez de Bustamante and Dr. Enrique Hernandez Y Cartaya, of Habana,

It is expected that interim receipts or definitive certificates will be delivered
in the first instance.

Price 100 and interest to yield 514 per cent.

$40,000,000 Repuntic oF CuBA PuBLIC WORKS 51 Per CENT SINKINe FUND GoLp
. Bonbps

Dated January 1, 1930. Due June 30, 1945,

Total authorized issue, $50,000,000. To be presently outstanding, $40,000,000.
Principal and semiannual interest (June 30 and December 31) payable in gold
coin of or equivalent tc the present standard of weight and fineness of the
United States of America gold eoin at The Chase National Bank of the city of
New York in New York City or Habana, at the holder’s option, without de-
duction for any Cuban taxes present or future. Redeemable as an entirvety at
any time at 105 per cent of the principal amount thereof and accrued interest
on 60 days’ notice. Callable for the sinking fund at 100 and accrued interest
on 30 days’ notice. Coupon honds in the denomination of $1,000 registerable
as to principal only.

The bonds will be entitled to the benefit of a sinking fund, payable in equal
installments in cush and/or bonds previously purchased, semiannually on
December 31, 1935, and on Jure 30 and December 31 in each year thereafter to
and including June 30, 1945, sufficient to retire the bonds by maturity.

The following information regarding these bonds is from information fur-
nished by his excellency Mario Ruiz Mesa, Secretary of the Treasury of the
Republic of Cuba.

Security~—The Public Works 534 per cent Sinking Fund Gold Bonds are
direct obligations of the Republic of Cuba, These bonds are specifically
secured, as provided in an agreement with the Republic of Cuba, by a first
preferential licn and charge to the extent required for payment of principal and
interest on Y0 per cent of the revenues collected from certain taxes specified
in the Cuban public works law of July 135, 1925, as amended, subject to out-
standing public works 514 per cent seriel certificates limited to $20,000,000
maturing serially on and prior to June 30, 18033. The agreement establishes an
intermedinte credit for a period of one year under which 5% per cent deferred
payment work certificates ranking pari passu in lien with these bonds and
maturing at the expiration of the credit may he issued to an amount not ex-
ceeding $20,000,000, subject to the requirement that, as additional bonds of this
issue are sold, the proceeds shall be applied to the payment of advances under
the credit and/or the amount of the credit shall be correspondingly reduced.

Pledged rcvenues~—The revenues pledged ns security for these bonds include
the tax imposed on automobiles and other vehicles, importation and consumption
of gasoline, % per cent tax on sales and gross receipts, the surcharge on cus-
toms duties, the tax on the export of money or its equivalent, the tax on the
rent and income of real property or property rights and 50 per cent of the
excess territorial tax.

The amounts collected from the taxes under the public works law in the first
four fiscal years, after settlement for adjustments and refunds, and the official
estimates of the revenues to be derived from such taxes for each fiseanl year of
the 20-year period ending June 30, 18435, are as follows:

" Amountscol- | Official estl-
. lected mates

... $12,162,628.25 |  $10, 000, 000, 00
. 15,904,075.20 | 16, 000, 000. 00
116,680, 448, 46 16, 000, 000, 00
1929 18,034, 340. 41 18, 000, 000, 00
1930-1945, INEIMSIVe. _oee ottt [reeneeaneens e 18, 600, 000, 00

Year ending June 30—

1926. ..

1 Ilzo?s not include $2,953,574.34 transferred to the special fund for public works constituted by the public
works law.
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Purpose of Issue—The public works law of 1925 contemplates a compre-
hensive program of improvements, national in character, and of great economic
importance to Cuba, 'The program iucludes the construction of the great Cen-
tral Highway of over 700 miles in length, traversing the island and connecting
the various Provinces with Habana; the construction of water works, bridges,
sewer and drainage systems, public schools and public buildings, Over 62
per cent of the Central Highw.y is substantially completed, and 341 miles
are now in use. It is expected that the Central Highway will be completely
finished and in use by March, 1931. The public works 51 per cent sinking
fund gold bonds and said $20,000,000 credit are for the purpose of refunding
or paying indebtedness of the Lepublic incurred for work completed and
accepted in accordance with the provisious of the public works law,

General,—The present populantion of the Republic of Cuba is estimated in
excess of 3,600,000, The total funded debt of the Republic as of the end of
the fiscal year, June 30, 1929, was $87,174,200, exclusive of $20,000,000 public
works Bl per cent serial certificates outstanding, of which $77,660,000 was
externnl. FKloating indebtedness as of the same dante amounted to approxi-
mately $5.000,000. Between 1904, the yeiar during which the oldest of the
external issues now outstanding wus made, and January 31, 1930, the Republic
of Cuba has retired, through payment of serial maturities or sinking fund
operations, a total of $47,800,500 of external bonds,

It is expected thut application will be made in due course to list these bonds
on the New York Stock Iixchange,

All offerings are made when, as and if issued and received by us and
subject to the tpproval of all legal proceedings by Messrs, Rushmore, Bishee
& Stern, of New York, and on q¢uestions arising under Cuban laws by Dr.
Antonio Sanchez de Dustamante and Dr. Enrique Hernandez Y Curtaya, of
Havana. It is expected that interim receipts or temporary bonds will be
delivered in the first instunce,

Price 98 and interest, to yield about 5.7 per cent,

Senator Jouxsox. I think that is all, gentlemen,

The CuamrMaN., Any further witness?

Senator JouxsoN. There is no other witness here.

The CuairmaN. This concludes the hearings, then.

Senator Jouxsox. Noj I am ready to go forward with an immense
amount of documentary evidence here. I will do it this afternoon
or to-morrow morning, or any other time.

The Cuamyax. I guess we had better do it this afternoon, Sen-
ator, because to-morrow morning and the next day the committee
has meetings scheduled on other matters.

Senator JonnsoN. Mr. Chairman, if it can be done conveniently
I would like to have placed in the record at this point the original
letter that I sent to the chairman under date of January 19, 1932,
and then the response of the Chilean Government, and then this
second response, because I will follow now with matters in relation
tlo Chile, and I would like to have them all together, if it can be
done.

The CuairMan, They ought to be printed in the record all
together at this point,

Senator JonxsoN. Yes, I would like them to appear here instead
of in the beginning of the record.

The CHaRMAN, Yes.

Senator JonxsoN. In order that the record may be consecutive
may I insert the letter written January 19, 1932, to the chairman o
?1;31 committee by me propounding the questions, and then that will
follow.

The CHairMaN. You can put that in now, Senator.

Senator Jonxson. Put in first my letter, and then the answer
thereto will follow.

The Cnairman. Yes.
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(The letter from Senator Johnson to Senator Smoot, dated
January 19, 1932, is as follows:)

JANUARY 19, 1932,
Hon. REED SMoo0T,
Chairman Senate Finance Committee, United States Senate,
Washington, D, C.

DEAR SENATOR: On the 14th of Junuary you inserted in the record of the
proceedings of the Finance Committee conducting its investigation under
Senate Resolution No. 19 a letter transmitted to you by the Secretary of State
from the Chilean ambassador, which contained the formal request of the
Chilean Government substantially for an investigation of the manner in which
the Chilean loans had heen negotiated and =ubsequently floated in this country,
This request for an investigation of the facts does honor to the nation making
it, and in my opinion, it should not be ignored.

It is, of course, pertinent to our inquiry to ascertain whether or not the
debtor nations, or the individual creditors holding the securities, have not
been made the unwitting victims of financial operations promoted by those who
sought to make direct profits on the sale of loan issues to the public, and
indirect profits in the form of concessions and favors of a different nature
to be secured from the borrowing governments,

The record of Chile has been one of serupluous international good faith, and
of compliance with international obligations, Beecause of these faets, and be-
cause of our high esteem for the Chilean people and the Chilean Government,
and in pursuance of the request made by that Government, and the wishes of its
administration, I request that through our State Depirtment the Chilean am-
bassador be asked to furnish additional information on the following points:

1. What loans have been contracted for by Chile in the last deeade, conditions
under which they have been floated, and the American banking houses which
have participated therein.

2, Did the nitrate combine known as Cosach conie into being with standing
liabilities of £60,000.000 and who were creditors of such debt?

3. If such liahilities existed, how have they heen paid, whether by hond issues,
loans, or other means, and who were the individuals or institutions which
collected the said £60,000,000?

4. Does the Chilean Government feel that the turning over to the Cosach of
the public nitrate-bearing lands in any way jeopardized or impaired its capacity
to pay the holders of bonds of its foreign debt?

5. What have been the consequences of the cession made by the Chilean
Government to the Cosach combine of the export tax on nitrate and certain
import taxes, and what, if any, is the existing relation between the scarcity of
foreign.currency drafts and the said cession, and the suspension by Chile of
payments on her external obligations?

6. After the Chilean Government renounced its right to collect the export daty
on nitrate in favor of the Cosuch combine, was the said tax partially or at all
restored, and if so, was the restoration for the benetit of the national treasury
of Chile or in favor of certain creditors of Cosach? If the latter, who are
those creditors thus henefited, and in what amounts?

7. Were large sums pald in connection with the organization of Cosach,
and if so, who were the Chilean and foreign representatives or organizers who
received such sums, and in what amounts?*

Because of limitations of time, may I ask that at the very earliest possible
moment this letter he transmitted to our Secretary of State, and that action
be had concerning the request herein made.

Sincerely yours,
HiraM W, JOIINSON,

The Cuaryan. This is the letter from Assistant Secretary White,

DEPARTMENT OF STATE,
Washington, January 23, 1932.
My DEAR SENATOR SM00T: At the request of the Chilean Ambassador, I inclose
herewith a copy of a note which he addressed to me on the 22d instant in
answer to certain questions asker by Senator Johnson,
Sincerely yours,
Francis WHITE,
Assgistant Sceretary
(For the Secretary of State).
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The CuamyaN, Senator, do you desire this read now, or shall I
just have it printed in the record?

Senator Jonxsox. Well, so far as I am concerned, it may be printed
in the record. .

The CuairMaN, Then I will ask that this communication from
the Chilean Ambassador be placed in the record at this point.

(The letter from the Chilean Ambassador is as follows:)
JANUARY 22, 1932,

ExceELLENcY : I have the honor to acknowledge the receipt of Your Excel-
lency’s communication of January 20, and to request that Your Excellency
be good enough to communicate to the Senate Finance Committee the replies
of my Government to the queries formulated by Senator Hiram Johnson I am
also instructed to request that you be good enough to convey to Scaator
Johnson the thanks of my Government for his kind expressions of exteem for
the Chilean people and Government,

The questions and answers are as follows:

1. What loans have been contracted for by Chile in the last decude, condi-
tions under which they have been floated, and the American banking houses
which have participated therein?

During the last 10 years 5 loans have been placed directly with the Nutional
City Bank under varying terms: Original banking group paid 87.50 to 91.30
for bonds; interest, 6 and 7 per cent; sinking fund, 2 and 1 per cent; ¢om-
mission, one-fourth of 1 per cent and three-eichths of 1 per cent. Two with
the Kissel, Kinnicutt & Co. and Hallgarter & Co. consortium at 89.13 and
91.13; interest, 6 per cent; sinking fund, 1 per cent; commission, one-fourth

cof 1 per cent. ‘Total of these seven loans, $184,912,000. In the same period
the Mortgage Bank of Chile (Caja de Credito Hipotecaria de Chile) has con-
tracted with Kuhn, Loeb & Co. and the Guaranty Trust Co. § loans totalling
$00,000,000. Prices puid by original banking groups varies between 89.50 and
95%% ; interest, 614, 634, and 6 per cent. Varying sinking fund provisions. Com-
mission, one-haif of 1 per cent. Municipality of Suntiago, two loans, total-
ling $6.200,000, with Kissel, Kinnicutt & Co. and associutes at 96.3 and 92
per cent; interest, 7 per cent. Varying sinking fund provisions, Commission,
1 per cent, Consolidated municipal loan with consortium of the Grade National
Bunk, for $15,000,000 at 89.50 per cent; interest, 7 per cent; sinking fund, 1
per cent; commission, one-half of 1 per cent. Grand total, $296,112,000,

2, Did the nitrate combine known as Cosach come into being with standing
liabilities of £60,000,000, and who were the creditors of such debt*

Cosach was organized on March 20, 1931, with the following liabilities in-
dicated in the first prospectus: Outstanding bonds issued by the companies
merged into Cosach, $77,205,193.49; issucs of the company (Cosach), $118,.-
487,500; other term obligations, $11,047,972.10; demand obligations contracted
in the ordinury course of current business, $58,855,935.89. Total, $205.596,-
601.4S. The shares of the company were subscribed for by the National
City Co. and by European bankers, especially for the amount of the quotas
which has to be delivered to the Government for panyments due to it in the
years 1930 and 1931 and for the expenses of organization. Guggenheim & Co.
received bounds totaling $28.790,850 for advances to the Anglo-Chilean Con.
solidated Nitrate Corporation, now a subsidiary of Cosach., The other bonds
were delivered to the Governinent for payments due in the years 1932 and 1933 ;
tind to various companies for their contributions of agency rights and credits
due,

3. If such liabilities existed, how have they been paid, whether by bond issues,
loang, or other means, and who were the individuals or institutions which
collected the said £60,000,0007

The $£265,596,601 of obligations were paid by guaranteeing bonds issued by
the participating companies and through the issuance of bonds by Cosach.

4. Does the Chilean Government feel that the turning over to the Cosach
of the public nitrate bearing lands in any way jeopardized or impaired its
capacity to pay the holders of bonds of its foreigh debt?

The Government of Chile obligated itself to turn over to Cosach nitrate
fields which the company might select over a period of 60 years, to the extent
of 150,000,000 tons of nitrate content, Cosach also being entitled to purchase
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the remainder of the public nitrate fields. Up to the present moment no flelds
have been turned over to Cosach, and the obligations of the Chilean Govern-
ment to do so has hud no practical effect on its capacity to pay the bond-
holders of its foreign obligations.

5. What have the consequences of the cession made by the Chilean Govern.
ment to the Cosach combine of the export tax on nitrate, and certain import
taxes, and what, if any, is the existing relation betwceen the scarcity of foreign
currency drafts and the said cesslon, and the suspension by Chile of payments
on her external obligations?

The elimination of the export duty on nitrate has not affected the supply of
bank drafts nor the suspension by Chile of payments on its foreign debt,
Cosach furnishes the market with such drafts as it fluds necessary to sell in
order to maintain operations and pay its employees and workers in Chile.

0, After the Chilean Government renounced its right to collect the export
duty on nitrate in favor of the Cosach combine, was the said tax partially or
at all restored, and if so, was the restoration for the benefit of the national
treasury of Chile, or in favor of certain crediturs of Cosach? If the latter,
who are those creditors thus benefited, and in what amounts?

The export duty on nitrate has been ubolished in <o far as Cosach is con-
cerned, but remains in force with respect to independent companies. These
independent concerns are very small, and only three of them have been in
operation with a production close to 8,000 tens per month. The query probably
intends to bring out whether the payment of the duty of 60 Chilean pesos per
ton of nitrate exported is for the benefit of the Chilean Treasury or for that
of the creditors of the company. It is made in favor of the latter, who are the
holders of the bonds mentioned in Na. 3,

7. Were large sums paid in connection with the organization of Coxach,
and if so. who were the Chilean and foreign representatives or organizers who
received such sums, and in what amounts?

The organization expenses of the company, according to the report of the
investigating commission, amounted in Chilean money to 57,709.523 pesos;
and are divided into three categories:

First. Expens<es incurred by the participating compunies and reimbursed by
Cosach, 11,254,680 Chilean pesos, .

Second. Indemnization to representatives of participating companies,
22.000,000 Chilean pesos.

Third. Direct expenses of Cosach, 24,454,843 Chilean pesos, In this last are
included the fees of New York counsel, Messrs, Root, Clark & Buckuer, 7.320.387
Chilean pesos: and of London counsel, Messrs. Sherman and Sterling, 1.416,-
229 Chilean pesos: Chilean lawyers were paid 805,000 Chilean pesos., Reim-
bursement to the State for expenditures on account of traveling expenxes and
fees of officialy, 1,654,191 Chilean pesos,

I avail myself of this opportunity to reiterate to Your Excellency the assur-
ances of my highest consideration.

MIGUEL (CRUCHAGA.
His ExceLLENCY HENRY L. STIMSON,
The Secrctary of State, Washington, D, C.

The Cuatryax. Then follows the letter of January 27, 1932, from
the Secretary of State. inclosing a copy of an additional note from
the Chilean Government, which will be placed in the record at this
pomnt:

(The letters are as follows:)

DEPARTMENT OF STATE,
Washington, January 2%, 1932,

My DEeAR SExATOR SMmoor: Referring to the department's letter of January
23, 1932, with which was inclosed, at the request of the ambassador of Chile, a
copy of his note of the preceding day, I am inclosing also, at his request, a copy
of an additional note dated January 25, 1932, from which, he explains, contains
a clarification of certain statements in his former note,

Sincerely yours,
HeNrY L. STIMSON.

Inclosure: From Chilean Embassy, No. 7, January 25, 1932.

The Honorable REED SMo007,
Chairman of the Committee on Finance,
United States Scnate.



SALE OF FOREIGN BONDS OR SECURITIES 2047

JANUARY 25, 1932,
No. T

ExcELLENCY : With reference to my note No, 6 of January 22, 1932, in which
were communicated to your excellency the replled of my Government to the
queries formulated by Senator Hiram Johnson, through the Finance Committee
of the United States Senate, I now have the honor to bring to your excelleney's
attention, with the request that it be transmitted to the Senate Finance
Committee, a clarification of my Government's replies to queries Nos, 4 and 6,

In connection with that part of reply to query No. 4 which reads that:
“Up to the present moment no flelds have been turned over to Cosach, and
the obligation of the Chilean Government to do so has had no practical cffect
of its capacity to pay the bondholders of its foreign obligations,” my Govern-
ment wishes to state that the obligation of turning over nitrate fields to the
extent of 150,000,000 tons of nitrate content is limited, and that the certainly
considerable public nitrate beds remaining will be purchased by Cosach and,
therefore, the value of these fields will not be impaired.

In connection with the reply to query No, 6 my Government wishes to state
that the difference between the previous export duty and the present assessment
of 60 Chilean pesos per ton of exported nitrate, ix that the previous export
duty was collected by the customs service as a State tax, and the present
assessment ix received by the bankers representing the bondholders,

I avail myself of this opportunity of reiterating to your excellency the
assurances of my highest consideration.

MIGUEL CRUCHAGA,
His Excelleney Hexry L. STIMsON,
''HE SECRETARY OF NTATE,
Washington, D. C.

Senator Jonxsox. I offer now for evidence the report on the
organization of Cosach presented by the subcommittee of the com-
mittee investigating the acts of the dictatorship. From the Re-

ublic of Chile. This has been translated. and the translation
unded to me by the State Department before I began my examina-
tion of the members of the State Department.

The Cuamyax. It will be so printed,

Senator Jor~soN. Some of these things I want to call to your at-
tention in order that they may follow exactly what it is that I am
endeavoring to present here and endeavoring to show.

The point that is made in respect to this, Mr. Chairman, is this.

It is only just to you and to the committee that it be demonstrated,
if it can be demonstrated, or that the fact, if it is in your opinion,
should be made plain,
. The Chilean loans, as you know, have been unable to meet their
interest and their sinking funds. They have been called technically
default. One of the contributing causes to the default rests in the
fact of what was done in the Republic of Chile and in the organiza-
tion of the Cosach combine, )

The principal source of wealth of Chile is nitrate. The Cosach
combine undertook to have all of the nitrate producing lands come
under one organization. The chief revenue of Chile was from its
export duties, These export duties by virtue of the combine of
Cosach, which was a partnership between the Government of Chile
and Cosach, were taken ultimately from the Chilean Government.

One bank floated many of the loans in Chile. One bank—perhaps
others too were engaged in the combine of Cosach. When it came
to the payment of the amounts, as I understand it, that were due
for export duties, the Chilean Government was to receive certain
sums from the Cosach. Instead of receiving those sums for 1932
and 1933, by a decision or a decree that was made by the then exist-
ing Government of Chile they received bonds of Cosach, and part
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of those export duties were received by those who were interested
in Cosach by virtue of the agreement and its various ramifications,
with the result that instead of having the revenues to apply upon
the amounts due upon their external obligations, bonds which had
been sold to our people, those revenues were taken in great degree
or in a marked degree from Chile, so that those external obligations
could not be met, and in some instances those bonds were made to
take precedence over other obligations of Chile, so that what came
from the one source of revenue of Chile was devoted practically, or
in some degree at least, to the payment of the bonds of the Cosach,
rather than to the bonds that were held by the American people,
that were sold by the bankers who made these very sales.
I now read from this report [reading]:

In effect, it is a fact, the beneficent consequences of which the country hus
enjoyaid for almost halt a century, that in addition to the characteristics
common to all industries the nitrate industry has had always the character
of providing and sustaining our national economy.

* * * * * L -

The foreign industrialist, entirely removed from these considerations and
who views the nitrate problem exclusively in its mechanical and commercial
aspects, it is perfectly explicable that hie has seen and continues to xee the only
solution to the problem in the maximum rationalization and mechanization in
the production of nitvate of swda,

But the Chilean statesman could not nor can he proceed on this simple
theory, Our governor, our legislator has to consider the rationalization of the
nitrate industry in its relations to the economic-social aspect of the question.

And thus it is explained that when 10 years ago the same Mr., Cappelen-
Smith, who to-day figures as the promoter and organizer of the Compunia de
Salitre de Chile, proposed, through the intermediary of his consulting lawyer,
Mr, Manuel Foster Recabarren, the idea which later took form in the Cosach,
before a group of the most eminent statesmen of the country, these with an
eloquent unanimity flatly rejected it without admitting it even to discussion,

The rationadization of the nitrate industry, that is, the production of all
the exportahle nitrate by three or four monstrous plants with a productive
capacity of 500,000 to 1,000,000 tons annually for each one and with almost
total mechanization of the processes of extraction and manufacturve, had neces-
sarily to cause the following results:

First, The depopulation of workmen in the nitrate fields;

Second. The ruination of commerce in the regions of Tarapaca and
Antofagasta ;

Third. The devalorization of private property in those provinces;

Fourth. The ruination of the railroads of that distriet;

Fifth. The depression in agricnlturve through loxs or a considerable decrease
in the northern market: almost complete falling off in the shipment of ani-
muls, vegetables, cereals, wine, canned goods, and fruits;

Sixth, An industrial crisis because of the almost total elimination of one of
its principal consuming centers;

Seventh, The adverse effect on the national merchant marine because of
decreaxed shipping from the central and southern districts to the northern
zone; and

Fighth, The enormous decreage in government revenues such as land taxes,
commercial taxes, and ineome tax, and not only in the provinces directly af-
fected hut in all the supplying centers of that Zone.

»* % »* * * * *

The national interest did not predominate,

The magic of words eoming from the largest manufacturing districts of
the world—or perhaps reasons more powerful and less innocent—influenced
the governors and legislutors and high public officials toward the rationaliza-
tion, standardization. and mechanization of the nitrate industry,

% * L * *® * L 3

In September, 1930, 32 plants with 52,000 workmen were still operating in

the nitrate fields; to-day only three are operating, namely:



SALE OF FOREIGN BONDS OR SECURITIES 2049

The Chacbuco plant of Messrs. Guggenheim; the Pedro de Valdivia plant of
Messrs, Guggenhelm, and the Maria Elena plant of Messrs, Guggenheim,

(In August last the three plants mentioned produced 100,000 tons., Three
other plants, the Condor, the Santa Luisa, and the Pena Chiea, produced among
the thrce 14,000 tons—that is, less than 13 per cent of the total, For this reason
we do not take them into account,)

* * * »* * £ £

And in order to reduce the costs, they concluded, there is only one means—

the adoption and the adaptation to all the industry of the Guggenheim process,

The Cmamryax. Senator Johnson, did I understand you to say
that this was a report from the State Department?

Senator JonxsoN, No, sir; this is a report of the governmental
committee appointed by the Chilean Government. It was furnished
to me by the State Department. That is what I meant. [Continu-
ing reading:]

It would secm elemental in view of this first form of the proposition to set
forth the terms with absolute clarity,

This signified the renunciation for 60 years of a tax which for muany years
had not given less than 200,000,060 pesos per annumn and which even reducing
it to one-half of this figure represented 6,000,000,000 pesos, which sum had to
be replaced by the proceeds of the participation of the state in the profits of
the business.

* * 3 E s £ ES

We have said before that the state, in becoming a part of the new hody, had
to sacrifice the export tax on nitvate. But that was not its only contribution,
nor its only share. IFurther than renouncing all taxation except 6 per cent on
income, which it might have been able to impose on the new organization, it
had to contribute 150,000,000 tons of nitrate and not affecting specified nitrate
fields, which would have permitted it to dispose of the others, but all of the
nitrate lands belonging to the state, from whicit and during the period of GO
years the company shall have the right to select those which it wants.

That is the absolute ty¥ing up of the nitrate reserves of the state, estimated
at 460,000,000 tons, for a period of six decades, for three generations of Chileans,

This share of 150,000,000 tons of nitrate represents a value, according to the
superintendency of this branch, of 1,500,000,000 of pesos, since it is estimated at
10 pesos per ton; but it amounts to a value of 2,634,000,000 of pesos according
to the estimate which Mr. A, E. Cappellen-Smith, of Guggenheim Bros., made-in
the balance which he presented to his ussociates of the Lautaro Nitrate Cor-
poration of Delaware (which should not be confused with the Lautaro Nitrate
Co.) assigning a value of 17.50 pesos to each ton of nitrate. (Document No. 2.)

* * " *® s * *

The originators, promoters, and supporters of Cosuch had decided ab ovo that
it should assume the character of a corporation between the Government and
the industrialists, and that in a corporation of such nature while one of the
partners—the national treasury—made concrete contributions easily valued
in terms of money, the other partner—the indulstrialists—should contribute
their assets and liabilities,

This type of corporation and these contributions of assets and liabilities of
the nitrate firms incorporated into Cosach went to make the negotiations as
disastrous from the Government point of view as it was bound to be, in any
case, from the national point of view.

The introduction of the assets and liabilities of the industrialists im.
mediately gave rise to the difficulties in the exact or even approximate appraisul
of the real values of these contributions, and then made the Chilean treasury,
as a partner, responsible for all of the debts of the industrial partners up to
the amount of the fifteen millions of A stock which would represent the
Government’s share,

And thus it was that when Mr. Ricardo Ayala, as representative of the
Chilean Government, put his signature to the Cosach contract on the 20th of
March, 1931, (2) a day which we believe will be sadly memorable, the treasury
burdened itself with the debts of the Nitrate Co. of Chile—including the initial
loan of $120,000,000-—which reached the sum of 2,000,000,000 pesos, or 400,-
000,000 more than the total external debt contracted by Chile from the time of
its independence up to the year 1927, the first of the Ibanez dictatorship. Law
No. 4868 sanctioned this enormity.

- L] L] » L] * L
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And in addition to those already considerable objections, it was necessary to
authorize a large loan for Cosach under conditions of absolute guarantee of
service and payment so effective that they permitted Guggenheim Bros,, to
retain their great interest in Cosach without preventing them from drawing
out everything which they had invested in the nitrate industry.

L ] * L * * * t

Mr. Castro Ruiz was, in the opinion of this commission, the last Chilean who
should have held oftice as Minister of Hacienda—that is, us principal repre-
sentative of Chile during the period of the orgunization of Cosach.

Mr. Castro Ruiz was atually manager of a foreign bank closely associated
with the nitrate industry through large credits extended to producing and
selling companies, This character of manager of the Anglo-South American
Bank was to be inseparable from that of the agent and the Minister of Finance
of Chile and the coexistence of both conditions means a moral incompatibility
which was so evident that it made unbelievable the designation of Mr, Castro
Ruiz as Minister of Hacienda charged with negotiating and deciding upon the
formation of Cosach.

L . ] * * * L d

In reality Guggenheim Bros., did not have a single peso invested in nitrate,
in view of the fact that the interest and amortization on their $28,000,000 are
guaranteed by the state, with the assurance—accorded in decree with force of
law No. 12 of February 24, 1931—that it would not allow 1 ton of nitrate to
lt:e e]xported without charging for it 60 pesos for the service of the respective

ondyds,
L] L ] * - * L *

In effect, the Anglo Chilean, in accordance with American methods concerning
stock companies, had issued 1,766,750 sharves without par value and which
could only be of value on the day that the assets of the company were esti-
mated by someone to be greater than the Habilities,

'That someone was the Chilean Government which, notwithstanding that the
official public balance showed the assets of the Anglo Chilean to be less by more
than $10,000,000 than its labilities, assigned to them for these 1,756,750
“without par value’ shares, th enormous sum of 490,000,000 pesos in B shares
of the Cosach. Then under the title * Bonds substituted for cash payment
to the state"—

But it ceased to be true from the time that the decree with force of law No, 12
of February 24, 1931, substituted for cash payment the payment in Cosach
bonds of a loan of $120,000,000 which does not effect the Government as a
partner of the company; on the service of these bonds the Government will
contribute its share, guaranteeing them, during Some thirty and odd years,
and obligate itself to retain 60 pesos for each ton of nitrate exported.

. L] » L]

* [ ] [ ]

It should be noted, with regard to the debt of $120,000,000 that it was made
up of two loans, one having preferred payment over the other (prior secured
bonds), and that the bonds delivered to the Government in payment of its
credit quotas for 1932 and 1933 were not the prior secured bonds, but con-
sisted of secondary payment bonds. (Document No. 7.)

Senator JouxsoN. I ask that that entire statement be inserted in
the record. .

The CirairmaN. That will be done, ) . .

(The report on the organization of Cosach is here printed in the
record in full, as follows:)

(Inclosure No. 2, Despatch No. 1021, American Embassy, Santiago, Cbile)

Ep MERCURIO,
Santiago, Chile, November 8, 1931.

TRANSLATION

Report on the organfzation of the Compania de Salitre de Chile (Cosach) presented by
. the su!gcomm’fttee of the committee jnvcatigating the acts of the dictatorship)

The subcommittee appointed by the committee investigating the acts of the
dictatorship to study the organization of the Compania de Salitre de Chile
delivered yesterday to the Minister of Finance the following report which con-
tains the results of their investigations: :
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Mr. MiINisTER: This committee which was appointed by supreme decree of
August 4 last to investigate governmental acts beginning in 1027, formulated a
plan which it must follow in its work and in it, it set forth the study of the
organization of the Compania de Salitre de Chile, more commonly known as
Co.s:]u;h, as one of the acts of greatest importance consumated during the dicta-
torship., !

Thus when the program of this committee was announced publicly, the man-
ager of Cosach in a communication dated August 19, and in the name of the
company that he is administrating, urged us that we should begin as soon as
possible to consider the organization of Cosach since in the cpinion of the board
of directors of that compuany there existed a real nationul expediency in that
the investigating committee should render its report in this respect at the
earliest possible moment.

The committee answered the mabager of Cosuch that being of the same
ooinion it would begin the task immediately and so since the 224 of August,
that is for a period of more than twe months, it has given several hours daily
to the examination of the antecedents of Cosach.

In addition to the numerous documents that it has had at hand the conmmittee
has considered the veply of Cosach to the committee's questionnairve; it has
heard the statement of Joayuin Irarrazaval in his eapacity as representative of -
the company ; it has heard also the superintendent of nitrates; it has followed
through the intermediary of several of its members the recent debates of the
Institute of Engineers and studied the acts of those important debates; it has
asked those ofticials whoem it thought pertinent to report on the different subjects
under study concerning Cosach; it has had in hand numerous letters by means
of which there were agreed the terms of incorporation into Cosach of the
principal nitrate firms; the debates of Congress regarding Law No, 4863 and
the great amount of lterature which has alveady appeared relative to the origin,
development, and poss.ble consequences of the Compania de Salitre de Chile.

Before setting forth in its report the result of its investigations, the commit-
tee considered that it could have had well founded reasons for starting the
report with a dicussion of the constitutionality of Law No. 4863 which estab.
lished Cosach, a lnw debated and approved by a Congress which, in its majority
was appointeld and not constitutionally elected. and was imposed by an executive
which had in fact assumed all publie power; and also for establishing the even
more evident unconstitutionality of the so-called decree laws No. 12 and 48,
complementary to the Cosach Law, enacted by virtue of special powers which
Congress could not grant to the executive since it meant a delegation of the
legislative power which is not permitted by our constitution.

However, this committee prefered to base its report on the hypothesis that
the legal provisions relative to the estublishment of the Compania de Salitre
de Chile were valid and therefore obligatory.

Qur report comprises the tollowing headings:

First. 'The double and inseparable character of the nitrate industry. (The
Government and commercial aspect and the national aspect.)

Second, The Cosach and the Chilenn Government.

Third. Development of events up to the organization of the Compania de
Salitre de Chile.

Fourth, Expenses of orgunizing the Cosach,

Iifth. The capital of Cosach illegally increased.

Sixth. The commercial outlook,

Seventh. Exchange for bonds of cash payments to be made to the state.

1. THE DOUBLE AND INSEPARABLE CHARACTER OF THE NITRATE INDUSTRY

The very idea of organizing the nitrate industry of Chile as a single commer-
cial company meant the voluntary disregard—since we can not admit igno-
rance—of the obvious nature ot that industry,

In eftect, it is a fact, the beneficient consequences of which the country has
enjoyed for almost half a century, that in addition to the characteristics comnion
to all industries the nitrate industry has had always the eharacter of providing
and sustaining our national economy.

The nitrate zone, which was acquired in good part by virtue of the treatles
which terminated the war of the Pacific, and as a fruit of the sacrifice of
20,000 Chileans and of the united effort of the country in the defense of its
rights and dignity, became, because of the industry of transforming nitrate-
bearing ore into nitrate of soda fertilizer, the very reason for the existence
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and the progress of the Provinces of Antofagasta and Tarapaca, It became
also the great workshop of our most energetic laborers in numbers of tens of
thousands, and the assured and privileged market of Chilean agriculture and
industry from Coquimbo to Chiloe,

So intimate beeane the connection of interests hetween the nitrate provinces
and those of the rest of the Republic that always and invarviably the prosperity
of the central and southern part of the country coincided with the prosperity
of nitrate, and each nitrate crisis was followed by a crisis in the agricultural
and industrial sections of Chile,

In order to ignore this second character of the nitrate industry—its intimate
and inseparable relation with Chilean economy—it was necessary not only to
lack the most elemental vision of a statesman but also to be disposed to inflict
upon the nation the greatest harm; to be disposed to ruin it.

The foreign industrialist, entirely removed from these considerations and who
views the nitrate problem exclusively in its mechanical and commerefal aspects,
it is perfectly explicable that he has seen and continues to see the only solution
to the problem in the maximum rationalization and mechanization in the
production of nitrate of soda.

But the Chilean statesman could not nor can he proceed on this simple
theory. Our governor, our legislater, has to consider the rationalization of
the nitrate industry in its relations to the economic-social aspect of the question,

And thus it is explained that when 10 years ago the same Cappelen-Smith,
who to-day figures as the promoter and organizer of the Compenia de Salitre de
Chile, proposed, through the intermediary of his consulting lawyer, Mr.
Manuel Foster Recabarren, the idea which later took form in the Cosach,
before & group of the most eminent statesmen of the country, these with an
eloquent unanimity flatly rejected it without admitting it even to discussion,

The rationalization of the nitrate industry—that is, the production of all
the exportable nitrate by three or four monstrous plants with a produetive
capacity of 500,000 to 1,000,000 tons annually for cach one and with almost
total mechanization of the processes of extraction and manufacture, had
necessarily to cause the following results:

First. The depopulation of workmen in the nitrate fields:

Second. The ruination of commerce in the regions of Tarapaca and Anto-
fagasta ;

Third. The devalorization of private property in those Provinces;

Fourth. ‘I'he ruination of the railroads of that district;

Fifth. The depression in agriculture through loss or a considerable decrease
in the northern market; almost coniplete falling off in the shipment of animals,
vegetables, cerenls, wine, canned goods and fruits;

Sixth, An industrial crisis because of tae almost total elimination of one
of its principal consuming centers;

Seventh, The udverse cffect on the national merchant marine because of
decreasedl shipping from the central and southern districts to the northern
zone; ant

Eighth. The enormous decrease in government revenues such as land tases,
commercial taxes, and income taxes, and not only in the Provinces directly
affected but in all the supplying centers of that zone.

And this aggrigate of disustrous consequences was predicted with sufficient
anticipation in the short debate on the Cosach in Congress to make it appear
prophetic. The facts, unfortunately for us, have taken it upon themselves
to confirm fully these predictions; but it would have heen very easy for all
those to have forseen the results if they had not closed their eyes to the facts,

The national interest did not predominate.

The magic of words coming from the largest manufacturing districts of
the world—or perhaps reasons more powerful and less innocent—influenced
the governors and legislators and high public officials toward the rationaliza-
tion, stundardization, and mechanization of the nitrate industry.

It was proposed to the bees that they abandon their laborious procedure
and produce industrial honey on a large scale; and there were bees who ac-
cepted. In fact, the honey flowed abundantly through glass tubes and stills,
but the swarm scattered and the bees died by the thousands.

In September 1930, 32 plants with 52,000 workmen were still operating in
the nitrate flelds; to-day only three are operating, namely:

The Chacabuco plant of Messrs. Guggenheim; the Pedro de Valdivia of
Messrs. Guggenheim; and the Maria Elena plant of Messrs, Guggenheim,
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(In August lust the three plants mentioned produced 100,000 tons. Three
other plants, the Condor, the Santa Luisa, and the Pena Chica, produced
among the three 14,000 tons—that is, less than 13 per cent of the total. For
this reason we do not take them into account.)

A total of only 20,000 workmen are employed, and which number tends to
decreise,

The remaining 32,000 workmen represent more than 120,000 persons who have
emigrited to the south, the great majority of which are unemployed,

Thexe luborers, until yesterday, were the highest expression of the strong
race of Chilean workmen whose fame has never been exceeded by that of any
other country. They were heralds and the sustainers of the national wealth.,
To-day, with ill-concealed bitterness, they parade their rags through the streets
of Santingo and Valparaiso begging alms * for God's suke,”

2. CosaCH AND THE CHILEAN (GOVERNMENT

These who underrated or omitted the national aspect In Cosuch, could they
give #s an explanation, since they can not give it as un excuse and less as a
justification of their attitude, the advantages of a well-ordered budget which
this negation involved?

Nitrate, they said, has been since 1884 up until the present, the prineipal
revenue of the Chilean Government. The Government has profited, they added,
to the sum of 7,391,000,000 pesos in export taxes and 210,000,000 pesos by the
sale of nitrate lands, This situntion which is unique wmong the nations of the
world could be muintained while Chile had the monopoly or quasi-monopoly
of nitrate, but this ceaxed to be possible once our quota in the world consump-
tion of nitrate fell from &6 to 23 per coent,

Furthermore, to the increased production of synthetic nitrate, the dirvect
cause of our displacement, there was added u constant reduction i the produe-
tion costs of synthetic fertilizers,

As there does not exist in the world a suflicient market for the possible pro-
duction of nitrates, it was necessary to dispose of that part of the production
which represented the lowest cost.

The glillemma, they added, is unavoidable; either lower production costs or
we perish,

And in order to reduce the costs, they concluded, there is only one means—
the ndoption and the adaptation to all the industry of the Guggenheim proeess,

The application of the Guggenheim process, to quote the superintendency of
pitrate, menns an economy in production costs of 40 pesos per ton.

With that saving Chilean nitrate would remain, according to the promoters
of the new system, in a position to compete successfully with all its numerous
and powerful rivals, the producers of synthetic fertilizers,

Furthermore, it was necessary that the Chilean Government shoyld renounce
the collection of the export tux on nitrate—100 pesos of 6 pence per metric ton,

But this renunciation would be only apparent—pro forma—bheciause the
profits which the Government would receive from its participation in the indus-.
try would exceed by very much the amount of the largest revenues from the
export tax.

The calculatons made by the promoters of n future busines< are generally
optimistic: and on many oceasions those are the only momen's of rejolcing.

Pablo Ramirez, in his capacity of representative with full powers of the
dictatorship, prepared the plan of Cosach, together with Mr. A. K. Cappelen-
Smith, duly authorized representative and partner of Messrs, Guggenheim
Bros, Mr. Ramirez drafted the * stutement of reasons” and the * project
of law " which, without further amendment, the Dictator Ibanez and his Min-
ister of Finance, Rorolfo Jaremillo, presented shortly thercafter to Congress,
In that “statenienc of reasons ™ Messrs, Ramirez, Ihanez, and Jaremilio made
the following calculutions concerning the profits of Cosach:

Sales and profits for dividends
Tons

590, 000, 000
718, 000, 000

92028--32—p1 +——9
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We shall see very shortly what probabilities there arve of realizingz those
numhers, or better whether the facts show other amounts considerably less
promising.

Meanwhile, in order not to lose the logical order of ideas, let us return to
the proposition made to the Government to renounce immediately the tributary
system imposed until then on the nitrate industry, and to incorperate the
Government in a business in which it would have one-half of the profits on
the basis of the application of the Guggenheim invention,

It would seem elemental in view of this first form of the proposition to set
forth the terms with absolute clarity,

This signified the renunciation for 60 years of u tax which for many years
had not given less than 200000000 pesos per annum and which even reduwing
it to one-half of this figure represented 6,000,000,000 pesos, which sum had to
he replaced by the proceeds of the participation of the State in the profits of the
business,

There is no exaggeration in stating that never had such a large transavtion
heen proposed to the Government of Chile,

The acceptance or the refusal thereof, especially the acceptance, which meant
the changing of the existing situation, involved the greatest responsibilicy.

As the basis of the negotiation was the adoption of the Guggenheim prowess,
it would appear obvious to consider, examine, and prove what results fts
application have given to date,

The Guggenheim process had been experlmented with only at the Maria
Clena plant of the company known as the Anglo-Chilean Consolidated Nitrate
Corporation.

And in the officinl balance sheet of June 30, 1930 (document No. 1) whi:h
expresses the results of the fifth yvear of operation of the company, there iz
established a loss of 10,029,526 United States dollars, more thuan S2.000)4us}
Chilean pesos;

Is it admissible, is it even possible that with these faets in hand and on
this basis, the Government and the legislators of Chile decided the mo~t im-
portant negotiation of the past, present, and perhaps the future of the country?

We have said before that the state. in becoming a purt of the new Punly,
had to sucrifice the export tax on nitrate. But that was not its only contri-
bution nor its only share., Futher than renouncing all taxation except 6 per
cent on income, which it might have heen able to impose on the new organiza-
tion, it had to contribute 150.000,000 tons of nitrate and not affeeting ~pevi-
Hed nitrate fields, which would have permitted it to dispose of the others.
but all of the nitrate lands belonging to the state, from which and during the
period of 60 years the company shall have the right to select those which it
wunts.,

That .= the absolute tying up of the nitrate reserves of the state, estimatss!
at 460.000,000 touns for a period of six decades, for three generations of Chileans

This share of 150,000,000 tons of nitrate represents a value, aceordinz to
the supervintendencey of this braneh, of 1,500,000,000 of pesos, since it is esti-
mated at 10 pesos per ton; but it amounts to a value of 2.634000.00) of pe=os
according to the estimate which Mr. A, E. Cappellen-Smith, of tjuzzenheim
Bros., made in the balance which he presented to his associates of the Lantare
Nitrate Corporation of Delawarve (which should not he confused with the
Lautave Nitrate Co.) assigning a value of 17.50 pesos to each ton of nirrate
{Doecument No, 2.)

But not withstanding the magnitude of the Government's eontribntions, it
could have been thought that these would be duly compensaiedl by the state's
share of half of the profits of the industry.

1t was often said and the country was made to beligve that the Gevern-
ment was exchanging the produet of o tax, the eollection of which was< le-
coming impossible, at least in full, anud the present value of 150.000,000 ons of
nitrate, for 50 per cent of the profit< from the manutacture and sale of nireare,

What did the country understand by all of this? What did many of the
politicians, who attributed to Cosach during the period of its fecmarion. the
charvacter of salvation for our principal fountain of rexources, veally nnler-
stand?

They understood openly and frankly that frem each two pesos resulving
from the difference between the cost and sale price of nitrite one peso wonld
be for the State and the other for the industrinlists,

And by the cost price they understood that which woulit result from the
total of these factors: Transport of the ecaliche to the plant: manufactoring




SALE OF FOREIGN BONDS OR SECURITIES 2055

process in the plant, sacking, and freight to the port of embarkation and plie-
ing alongside ship. Deducting this cost from the sale value would give the

T tit.

v If this had been the case, Coxach. although it always wonld have been a
disaster from the point of view of nutional econviny, very probably woulil have
resulted as a good piece of business for the Chilean Governiment, But this
wis not the case.

It was our misfortune that the conditions under which this great company
wis organized were necessarily and fatally disastrous for all Chilean interests,
pational as well as strictly Government,

The originators, promoters, and supporters of Cosach hadd decided above that
it should assume the characicr of a corporaton between the Government and
the industrialists, and that in a corporation of such nature while one of the
partner<—the national treasury made concrete contributions easily valued
in terms of money, the other partner—the industrialists—should contribute
wmeir assets and liabilities,

This type of corporation and these contributions of assets and Llinbilities of
the wnitrate firms incorporated into Cosach went to muke the negotintion as
disastrous from the Government point of view as it was bound to be, in any
case. from the national point of view.

The introduction of the assets and liabilities of the industrialists immedi.
ately gave rise to difliculties in the exact or even approximate appraisal of the
real values of these contributions, and then made the Chilean Treasury, as a
purtner, responsible for all of the debts of he industrial partners up to the
amount of the 15,000,000 of A stock which would represent the Government's
share,

Aud this it was that when Mr. Ricardo Aysla, as representative of the
Chilean Government, put his signature to the Cosach contract on the 20th of
March, 1931, a day which we believe will be sadly memorable, the treasury
burdened itself with the debts of the Nitvate Co. of Chile—including the initial
loan of $120.000 000—which reached the sum of 2,000,000,000 pesos, or 400,000,-
000 more than the total external debt contracted by Chile from the time of its
independence up to the year 1927, the first of the Ibanez dictatorship. Law
Na. 4863 sanctioned this enormity.

The State abdictated its sovereignty in relation to the most valuable source
of fiscal income and humbly took part in a corporation in which, even under the
best circumstances, it had to accept the common lot of any of the partners. With
reference to this peint—essential in the Government aspect of Coxach—patriotie
veices were raised to call attention to the immense error which was about to be
wmmitted.

Messrs, Gustave Revera, Santingo Wilson, and Alegro Lirva, in the Chamber
of Deputics, ard Mr, Aurclio Nunez Morgado, in the Senate, protested agziinst
the character of partner which it was desired to give to the State in the nitrate
indu~try and announced the dangers which were involved.

It was as clear as the light of noon; since forgetting the paramount bhenefits
to the nation it was wished at any cost to combine the interests of the Govern-
went and of the nitrate producers. what should have heen done in ovder to save
the dignity and welfare of the country was to harmonize those interests in a
o ufederation,

F.r that, it was sufficient that the State shoukl renounce export duties and
shou 4 concede under determined conditions the use of its nitrate fands up to an
amount of 150,000,060 tons of nitrate.

In exchange for these generosities of 1he State, the industrialists, witheut
th+ necessity of associating themscelves with the State in the juridical-com-
mercinl sense, would hove turned over to the treasury 50 per cont od the profity
resulting from the difference hetween the cost of production and yvansortation
slongside ship and the sale price free alongside ship.

* With reference to what occurred in connection with Cosach on Mar. 20 of this year,
¥e ¢an Dot refraln from pointing ont that the following events ave surprising and nlmost
inexplicable, In fact, from the ofliclal documents which we have hefore us, it appears
thet e following occurved on the 20th of March, 1931: (1) Tlhere was i meeting in
\aljuraiso of stockholders of the Aurrera Nitrate Co. which ap};olmod the lawyer,
Edquardo <‘arvallo Gundelach, as its representative to sign the Cosach contract: (2) this
2ti-n_of the stockholders was made a matter of public record: (3) there was issued and
sub~cribed in Valparaiso tlie docunients of incorporation and the statutes of Cosnch,
wbich has 86 pages of typewritten text: (4) a copy of this document wias sent to Santiago
{or the information of the minister of haclendu; (3) this minlster, Mr, Carlos Castro
Ruiz. studied the contract and signed decree 2100, which approved the statutes of
Cosach: (6) decree 2100 is approved and signed by the dictator, ILanez; and (7) this
supreme decree is published in the Diario Oficial of the same day, Mar, 20,
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In order to control the correct and exact compliance with this obligation of
the industrialists, the Government should have taken the precautions customary
in such cases.

If under this simple, honest and practical form of agreement the quota of
50 per cent of the profits for the reasury had proved excessive, the figure could
have been reduced to an equitable oile,

The law instead of uccepting this clear road chose the tortuous one of the
corporation with shares of ussets and liabilities on the part of the industrialists,

The Senute wished to decerase the evil consequences of the corporation by
providing that the shares of the industrialists “ shall not exceed” 1,500,000,000
pesos and that the B stock representing these shares should be issued up to these
1,600,000,000.

But it will be seen-that these precautions did not prevent the sad plight of
the State in the Nitrate Co. of Chile. The original mistake of organizing the
corporation was committed and it was a mistake as great as it was unnecessry
for those who were not going to profit from it. The principal objects of Cosaci
were the following:

First, To unite nitrate producers in order to lower costs and bring about
unified control in the business thereby presenting un advantigeous united front
to the manufucturers of synthetic nitrogen; and,

Second. To obtain the assistance of the Chilean Government in order to sup-
press taxes and to apportion nitrate lands to the industry.

For the full satisfaction of these desires the Nitrate Co., of Chile was not
necessary. The first end had already Leen attained with the Association of
Nitrate Producers, an organization which represented and directed the interests
of the industry; and with reference to the assistance from the State it could
and should have been obtained without the cosach.

What were the Interests so deep and so strong which determined this form
for the organization of the nitrate industry? Perhups the best reply to this
question will be a detailed examination of the organization of Cosach.

3. DEVELOPMENT OF EVENTS UP TO THE ORGANIZATION OF THE COMPASIA DB
SALITRE DB CHILE (COSACH)

This study should embrace three periods: Negotiation, legislation, fulfillment,
THE NBGOTIATIONS

The period of negotiations—iwithout doubt the most intere:.ing—opens in
April and ends in July of 1930. All of the developments took place in Paris
and London. The negotiators—at least the principal ones—are Publo Remirez,
representing the State, and Mr., A. E. Cappellan Smith, vepresentative of
Guggenheim Bros. This period includes the following operations:

First. The form of organization of Cosach was proposed and decided upon.

Second. A report on the motives and the corresponding projects of law were
drawn up and sent to the Government for presentation to the National Congress,

Third, Nitrute companies were informed as an inevitable fact that Cosach
should be organized under the law substantially in accord with the form
proposed by Mr. Ramirez.

Fourth, The nitrate producers knowing the dictatorial character of the
Chilean Government; the insurmountable influence which Pablo Rumirez
exercised in that Government; the growing power which Guggenheim Bros.
were assuming in the pitrate Industry; the close understanding between
Guggenheim DBros. and Mr. Ramirez; and, lastly. the absclute uxclessness of
any effort which might be made to oppoxe the suggestions of Mr, Ramirez and
Guggenheim Bros,, agreed with them upon the terins of their respective incor-
poration into Cosach. (Document No. 2A.)

During this first period of negotiations 28 of the most important nitrate
firms, out of the total of 42 which to date have signed the contract of the
Nitrate Co. of Chile, agreed to enter Cosach. The negotiation was completed.
It 3si true that legislative approval®was lacking but that was certain to come,
and it came,

‘ PERIOD OF LEGISLATION

The project of Cosach was presented to the Chamber of Deputies. The
finance committee reported on it during the session of June 21, 1930. Dis
cussions started during this same session. Under the circumstances the
deputies had not had time to read the project. :
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The commission did not present a written report but charged its president,
Mr. Jorge Orrego, to give verbal explanations.

The debate was continued in the session of June 23 from 4 to 7 o’clock,
and since it was not completed, and in spite of the protests of several deputies,
a further session was called for that night. Debate was concluded during the
session of June 24 and a general vote was taken on the project. Three days
had passed and the project had been discussed in four sessions, Such a brief
time and such a small number of sessions were sufficient for the chamber to
decide upon the most serious and important project of law which had ever
been submitted to it.

In the attack on the project for the formation of Cosach the following
gentlemen distinguished themselves: Selim Carrasco, Manuel Munoz Cornejo,
Arturo Ruiz de Cambba, Ignacio Urrutia Manzano, Ramon Scpulveda Leal,
Gustavo Riveral Baeza, Santiago Wilson, Alejo Lirva Infante, Altredo Guillermo
Bravo y Bartolome Scpulveda.

The project was especially supported by Messrs, Jorge Orrego, Luis Cruz
Almeyda, Juan Pradenas Munoz, Nolasco Cardenas, Ileazar Lezaeta y Fran-
sisco Jorquera,

The result of the vote was 60 in favor of genceral approval of the project
and 21 against it. The following voted in the affirmative:

(Here follows list of names.)

The following voted in the negative:

(Here follows list of names,)

During the session of June 27 the chamber initiated and coneluded individual
discussion and heard a new report from the finance committee, considered and
rejected the counter-project presented by Messrs., Salem Cavrasco on the one
hand and Manucl Munoez Cornejo and Arturo Ruiz de Camboa on the other.

That day the projeet for Cosuach passed to the Senate. The fiunnce com-
mittee of this chamber presented its report during the session of July 7. Dis-
cussion was started on the 8th and continued during the sessions of the 9th
and 10th. During the last of these sessions consideration of the project was
completed,

Three days and four sessions had been sufficient for the Senate also to discuss
and decide upon Cosach, The project wus especially supported by Pedro DP.
Dartnell, Guillermo Barros Jara, president of the finance committce, Enrique
Zanartu Prieto, Juan Antonfo Rios, Fidel Estay, Emilio Rodriguez Mendoza,
and Jacinto Leon Lavin,

Messrs, Aurelio Nunez Morgado, Manuel Iidalgo, and Juan Luis Ciarmona
attacked it in almost all of its phases. The Senate approved the project by a
large majority.

The third and fourth constitutional readings escaped in the discussions of the
chambers between July 12th and 2ist, and on the latter date the project was
completely approved and ready to be veturned to the exceutive, Cosach was
going to be a law of the Republie,

It is only just to point out that if Congress supported the fundamental error
of constituting Cosach and the no less serious error of founding the new
organization of the nitrate industry on the basis of a corporation hetween the
State and the industrialists, in exchange the numerous modifications intro-
dueed into the Government project all tended to lessen the disastrous conse-

uences.
4 Law No, 4863, which was published in the Diaro Official of Juiy 21, 1930, was
promulgated as a law of the Republic which gave life and legal organization
to the Nitrate Co. of Chile (Cosach).

Law No. 4563 did not put an end to the legislative process of Cosach,

The months following the promulgation of the law permitted its real nego-
tiators to realize that some of the provisions contained in the project pre-
sented by Mr. Pablo Ramirez in April of 1930 were Iacking, and that it was
necessary to impose others for the complete and perfe:* fuliillment of the
original plan.

Law No. 4863 had not contemplated the existence and authorization of the
so-called subsidiary companies, by whose mechanism Guggenhelm Bros, had
to complete their domination over the future company.

On the other hand, that law of July, 1930, required the Nitrate Co. of Chile
to pay in money and within the respective years the Government quotas for
1932 and 1933, a payment the material impossibility of which was already
discounted by the negotiators notwithstanding the optimistic accounts of profits
with which they had tempted the Chilean Legislator.
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An in addition to these already considerable objections, it was necessary to
authorize a large loan for Cosach under conditions of absolute guarantee of
gervice and payment so effective that they permitted Guggenheim Bvos. to re-
fain their great interest in (osuch without preventing them from drawing
out everything which they had invested in the nitrate industry.

Law No. 4563 therefore had imposed upon it, with unavoidable character,
modifieation in these three respects,

The extraordinary powers of Law No, 4945 were used for this purpose—
if they were not designed especially for the purpose. Under these extraordinary
powers was dictated Decree Luw No, 12 of February 24, 1931,

The dictator nnmed Mr. Castro Ruiz, Minister of Hucienda, in order to ask
or to impose those extraordinary powers and take advantage of them in the
manner which was done under Decree Law No. 12 of February 24, 1931,

Mr. Castro Ruiz was, in the opinion of this commission, the last Chilean who
should have held office as Minister of Hacienda—that is, as principal repre-
sentative of (‘hile during the peried of the orvganization of Cosach.

Mr. Castro Ruiz was actually manager of a foreign bank closely associated
with the nitrate industry through large credits extended to producing and
selling companies. This character of manager of the Anglo-South American
Bank was to be inseperable from that of the agent and the Minister of Finance
of Chile, and the coexistence of both conditions meant a moral incompittibility
which was so evident that it muade unbelievable the designation of Mr. Castro
Ruiz as Minister of Hacienda churged with negotiating and deciding upon the
formation of Cosach.

The unbelievable, however, happened. It is true that it was not the only
unbelievable act of the dictatorship, but it was without doubt the most serious
and the most harmful to public interests,

Carlos Castro Ruiz was named Minister of Hacienda by Dietator Ibanez on
January 9 of the present year. On February 6 the law of extraordinary powers
was imposed upon the members of Congress who were designated March 30,
1630. This law was resisted by many distinguished and able parliamentarians,

As we have already said, Decree Law No. 12 was dictated on February 24 by
virtue of those extraordinary powers,

The manager-minister had accomplished the most important part of his mis-
sion, und if as minister he had not made himself exactly a creditor of the
national gratitude, as manager he had earned the gratitude of his bank.

With Decree Law No. 12 and with No. 48 the per.od of Cosiach, which we
have called the legislative period, came to an end, 'The last of the three perivds
arrived, that of fultillment.

FULFILLMENT PERIOD

The entire country has been deceived into thinking that the 1,500,000,000
pesos in series B shares of the Cosach had obligator.ly to be assigned to the
nitrate industrinl.stx and that, in any case, they were granted to them after
prior valuation of their assets and liabilities evaluated by representatives of
the Govermment,

It has been suid and repeated with as much insistence as inexactness that
the Chilean (tovernment was totally indifferent ay to the manner and pro-
portion in which these 1,500,000.000 pesos should be divided among the differ-
ent industrial partners and even that it had no interest relative to whether
or not the lquid assets of the separate industrialists represented this total
amount.

All these statements are nierely for the purpose of obhscuring the Issue,

In the first discussion of Cosaeh in Congress it was established that if from
the capital of 3,000.600.0110 pesos, 1.500,000,000 pesos were assigned to the in-
dustriadist= it wax to e with the understanding and on the basis thet this
value should he duly just'fied znd proved, ‘The president of the finance com-
mittee of the Chamber of Deputies, Jorge Crrego, tried to xhow that the nitrate
eompanies in existence at the time of these discussions, altogether held liquid
assets to the value of 1,086,000,00 pesos. as was <hown by the hulance sheets
of these firms amd added that the 1,500,000,000 pesos should he considered as
including the highest valuation of the nitrate lands and the stocks of nitrate
and fodine as well ax the value of the proces:os and putents of said companies.

Later the Senate emphasized in & manner ot to be misunderstool. the idea
of prior justification of the industrial quota, determining that this total should
not exceed 1,500,000,000 pesos and that the series B shares could only reach
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that amount. If the value of the industrial quotas could not exceed 1,500,000,
UV pesos it was because they must be less than that suw and, in cousequence,
the incorporation of cach comuvany should correspond in its number of I shares
to the valuation previously approved by the Government,

Thus it is that the public believes these matters have been handled in this
muniner but it is laboring under a delusion. ‘I'he quotus of ull of the companies
incorporated in Cosuch to-day were agreed on directly between them and Gug-
genheim DBros,, absolutely ignoring the valuation of assessment made much
later by order of the Chilean Government and by oflicials in their service.

Thus the series I3 shures which these companies have received, or are to
receive, have absolutely no relution with the values assigned to their liquid
assets in the Govermment valuation, but with the values which Guggenheim
Bros, had decided bheforehand to give them,

The logical tonsequence of the foregoing and an incontrovertible fact is that
the Government valuation has bad no practical application for nitrate indus-
trinlists with the exception of Gugzenheim Bros.,, and it is an operation a
posteriori for the purpose of justifying the theory of delivery of 1,500,000,000
as the industrial quota.

An example will even more clearly emphasize this statement :

Let us suppose that when the dictatorship had the strange idea of the civie
center, one of the property owners in that district should have known that the
Government was disposed to pay 100,000,000 pesos for the total of the real
estute comprising that district and that, in possession of such valuable infor-
mution, he should have cagerly gone to obtajp an option on each and ali of
these plots of reul estate, acquiring the entire section for 20,000,000 pesos,

Once the option hud been secured this fortunate purchaser would present
himself to the Government and ask for the payvment of 100,000,000 pesos, And
the Government, knowin the total price of the operation was 20,000,000, instead
of rejecting this propusal should name a commixs<ion which, for various reasons,
showed that the property wits worth 100,000,031 pesos, in view of which report
the Government paid the 100.000,000 pesos.

‘I'his has been the case but very nmch worse,

Guggenheim Bros, from April to July, 1930, entered into o number of ad-
referendum operations through which there were agreed the terms of incor-
poration into Cosach of 28 of the principal nitrate companies, and later this
pumber was increased to 33, only 14 nitrate firms remaining outside of the
combination.

To these 33 were grunted 418,184,936 pesos in sevies B shaves of the Cosach,
Guggenheim Bros. reserving for themselves and their cooperators 1,050,000,000
pesos (document 2-B).

After distribution had been made the Government in its report absolutely
avoided making any disclosure of the fact that these companics which through
agreements of their dirvectorates and shareholders had turned over their busi.
ness actunlly worth 852,000,000 pesos for 418,000,000 pesos.

From this system of governmental valuation, the worth of which we prefer
not to dwell upon, the most interesting anomalies have resulted.

The case. for example, of the Cia. Salitrera El Loa whic¢r company presented
to Guggenheim Bros, official balance sheets which can euxily he proved, and
according to which there were liquid assets in favor of thar company of
69,000,000 pesos and to which Guggenheim Bros, only granted 23,400,000 pesos
in shaves of the Cosach.

And what did the governmental valuation say with regurd to this company?

It said that the liquid assets of the Cia. El Lou mmounted to 139,000,000 pesos
(document No. 3).

Some of the shareholders of this firm have been right, therefore, in stating
to the investigating committee that in the difference between 23,000,000 pesos
and 69,000,000 pesos El Loa has been defrauded, but that in the difference
between 69,000,000 pesos and 139,000,000 pesos the Government has been de-
frauded, since the company acknowledges publicly that it was worth but
69,000,000 pesos and the Government commission values it at 139,000,000 pesos
(document No. 3-A).

We could repeat innumerable similar examples that would show that the
governmental valuation was very much greater than the balances of the com-
panies, in order to have a justitication for the payment of the 1,500,000,000 pesos.

We repeat that in the division of this total there were assigned to the com-
panies adhering to the Cosich 418,000,000 pesos and to Guggenheim Bros, and
their cooperators 1,030,000,000 pesos, and what did the Guggenheim group
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deliver to the Cosach in exchange for this amount of 1,050,000,000 pesos? Not
one kilo of nitrate ore, not one piece of iron, not one animal hoof,

They delivered their “ good will,” their intangible nssets, as the governmental
report calls it with unintended irony.

And this is an undeniable fact of the most rigorous exactness,

The nitrate interests of Guggenheim DBrox, were in the Anglo-Chilean Cop-
solidated Nitrate Corporation and in the Lautaro Nitrate Co.

The property which formed the assets of the first of these companies hardly
covered the liabilities, not taking into account the $10.000,000 (82,000,000
1esos), which represented the loss shown in their official balance sheet of June
30, 1930 (document No. 1),

As to Lautaro, their liquid eapital (document No, 4) amounted to 320,000,000
pesos, which was incorporated in the linbilities of the Coxach as a debt fn
preferred bonds, .

Thus the properties of the companies in which Gugeenheim’ Bros, were in
terested were tuken into the Cosach with complete disregard of the 1.050,000,000
pesus delivered to them und their group in the form of shares of the Cusach

These 1,050,000,(00 pesos were purely * gond-will,”

And how has the firm of Guggenheim been able to obtain a poxition so
powerful in the nitrate industry as to permit them to handle the division of B
shares as master and owner?

It is an edifying story which merits being placed in this report for perpetual
remembrance,

The flrmr of Guggenheim Bros. first interested themselves in the nitrate in.
dustry in 1925, acquiring at a public sale the Soya Norte nitrate fleld, for the
approximute sum of £600,000. After a short time the firm deeided that for the
development of their husiness, it would suit them to purchase the railroad to
Tocopilla and other properties belonging to an English company called the
Anglo Chilean Nitrate Co. So they bought the assets and linbilities for
£3,600,000 for which they paid, without spending a cent, in bonds or mortgage
debentures,

The firm at once decided to build a plant, the Maria Klena, for the application
of the Guggenhieim process for extrncting and elaborating nitrate.

In ordered to defray the initinl cost of this plant, they launched a new
issue of debentures for $16.500,000 with which they began to retire the £600,000
paid for the Coya field. Thus they did not have n single dollar invested in the
industry,

But soon the construction of the Marin Ilene required sums which could
not lie obtained by new issues of debentures and Guggenlieim Bros, began to
advance to the Anglo-Chilean Consoliduted Nitrate Corporation sums of money
which, in March of the present year, nccording to the hooks of their own
company, amounted to $27,000.000 as capital and $1.500,000 as interest,

In round numbers there were $28,000,000—that is, 230 010,000 of our pesos—
invested in a very good, splendid, colossal enterprise but in the five years during
which it was in operation and with the advantage of very high prices for
nitrate, it lost $10,000,000,

This investment doubtless did not suit Guggenheim Broz, and the Cosach
and the enormous loan of $120,000,000 when it was launched offered them a
unique opportunity to get out of this great business which showed such losses.

And thus it was that the guaranteed credit which they had against the
Angio-Chilean Consolidated Nitrate Corporation for $22.000,000 was changed for
bonds of the Cosach with the speeific guarantee of 60 pesos per ton of nitrate
exported, and with payment so preferential and privilegesd that a ton of
nitrate can not leave our shores until the service of these bonds has been
covered.

Thus the credit of Guggenheim Bros. hnd predominance over the first
mortguages of the incorporated companies and over the 7 por cent interest of the
Lautaro Co., this last fact causing great alarm to the holders of these bouds.

In reality Guggenheim Bros. do not have a single puso invested in nitrate,
in view of the fact that the interest and amortization on their $28.000,000
are guaranteed by the State. with the assurance-—aceorded in decree with foree
law No. 12 of February 24, 1931—that it would not allow 1 ton of nitrate to
be exported without charging for it 60 pesos for the service of the respective
bonds,

But the fact that the Anglo-Chilean Consolidated Nitrate Corporation's assets
were less than thelr liabilitles did not ~ignify that their owners, Guggenheim
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Bros,, would not recelve anything for their incorporation in Cosach, Far from
this, so far in fact that they received 490.000,000 pesos for their incorporation.

In effect, the Anglo-Chilean, in accordance with American methods concern-
ing stock companies, had issued 1,756,750 shares without par value and which
could only be of value on the day that the as-ets of the eompany were esti-
mated by some one to be greater than the linbilities.

That some one was the Chilean Government which, notwithstanding that the
official public halance showed the assets of the Anglo-Chilean to be less hy
more than $10.000,000 than its liabilities, assigned to them for these 1,756.750
“without par value” shares. the enormous sum of 490,000,000 pesos in B
shares of the Cosach,

The other nitrate firm in which Guggenheim Bros. has an interest was
the Lautaro Nitrate Co.

The story of that interest will cause the minister and the country greater
surprise, if possible, than the preceding one.

The Lautaro Nitrate ("o. was the most important and most Chilean nitrate
company of the pampa.

It haa originated by the union of the old, historie, and beloved Cia. Salitrera
de Antofagasta with the Lasctenia Co, and the English company from which
it took its new name.

The Lautaro was very progressive as it had eonstructed and equipped the
Chacabuco plant, the flower of the Shanks system.

Without doubt this spirt of progress shown by the Chilean company induced
Guggenheim Brothers to propose in June of 1929 the construction of a new
plant, Padro de Valdivia, where the process which they had patented might
be installed.

They only asked as a price for their advice and the adoption of their
patents a commission of £100,000,

A commission of £160,000 for a company that had a capital of £8.000.000
(1.600.000 share of £ each) was not a thing to fear.

But the proposers of this plan, Guggenheim Bros, demanded and ohtained
the payvment of this £100,000 commission in 2,000,000 shares of the Lautaro
Co. worth a shilling each, ench share heing entitled to a voto,

By this simple and marvelous system, £100.000 dominated and controlled the
£8.000.000 of the original shavcholders and owners of the businers,

But ax Guggenheim Bros. were not alone in this plan te absorb the Lautaro
Co. and had to divide the commission among the various cooperators, and
as this might deprive them of the control of the business, they conceived the
most stupendous mechanism in all this negotiation.

Thev invented a stock company whose only funetion and reason for heing
was the pessession and control of these 2,000,000 shares of the Lautaro Co.
They assigned to the new company, conceived under the name of the Lautaro
Nitrate Co. of Delaware. a capital of 4.000,000 shares without par value, of
which at the beginning 2,340,000 helonged to the Guggenhieims and was later
increased to 2,441,668,

Holding thus the majority of the shares of the Lautaro of Delaware,
Guggenheim also controlled the 2,000.000 shares of the Lautaro and, by this
means, the Chilean colosxus of the nitrate industry humbly yielded up its arms
and its goods before another colossus of irresistible power.

We have said that the £100,000 of “ Good-will ” which the Lautaro Co. paid
were converted into 1,000,000 shares of the company and that these were in
turn converted to 4,000,000 <hares of the Lautaro of Delaware. Guggenheim
Bros. then changed their 2,441,668 shares of Lautaro Delaware for 341.833.500
pesos in B shares of the Cosach and, as they already had received 490,000,000
pesos for their participation in the Anglo-Chilean, they possessed 831,833,500
pesos in B shares of the Cosach. (Nee document No, 2.)

The 281,166,500 pesos lacking to complete the 1,050,00,000 pesos mentioned
were given to the cooperators of Guggenheim Bros, excepting only a few crumbs
for the original owners of the Lautaro Co.

The Road to Gethsemane of the Lautaro (o, doex not end here, since on
the formation of Cosach, the true and original capital of £8,000,000 was
considered as a simple debt of the Compania de Salitre de Chile and with
this the holders of those bonds lost voice and veote in the management of
the business. As a cnlminating point, when the guaranteed credit of the
Gugezenheim was given prefercnce over gll other credits and, therefore, over
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the service of the Lauture bonds, the holders of these were in danger of
receiving no interest should nitrate sales decrease a little,

However sad this may be, we must not lose sight of the fact that the
directors of the Lauturo Nitrate Co. are in great part responsible for the
situation of that company.

The last part of this activity was the unnecessary creation of the Com-
pania Anglo-Chileun to which Guggenheim Bros. transferred the assets and
a great part of the liubilities of the Anglo-Chilean Nitrate Corp., for which,
serving as a plastice mediator, it was admitted to the Cosach.

As a résumé of this chapter, the Cosach is organized und mauade operative
in which, whether desire or not, the division of the 1,500,000,000 pe<os in
industrial shares is as follows:

Guggenheim Bros. and their groups for intangible as<ets or

ool WEI e e e 1, 050, aon, Opo
Liquid quota of the participating companies, their fields,
plants, railways, ete. o .. 418, 4435, 600
Shares not issued to date_ oo an 31, S04, 400
ottt e 1, 500, 000, 000

Guggenlicim Bros, do not need the 2,181,665 shares of their cooperators to
control the Cfosach and all the nitrate commerce of the world, Their 8,831,350
shares of B stock are sufficient to give them 7 out of 12 divectors of the com-
pany and to make tbeirsinfluence insuperable. The right of veto given to the
four directors who represent the Government is not suflicient to overbalunce
this influence as has been demonstrated in several articles in the press by
Ricardo Sulus Edwirds, ex-agent of the Government and member of the
organizing commission of the Cosach.

1. COSACH URGANLZATION EXPENSES

Even at the risk of prolonging this report beyond the wishes of the com-
mission, we must devote a few lines to the prodigious sums invested in the
expenses of organizing Cosach; sums, which in theiv entirety. exceed by double
those authorized by law,

We shall divide in three categories the investments to which we refer:

1. Expenses of the companies participating in Cosach because of their incor-
poration in the Ciu. de Sulitre de Chile and reimbursed by that company.

2, Payment to different agents or representiatives of companies incorporated
in Cosach as a means of indemnifying them for the loss of these agencies
or representations,

3. Direct expenses of the Cosack in the process of organization.

The sums invested in the first category of expenses amount, according to
the officinal detail of the superintendency of nitrate, to 281,367 pounds
(11.254,680 pesos).

Those of the second category are:

To Messrs, W, R. Grace & Co. for the nitrate agencies to 350.000 pounds
(14,000,000 pesos).

To Buchanan, Jones & Cia. for their agencies of the Compuanias Loa and
Tamarugal, 200,000 pounds (8,000,000 pesos).

The amounts ~pent in the organization of Cosach may be divided into the
headings which are given below:

Fees to lawyers oo e e 9, 511, 616
Commercinl fees .. o o IR 5, 219, 457
Fees to accountants_ . . el 2, 475, 000
Payments to oflicials or representatives of the Government and
sums put at thefr disposal ... 1, 634, 196
Cable, telegraph, and telephone expenses_ ... _._____ 554, 776
VA OUS . e e e 5, 009, 798
Total under this eategory . . oo e 24, 454, 843
Grand total of amounts spent by Cosach for organization purposes. 57, 7090, 523
Amount authorized for the purpose. ..... e e 22, 000, 000

Amount spent beyond authorization 35, 109, 523
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We must add that in the official communication of the superintendent of
nitrate regarding the organization expenses of Cosach, the following statement
wis included,

“Apart from the expenses taken into account above, we estimate that we
shall have to pay in Chile around 850,000 for the liquidation of participating
compunies, the greater part of thix fizure being the charges which we have
to pay, according to agreements, for expenses of liquidation of the liquidating
committees, In addition, there will he other lesser charges, similar to the
attuched details. in Chile and also probably in London and New York.”

I'rom these words of the superintendent, it will be een that there are still
considerable sums to be spent and that they will be charged to the organization
EXPeNses.

The conmission dees not consider it posxible to close this chapter of the
report without giving in detail the items of fees and of payments to ollicials
or representatives of the Government, being certain that the Minister of Finance
and the entive country will note many of these with an astonishment equal
to that experienced by the commission,

Dclails of the Items of Fees

1. Fees of lawyers:

tar Fees of 7 firms or groups of Chilean lawyers_ ... 805, 000
() Root, Clark & Buckner, New York lawyers..._.. - 7,820,387
(¢) Sherman and Sterling, London lawyers - 1,416,229
2. Puyments to public ofticials and sums placed at their disposal;

Pablo Ramires e 732,736
Secretary of Pablo Ramirvez . ..___ 42, 284
Raul Simone o _______ 254, 4045
I'rancixco Pena Otaegui 51,350
LEdmundo Delcourt.._.... 122, 000

Carles Davilao o 99, 660

Disposal of embassy in London. 160, 000
Ricardo Sales Idwards____...__ 177, 009
Luis Quirogi e cee oo 12, 00D

Total Pt e e e 1, 654,194

S. CAPITAL OF COSACH HAS BLEN INCREASED ITLECALLY

Does the fact that I shares of Cosach do not exceed the 15.000,000 which
the law authorized mean to =ay that the maximum guetas assizued to the in-
dustry in the operating capital are held within the preseribed muximum of
1,500,000,000 pesos?

In other words, has the operating capital of Cosach been increased?

The Compania de Salitre de Chile in the exposition which it sent to this
commission, answering the questionnaire submitted to it hy us responded to
this question with an emphatic negative,

But examination of the antecedents which this investizating commission has
had before it and a real, not an apparent, appreciation of the fuets, brings the
conviction that the operating capital of the company which the lnaw fixed at a
total of 3.000,000,000 pesos and in which the industrial part might reach
1,500,000.000 pr=os, has been actually increased by numerous items whose total
is more than 423,562,000 pesos, an obvious and flagrant violation of the legal
provisions reluting to Cosach,

It is a fact beyond any doubt that not only dves Law 4863, hut that also
the decrees with force of law which modify and complement it, provide that the
quotas held by the nitrate companies in existence at the date of the promul-
gation of these legal mandates could in no c¢ise nor for any motive or considera-
tion exceed the amount of 1,500,000,000 pesos represented by 15,000,000 shares
of 100 pesos cach.

This means to say that the incorporation of the capitai of the various nitrate
companies, representing the difference in their favor between their assets
and liabilities, may not exceed by a single peso in the capital of Cosach these
1,600.000,000 pesos.

And this is exactly what bas not happened.
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In effect the sum of the 1,500,000,000 pesos has been distributed and, in
addition, there has been paid or will have to be paid all of the following:

Lautaro Nitrate Corporution, 8,000,000 pounds. e . $#320, 000, 000
Nueva Castilla, $214,000, at 825 . . ____ 1, 763, H00

Cia. Comercial ¥ Salitrera de Tarapaca, $1,312(00, at 8. 10, 824, 600
Cia. Salitrera Taltal, $533,000, at 8,20 o e 4, 413, 750
Cia, Salitrera Tocopilln (Slomun), $8.565.000, at 8.25_ o caee-- 70, 661, 250
Cia. Salitrera de Tarapaca ¥ Tocopilla, $1,070,000, at 8.26..__-- 8, 827, 500
Cia, Salitrera La Granja, $857.000, at 825 . o aeee 7, 070, 250

Total (document NO. 6) oo eee 423, 562, 250

If these 423,000,000 pesos were not to be considered an inerease of the
capital of the Cosach, they should not have issued shares of series B for an
equivalent value. DBut if these shares have been dispoxed of in their entirety
and, in addition, part of the liquid capital or ligquid quota of some compinies
are shown among the debts of Cosacly, it is undoubtedly because the capital
has been increased to a point beyond that authorized by the law and the
statutes of the company.

Now this inerease of capital breaks at a most important juncture the juvid-
ical-commercial structure of Cosach and carries in its essence the defect
of nullity which can and should be recognized and punished.

6. COMMERCIAL OUTLOOK

This is the time to make it clear that the rationalizing of nitrate by means
of Cosach was effected at a time least suspicious for success.

No one is ignorant of the fact that the ill-advised policy followed by the
dictatorship in 1927 and 1928, directed especially by the ex-Minister of Finance,
Pablo Ramirez, increased the production of nitrate to limits which bore no
proportion to the probabllities of consumption. So the normal stock of nitrate
which should not exceed 1,200,000 tons was increased to almost 3.000,000 tons
and is to-day 2,500,000 tons.

To aggravate the situation. stocks abroad have been rapidly increased by
artificially stimulated exportation to permit delivery of drafts to the Govern-
ment in payment of duties, in order to produce the appearance of a flattering
governmental financial situation.

Greater consignments of nitrate to foreign ports means that the produce
becomes more costly and, what ix still more dangerous, exhibits to the world
an excess production of which the producers of synthetic nitrogen take ad-
vantage,

But the point which we desire to consider is more closely related to the time
chosen for the ereation of Cosach,

If this was formed in an cffort to rationalize the industry, why was it
created at a time when stocks of finished nitrate were at their peak? This
error from which it will be difficult to extricate itself; cither it must carefully
reduce nitrate stocks by decreasing production, which will automatically in-
crease eosts, or in the fact of these stocks it must continue producing on a
large scale, which would increase rather than diminish these stocks,

Having established this initial crror, let us see the commercial prospects
offered to Cosach and to the Government of Chile by the weak replacement
of incorie from their old export duty an:d the sale of the nitrate fieldx,

1t is advisable not to consider as a basis the present consumption, so lament-
able would be the result.

Our caleulations are based on normal averages. These bases are:

* Consumption of nitrate during yearecao o= tons.. 2, 000, 000
Price per ton free alongside in Chilean porta.—.cceooaaan Desos__ 30
Production by Guggenheim =ysteMlaooce oo —_tons__. 1,300,000
Production by Shianks S¥stell oo oemmmm e (10— 700, 000
Profit on Guggenheim nitrate (according to the superintendeney

of nitrate, date which the commission has not checked up) .pesos.._ 140
Profit on Shanks nitrate_.oaa - O [ 100
With these data, the calculation is simple:
1,300,000 tons of nitrate, at 140 pesos per ton profit..._.._. pesos-- 182, 000, 000
700,000 tons, at 100 pesos per ton Profit . cocmececemecene d0..-- 70, 000, 000

————————

Gross total profite..o - oo - - do 252, 000, 000
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Now as to the distribution of this first or gross profit; and lhere is the

aburd part of the Cosach in so far as it relates to Government fnterests,
Dofore the Government of Chile receives a peso of these 252,000 pesos of gross
profits, it must make the following reductions:
. Pesos

Service of the Cosach loan of 1,000,000,000 pesoN. ... oo 80, 000, 000
Service of the debentures and other credits for a value of 680,000,

000 pesos owned by the companies incorporated in the Cosach,

which debt it had taken overo .. e 54, 400, 000
Service of the so-called preferred bonds of the Luutare, which are

nothing else than the original and real capital of that company,

amounting to 320,000,000 PESOSa e cmc e e m e 25, 600, 000
Service of the 500,000,000 pesos of preferred es of series B,

whicit the industralists received ... 35, 000, 000
Minimum sum to be discounted from value of the profits, after

deducting the three preceding items and those for the reserve

fund, contingencies, social laws, etCe oo oo~ 12, 000, 000

Total e e e e e 207, 000, 000

This enormous figure represents deductions, and only after they have been
made do we have the Liquid profit in which the Government may participate,
In the case outl'ned, after the deductions have been made there remain 45,-
000,000 pesos profit. Of these, three-fifths go to the Government for its 10,.-
000,000 shares of series A and two-fifths to the owners of the 10,000,000 ordi-
nary shares of series B, Thr2e-fifths of 45,000,000 pesos are 27,000,000 pesos,

The profits to the State would be 27,000,000 pesos for the year.

Awl to obtain this, it is necessary to sell 2,000,000 tons of nitrute, the price
must not be less than 310 pesos per ton, the profit per ton of nitrate sold must
be that given ahove and the elaboration by the Guggenheim xystem must mean
an econonmy of 40 pesos per ton over that of the Shanks system.

Even under these favorable conditions, the economie structure of the nation
would have been substantially altered so as to obtinn the miserable result of
27.000,000 pesos profit during the year.

It secms unnecessary to state that examples could he multiplied indefinitely,
changing the bases, and arriving at results better or worse than that of the
preceding instance.  We have cited a case mwost closely approximating the
average,

From the study of the deductions which must he made from the gross profit
of Cosanch to determine the Government's participation, this fact stands out:

That the Government can not receive one cent until the service on debts or
preferred shares amounting to 2,500,000,000 pesos hus heen satixfied.

This results:

1. From having given to the union of the Government with the nitrate come-
pianies the form of a company to which the industrial firms brought their assets
and liabilities,

2, From the fact that decree with force of Law No. 12 of February 24
last which carries the signatures of Ibanez and Castro Ruiz authovized the crea-
tion of Cosach with a loan specifically guaranteed by the State for
1,000,000,000 pesos.

3. From the fact that Law No, 4803 destroys even the appavent equality of
the situation of the Government with its partner, the industry, in that of the
13,000,000 shares wh'ch pertain to the Iatter, it grants a preferred position
to 5006000 with preferentinl payment of accumulative intercst at 7 per cent
annuall=,

7. BONNS S8UBSTITUTED FOR CASH PAYMENT TO THE STATES

In so far as the first years of operation of the Cosach are concerned it can not
be said that the interest of the Government was considered by the assignment
of annual quotas payable whether or not profits were shown,

This was true so long as there were no maodifications to the provisions of
Law No. 4863 vequiring payvment of the<e quotas in cach from the first profits
of the husiness until the Government had reccived the entire amount due.
But it ceased to be true from the time that the decree with foree of Law No, 12
of February 24, 1931, substituted for cash payment the payment in Cosach
bonds of a loan of $120,000.000 which does not affect the Government as a
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partner of the company; on the service of these bonds the Government will
contribute its share, guaranteeing them during some thirty-odd years, and
obligate it=elf to retain 60 pesos for each ton of nitrate exported.

In this way. the Government piys to itself half of the quotax for the years
1031, 1932, and 1933 by a loan which not only includes these quotas, but also
the payment of the preferred credits of Guggenheim Bros., which were con-
verted imvo first-class privileged obligations.

It shounld be noted, with regard to the debt of $120.000,000 that it was made
up of two loans, one having preferred payment over the other (prior secured
bonds), and that the bonds delivered to the Government in payment of its
credit quotas for 1932 and 1933 were not the prior xecured bonds, but con-
sisted of secondary payment honds, (Document No. 7.)

On the other hapd Messrs, Guggenheim and orber ereditors of Cosach took
care to receive a good share of their eredit—=$16,536,000—in prior-securetl bonds.

This situation c¢an not be received with indifference by the Government of
Chile, us the enormous stocks of nitrate in consuming markets may easily
prevent the exportation of the 1,700,000 tons necessary for the service and
amortization of the prior-secured bonds issued.

Under such circumstances the Government will suffer a further injury.

CONCLUBION

Such is the picture presented by the study of these several and separate
negotiations, dark for national welfare and dark for strictly governmental
interests.

Its maintenance is impossible,

It would signify something like the suicide of a nation, once soverign, master
of its destiny and now vassal of a foreign power.

The annulment of the Cosach moreover, is juridically practical. not only
beeause of the evident unconstitutionality of Law 4945, mentioned at the be-
winning of this report, but also because in spite of the eare of its organizers,
the constitution of the Cia. de Salitre de Chile exceeded its limitations,

We have shown that the operating capital has been inereased above the
3.000,000.000 pesos authorized by the law and the statutes by the amount of
423,562,250 pexos representing the acquisition of part of the properties and liguid
capital of the various companies,

Therefore, az there is cause for annulment, the Cosach must be annulled.

National interests demand it, deceived fixeal interests require it, and morked
commercial ethies decree it.

With rcason has the Eeonomist of London, the most aceredited financial re-
view in the world, been able to say in its issue of Septembor 19, on considering
the «ituation of uncertainty of varionus South Amervican countries:

*The prosperity of the nitrate industry would restore the eredit of Chile,
provided that country could free itself from the dominion of Guegenheim Bros,
(the bailiff men).”

That the nitrate pampa may recover its old aspeet of a human bechive; that
there may work in it the greatest possible number of luborers: that the fires of
the Shanks plants he lighted ; that the Government may aid the indnstry with its
state-owned pampas and change the export dnty for an cquitable proportion
of the profits; and that the Provinces of Tarapaca and Antofagasta, now threat-
ened with death, may recover their life and their commerce and theiy saving
character as a market for their sisters of the south.

Mr. Minister, this commission, conseious of its rale of prosceutor in the
investigation of the aects of dictatorship and afier more than two months of
daily study of the antocedents of the Cosach, does not hesitate 1o declare that
the laws, decrees and formalities which have given existence to the Sociedad de
Sualitre de Chile tuken together constitute the most deplorable and injurious
acts of all those executed by the dictatorship.

Thoxe responsible for these acts arc: The dictator, Carlos Ibanez, his two
Ministers of Finance, Rodolfo Jaramillo and Carlos Castro Ruiz. his ex-Minister
ot Finance, Pablo Ramirez, the legislators who voted for Laws 4563 und 4915 and
the officials who in one form or another have cooperated toward the establish-
ment of the Compania de Salitre de Chile, )

And if the miuister feels that thix veport, without diminishing the rigorous
exuactiess of the facts, data and figures given, shows our indignation, please
bear in mind that it would be wrong to withhold it or dissimulate it after seeing
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the fortune of the country largely bet on one card which marks the beginning of
nutional decadence.

ALEJANDRO BEZANILLA SILVA. Luis Davip Cruz.
Lvis ALBERTO CARIOLA, AMADO BARmiA,
MANUEL CORTES. . AueusTo VicunA S,
HexToR RODRIGUEY DE LA SOTTA. RicarRpo CABIESES.
ANTON1O MARIA DE LA FUENTE. GENERA\L MOISES ANABALON,
MANUEL ARANCIBIA, FERNANDO ALTAMIRANO.
Secretary General,

NovEMBER 5, 1931,

Senator JonxsoN. I ask to place in the record at this point the
second report from the Chilean Government rendered December 17,
1931, which has been furnished me by the Department of Commerce.
I will place it in the record without reading it.

The CHairMAN. That may be done.

(The document relating to Cosach, dated December 17, 1931, is

lere printed in the record as follows:)
[Translated from Spanish]

1, DIARIO ILLUSTRADO,
Santiago, Chile, December 17, 1931,

LET COSACH BE CONTINUED, BUT IN CONFORMITY WITH THE ORIGINAL LAW
WHICH CREATED IT

The advisory nitrate committee has declared itself of this opinion in its re.
port. Subsequent modifications in the original law have injured the Govern-
ment and should be annulled. Substitution of shares of stock for bonds,
Dissolution of Cosach without risks possible only by reestablishing the status
which the nitrate companies had prior to 1930.

The treasury depurtment delivered to us yesterday for publication the report
on Cosach issued by the advisory nitrate committee, which ix couched in the
following terms:

Mr, SecreTary: The undersigned committee believes that Law No. 4683 of
July 21, 1930, was violated when Cosach was organized, inasmuch as its
capital appears higher than that authorized, and because it considers that the
sense of that law as well as the aspect under which the Government presented
it and the congress pliced its approval thereon concur in demonstrating that an
equality of conditions, rights, and henetitz, which do not exist at present be-
tween the treasury and the manufacturers. constituted the immutable basis of
its conception.

Were we not oppressed by the acute financial crisis and era of unemployment
through which we are passing, and the situation of the nitrate industry were
that of the year 1929-30, in which Cosach was planned, the undersigned would
not hesitate to recommeitd the total dissolution of the company, in acordance
with the provision contained in article 83 of the law, for the purpoese of or-
ganizing ilie industry on other bases,

Excigse taxes proposed for mecting In part the unemployment which this
would eocoasion, as involving work of extracting high grade caliches, would in
order to be capable of functioning with entire success require the organizer
existence of old companies, since it exists only on an extremely small scale, and
the disposal of «ufficient eredit, exceedingly difficult to obtain ut the present time,

It would donbtless have heen preferable for the treasury not to enter as a
pariner into the organization which was planned, but to receive a certain share
of its profits and to collect a royalty on fields transforred to it, at the same time
reserving its right to take part in the managzement of the enterprise for the
purpose of harmonizing the aims of the latier with the general interests of the
country,

However, the fact is that it was not so done, and henee in the present situa-
tion we deem it preferable to continue Cosach, provided it le possible to confine
It within the law which created it, and provided further that its dehts he
reduced and its contributions he revized, the same being prid exclusively in
shares of stoelk, in such manner that distributive justice and fiscal and individual
interests may he consulted nnd safeguarded,
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In order to conflue the compapy within the spirit and provisions of the law
on the basis of complete equality between the fiscal contribution and that of
the companies, it would be necessary to convert into shares of stock the bonds
of Cosach, except those transferred to the National City Co., which represent
$19,000,000, and those placed in England, the Netherlands, Switzerlund, and
Sweden, amounting to 3,000.000 of gold pounds, and, further, those turned
over to the treuasury, at the same time reducing proportionally the $60 per ton
reserved in favor of loans,

With the debts thus equitably reduced, they would not as at present over-
shadow the future of the industry. It is well known that those of (osuch
were markedly increased by the acquisition of part of the assets of certain com-
panies, by bonds delivered to the treasury in payment of their quotas for the
years 1932 and 1933, and by the transtfer of the credit of Guggenheim Bros,
against the Anglo-Chilean for £5,677,724¢ which should not figure in the lia-
bilities of Cosach but in those of the Anglo-Chilean,

Payment for assets of associated compuanics should have been made in shares
of series B, and therefore companies which received bonds in payment for their
assets should exchange them for the suid B shares, so conforming with the
precise terms of the law, Outstanding bonds should, as we have said, be re-
duced to those uctually taken by bankers, which do not exceed $34,000,000, and
to those turned over to the Treasury.

In their effort to relieve the industry, Senores Cubero and de Castro would
agree to the elimination of the latter,

If possible, the contributions of all the companies, subsidiary companies in-
cluded, should be revised, for the purpose of adjusting their ealuation to their
respective actual values, or of verifying figures already accepted for companies
incorporated in Cosach, eliminating in lieu thereof the subsiciary companies,
which would continue as independent companies, article 39 of the law being
modified und their stockholders thus rehabilitated.

Were either of these two courses adopted, the fiscal contribution would be
reduced or Increased until it equaled that of the individual companies, so that
there would be as many A shares as B shares,

The interesis of Cosiach would be better harmonized with national interests
by requiring the former to designate within the period of 10 years the flelds
which it desires reserved and to which articles 11 and 12 of the law refer.
These fields having been selected, the Government would be at liberty to dispose
of the others, transferring them on terms agreed upon to persons who apply for
them, provided the activities of Costtch are not affected thereby.

Without prejudice of e foregoing, the Government would be able, in return
for certain royalties, at oice to transfe - to independent companies fiscal fields
adjacent to their “resent holdings, rovided the said flelds were not com-
mercially exploitabl2 by Cosudii.

It is necessary to modify the application of article 39 of the law in such
munner as to insure the right of the independent companies to operate and to
guarantee the payment of expenses common to the entire industry,

It would be advisuble for Cosach to distribute its works, so that ports of
Tocopillu, Iquique, Antofagasta, and Taltal would be assured of shipments
of nitrate and the working population employed if the same would be increased.
For the purpose of effecting this advantageous distribution, it should be
artanged that two works should operate in Iquique, two in Tocopilla, two
in Antofagasta, and one at least in Taltal,

It appears preferable in these circumstances and in order not to increase
the stock, to suspend manufacturing in Maria Elenn, substituting for the same
extraction by an equal number of workers in high-grade caliche.

We make this recommendation without committing ourselves concerning
the primacy of one or another process of manufacture, since sufficient data
relutive to the superior efficacy of the Guggenheim method o not as yet
exist, Only now an experimental plan is being outlined in flelds cubed for the
Shanks system, which will be worked by the Guggenheim method. for the
purpose of determining accurately the coeficient of both yields. Such an
experiment alone will enable us to estimate rationally the value of the
Guguenheim patents in its double aspect of coeficient of exploitation and
development of the fields.

We would also recommend reduction in the high salaries which the company
payx its divectors and higher officinls, which are out of proportion to the
present situation, and review of accounts submitted for heavy expenses of |
organization of Cosach.



SALE OF FOREIGN BONDS OR SECURITIES 2069

Finally, in view of the structure of this vast enterprise and in order that
the interests of the treasury, the owner of all its shares of serles A, may be
effectively and properly considered, not only in the general directorate of
Cosach, but in all its committees, it should include representatives of the
Government in sufficient number, clothed with the power to veto any of its
ugreements prescribed in article 20 of the law,

Before signing Senor Cabero stated that in his judgment the unemployment
which might result in case negotiations were broken off and Cosach dissolved
could be avoided by beginning immediately the construction of the section
adjucent to Antofagusta of the rallroad to Salta, and by granting fiscal sub-
sidies to companies which desired to operate independently.

ALBERTO CABERO,

JuAN LNBRIQUE TOCORNAL,
ARTURO PRAT,

ARTURO RU1Z DE GAMBOA,
Luis Di1Az GARCEs,
RUBEN DAvILA,

08vALDO DB CASTRO.

SAN11AGO, December 5, 1931,

Scnator Jon~soN. I ofter now the original agreement by which
the Cosach was formed. I do not attempt to deal with this in detail
at the moment, I shall expect to do so at a future time.

The CrairMan. Do you want the whole of it or just part of it in
the record ?

Senator Jouxson. I would like the English translation that is
annexed to the document put in the record, 1f you please.

The CrairaaN. That may be done.

The English translation of the document headed Republic of
Chile. Law No. 4863 of July 21, 1930, regarding organization of
Compania De Salitre De Chile (Cosach). Laws, Nos., 4864, 4865,
4866 of July 29, 1930, is here printed in the record in full, as follows:)

RerusLic oF CHILE, Law NuMBgER 4863, oF JurLy 21, 1930, REGARDING ORGANI-
ZATION OF COMPANIA DE SALlTiE PE CHILE (CoSACH)

{DIARIO OFICIAL OF THE REP'UBLIC OF CHILE, Number 15728, of
Monday, July 21, 1930. Law No, 4863}

MINISTRY OF FINANCE

Whereas the National Congress has approved the following project of law:
TIrLE L~ORrcAN1ZAT1I0N AND PUrposks or THE COMPANY

ART, 1, The DPresident of the Republic is hereby authorized to participate,
on behalf of the Government, in the formation of a corporation to he known as
“ Compaiifa de Salitre de Chile,” the organization, purposes, operation, dissolu-
tion, and liquidation of which shull be governed by the provisions of this law
and of those laws established for the same class of company, in so far as they
are not contrary to or inconsistent with the provisions contained in this law.

Arr, 2, ‘The duration of the company shall be GO years. This term may only
be extended by resolution of the sharcholders, adopted in the manner preseribed
in the third paragraphs of articles 20 and 21 of this law, and submitted to
legislative approval,

ARt 8. The legal domicile of the company shall be the city of Valparaiso.

Anr. 4, The company shall have the following ohjects:

(1) 'To promote the general interests of the industry and comnieree in nitrate
and its by-produets,

(2) 'To obtain, through a central organization, the improvement of the indus-
try and commerce in nitrate and the use of its derivatives and by-products,
and to promote scientific aud technical investigativn and the estublishment of
experimental plants and schools for that purpose.

92028—32—pr 4———10
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(3) To handle the propaganda, distribution. and sale of nitrate and its
derivatives,

(4) To facilitate the transportation and shipment of all produets related to
the nitrate industry, as well as the avticles and merchandise required therefor,

(5) To centralize and nationalize the acquisition of the articles and merchan-
dise referred to in the foregoing suhdivisxion: and

(6) To examine, acquire, and exploit nitrate zrounds; to acquire and exploit
vitrate oficinas: to sell its products and to enter into any kind of contract for
the production. exploitation, sale on consignment. propaganda, transportation,
and freighting of nitrate, its derivatives and by-products, and, in geueral, for
everything related directly to the nitrate industry and commerce und the
attainment of the other objects established by this law.

ARrT. 3. Without prejudice to the provisions of articles 2 and 6 of this law,
the bhy-laws of the company and any amendments thereto shall he submitted to
the President of the Republic for his approval,

Within 90 days from the date on which the authorization is issued, the de-
cree granting such authorization, the deed of organization and the by-laws of
the company shall he recorded in the registry of commerce corresponding to
the domicile of the company and published once, in full, in the Diario Oficial,
and a résumé thereof shall he published twice in one of the newspapers of
llarp.r{er circulation in each of the cities of Santiago, Valparaixo, Antofagasta, and

quique.

The corresponding register shall effect the recordation in the registry of
commerce without further formalities upon presentation of the documents and
publications referred to In the second paragraph of this article,

The company shall he considered as legally organized when the aforesaid
formalities have been complied with,

TitLE II.—CAPITAL AND SHARES

ART. 6. The capital of the company shall consist of up to 3,000,000.000) pesos
legal currency, divided into shares of a value of 100 pesos each,

Any increare in capital above 3.000,000.000 pesos shall be effected in the man-
ner prescribed by the third paragraph of article 21 of this law and with legis-
lative approval, without prejudice to the provisions of the third paragraph of
article 14.

Ant. 7. There shall he two series of shares: A and 1.

The shares of 'serieg A shall amount in value to a total of 1,500.000,000 pesos
and shall belong to the Government. Upon the organization of the.compitny
anthorized by article 1, these shares shall he considered fully paid with the
obligations established in articles 11 and 12 and with the henefits and c¢onces-
sions accorded to the company by this law.

The shares of series B shall hbe ovdinary or preferred and shall amount in
value to a total not exceeding 1,500,000,000 pesos: they shall he issued as the
needs of the company may require and may only he paid for:

tay With the value of the contributionis of nitrate corporations or empresas
(organizations), the assets and Habilities of which are assumed by the company ;

(h) With the value of the shares of nitrate corporations acquired by the
company : and

(c) With cash.

The deeds of transfer of the assets referred to in subdivision (a) must nec-
essarily inelude and specify, in addition to the properties which compose said
assots, each of the processes and patents in use by the compinies or ownerl by
them, and such processes and patents must form part of their contributions,

The preferred shares <hall not exceed S00000,000 pesos in value,

ART. 8, The holders of preferred shares of series I3 shall have the right to
he paid preferentinlly from the profit< of the company a sum equivalent to
interest nt the rate of 7 per eent per annum on their nominal value.

It the profits of any corporate yenr should he insufficient to pay these amounts
in whole or in part, they shall he paid preferentinlly from the profits of the
following corporate years,

The preferred shares of series I3 shall have no participation in the profits
of the compitny except as provided in the two preceding paragraphs and the
holders of such shares shall have a right to vote only at the speeinl meetings
referred to in the second paragraph of article 17.

Each of the serfes A shares, and each of the ordinary shares of series B shall
have equal participation in the profits and losses of the company.
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ART, 9. The company is empowered to create an amortization fund sufficient to
retire the preferred shares by drawing at par or by purchase in the market at
a price not exceeding par, and upen such retivement the company shall issue
an equal number atildl amount of ordinary sharves of the same series to be sold
to third parties at the price and on the conditions determined by the board of
directors, in such a manuner that the number of series A shares shall always
equal the total number of preferred and ordinary shares of series B.

Under equal conditions, the holders of the retired preferred shares shall have

prefercence in the acquixsition of such ordinary shares.

The amortization fund veferred to in the tirst paragraph of this articls shal)
be invested in accordance with resnlutions adopted at n meeting of sharcholders,

ART. 10. Shaveholders, regardless of the series and nature of the shares
held by them. shall be responsible only for the value of their shares,

ART. 11. The Government s<hall grant to the company for exploitation the
pitrate deposits constituting the flseal reserves, and shall deliver them as the
company may need and request them. Such delivery shall be made in aecord-
ance with official existing or future eateos. In these deposirs caliche shall he
con~idered cxploitable down to the minimum grade which ean he exploited
commercially by the most perfected process existing at the time of their
delivery.

During the first 10 years of operation of the company aund provided the de-
posits delivered are to be exploited in oficinas employing the Shanks process,
enly the grades of nitrate commercially exploitable by sueh pracess shill he
tuken as a basis for ¢aleulating the nitrate content of such deposits,

ART. 12, If the nitrate delivered in the deposits granted to the company for
exploitation shonld exceed 1:30.060N0,000 tons. caleulated ax above indieated, the
excess may he hought from the Government by the company, or hy the nitrate
empresus (organizations) or corporations which shall have submitted to the
régime set forth in article 39, in proportion to their capital and to their re-
spective productive capacities,

The nitrate contained in the grounds, according to ofticial eatecs, <hall he pald
for at its commnercial price on the date of delivery of the respective deposits,
as determined by experts appointed hy both parties, who shall take ax o basis
the avernge sales prices of nitrate during the three preesding yeavss and the
cost of treatment thereof by the most perfectell process then existing,

If ilie experts should fail to agree, they shall appoint an arbitralor whose
decizion shall be wiven without formal proceedings, and from which no appeal
may he tnken. TIf the experts should nnot agree on such appointment, it <lall
he made by the Pre<ident of the Supreme Court.

ART. 13. The delivery of the deposits referred to in articles 11 and 12 of
this law shall he made, in each ease, hy pubtic deed signed on hehalf of the
jovernment by the official designated for that purpese by the President of the
Republie,

ART. 14, Fach inecrcase in the capital of the company shall be effected in ruch
manner that in every case the number of sceries A shares shall equal the
number of series B shares,

The Government, at its aption, may pay for the new series A ¢hares in eash
or hy the grant of nitrate deposits for exploitation in accordance with the
procedure establiched in article 12,

In the Iatter case legislative approval shall not he required.

ART. 15, Series A <hares cannot he alienated or pledged,

ART. 16. The hy-lawe of the Compaiiin de Ralitre de Chile <hall contain
a provicion permitting it to reserve a portion of its serics B shares for dis-
trit ytion at such times as safd by-laws may provide among the employees
and workmen of the company at par and payable in monthly installments,
without interest. Such shares shall parvticipate in the profits according to the
pronnrtion of the purchase price which has been paid in upon them, but any
part of such profits payable with respect to such shares shall he credited
against any unpaid balance of the purchase price thereof,

TITLE I1II.—ADMINISTRATION AND SHAREHOLDFRS' MEETINGS

ART. 17. The company shall be administered by a board of directors com-
posed of 12 members, of whom 4 shall represent series A shares; 7 shail he
.elected by the holders of ordinary shares of series B; and 1 by the holders
of preferred shares of the same series,
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When two-thirds of the preferred shares of series B shall have been retived
and the corresponding ordinary shares issued, the holders of ordinary shares
of serivs B shall elect 8 directors, and elective rights of preferred shares of the
same series shall cease.

The directors representing series A shares shall be appointed by the President
of the Republic and shall hold offive for four years, without prejudice to the
power of the President of the Republic to reappoint or remove them. The
remaining directors shall hold office for one year and may be reclected or
removed by the respective special shareholders’ meetings.

The designation of the president and of the general manager of the com.
pany shall require the affirmative vote of three-fourths of the directors in office,

The president may or may not be a director, and if not he shall have no
right to vote,

ART. 1S, Directors vepresenting ordinary shares of series B shall be elected
by a special meeting of the holders of such shares, called for the purpose,
In order that such meeting may be duly held, a quorum of the absolute
majority of such shares shall be necessary.

The director representing preferred shares of series B shall he elected by a
special meeting of the holders of such sharves, called for the purpose, and a
quorum of the absolute majority of such shares shall be necessary in order
that such meeting may be duly held.

If the meetings can not be held for lack of a quorum, a second meeting
shall be called and such meeting shall be legally consituted with the share-
holders who may attend. Each shurveholder shall have the right to one vote
for each share which he holds or represents. Ie may vote for one or more
persons, as the case may be, and those receiving the greatest number of votes
shalllhe (;onsmcred elected, until the number of directors to be elected has heen
vompleted.

ART. 19. The administration of the company shall rest exclusively with the
board of directors, which shall have the fullest powers to do all acts and
enter into all contracts within the objects of the company set out in article 4
of this lLuw, or which may be necessary for the attainment of its general
purposes,

The board of directors may also contract dehts through leans for any period,
or through the issuance of bonds or debentures, in national or foreign cur-
rency, with or without guaranty of all or part of its assets, and may gurr-
antee, in the manner and under the conditions which may be agreed upon, the
dividends and obligations of nitrate companies, empresas (organizations) or
corporaticns incorporated into or controlled by the company and may grant
them loans or advances,

The debts referred to in the preceding paragraph cannot be contraected for
a term excecding the life of the company.

The board of directors may grant nitrate grounds for testing or experiment-
ing with new processes tending to reduce the cost of exploiting nitrate.

The functions set out in article 21 of this law ave reserved for the share-
holders’ meetings,

ARrT. 20. The reresentatives of veries A shares, cither jointly or severally.
may oppoes, in the name of the President of the Republie, any rexolution of
the board of directors relating to matters which they consider of national im-
portance. In such case the resolutions shall not be effective until such opposi-
tion has been withdrawn,

Without the concurring vote of such representutives, the resolutions referred
to in the sccond paragraph of the preceding article may not be adepted, nor
may the sales prices of nitrate be fixed, nor may the annual production of the
company be fixed at an amount less than the average of the total nitrate sales
during the three nitrate years preceding the year of such rexolution, after
deducting the average ni.rate sales during such years of oficinas not incor-
porated into or affiliuted with the company.

There shall be no appeal from any such opposition on the part of the repre-
sentatives of series A shares,

ART. 21, Without prejudice to the special meetings referred to in article 18,
the shareholders shall meet in ordinary and extraordinary meetings,

It shall be the function of the ordinary meetings to approve the balance
sheets, agree upon the distribution of dividends, tuke cognizance of the prog-
ress of corporate affairs and the condition of the company and to pass upon



SALE OF FOREIGN BONDS OR SECURITIES 2073

all other matters which the board of directors may submit for thelr con-
sideration.

It shall be the functions of the extraordinary meetings to authorize increases
in the capital of the company, the extension of its life and all other amend-
ments of its by-laws. :

ART. 22. A majoritd of the issued voting shares of both series shall be neces-
sary to constitute a quorum at tbe ordinary meeting of shareholders, and de-
cisions and resolutions shall be adopted by a majority of the shires present,

If the meeting can not be constituted for lack of a quorum, a second meeting
shall be called and such meeting shall be legally constituted with the share-
holders who may attend.

The decisions and resolutions of the extraordinary meeting of shareholders
must be adopted by @t majority of two-thirds of the issued voting shares of both
serles,

ART. 23. The holders of ordinary shares of series B shall hiave the right to
one vote for cach share which they hold or represent. Series A shares shall
be represented at the meetings by the person or persons designated for each
meeting by the Prexident of the Republic, and each such representative shall
hiave a right to the number of votes which may result from dividing the total
number of serles A shares by the number of representatives present at the
meeting,

ART. 24. The by-laws of the company shall provide for fixing the dates on
which the special and ordinary shareholders’ meetings shall be held; the power
and manner of calling such meetings as well as the extraordinary meetings;
the internal procedure for elections; the issuance, repliicement and transfer
of shave certificates; the distribution of interim dividends during the course
of each year, submitting such distribution to ratification by the ordinary meet-
ing: the preparation and presentation of the annual report, balance sheet and
statement of operutions and as=ets of the company: the powers of the board
of directors and the remuneration of its members; the judicial and extrajudicial
representation of the company; the appeintment and powers of the president
of the bourd of directors and of the committees, if any, and any other mutters
relating to the operation of the company not provided for in this law.

TITLE IV.—ACCOUNTING STATEMENTS

ART. 25. The company shall publish annually a statement of its assets and
liabilities and a protit and loss account.

Such statement shall he sent to the Ministry of Finance, distributed among
the shareholders and published in the Diario Oficial, and in newspipers in cireu-
lation in Santiago, Valparaiso, Antofagasta, and Iquique.

The hoard of directors may publish and distribute such partial and interim
statements as it may deem necessary.

T1T1E2 V.—NATIONALIZATION .

ART. 26. The company shall maintain a purchasing department for the aequi-
sition of the products, materials, and merchandise required for use in all of its
activities in the country.

Under equal conditions the company shall give preference to the products,
fuel, manufactured articles, materials, and merchandise of domestic production
over those produced abrond and imported into nitrate porvts, after payment
of customs duties,

Only in special cases und with the assent of the directors representing series
A shares may the company acquire from abrowxd the articles referred to in
the second paragraph,

The company shall give preference to the acquisition of all the products
referred to in this article directly from producers, from cooperatives or usso-
ciations formed by them, from the Caja de Crédito Agrario, from the Sociedad
Nacional de Agricultura, or from other institutions devoted to such activities
and which have legal personality,

Arr. 27, The sales price to employees and workmen of the company of the
produets, materiale, and merchandise referred to in the first paragraph of the
{grego}ng article shall not exceed the cost price by more than 10 per cent

ereof,
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Art, 28 The Compaiifa de Salitre de Chile shall contraet all insurance in
connection with its operations in Chile with national insurance compantes, and
in case such companies should not be interested, with agencies of foreign com.
panies authorized to do business in Chile,

Anr. 20, At least 80 per cent of the pefsonnel of employees of eich category
and of the company’s workmen employed in Chile shall be of Chilean nationality,

FFor the purpuse of the foregoing paragraph the nationality of employees shall
be determined in accordance with the provisions of the Ley de Ewmpleados
Particulares,

During the first three years of the compuny’s existenee its board of directors
with the consent of the representatives of series A shaves, may authorize ex-
ceptions regarding the nationality of the technical personiel which it may need.

Anr. 30, The company shall maintain a weltare department which shall su-
pervise the striet observance of the social lnws and everything relating to wages,
Thix departinent shall also promote the improvement ot living conditions and
the intellectual and physical welfure of employees and workmen and their
families.

The head of thix department shall he of Chilean nationality,

Trriy VI ---DissorritoN ANp LiQuinatton,

ART. 81, Tie Companfa de Salitre de Chile may be gdissolved before the time
fixed for its expiration by resolution of shareholders representing three-fourths
of the shaves with voting right<, adopted at an extraovdinary mecting and with
legislative approval,

ART. 32. Upon the dissolution of the company, a liguidating committee of
three members shiall be appointed, one by the President of the Republie, repre-
senting serfes A shires, another by the absolute majority of the holders of ovdi-
nary shares of series BB at a special meeting thereot, aml the third by the
president of the supreme court,

This committee shal have the powers, duties, and responsibilities of liguida-
tors of corporations, without prejudice to the obligations provided in the by-
laws, and without prejudice to the powers granted them by the respective share-
holder's meetings,

ART. 33. The dissolution of the compuny =hall relieve the Government of
the obligation to grant and deliver to the company the niteate deposits referred
to in article 11 of this law, and the nitrate-bearing grounds already exploited by
the company shall revert to the Government without any chavge,

ArT. 34, In liguidating the company the liquidators shall proceed in the fol-
lowinyg order of precedence:

(1) To cancel debts and obligations existing in favor of third parties:

(2) To restore to the State the nitrate deposits delivered hy it to the com-
pany and which have not been exploited.

€3)  To refund to the Government at their nominal value s number of shaves
equal to the value of the fiseal deposits delivered in accordance with article 11
of this law and oxploited by the company, caleulated in accordance with the
provisions of articles 11 and 12 of this law. The balanee of the series A
shares shall be consldered as amortizado (retived) ;

(4) To refund to the holders of series I3 shares the amount of the nominal
ralue thereof:

(5) To distribute and deliver the remninder, if any, to the holders of series
A shares, including theose considered as amortizado (retived) in accordance
with the provisinns ot subdivision 3 and to the holders of ovdinary shares of
series B.

Tvrnk VUL --JURISDICTION

ART. 35, The President of the Supreme Court shall hiave jurisdiction, as o
trial court, over all questions relating to the application of this law which may
arise during the life of the company or during or in connection with its
liquidation: .

(@) Beiween the socios (members) of the Compaiifa de Satitre de Chile;

() Between the socios (members) and the company :

(¢) Between the socios (members) and the liguidiators of the company ; and

(d) Between the company and the liquidators,

The Supreme Court, exclusive of its President, shall have appellate jurisdie-
tion over such questions,
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Such tribunals shall also have jurisdiction over any questions which may
arise between the company and the empresas (organizations) or corporations
referred to in article 39,

Both tribunals <hall act as judicial arbitrators as to decision und procedure,
in conformity with prevailing legislation, except as otherwise expressly pro-
vided in this law.

TimLe VIIL—--TaxaTioN

ART. 36. The nitrate and iodine produced hy the company shall be exempt
from the export duties established in Laws No, 980 of December 30, 1807, and
No. 4113 of Junuary 23, 1927,

ART. 37, The company shall be subjeet to the payment of all other taxes,
contributions and duties now estiblished or which may hereatter be established
with the exceptions and moditications indicated in the Iaws,

ART. 88, The nitrate grounds which the State grants to the company for the
exploitation of their deposits shall be exempt from payment of the land tax
while they are not being exploited,

ART, 39. The President of the Republic shall declare exempt from payment
of the export duties referved to in article 36 of this law, the nitrate empresas
(organizations) or corporations now existing of which may be  hercafter
organized, which seli theiv production through the Compaiifa de Salitre de Chile
atud witich, in the judgment of the President of the Republie, subject themselyes
to a régimé tending toward the general attainment of the purpores of this lnw
and which specinlly comply with the provisions established in 'Litle V.

In such caxe such orgmizations or corporatiors shall be subject to the system
of tuxation established in article 37 of thix law; but they shall pay to the Gov-
ernment for each metrie quintal of nitrate which the Compaiiin de Salitre de
Chile sells for their account, an mmount equal to receive in the same annual
s:ll(-s]plcdiml us net profic per quintal of nitrate solil by the Compaiiin de Saltire
de Chile,

The President of the Republie shall issue regulations determining the con-
ditions and requirements necessary for the application of this avticle, ‘These
regulations shall make provision for the manner and amount of the advances
which the company will make to the empresas (organizations) referred to in
this article. and the liquidation of the sales,

"The deposits of nitrate in warehoures of the company shall he considered
as deposits madde in general warchouses for the purpose of the law involved,
and the President of the Republie shall regulate the manner and conditions
under which they constitute this pledge,

ART. 10. The company shall withhold and pay into the Government receiving
oflices the tax of the sceond eategory established by the income tax law on the
interest upon sums which the company owes abroad,

Trre IN—GENERAL PROVISIONS

Arr, 41, The ministry of finanee shall be charged with the applieation of
this law.

ART, 42, The company, the organization of which is authorized by this law,
shidl be subject to the supervision and control of the Inspeccion General de
Sociedades Andiimas y Operaciones Bursitiles in everything relating to the
operations and powers contemplated by Law No, 4404 of September 6. 1928,

The annual patente (license tax) payable by the Compaiifa de Salitre de Chile
pursuant to article 33 of Law No, 4104 shall be 150.000 pesos,

ARr®. 43, The water concessions atvl pipe ines, cailvoads and their equipment,
witer fronts, wharves, and other privately owned shipping facilities existing
in the nitrate zone and designated in each ease by the President of the Re-
publie are hereby declared of publie utility, and the President of the Republie
may decree their expropriation.

The Pre<ident of the Republic may transfer to the Compaifa de Salitre de
Chile, at the price of such acquisition plus the incidental expenses, all or part
of the properties expropriated in accordance with the provisions of the fore-
going paragraph,

In fixing indemnities there shall be taken into account not only the value
of the properties expropriated, but also all damages caused the owner by reason
of such expropriation.
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The indemnities shall he fixed in accordance with the standards set forth in
article 12 of Law No. 4144 of July 2i, 1927. it being understood that in con-
nection with any claims arising therefrom the Government shall be represented
by the president of Consejo de Defensa Fiscal.

In fixing the indemnity upon expropriations affecting the entire property of
a railrond company there shall be taken into nccount the circumstances
referred to in paragraphs 2 and 3 of article 28 of Decree Law No. 342 of March
13, 1924, according to the text of such article as modified by article 2 of Decree
Law No. 684 of October 17, 1925.

Art. 44, Materials and machinery of foreivn origin which the company may
import for the construction or maintenanece of its installations may remain up
to three ycars enjoying suspension of customs duties, In such case they
shall be kept in private warchouses nuthorized for the purpose, in such manner
and subject to such restrictions and guarantees as the Junta General de
Aduanas, with the approval of the President of the Republle, may determine,

Such materials and machinery may be handled in any manner which, in the
Judgment of the customs authorities, does not interfere with thelr identification,

ArT, 45, The property of the company shall he subject, without right to
indemnity, in favor of the Government, to the necessary easements for rail-
roads, drinking water, drainage, power plants and transmission lines, irrigation,
roads and other public services.

ArT. 40, The Compafifa de Salitre de Chile shall deliver to the Caja de
Crédito Agrario or to other institutions designated by the President of the
Republic at cost price free on hoard ships or railroad cars all nitrate necessary
for the agriculture of the country.

ART. 47, The Compafifa de Salitre de Chile shall pay the expenses of cateo
of the fiscal nitrate deposits the exploitation of which is granted by this law.

The amount of the cateo expenses for each year shall he established on the
basis of the uitrate tonnage which the Government proposes to cateo during
sich year and of the total unit cost per metric quintal of nitrate eateoed, which
shall be fixed by mutual agreement between the Government and the company.

Each year the company shall deliver to the Government, in equal monthly
installments, payable in advance, the funds required for cateos in accordance
with the provisions of the two preceding paragraphs,

ARrT, 48, Wherever in the present law reference is made to “pesos” or to
“ pesos, legal currency,” it is understood that the peso is equivalent to 183,057
miltionths of a gram of pure gold.

Anr, 9. Articles 433, 434, 435, 430, 137, 438, 410, 441, and 442 of the commer-
cial code shall not apply to the Compaiiia de Saltire de Chile, nor shall articles
2, 3, 4, 5, and 6 of Law No. 4404 of September 6, 1928, and paragraph (k) of
article 9 of snid law apply to the company.

The provisions of the first paragraph of article 463 of the commercial
code shall he interpreted in such manner that the company shall not distribute
dividemds without first deducting the amount to he applied to the formation
of the reserve fund.

ART. 50. The second paragraph of article 15 of Law No. 4520 of January 3,
1929; Law No. 4378 of July 31, 1928; and Law No. 4734 of December 20, 1929,
are hereby repenled,

TRANSITORY PROVISIONS

Arricte 1, All documents which it may bhe necessary to draw up or execute
for the constitution of the company, including those which refer to the transfer
of properties and rights comprising contributions and the original share cer-
tificates corresponding to the authorized capital, shall be exempt from the tax
established in Law No, 4,460 of November 17, 1928,

Art, 2, During the calendar years 1930, 1931, 1932, and 1933, the Compaiiia
de Salitre de ¢'hile shall make the following minimum payments to the Gov-
ernment by way of dividends on series A shares amd income tax, in cash
instalments payable after the termination of each quarter, such payments to
be made without prejudice to any amounts, over und above such minimum
payments, to which the Govermuent may he entitled by way of dividends and
income tax; provided, however, that the Government shall be entitled to
retain any difference between the amount of such minimum payments and
the amount to which the Government may he entitled hy way of such dividends
and income tax:
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In the year 1930, 186,000,000 pesos; in the year 1931, 180,000,000 pesos; in
the yeur 1932, 160,000,000 pesos, and in the year 1933, 140,000,000 pesos.

The amount of export duties on nitrate and jodine received by the Govern-
ment in the respective years from other nitrate companies, empresas (organiza-
tions) or corporations shall be credited against sueh sums,

Arr. 3. Within six months from the date of promulgation of this law, the
President of the Republie shall submit for the consideration of the national
Congress i project of Jlaw modifying Law No, 4,144 of July 25, 10927, in con-
formity with the new conditions created by this law,

ARr. 4. The nitrate corporations or cmpresas (organizations) which, on the
date of promulgation of this law, have not adhliered to the formation of the
Compaiiin de Salitre de Chile and which desive to contribute their properties
to the company, may, in case O disagreement as to the valuation of their re<
spective contributions, submit the settlement of theiv dilferences to arbitration
by the President of the Republie, who shall decide as arbitrator, and no appeal
<hall lie from his decision,

Ane, 5, The owners of nitrite grounds may request the company to acquire
such grounds, provided they agree to xell such grounds and they submit them-
selves to the conditions set forth in thiz article and in transitory articles
6 and 7,

Such grounds shall be previously cateoed by government authorities or else
the existing cateos and surveys shall be reviewed by said authorities,

The owners of grounds <hall deposit with the Government receiving oflices
the sums fixed by the DPresident of the Republic to cover cateo and survey
expenses or for the reviewing of these operations,

Arrt. 6. The price and the adaptability to commercial exploitation by the com-
pany of the grounds shall he determined by experts, one designated by the
company and another hy the owner. In case of disagreement hetween su-h
experts, a third expert shall he designated by the president of the supreise
court,

If cither of the parties disagrees with the decision of the third expert, he
may appeal to the President of the Republie, who shall decide ax arbitrator,
and no appeal shall He from his decision,

In the same manner, the President of the Republic shall settle any differ-
ences between the parties as to the conditions of the purchase,

ART, 7. The company shall establish a special fund to be devoted to the
aequicitions referred to in transitory arvticle 5, composed of 3 per cent of its
annual net profits from the fifth to the fifteenth year of its existence.  Duving
such peried the company shall be obliged to purchase out of such special tund
the gronnds referred to in transitory article 5, but at its option may determine
the order of preference of such acquisitions.  Such obligation is understood
to be without prejudice to the provisions of subdivision 6 of article 4,

Anr. 8. Employees who have heen discharged sinee May 1. beeiise of plant
shutdowns, and those discharged through application of this lavw. may demand
the immedinte return of their retirement funds from the Cajn de Prevision de
Jmpleidox Particulares,

ART. 9. Workmen dixcharged by reason of the application of this law must he
given one month's advanee notice by the Compaiiia de Salitre de Chile,  Bach
workman discharged shall receive an indemnity of 300 pesos if the company
does not furnish him work under similar eonditions within the month covered
by the notice,

ART. 10, The two preceding articles shall apply during the first three years
of operation of this Jaw,

FINAL ARTICLE., 'Thix law shall be effective from the date of its publication in
the Diario Ofteial. :

And whereas I have thought proper to approve and sanction this lnw; there-
fore, let it be promulgated and carried into effect as a law of the Republic.

Santiago, July 21, 1930.—(‘arlos Ibanez.—~R. Juramillo.

LAW NO, 4864 OF JULY 29, 156,

ArticLe 1. The President of the Republic is authorized to issue, within the
country, up to #20,000,000 pesos ($20,000,000) of 7 per cent Government bonds,
with 1 per cent enmulative annual amortization, which shall be devoted to the
payment of the bonuses pending from the nitrate year 1928-1929,
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The Ley de Presupuestos (Dudget) of the year 1031 aml following, ~hall
provide for the necessary amounts to defriay the servies of the issue to which
reference is made in the preceding paragraph,

Arr. 2, This law <hall go into effect upon the date of its publication in the
“Diario Oficial.”

LAW NO. {865 OF JULY 29, 1930,

Articre 1. The following modification to Liaw No. 4174 of September 5, 1927,
is hereby made:

In article 2. add the following number after No. 7:

“(8) The nitrate grounds already exhausted and the exploitation plants and
machinery shut down in consequence of such exhaustion.”

ART. 2. This lIaw-shall go into effect upon the date of its publication in the
“ Diario Ofieinl.”

LAW NO, 4866 OF JULY 20, 1930

ARTICLE 1. The following modification in the income tax law, consolidated in
a single text by supreme decree No, 225 of February 17, 1927, is hereby made:

In the fourth category: “Profits from mining or metallurgical operations,”
after the third paragraph insert the following:

PARAGRAPH 4

“ Special provisions relating to nitrate companies not subject to export duties.

Article — : Nitrate companies which, by virtue of special laws, are not
subject to export duties, shall pay the tax of 6 per cent.

Article ~— : Dividends distvibuted to their shareholders by the companies
to which retorence is made in the preceding article, shall he exempt from the
tax of the second category.

Article — : The provisions of articles 32 (33) and 33 (34) of this law shall
apply in determining the taxable income,

In addition, such companies shall be permitted to deduet from their gross
income, an amortization for depletion of the nitrate reserves and for extraor-
dinary amortization of their installations, at the rate of 10 pesos legal
currency per ton of nitrate produced during the year.”

ART. 2. This 1aw shall o into effect upon the date of its publication in the
“ Diario Oficial.”

Senator Jonixsox. I eall to yonr attention that the second com-
munication that was received from the Chilean Government this
morning says:

In connection with the reply to query No, 6, my Government wishes to state
that the difference hetween the previous export duty and the present assessment
of f0 Chilean pesos per ton of exported nitrate. is that the previous export duty

was collected by the custom service as a state tax, and the present assessment
is received by the bankers representing the bondholders,

That is the Cosach bonds.

The Cuamyran. That whole letter I think was put into the record,
Senator Johnson.

Senator Jonxsox, That is in the record already, sir.

I now offer for the record the report of the Controller General of
the Republic of Chile. That is the portion which deals with the real
property in Chile. I offer it because all of the nitrate lands of Chile
under the agreement which I have put in the record now by which
Cosach and the Chilean Government entered intu their covenants
respecting the nitrate lands, all of these nitrate lands are in effect
given to the Cosach accommodation. The value of these lands, ac-
cording to the report of the controller of Chile, is $4,600,000,000, it is
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termed here, but that is (‘ln]oan dollars, it will be understood, peqns,
and that $4.600.000,000 is a part of the total real values in Chile
aggregating. §5.402.829.895,  So the extraordinary proportion of the
mtrate-bearm« lands to the value of the real estate of Chile is thus
demonstrated.

(The portion of the report of the Controller General of the Repub-
lic of Chile dealing with the real property of Chile is here printed in
the record in fu]l. as follows:)

CrapRo NO. 4.--BALANCE DE COMPRABACION £N 31 DE DICIEMBRE DR 1030

DEXE

Bienes muehles e Inmuebles
Bienes Rafces........ e eieteeseciaieiinsaacaanieanae-aoa  $278,405,005.00
Terrenos Salitrales. ... .. ....co.... . -4 3 00

Propiedad \ustral y Reservas Forestales. .
Obras de Puertos.
Rienes Mugbles y Fqnl[m Varios.... .. .. .. 100,167, 252. 43
TAEI0S . o oo ie i iiaiiieie tieaeeiieiiis s seaieieieieameanans 5,511,603, 48

Obras nitevas en construecion®
Obras de Puertos..........
Fenoc‘smles.

$5, 002, 829, 895, 55

205, 240, 996, 15
R8, 805, 471. 18

130,761, 301. 21
54, 119, 098, K9
5,742,267, 54
Alcantarillado 50, 090, 930, 05
Edificlos de Ia A nnnistmcmn piblica 72,301, 557. 03
Eu.ificios de Educacion pabhlica........ , 910, 225, 94
Construcciones de Educacion Fisica... . 7,524, 558. 60
Construcciones Diversas... ... ..... . ....... ... . £, 058, 948, 14
Varias Obras v Estudios... . ... ... ... ...l 15,761, 529, 11
——————— Fi65, 316, 883, 84
Inversiones del Estado:
Acciones—

Banco Central dde Chile, Clasa* ‘A", .

Caia Reasecuradora de Chile, Claso** A"

Ferrocarril Tran<anvlino Chileno. .

Caja de Crédito Avrario..

Cia. Moctro Siderargica do Valdivia.
Aportes de Capital —

Ferrocarriles del Estada, ... ... .

Ferrocarril de Aricaa La Paz_........... . 3

Ferrocarril de Puetne Alto al voledn. ..o..ooienean.. - 9,742, 589, 44

Imprentas Fiscales.. . 4, 000, 000 00

Fihricas v Maestranzas ‘iel Eifrito. . . 33,907, 490. 95

Correos v Telégrafos. . .......... . . 17,403,953, 58

Escuela de Artes y ofleios. 5 152,031.93

Serviclos Eldctricos ... . 7. 0'

Talleres Fiscales e pris 1,432, 314.4

Caja e (olonlmcion Agricola... 21,930, 000, 00

——— - (27,200, 617.36

Aprovisionamiento el Estad »: Existencias, septin {nventarios de ln
Direccion General de Aprovisionamiento.........coo. oo oot e 7,309,112.70
Varins Dewdores 1 Cuentas Pendientes:
Banco Popular en Quiebra....... ... ..... s
Deudores Morosos
Préstamos -
Préstamos Frigorificos. .. ...

‘3

352, 750. 51
11, 640, 465, 18
38,039, 003. 06

171,375.03

i o —— e 50,253, 503, 78
Ralance de loq Fondos Fiseales:
Total al Debe (véase Cuatdro No. 3) e ivomeminneciiciiaaon 160, 958, 920. 87
\[eno; Varios Acrcedores v Eoudos “do Terceros (\'tase cuadro
No.3) 138,035, 007, 97
————— 22,003,012.90
Bonos del Estado—Fondo de Ewmergencla -Por Contra:
Deuda Externa: (a precio e adauisicion)...... conmeenne ceeamanan 15, 406, 169, 24
Deuda Interna: (a precio de adquisicion). .. ........... ... 5,145,101, 25
e 20, 551, 270, 49
7, 596, 443. 386. 62
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Deuda Pablica del Estado:
Saldos al 31 (e Diciembre de 1929
Nuevas emisiones de Bonos en el ailo 1930
Am!clJm bhancarios y vales provisorios pendientes al 31 de Viclem-

... $2,688,133,570.24
), 371, 780. 66

bre de 1080, . oo . i ieiiiieraaicaeceniaeceiannan 301, 250, 000. 00
Deudas \'arlas registradasen el 90 1930. ... .ooooiaoi o s 1,406, 123.68
3,421,251, 474. 58
Menos—
\mnnlmclones efectuadas en el aiio 1930.. .. $103, 360, 350. 22
Ajustesde Camblo............._....... ... 115, 202. 50

-\rln‘t):l;%ipos bancarios de 1929, liquidados en

75, 900, 000. 00
S e —m 170, 375,50

2,452,512, 598,61
457,813, 323. 25
Anticipos bancarios y va rios p S
a ctienta de emisiones de!miti\as... o eiieee- 301,250,000.00
- —— 3,2, 8,5,021 £ A
-— ——— §3. 241,875,021, 80

Hacienda Piiblica--Cuenta de Control:
Saldo en 31 de Diciembre de 1929.... itemeeeemeee e o 4,033,344, 2035, 30
Aumento por amortizacion de la Deuda Priblica
pagada en 1930, con cargo al  resupatesto Ordi-

nario ¥ mediante rescates segin ley 4,386. ... 103, 360, 30, 22
Aumento por ajuste de cambio en fa Deuda
Enterna. ..o o_aiiil Ll el 115, 202. 50
Aumento pnr nntlcnpos bancarios de 1029, hqul-
dadosen 1930 .. .ooo ...l 73, 900, 000. 00
Aumento por Bienes Nacionales reulatrmlos en
...................................... . 15,717,254.29
Aumento de Obras Nuevas en Construccion .. 287, 645, 239. 61
Auinento de Existencias de Aprov isionairiento. . 1,087, 832. 26
Aumentos Varios. . ceveeeoneooaiaiiiiaiiiiain 171,375, 03

e — — = 514, 807, 233. 91

5,048,211, 510.21
Menes—-
Nuevas etnisiones 1o bonos en el afto 1930... 430, 371, 780. 66
Anticipos bancarios vy vales provisorlous

pendientes al 31 de Diclembre de 1930..... 301, 250, 000. 00
Deudas Varias registra-1os en el aoo 1930..... 1,496, 123.68
Disminucién de Capital en Inversiones (el
ESUA0. e eeoemnaecaanmeanans ernenns 3,644,623, 11
Disminuciones Var{os....................... 365,605, 39
— ——— = T3, 128, 337.84
Saldo en 31 de Diclembre de 1030... ...... .......... eeeeas ceeseee 131,153,181, ')7

Fon los Fiscales al 31 de Diciembre de 1930;
Presupuesto l-.xtroonllnnrio v demis Leyes Espe-
cisles (véase Cuadro No. 2).
Sallo por invertir al 31 (Ie ‘Diclembro de 1930 .. 21,581,806,00
Presupuesto Or.iinario (véase Cuadro No. 1)—
Superavit al 31 de Diciembre de 1930...... . 1. 321, 206. 89
e e 2,005, 012,90
Fondo de Emergencia--Ley 4,520: Fondo creado por la ley 4,520, con
cargoa log Presupuestos (Jn inarios de los ados 1929 v 1930, e invertido
en bonos del Estado, segiin contrapartida ... . ..... . ... 20, 551, 270. 49
e e e 4 354, 567,164, 76

‘,.>96 443, 386. 62

Senator Jonxson, I offer from Poor’s Manual of Investments,
1931, just a brief paragraph. [Reading:]

The Anglo Ghilean Consolidated Nitrate Corporation to be reorganized into
the Companies Satitra Anglo-Chilena. 400,000 shares the entire capital of the
Anglo Chilean Consolidated Nitrate Corporaticn each of a par value of 100 pesos
were to be acquired by the latter company.

Five million five hundred and seventy-seven thousand seven hundred and
twenty-four pounds in honds to be issued in satisfaction of certain obligations to
Guggenheim Bros. and are to he assumed by the Compania Salitra Anglo-
Chilena, The bonds of Cosiach are to be fssued internationally in the total
loan limit §50,456.6500. or equivalent in other currencies,

The National City Co. of New York purchased $19,000,000 of these honds,
subject to a provision against their being offered under 96 prior to July 1, 1931,
and to other restrictions,

Included in the Cozach organization will be the Lautare Nitrate Co. (Ltd.),
a Guggenheim organization,
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Senator Jonxsox. I pass for the moment now the Chilean loans.

I desire to put in evidence certain communications relating to the
Colombian loan and the Barco concession. These communications
were communications passing between the National City Bank and
its agents in Bogota, Colombia, and from the agents in Bogota, Co-
lombia, to the National City Bank. You will recall that Mr. Samels
was the representative of the National City Bank in Bogota. I
begin with, first, June 19, 1930. [Reading:]

Mr, W, W, SAMELS, Juxse 19, 1930.
The National City Bank of Ncio York,
Bogota, Colombia.
(Re Colombian Financing.)

DEAR Mi. SAMELS: In order that you may he advised step by step as regards
the discussions going on here and in Washington with Doctor Olaya as to
Colombia financing, 1 am ineclosing in duplicate the following memoranda, The
suggestions and conditions contained in these memoranda are the hasis of the
discussions taking plice this week: (@) Memoranduwm 15 (0) memorandum 2
(c) 1mom{(;mudum 3 with notes accompanying: (d) memorandum 7; (¢) memo-
randum 9.

Those_memoranda did not accompany the letter. [Continuing
reading :]

Undoubtedly these memoranda will have to be altered in many places, For
instance, after conversations with Doctor Olaya to-day it has heen pretty defl-
nitely determined that the settling aside of customs revenues, ax mentioned at
the top of page 2 of memorandum 1 and on page 2 of memorandum 3, can not
he earried out. Also, it has been determined that the idea of having the certi-
fled public accountant mentioned in article 8 of memorandum 3 approved by the
bankers would not be acceptable, ecither to Doctor Olaya or the State Depart-
ment. Mr, Jefferson Saffery. United States minister to Colombia, is actively
participating in the present discussions.

Yours very truly. A. J. Accors, Forcign Department.

Jefferson Caffery is the gentleman whom I called as a witness,
and who, it was stated by the State Department. wonld not he
permitted to testify.

Cablegram from the National City Bank of New York, Bogota.
Colombia, to the New York house, signed by Mr, Samels, who was
stated to he the representative there:

NartioNan CITy BANK oF NuEw YORK,
Bogota, Colombia, March 2. 1931.

Your cable of the 24th ultimo Banco De Colombia. Believe you can con-
tinue extending $i500,000 clean line(s). Prime factor(s) considered in arrviving
at expressed determination are present policy board of directors (of) scruti-
nizing carvefully affair(s) bank and direct intervention (of) (in) chuirman of
the boards of directors in management he aeting in accord (with) Garees in-
terest(s) (in). See our letter (of) January 17. Furthermore business out-
look Colombia much more encouraging. President of the Republic authorized
us (to) advise you (to) (of) petroleum law(s) will be signed this week and
that contract(s) settling Barco case will be signed tomorrow morning,
Superintendent (of) (at) repeat(s) former(ly) declaration(s) bank in good
condition. W. J. SaMELs.

_Another cablegram from Bogota to the National City Bank,
signed by Jefferson and Samels:

NarioNaL City Co., New York.

.

BogoTA, March 5, 1931,
NO. 27, SECOND PART

(6) Faflure of President to make good promise clean up floating debt 1930
will seriously injury him politically. Already being criticized.

(7) Passage.of oil law and settlement Barco concessions have con-
tributed to material improvement business outlook during past week(s) but
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nonpayment of $4,000,000 all kinds of pust due Government obligations will
delay return normal conditions at a time when every aid should be given if
we are to reap benefit seven months hard work and expenses,

(8) Have hesitated present these facts earlier because seems to be selling
arguments other side but believe they are unbiased frank answer ts your
inquiry. Now is the time to show confidence by making second $4,000,000

available in accordance with our cable 55.
JEFFERSON.

SAMELS,

Next a letter air mail to Mr. Ford and Mr. Schoepperle of the
National City Co. and the First National Old Colony Corporation,
signed by Mr. Jefferson. I read just a portion of it, and I put the
whole of the letter in, because in my opinion when I refer to a part
of a letter any individual that is interested has a right to all of the
letter, and believing that to be the only fair way of dealing I insert
the whole of the letter in the record, instead of declining to submit
all of it and insisting only upon a part.

The part that is pertinent to my discussion, however, is [reading] :

Status of legislation: The reorganization bills referred to in the letter of
October 25, are in the following condition at present:

(@) The budget bill has passed both Houses and is in the hands of the Pres-
iden:l awaiting signature, Under these conditions it is likely to become a law
any day.

This is May 21, 1931 [continuing reading]:

(b) The customs administration measure has passed the Senate and is now
in the House moving along day by day and we expect that it will probably he
put in finnl shape at any time.

(¢) The Government has practically abandoned the Contraloria bill for rea-
sons which we have stated a number of times to you in the present Congress,

(d) The other important bill is the Baveo concession, This has been passed
by the Senate and the committee of the House spent 13 days working on it and
is now submitting two reports, one of the majority entirely in favor and a
minority report which evidently will recommend certain changes, We under-
stand that the administration has completed its organization in the House and
that, while the bill will probably be debated for a week or 10 days, it is
confidently expected that it will pass.

The whole of this letter that deals with budgetary conditions I
ask to be printed in the record.

The CHAmRMAN., Was it signed by anvbody ¢ ) .

Senator Jonxsox. Jefferson. He was one of their representatives.
That was testified to here, .

(The letter from H. M. Jefferson to Mr. Schoepperle and Nevil
Ford, dated May 21, 1931, is here printed in the record in full, as
follows:)

May 21, 1981,

DEeAR Mr. Forp and Mr. ScHorrrestr: In endeavoring to get the most com-
plete information possible In order to give an answer to the first paragraph
of your cable No, 17 of April 28, we made rather exhaustive studes of the
budget situation and had many conferences with the Minister 9(‘ Finance fol-
lowing the dispatch of the information on the other points, After getting out
all of th:e other materinl Mr, Samels and I came to the conclusion, on Saturday,
May 16, that it would he well to bring the question up to date and advise y¢ .,
so that if possible you might come to a decision on whether or not you would
make the last four million available soon.

We were anxious to have such an answer because we are informed that it
is the President’s intentlon to close the Congress just as soon as the Barco bill
is passed, and we thought that if you were thinking about the fiseal agency
matter, a decision should be reached just as quickly as possible, so that the
approval bill can be presented and passed before the Congress s closed,
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Our cable No. 14 gave you i complete statement of affairs up to that date.
We think it may be desirable to contirm this by i more complete review of the
situation. This may perhaps best be done under certain headings,

1. Status of legislation.—The reorganization bills referrved to in the letter of
October 23 are in the following condition at present:

(a) The budget bill has passed both Houses and is in the hands of the
President awaiting signature. Under these conditions it is likely to hecome
a law any day,

(1) The customs adwministration measure has passed the Senate and is now
in the House moving along day by day and we expect that it will probubly be
pu. in final shape at any-time,

(¢) The Government has practically abandoned the Contralorvia bill for
reasons which we have stated a number of times to you in the present Congress.

(d) The othor important bill is the Barco concession, This has been
passed by the Scnate and the committee of the House xpent 13 days working
on it and is now subittting two reports, one of the majority entirely in favor
and a minority report which evidently will recommend certain changes. We
understand that the administration has completed its oruvanization in the
House and that, whiie the bill will probably be debated for a week or 10 days,
it is confidently expected that it will pass,

2. Deficit 1930.—We have had a number of discussions with the controller
general over the caleulation of this deficit,  T'he ehief of his accounting division
some time ago told us that the controller hoped o reduce this deficit to
$28,000.000 by means of cancelling some old reserve accounts, In view of the
fact that it wax so tentative we did not like to yely upon the lower figure
until tiie controller unofficially advised the Minister of Finance to that effect;
the latter, in turn, gave us a memorandum based upon the $28,000,000, We
therefore cabled you on April 25 (our No. 93), using that figure,

Later theé controller reported that while he had decided to adjust more
than $1,500,000 of these old reserves, it would be essential for him to hold
the reserves in the form of a *“reserve for contingencies” to cover the old
period up to December 31, 1930, and thix decision left the deficit at the end
of 1930 at $30,626,5841.16 which has now been accepted as a final figure and will
appedar in the controller’s report, The defiet is built up in the following manner:

Deficit Jan. 1, 1930 (all held in the form of reserves) oo ... $17, 993, 002, 94
Expenses paid in 1930 ... __ $19, 387, 089. 21
Reserves established by controller for the year
1930 e ——————— m———— 12, 604, 6G6. 20
Total expenses in 1030 .. cune-. 61, 991, 755. 50
Revenues collected 1930. 49, 357, 917,28
Deficit 1930 o e - 12,633, 828. 22
Total defiecit to the end of 1030, _ e 30, 626, 841, 16

This has been accepted by the Minister of Fihance and ail Lopos of reducing
it have disappeared.
3. Liquidation of 1930 dcficit.—The following is worked out in round figures:

Defieito .~ e e - < ————————— A o s - 830, 627, 000
Loans:
By the group to date——_.—_. e mmmw e e e $12, 822, 001
By National City Banko - _______._ 1, 905, 000
Pagares del Tesore .o e %3, 500, 010
20, 227, 000
Final loan, if made by grouD. - .o 4, 000, 000
— 24, 227, 000
To be providesl 1o o e —————— G, 400, 000
Govermment proposes using part of proceeds of match loan, which
if $10,000,000 will give . e 4, 600, 600
To be carricd by Brnk of Republic or oilierwise provided for-._.. 2, 400, 000

1 We have arbitrarily shown the figure $1,905.000 in order to take off the small items,

2 While $6,000,000 of these bonds were authorized, the Minister of Finance has not vot
placed a part of them and in this calculation we have reduced the amount by $500,000
to make allowance for this. If and_when the minister is able to use this $500,000 of
pagares, the net amount to be provided for will be reduced by that amount,
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4. Balancing the current budget.—Since the first of March we have made
a number of estimates of the manner in which the budget would work out,
but did not have much to go on until we received the telegraphic returns for
the first three months' collections. On this basis and with rigid cutting down
and adjustments, we arrived at a deficit of $1.183,000 for the quarter, which
multiplied by four gave us a defleit of $4,732,000. As soon as we had come to
a decision that there was a substantiul defieit, we notified you by cable, the
above figure being incinded in our cable No. 6 of May 7. Shortly after, a
special survey wuas made of the April collections, and citlculated in the sume
manner as the three months’ period, the deficit was reduced to $3,762,000. The
Minister of Finance also made a caleulation of these figures and arrived at
n deficit of $3.600,000. .

YWhile this was going on, the Minister of Finance and the cabinet were debat-
ing on what could be done to adjust the budget and the minister came to the
eonclusion that it would be possible for him to increase the salt revenues by
increasing the prices of the mineral salt slightly and leaving the prices of the
maritime salt unchanged to act as a balance. The mineral salt is mined by
the Government as a monopoly. The rock salt is converted at once into a
brine which is sold by the Government to producers. The prices of this brine
have not been changed for 20 years whereas the prices of salt to the ultimate
consumer have been increased.

According to careful estimates, the minister felt that even though the Gov-
ernment should raise the price of the brine to the refiners, n part of the in-
crense would be carried by the manufacturers and with a little competition
with the maritime salt the price would be held down so that the price to
the ultimate consumer would not be increascd a great deal.

The desirability of increasing these prices was discussed by the cabinet and
under the leadership of the President, it was decided that, while the Increased
prices might be easily put into effect, it would be unwise to do so while the
Congress was in session and while there is more ov less political discussion.
The President also feels that it would be very dangerous to increase the price
until the bankers have paid the final four million. It was therefore agreed
that if the increased price is established, it will not be done until about August
1, which would yield $500,000 by the end of the year,

The minister also proposes increasing the river transportation tax which he
estimates will yiela $200.000.

It was discovered, after the closing of the books for the year 1930. that
the National would have to pay the Department of Santander and the city of
Barranca Bermeja. their participation in the $630.600 of oil revenucs duving
the yvear 1931, although it is a part of the 1930 expenditures. This amounts
to $204.971.02, and they will also have to pay $157.003 for the share of the
oll revenue to be paid in July covering the period from January 1 to July 1.
There is included in the budget $500.000 for participation of the department
and the city in these revenues, and the minister states that there will be left
about $78,000 of this item unused, which may be regarded as a possible saving
of expenses,

The minister has included in the 1931 budget, $2,085,000 for interest on
debt to be incurred this year. Since the loans have not been made as promptly
as he had expected, there is a considerable saving in this account. The
flgures were very carefully prepared by the minister and checked by the treas-
urer, and they have agreed upon a saving of $300.000 in this account.

The sum of these four items aggregutes a little over one million pesos.

We wired you yesterdny that we had called a conference on the question
of the estimated customs collections for 1931, The chief of the revenue depart-
ment consented to our suggestion that Mr. Roddy, the new customs adviser,
and Mr. Donnelly the American commercial attaché, join us in this conference.
Mpr. Donnelly has had considerable experience in customs tariffs and has studied
both new taviffs very carefully. Ie is also well-informed on imports from
the United States into Colombia.

The four months' collections showed an excess of $650,5610.10 over the budget
estimate. Mr, Samels and I have questioned whether this excess were not due
to imports being made in anticipation of the application of the mnew tariffs
and had eliminated these excesses in our calculations of the total estimated
revenues for the year. The chief of the revenue department has always main-
tained that the four months were normal and that they would continue through
the year. After exploring the subject from many angles, we felt that the
Government was amply justified in that position and we therefore allowed the
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calculation in our final figures bringing the deficit to the end of the year at
$2.600,000 instead of the former higher figures. We cabled this decision to you
last night and also advised you that of the million dollar increased revenues
and savings above described, there would remain $500,000 to reduce the deficit
mentioned to $2,100,000 after making full sllowance for the probable cost of
the present Congress. '

3. Conclugions of the President and cabinet with reference to the budget.—
Both the Minister of Finance and ourselves did a lot of work in reanalyzing
the budget item by item and we held numerous conferences with the minister
and his staff in regard thereto. Every item which conld not be decided in the
conference was noted for further study by thie minister and a list prepared
which was submitted by the minister to the cabinet. After the first meeting
the ministers dirvected their departmient heads to restudy their expenditures
and later another meeting was held with all the reports in hand and also in-
cluding our further studies and the articles suggested by you.

The President and the cabinet concluded that it would be impossible to make
further cuts in the salaries because it would create social disturbances, They
felt that very little could be rescued from materials aml supplies, although they
studied this article by article. We found that, relying upon their budget,
contracts had been executed in many cases amd that very little could be elim-
inated or deferred. Their conclusion was that the only way to effect sub-
stantial savings would be to reorganize the administrative service but that it
woutd he impossible to curry out this reorganization until after the Congress
closes, and then would have to <eek approval by the subsequent Congress,
This would mearn that nothing could be expected from this source in the 1931
budget. The suggestions that we have made have indicated some means of
aceomplishing something in this regard and we hope, whether or not the hudget
wiil require this reorganization, that some work will be done toward improving
the administrative work before the end of the year,

The minister calls our attention to the fact that the customs oxpert is at
work, that the Government is about ready to negotiate for a technical expert
for the controller general, and that they will reorganize the railroads after
the Congress is closal,

6. Mateh wonapoly—-We have called your attention to the fact that the
cabinet has discussed the pos«ibility of using $1.5346.950 of the portion of the
proceeds of the mateh loan—if and when received—for payment of the railway
bonds maturing in 1931, together with interest, and also about 1000000 for
additions and betterments to the vailroads. on the ground that these are beth
public works expenditures,

The minister told us today that the representative of Kreuger & Toll will
arrive cititer the latter part of this week or the first of next, and that there
will be no delay in the negotintions,  IHe says that on his part he will he will-
ing to conclude within a weck. If the representative is in a position to act
in the same manner, we should know in a very short time the results of this
proposition.

7. Usxe of procecds of mateh lvan~-~In your cable No. 17— fourth paragrayh—
You raised a question regavding the contlict of the proposed loan with clauses
6 and 7 of our contract of Qctober 1, 1930 and we called your attention to
the numerous waivers of those provisjons in cables from you and also in the
letter of December 31, 1930, deposited with the Amevican minister here. We
ilso thought that you had been thinking rather seriousdy about this matter
hecause of the letter of April 30 written by Mr. Accola to us, with which he
incloked o memorandum dated April 25, 1931, addressed by Mr. Henneman to
Mr. Schoepperle, in which he maintained that the making of the loan by the
matceh company would violate the letter amd spirit of the agreement of October
1. Your later cable No, 30 cleaved the air on this guestion, confirming our
opinion that waivers arve in force,

8. Additiomal eredits—In making the studies connected with the budget we
discovered that the Congress has passed additional eredits aggresating $O290.-
627,63 to the end of April, without providing additiona! revenies to cover. as
provided by law 34 of 1923, Practically all of this covers expenditnres neees-
sary to the continuation of Congress and will have te be taken care of in any
event.

The budget includes an item of $469,500 and we had adilel 30000 in onr
adjustment of March 9, =o that we think this expenditure is pretty well taken

02025—32—pT1 +——11
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care of. The Congress passed the responsibility on the administration t.- find
these funds, but it is our thought that if and when the opportunity pres¢Lis
ttself, we shall make a particular point of following the law regardinz tisw
additional credits, and this will again be brought to their attentivn in «oLile-
tion with the new budget law. As we have stated a number of times pefore. we
place more faith on the results that will be obtained under the dire:tion «f an
able technical adviser to the controller, whose duty will be to ewntrsl such
points as these, as well as others in budget administration.

This rather complete review will give you svome of the backzrounedi «ut of
which our cable No. 14 was developed, and we hope that it will te i ~me
gervice to you.

Very truly yours,

H. M. JEFE2SON.
VICTOBR SCHOEPFERLE,
Vice President National City Co., New York, N. Y.
NEvIL FoRrbD,
Vice President First National Old Colony Corporation, Neie York.N. Y.

Senator Jounsox. Next is a cablegram from Bogota. Colombia,
dated June 2, 1931, to Mr. Schoepperle and Mr. Forl from Mr.
Samels and Mr. Jefferson [reading]:

Your cable 32 our cable 23 President Minister of Finanwe awd G-vera-
ment attorney(s) arrived at conclusion that congressional ratification - { fxal
agency agreement legally unnecessary furthermore would Le exrrerzels inad-
visable at this time account politics and expenses involved continntinZ €Corgre--
Our attorney(s) confirm(s) previous opinion of congressivnal aurh iom
or ratification unnecessary. Your cable 32 consideration 4 Presilent o.reuds
that loans have been made for the purpose of covering floatinz ot aznd n.t
for developments and therefore requests deletion *aml the countrzsiesy e
nomic development(s)” and the substitution in the Spanish vessioz o
especialmente pararecoger ladeuda flotantey facilitarel equilibrio olel pov—~upuesio
(especially to gather together the floating debt and faeilirate the taluneng
of the budget). If this change acceptable President ready to zive ae-araae
and authorize Minister of Finance ¢ign fiscal ageney agre ment at of
to have minor changes to-morrow letter your cable 33. Customish ? ~+ ix in
final stage and Barco bill expected to pass this week. Since Copza<< Lot
needed for fiseal agency agreement President will cluse as sooh &< Jeesille
after passing Barco bill.

June 5, 1931, Bogota, cablegram to Schoepperle an.i Ford from
Samels and Jefferson [reading]:

Passage of Barco hill which is imminent offer possibility wpbaibling «redit
Colombia if it is properly handled (by) President of the Repubilr 313 the
Bogota Publicity Committee very much interested and request rhar sou plene
notify (when) New York committee John L. Merrill. ehairman. regating tiem
endeavor to xecure and prepare material for release to the pr~= wh- ally

e
signed. Suggest also representative of committee eonsult with €Gienre Ruli- n
order to secure background. Sending some materinl Merrill by 2ir mai
to-morrow.

That was publicity for the Barco concession. . )

June 5, 1931, to Schoepperle and Ford. The subjest iz = Pullicity
in connection with passage of Barco bill.” Signeld by Jeffer-on
[reading] :

Jeosz Lo 100
Mr, VICTOR SCHOEPPERLE,
Vice President, The Nationel City Compeny.
New York, N. Y.

Mvr, Nevin Forp,

Vice President, The First National Old Colony Corporatiog.
New York. N. Y.

Subject : Publicity in ccnaection with passage of Bareo bill.

DEeAR MR. SCHOEFPERLE AND MR. IPorp: All of our informants feel quite hope
ful that the Barce bill will be approved some time next week It would seem
as if the thing has been completely exhausted as a political debaring ground
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am] that a vote must come. In our last conversation with the President, T men-
tioned that I hoped we might find a way to place hefore the public in the
sStates and possibly in Europe, the fentures connected with this negotiation
awl the contract, which have a direct bearing on the attitwle of Colombia
toward toreign interests, After all, that is the fundamental of the legislation,
The passing of the law will settle automatically a legal dispute which has
Leen extremely annoying and in which Colombia has not been placed in a
pleasant light., The President agreed with me and we thought it might be
possible for the New York committee, of which I wus & member when the
President visited the States, to do something to present this ifdea through
the press.

Following the above-mentioned conference with the President, the latter
telephoned to the chairman of the Bogota committee who called a meeting
and invited me to be present. We discussed the matter and the committee
asked me to communicute with the New York committee requesting them to
en:deavor to work out some such publicity if they could possibly do so.

After thinking over the munner of trunsmitting the request to New York,
we came to the conclusion that we did not want to do anything that might
couple the Darco bill with the bankers, and therefore sent the message to you
in vode und requested you to pass the request of the P'resident and Bogota
committec over to Mr, Merrill, We hope you have found it convenient to
asysist them in meeting Mr. Rublee and possibly in putting betore them some
of the atmousphere which you have gnthered in this connection,

I am inclusing a copy of a letter addressed to Mr. Merrill with which 1
inclesed a repurt on the entire matter prepared by the President’s legal
adviser.

Very truly yours,
H. M. JEFFERSON,

Cablegram from Bogota, June 6, 1931, to V. Schoepperle and
X. Ford from W. J. Samels and H. M. Jefferson [reading]:

Press report probable(ly) sponsored(by) opposition Barco bill(s) being
troadeast to-day from Bogota to the departmental newspaper(s) tbhat Lazard
Bres. and Co. (Ltd.) withdrawing group as a protest against Barco bill(s)
on alleged basis DBritish interest(s) in petroleum distinet(ly) from Ameri-
cun(s). Minister of finance with our consent has issued emphatic deninl, We
urge you and/or Lazard Bros. & Co. (Ltd.) cuble as quickly us possible denial
for publication to-night and to-morrow morning paper(s) * * *,

Bogota, June 8, 1931, to Mr. Schoepperle and Mr. Ford from
Mr. Jefferson and Mr. Samels [reading]:

We received to-day from the President a draft of his proposced reply to your
letter as covered by your cable No, 33, and inclose nerewith copy of such draft,
The president directly and through the medium of his advisers states that every
effort has been made to adapt this reply to the points raised in your letter.
From our previous correspondence you will have learned that for reasons of
ilicy here, the President desired to eliminate direct reference to certain cor-
respondence passed between yourselves and him, and for that veason his reply
is coistructed alohg these lines,

After the preamble, which as you will note, is more or less a reaflicmation of
the points brought forth in your letter, the President states concretely his posi-
tion and proposed lines of activity with regard to the necessity of a balanced
budget for the current year, and also with regard to the desirability of enact-
ing as soon as possible the comptroller bill, It is felt that the letter itself is
sufficient]y explicit on these two points and conveys to you the President's ideas
and attitude,

In addition we are authorized to state to you that the present intention of the
President is to incorporate in his message on July 20, upon the oceasion of the
inauguration of the new Congress, a statement to the effect that the loan of the
second 4,000,000 was based specifically on his understanding with the bankers to
lt,he] eifect that the Government would close the current year with a balanced

udiet, .

We are tuking advantage of this occasion to inclose herewith copy of our
letter of June € together with a copy of your proposed letter to the President
as modified by the latter and which went forwurd in the air mail of Saturday.
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In addition we ure inclosing hevewith in duplicate draft of the proposed flseal
ageney agreement, based upon the draft cabled to you under date of Febroarvy
ll(‘i aulld as modified by our subsequent cable correspondence up to the date of
this letter.

In view of our understanding to the effect that the bankers shall be designated
as official bankers rather than as i «al agents, we are inclosing herewith draft
of the proposed announcement to he published by the Govermment, adapted to
the foregoing change in terminology and which we feel you will find aceeptable,

With reference to our eable of Saturday concerning the offorts being made by
certiin Colombiann politiclans te injeet the question of an alleged discord among
the hankers composing the group into the discussions in Congress an the Bareo
bill, we will state that as a result of energetic efforts on the part of the minister
of finance the notices of this matter ax appearing in the local press were con-
fined to the attached copy which, as you will note, is inoctous and simply
statement to the effect that theve is no intention on the part of Lazard to with-
draw from the group.

There ix other matter in the letter that follows that is not particu-
larly pertinent. but the whole letter 1 put in the vecord,

(The letter is as follows:) i

. Bosora, June ~, 19431,
My, Victon ReHOLPPERLE,
Viee Prexident, National City, Co,, New York, N Y,
Mr. Nevin Foin,
Viee President, First National Ol Colony Corporation, New Yori o N, Y,

DEAR MR, SeHOEVPERLE AND M. Forp: We received to-day from the Presiaent
a draft of his proposed reply to your letter as covered hy your exble No, 53,
and incloxe herewith copy of such deaft. The President divectly and turough
the medivin of his advisers states that every eflort has heen nivde 1o sedapt
this reply to the points paised in your letter,  IFrom our previous corvespondence
vou will huwve learned that for reasons of policy here, the President desired
to oliminate direet veference to certain correspotdence passed between your-
selves and him, and for that reason his reply is constructed alonge these lines,

Atfter the preamble, which as you will note, ix more or less o reatlivmation
of the points brouzht forth in your letter, the President stites coneretely his
position el proposed Hne of activity with regard te the necessity of n
hidanee budger for the current year, and also with regard to the desivability of
emeting us soon as paesible the comptroller bill, It is felt that the letter
ftxelf is sutliciently explicit on these two points and eonveys ta vou the
President’s ideas and attitude,

In addition we are authorized to state to you that the present intentiop
of the President is to incorporate in his messase on July 20, upon the oceasion
of the inmmuguration of the new Congress, a statement to the elfeet that the
loan of the second 4,000,000 was hased speeitically on hix understanding with
the bankers to the etfect that the Government would close the current year
with a balianced bhudget,

We are taking advantage of this occasion to inclose herewith a copy of our
letter of June 6, together with a copy of your proposed letter to the President
as maditied by the latter and which went forward in the air mail of Xatarday.

In addition we are inclosing hevewith in duplicate draft of the proposed fiseal
ageney agreement, hased upon the deaft cabled to you under ditte of February
16 and ax moditlied by our subsequent eable correspondence up to the date of
this letter,

In view of our understanding to the effeet that the bankers shall he designated
as oflicial bankers rather than as fiseal ngents, we are inclosing herewith draft
of the proposed announcement to he published by the Government, adapted
to the foregoing change in terminology mnd which we feel you will find
aceeptable,

With reforence to our cable of 3aturday concerning the efforts heing made
by cortain Colombian politicians to inject the question of an alleged discord
among the hankers composing the group into the discussions in Congress on
the Barco bill, we will state that as a result of energetic effofts on the part
of the minister of finanee the notices of thix matter as appearing in the local
press were confined to the attached copy which, as you will note, ix inocuous
und simply o statement to the effect that there is no intention on the part of
Lazard to withdraw from the group. However, the Minister of Finance stated
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that he understood that a notice more pernicious in character was transmitted
by a loeal news ageney (presutmably Sin) to newspapers in the more important
cities of the department. It is expected, however, that the denianl of the min-
ister here in Bogota will also be transmitted and will serve to modify any dis-
agreeible effects produced by the original notice,  We shall advige you of any-
thing important that may developin this connection. Meanwhile, this morning
we are in recelpt of a cable from Lazard, Loudon, reading as follows:

“We understaned that rumors are current in Colombia that we have with-
drawn from banking group, Please issue emphatie deninl on our hehalf,
stating that therve is no toundation whatever for thi> rumor. Thanks.”

A copy of this cable hax heen sent to the minister of finance, who expresses
hix appreciation of the promptuess with which Lazad has responded.

We are able to dispateh this letter to you by airmail to-day throngh the
kindness of Mr, Winslow, of the Pan American Airways, who is flyving from
Barranquilla divect to Minmi on Wednesday of this week and who is mailing
thix letter to you from the latter point.

Vory truly yours,

Bogota, June 20, 1931, from Samels and Jefferson to Scheepperle
and Ford [reading] :

Your cable 32 President agrees to grounds undoubteilly exist for higher rate
of interest but contends that extremely inopportune at the present moment
imperiling administeative plans including futuve financing and reacted(ing)
unfavorably on business generally.  His reasons ave first he has forced through
Congress many constructive measures ineluding those proposed hy group and
financind mission and espeeially petroleum Inw and Buarco concession which
latter he has continually supported as- eredit building measure as evidencing
intention of Colombian Government to comply with foreign commitment, If
now immediately after competition for this legislation and naming officinl
bankers he concludes negotintions inereasing interest rate his ¢laim of improv-
ing eredit of nation by virtue of new legislation will he challenged anl uxed to
diseredit him and Government, Opponents will allege inerease rate of ingerest
would represent his compensation for ensctment of laws and appointment of
official bunkers and more so if increase in form of commissions. Tt is obvious
that such aceusations would reflect on foreiun interests in general as well as on
bankers secoml announcement of inerease rate of interest would bhring con-
demnation administeation from the general publie through their (his/hery not
understanding veasons,

Third Administration counts upon full support next Congress and is plan-
ning other constructive measures but attacks as jndicated woulil make diflicult
if not impossible, Ax an alternative President earnestly reguests bankers con-
sent to leave all conditions incuding rate as ar present for renewal and new--—
loun(~) until the end of 1931 and in November when to he considered in the
light then existing conditions,  President states amount involved i< not major
consideration and indicates willingness bankers receive commensurate refurn
advanees cither through eondition long term financing and or adjustment
of interest vate beginning of year 1032, Taking imo considevation all the
important ractors including politieal latter diffienalt to explain by cable we
feol that in connection with this matter interest (in) Govermment and bankers
closely allied and as g consequence (of) bankers should accede to vequest of
the President defer adjnstment of interest rate until November and we so
recownetal,  In view of short time prompt consideration amld cavly decixion
necessiry,

_Cabiegram_from Bogota to the National City Co., New York.
N. Y. To V. Schoepperle and N, Ford from W. J. Samels and
H. M. Jeffer=on [veading]:

Customs: administration and Bareo law((x) sjened Saturday afternoen Friek-
son Kreunger and Toll, A, B, arrived yesterday,

Cablegram  from Bogota, June 24, 1931, to the National City
Co.. New York, N. Y. To Victor Schoepperle and N. Ford from
W. J. Samels and H, M. Jefferson [l'ea(lmg)]

Your cable 38 our eable §8 President has never intimaied direetly ov indi-
vectly petroleum or Barco law pass(ed) at the instigation or even sugzestion

.
.
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of the banker(s). He called attention (to) these measures as being among
most important pass present Congress.

Letter dated July 9, 1931, Bogota, Colombia [reading]:

Mr. VICTOR SOHOEPPERLE,
Vice President, The National City Co., New York, N. Y.

DEAR Mgr. ScrmoepprerLe: For your information and records I am enclosing
herewith two copies each of the following laws recently signed by the Presi-
dent of the Republic, as follows:

Law 79 of 1931; Customs organic.

Law 80 of 1931: By which a contract for the exploitation of national
petroleum in Norte de Santander is approved.

That is the Barco concession.

Very truly, Wit 7. §
. J. SAMELS,

This much for the letters T offered in evidence.

I offer now the first message sent by the President of the Colom-
bian Republic upon this subject to his Congress. The message is
dated March 11. 1931. You will recall we read the other day,
Mr. Chairman, the message of June, 1931. That was another mes-
sage. This is the first of the messages.

It was the purpose of the Government in prorogating indefinitely the ex-
traordinary session of the present legislature, to obtain the expedition of
varfous laws which the Government considered indispensable for improving
the difficult situation of the country and for properly developing the
administrative plan. Vavious projects of law are submitted for your early
consideration. .

The d:ficult financial situntion of the country has forced the Government
to initiate a rigorous plan of economy to prevent a financial deficit, but it is
necessary to secure new flscal revenues without aggravating the financial con-
dition of the taxpayer.

The following projects are recommended:

1. Concerning the customs régime.

2. Authorizations to the Government concerning the phosphorus industyy.

3. The unification of all taxes on the importation of goods,

4. The Government recommends especially to the chambers the bill by which
is terminated the litization pending in relation to the old Barco concession,
by means of which the Government hopes for economic and financial reper-
cussfons and the possibility of opening new prospects for national work and
of promoting the colonization and development of important regions of the
country.

6. Bill by which is approved a contract concerning the exploitntion of na-
tlonal petroleum aud deposits in the north of Santander. the old Barco
concession,

8. Bill by which is adopted a plan for national roads,

Message of April 7, 1931, This is the second of his messages
[reading]:

Among the recommendations of the President of Mareh 11 lust were the
bills concerning the phosphorus industry and the bill approving a contract
tor the exploitation of national petroleum and deposits in the north of San-
tander (Buarco concession), The importance of these projects explaing why
we again earnestly mage these recommendations to-day.

(Reasons are given for recommending the establishment of a
phosphorus monopoly.)

The other bill is recommended by the Exccutive power most emphatically,
1t approves a contract concerning the exploitation of national petroleum and
depesits In the north of Santander (Barco concession) which was signed hy
the Minister of Industvies, and the President of the Republic and all the
exccutive cabinet tike the opportunity to express tleir approval,
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This bill, which was presented to the Senate March 5 last, was studied and
carefully discussed before signing, by the Ministry of Industries and in a
confercnce which the minister had with the Senate committee.

We would repeat what has almost unanimous consent it he tallied about the
grear importance of the solution of this business, The rensons which counsel
no delays are of diverse Kind, but all of great importance. 1t ean be said
witheut exaggeration that it has projections not only within the country but
also economic and financial ones in the international fleld. It ix our con-
viction that. among other considerations, this contract must he approved :

First, Because it solves a complicated litigation which for years has par-
alyzed the development of one of the petroleum regions which the country
considers very promising for its future. The judgment which seeks an end
of these differences on a basis of cquity and friendly understanding, is without
doubt preferable and much more henefieinl than that which recommends the
continuation of controversies and litigations which, whatever the verdiet, make
difficult a rriendly cooperation of mutual bhenefit to the parties interested. In
pliace of the uncertainties with which the way of Htigation is rall, we propose
a settlement aceepted voluntarvily and in good faith, both by the Government
and by the companies interested, a settlement in which an attempt has heen
mide to harmonize the intevests of both parties.

Sceond. Beeause it eliminates a question which has had international reper-
cussions and the incidents of which in past years have oceasioned a diplomatic
correspondence of a tone scarcely cordial. The resolutions passed on said
Barco concession formed the subject of diverse commentavies not only in the
country but abroad—commentaries which filled pages of Eurcopean and Amer-
fean financial publications—and while we persist in maintaining that at all
times the Government of Colombia has been within the standards of correctness
and justiee, it is dexirable for our international reputation to give palpable proof
of our sincere proposal to solve, with a judgment of fairness and friendly dis-
position, the differences which arise with foreign capital, to which we offer
not only the protection of our Inws and of our courts of justice, but the sincere
desire shown in deeds to attract it and give it fucilities fop ostablishing itself
with us to our mutual profit,

Third. Because this contract opens propitious horizons for the finnncinl
possibilitics of the Republic abroad. The good reception granted in the great
markets to the initiatives not only of the Government hut nlso of private insti-
tutions in order to seek for credit an ample cooperation, which permits our
national resources to he developed on the large seale which we all desirve, de-
pends in very considerable part upon the presentation, exempt from econtro-
versy, which we can make of our sources of wealth, showing that they are in the
proces= of being enriched by labor and capital of imporvtance. There is not
the least Jdoubt, on the contrary it ix an evident faet for those who are familiar
with the financial potentinlities of the companies with which negatintions have
been made, that they can cooperate with the Government of Colombia not only
in the development and expleitation of petveoleum, which are the objects of
concession, but also in operations of credit for the economic development of
the country, today interrupted, and for the renewal, in due time, of a palicy
of public works which the country is not able to carry on, and without which
there will he a stagnation of our prosperity and it will he impossible to give
effective impulse to the common prosperity.

Fourth, Because in this negotintion there have bheen incorporated clnuses,
the reatization of which will open the way—with the construetion of an ofl line
which starts from Celnmbia territory and terminates at n Columbian port-——for
commuiication from onr iportant regions, now distant and sepavated, to the
point of its eommereial union being considered almost Utopian, which, however,
when this work is completed, will be nnited in a way not only extremoly bhene-
ficial from the materia! point of view, but also from the no less important
viewpoint which sceks the conneeting of the varions ~ections of the Republie,
creating swong them bonds of community of interests whicli would fortify
national sentiment,

Fifth, Beeause it is of great interest to the Republie to ereate on all its
frontiers nuclel of eapital wned of wark which, acting under our laws and our
authority, wonld lewal ze, with the efficney of conmerelal and industrial activity,
the rights of the nation and represent a positive guarantee of nationnl soy-
ereiznty,  Ninee the preater part ot the terrvitories to which the contract extends
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are scarcely populated and isolated from the rest of the country the concluded
negotiation will serve to pgive impulse to the works of colonization and to
populate these regions which are to-day deserted and in need of the civilizing
action of the State, an action which we will be able to exert in intense form,
fmpossible under present circumstances,

Sixth, Because although the crisis which the country is enduring to-day,
can not last long, it is certain that a negotiation like that cencluded with the
South American Gulf Oil Co. and the Columbian Petroleum Co., serves consider-
ably—apart from its profituble works—as a psychological factor of undeniuble
importance, to establisb at home conflidence in the restoration ot national activ-
ity and to create, rightly, abroad the assurapece that we are using all our
resources in ovder that the economie future of che conntry may have the firm-
ness and the magnitude for which we hope.

Translated by the Library of Congress.

Senator Joenssox. Now, Mr. Chairman, I have received various
communications, which I feel it my duty to submit to the chairman
of this committee, and which, I think, it would not be inappropriate
to put into the record.

But first belore T submit them, I put in the record a pamphlet of
the National City Co.. entitled » Foreign Dollar Bonds™ made iu
1931 which contains a page headed * Foreign Bond Suggestions,”
In these Foreign Bond Suggestions I find Chile, Lautaro Nitrate Co.,
Mortgage Bank of Chile. Sao Paulo. and various others.  And I ask
that it may be made a part of owr record.

The Caaman, So ordered,

('The pamphlet of the Nationa! City Co., headed » Foreign Dollar
Bonds,” is here printed in the record in full, as follows:)

ForeieN Dortar Bosps

Numerous signs point to a favorable outlook for the hond market during
1031, Time money rates on the New York Ntoek Lxchange are now lower
than at any time during the piast 60 years, amd the present rediscount rate
of the Iederal Reserve Bank of New York is the lowest in the history of the
Federal reserve system,  In the pust, low interest rates and declining com-
modity prices have invariably spellad higher prices for fixed income securi-
ties,  Hence, with lower commodity prices, and with prospects of continued
low interest rates for a indefinite period, basie factors at the heginuing of 1931
would scem to afford ample justiication for optimism yegarding the bond
market.

As far as hizgh-grade domestic bonds are concerned, a distinet improvement
in tone is alveady in evidence, On the other hand, there stitl exisis a general
lack of confidence in forelgn dollar bonds on the part of the investing public,
Spectiteular political upsets abroad during the past year, and the declive in
the bomds of the countries Liwolved, have led to a widespread beliet that for-
eign conntries can no longer he considered as sound and stable mwmedoa fop
investment,

Thix general distrust of the foreign-bond market we beliove to he unwar-
onted, 1t s clearly the result of an inadegquite understanding ol particular
sitwations in exch different country concerned, "The foenssing of publie atien-
tion upon recent politieal and economic ansettlements in certain seetions ol
the glole has tended to make investors lose <ight o the past record of foreign
secirities in the American market, and at present is causing them to nezicet
unusual bavgains now availuble,

STABILTEY o FOREIGN BONDS

There i< a prevalent but mistaken beliof that all foreign bomds have sulfered
severe price declines during the past year, In the table below is presented a
lixt of foreing dollur bonds which shows the inacceuraey of any such sweeping
assumption,
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l P Price range Jan, 1,
Issue | rlce 0“ 1930-Feb. 6, 1931

|

i

price

l N

l 031 Low ! High
Antwerp (vity of) 8%, 1938 o i ! 04 100 ; 92 I 101
Austrian Government, 7°s, 1943, L} 105 102 | 103
Beluium (Kingdom of) €'s, 1955.. 8715 103 | 10014 106
Copenhagen (city of) 5's, 1952.. ! 0717 34 958, 100}
Denmark (Kingdom of) 6's, 1 9113 106! 1031, 1073
Dutch East Ine [TL) 10235 1017 10315
French Republic (Government ofj 71,5, 1041 o5 | 1263, 17 127
French Republic (Government of) 7 s. 1949, 94 12084 2§ 122
Greek (Government @'s, 1964, ... .. ... -- , | 991, 97 1034
Imperial Japanese Government 6 3’5, 1054, . 9215 10414 10115 10573

L)nm \idrsmllm, Bordmll\ (cmvs of) 6's, 1034.._.

Nord Railway Co. 63, 1950....

Norway (Kingdom or; 55, 1963... g1 ! 1015 634 10133
Oriental l)owlopmcm Co. (11d.) 6%, 1953 , 92 3 o2

Oslo (city of) 6°s, 1955 eooeo oo oo o ol 10174 YRy
Puris-Lyons-Mediterranean R. R. Co. 65, 1958 ! 3 104‘4 102 10675
Punx-L)mns~\luhlurramnn R. l{ Co. 7's, 1038, i 9334 1063 103y 107}
Paris-Orleans R, R, Co. 514'-, 1068, ...._...... ! 06 Iml,; 9934 1054
Reine U)umrtment of the) IW? 9015 10734 106 10935
Soissons (city of) 6's, 1936 853! 10.) 101 % 107
Swedish Governinent 514's, 1051, [ 105 10217 1074
Switzerland (Government of) 544°s, 1916. o71g! 1055 10215 1084
Tokyo (elty ofy 5Y4’s, I%I, 891, wy 87 0312
Yokohama (clty of) 6s, , 03 | 97)3 035 oA
United Steel Works of l!urhnch Eich-Dudelange 7's, 1051, i 921 2| 1053 102 1071y

The above table consists of foreign issues which not only showed during
1030 a degree of price stability equaled only by the very highest grade do-
mestic securities, but which are also now selling at prices considerably above
their orviginal offering basis. This list includes governmental, municipal, rail-
road and industrial bonds of 10 countries, Tt is, of course, not representative
of the entire field of foreign sxecurities, but is by no means exhaustive ot the
wrge number of foreign dollar bonds with splendid records of stability and
appreciation in price,

Another measure of the fundamental security of foreign dollar bonds as a
clasx is furnished by the recerd of interest and capital payinents hy the great
majority of horrowers in this market. This record is excellent and is such
as to inspire confidence in the ability and intention of our leading foreign
debtors to mect all commitments as they come due. In fact, many foreign
issues in recent years have heen called before maturity at substantinl pre-
miums,  ‘The table helow presents a number of foreign issues of wide geo-
graphical distribution which have heen or are in the process of heing called
bhefore maturity.

| l \ll:l("l' lncre‘m?ntl
« pated {in principal
! Amount l;\r}':g redemnp- | aver pur-
l I tion :  chuse
i price | price
! ) :
0,

City of Copenhagen, i 4's, -t $15,000,000 ;
Kingdom of Belgium, 7 - 50,000,000 |
Government of Switzer L 25,000,000 ,
Republic «f France, 8's L 100,000, 000
Solvay & Cie, 8's, 1927 l 10,000,600 ,
Kingdom of Norw Ay, 20, (00, 000
Kingdom of Denmark, , 25, 000, 000
City of Zurich, ¥'s, 1945 __. .. 6, 600, (00
City of ¢ hristiania, ¥'s 4 5, 000, 010
City of Berne, 8's, 194 .‘ 6,000, 000
City of Hergen, 8's, 1945 4,000,000 |
Danish Consolidated Municipa | 155, 000, 000 |

30, 000, 10
24, 000, 01 |
2, 200,060 |

1
Kinudom of lsolunun a5, 104
l’cpnh.lc of Chile, ¥'s, 1641
Dominican Republi

Republic of Chile, 8 lU,.’;lm.lNlU i
Parl: Orleans K, R, ] 10, 000, 000 ;

Freneh Muail \toun\hip 75, 1040 10, 000, 000 1 ¢ ;

Est Railrowd, France, Y 20,600, 000 a7l 105 .i..-!m 000
Crechoslovak Re]mh‘m. Bra 25, 000, 000 i 6 105 2,250,600
Nseder Steel orpur.\llnn, T8, 1916 7, 500, 000 o 103 ! 675, 000
French Line, 612, 1951, 4,500,000 | LS 104 ¢ #92, 500

Total. ..e...oaL.. .000.()00l ................... © 41,535,000
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This group of 22 issues, with a total principal amount of $4235,000,000, was
sold to the public for $416,015,000. In return, upon redemption, holders re-
celved a total of $460,350,000, or a et profit of $44,535,000, equivalent to 10,705
per cent upon their original investment, In the meantime, as long as these
respective issues were outstanding, a weighted average return of 7.85 per cent
in current interest was received punctually by investors,

CENTRAL EUROPE AND EATIN AMERICA

Turning now to the foreign issues which have shown marked declines in
recent months, we find in almost every case that these situations are aspects
of the current world-wide business depression, and, therefore, must be consid-
ered as largely transitory, Particularly in the case of central Euvope and Latin
America, we feel that the wholesale depression of hond prices, without diserim-
ination as to the merits of each separate issue, has been greatly overdone,

The countries of central Europe have passed through a trying period of eco-
nomic readjustment since the summer of 1929 and many serious problems
remain to be solved, These difliculties have loomed large in the public press,
but they appear less formidable if compared to the European situation of only
seven or cight years ago. As late as 1923, postwar bitterness was still acute,
the currency and hanking systems of virtually all the countries of Europe were
in a state of chaos, and, from surface indications, the Continent seemed to have
been bled beyvond power of recovery. Sinee then Lurope's resilience and re-
cuperative vitality have been demonstrated. Now, after a decade of recon-
struction and growing stability, with sound systems of currency and finance
firmly established, and with central bank cooperation initiated under the
Bank for International Settlements, there is ground for confldence in the
ability and willingness of European nations to honor their debts,

In Latin America, similarly, all of the responsible governments have aceepted
as a corner stone of their policies the strict observance of external obligations,
Furthermore, the revolutions which last year overturned in quick succession
several of the leading governments in this part of the world were not of such
nature as to arouse undue appreliension for anyone with a clear understanding
of each situation. While economic distress and unemployment caused by the
world-wide business depression and the decline in commodity prices provided
added .nomentum to the popular support for the revolutionary movements, and
thus insured their success, the basic reasons for the overthrow of the existing
governments differed substantially in each of the countries involved. It was
characteristic of each of the movements, however, that a growing civic con-
sciousness appears to have caused the leaders of the revolution to seck the
active support of the gemeral public on the basis of honesty and efliciency in
the public ndministration, Nevertheless, in most of the countries involved, the
continued depression has resulted in lower government revenues, loss ot gold
and serious toreign exehange, curreney and credit problems which contribute
to make interest and sinking fund payments on external loans increasingly
difficult. While it is not possible to anticipate much improvement while world
prices for primary commoditics remain at their present low level, any general
recovery in conditions of world trade woulll probably he reflected most rapidly
in the raw material producing countries of Latin America.

REPATRIATION OF POREIGN Doxps

One reason for the stability of foreien honds in certain cases has heen repat-
riation through purchases by nationals of the issuing countries, This support
of their own obligations has heen particulaviy notable in the case of the French,
Duteh, Relgian, Scandinavian, and Irish issues, and, to a lesser extent, in the
caxe of Austrian and Greek securitics,  On the other hand, tight monetary con-
Aitions at home and the lack of internal investment power have heen hnportant
fuctors in the recent price declines of central Kuropean and Latin Amerlcan
jssues, A= bhusiness recovers and contidence Is restored we enn anticipate that
the current plethora of shovt-term funds in leading finaneial centers will seek
an outlet 1 mave profituble long-term investments, and thus cause o gradual
easing of c¢redit conditions throughout the world.  Falling interest rates at
home, together with the high yields now obtainable on dollar obligations, should
leadd in turn to & more rupid repatriation of these securitics, and provide the
basis for stronger and more stable markets in the United States.  Already there
is evitlence of such a trend, particularly in the case of certain German issues,
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which are currently quoted in Germany at slightly higher prices than in the
United States.

In surveying the flela of foreign investments, one should not overlook the
fact that many of the issues currently selling at relatively low yields, or re-
cently called at substantial premiums, were quoted only & few years ago at
prices roughly comparabie to those of the foreign honds now so acutely de-
pressed, Striking evidence of this change is afforded by the list of securities
recommended in the first of these foreign bond circulars, which was published in
1924.  This list with current prices contrasted with those in 1924 is quoted be-
Jow and furnishes its own forceful commentary. Although of course no such
analogy is strictly accurate, it is well to emphasize that these issues were under-
priced in 1924 for much the same considerations as now affect central European
and Latin American honds, and there is good reason to believe that the present
(](‘Il;‘(‘ﬂslllg influences are no more permanent in character than were those in
1024

Price I Price
June 19, l Feb. 10,

1924 | 1931
Kingdnm of Netherlands 6': 1954.. 99;:‘ [O)
City of Rotterdam, 6's, 1964...... 98 [ 104
(zechoslovak Republlc, 85. 1052, 963, 110%
Japanese ﬂo\'ornment 613's, lo.;4 907« 104}
Swiss Qovernment, 5!3's, 1 - 987, 105%4
Republic n!HnI'md 6'° '1045. 8935 87
Anstrian Government (nd., 7's, 1043 9117 105
Oriental development, 6's, 1953.. 85 98
Republic of Tialti, 6's, 1952 91 95%%
Republic of France, 8's, 1945. . 1017 &
Kingdom of Denmark, 6's, 1642 0734 106
Kingdom of Norway, 6's, 1043, 9613 1053
P. I.. M. Railway, 6's, 1958 7% 1043
Department of thie Seine, 7's, 1942 Vg 107!

1 Called at par, 1 Called at 110,

In conclusion, we believe that foreign credits as a class are still sound, that
their past record entitles them to confidence, and that the future abroad holds
forth promise of eventual economic recovery just as it does in the United States,
It is not our intention to make a blanket recommendntion of all foreign honds,
nor do we helieve that any investor should place too Inrge a proportion of his
funds In this class of securities, Careful discrimination and sound diversifica-
tion in the field of foreizn investments ave no less essential than in the case of
domestic securities, Within the limits of sound investinent prineiples, however,
we feel confident that many unusual bargaing are now available in foreign dollar
bonds which will attract a steadily growing number of investors,  In some cases,
depending upon conditions, we believe that sound diversifieation warrants
placing 23 per cent of one's holdings in foreign jssues, yielding, as they ddo at
present, a hizher average return than any other class of investments of com-
parable security.

COMPAKISON WITH DOMESTIC YIELDS

The character of these bargains may be judged by comparing the ¢urrent
average yields on high-grade domestic honds with yields on a selected list of
foreign issues,  Ax computed by the Standard Statisties Co,, hizh-grade donmestie
bond yiclds on February 4, 1931, were as follows:

Per ennt

I IAUSE RS o o e e e 507
15 utilities.o P 111
15 PaIIONAS o e e ——— 4.29
15 munieipnls oo e e e e 3,95
Average, 60 honds oo e e 447

We present on the following page a list of foreign issues, with prices and
yields as of February 10, 1931, which we recommend hoth from the standpoint
of fundamental w(-urity and attractiveness of yield. The present average yield
on these bonds is 7.36 per cent, or 2,89 per cent more than the average yield on
60 high grade domestic bonds.
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‘orcign bond suggestions

f

Issue ' Price i Yield
i . t

i P,
Argentine Nation (Governmentof).............o...... . 6's, 1961 ' 901, 6. 74

Austrian Government., .. ... . ..., . . 7's, 1957 aR3y 731
Belginm (Kingdom of) . - o8 5.9

Chile (Republicof).. oo 6's, 1081 0 0L 5.70
Cuba (Itcruhlic of).. _.oJd Bly's, 1953 0 473 5T
Finland (Republicofy. R 515's, 1058 ¢ LI .05
(terman external loan........ Sasotonoiat C T3, 10480 10214 6.79
(terman Governinent international loan ' 514's, 1965 ; 7«‘.5,8’ .33
Uerman Central Bank for Agriculture (s 6's, 1960 . 913 .78
German General Electric Co. (A, E. G.) 6's, 1048 1 SRzl 739
(reek Government...__:._..._. .- 6's, 1968 »5 w16
Imperial Japanese Government. 533's, 1965 :  Usly 504
Itlay (Kingdomof)... ... 78, 1050 1 gRdY 12
Lautaro Nitrate Co, (Lid.). 51854 | and 1081
Mortgage Bank of Chile E . 6, 19611 ™ 7.02
Norwegian Hydro-Electric Nitro-Gen, Corporation. . Slas, 1057 1 0934 551
Orienta! Development Co. (Ltd.). ... . 51a's, 1058 ! 'JI?.I 65,12
Panama (Republie of) e eietieicmaeaae seaee o B3, 10630 Ny D 543
Rhine Westphalia Electric Power Corporation. .................. ... ©o6's, 1055, T ! T.07
Suo Paulo (State ofy ... L5 1010 w2y asg
Saxon Publie Works (1 's, 1945 | LY LAl 9,00
Vienna (city of). 6's, 1052 57,";," 14
]

T'HE NATIONAL CITY CO., NATIONAL C17Y BANK BUinpineg, New Yorg

Oflices throughout the metropolitan district
Other domestie and foreign offices ave as follows:

Albany. N. Y. Portland, Me.
Atlanta, Ga, Portland, Oreg.
Atlantie City, N, J. . Providence, R, 1.
Baltimore, Md. Rochester, N. Y,
Birmingham, Ala. St. Louis, Mo,
Boston, Mass, St. Paul, Minn,
Buffalo, N, Y. Salt Lake City, Utah,
Chicago, I, San Diego, Calif.
Cincinnati, Ohio, San Francisco, Calif.
Cleveland, Ohio, Seranton, Pa,

Dallax, Tex, Seattle, Wash,
Davenport, Iowa, Syracuse, N, Y.
Denver, Colo. Tacoma, Wash,
Detroit, Mich. Toledo, Ohio
Hurtford, Conn, Washington, D. C,
Houston, Tex, Wiilkes-Barre, Pa,
Indianapolis, Ina. Waorcester, Mass,
Kansas City, Mo. Montreal, Canada,
Los Angeles, Calif, Toronto, Canada,
Louisville. Ky. Ottawa, Canada,
Mcemphis, Tenn. Quebee, Canada.
Milwaukee, Wis, London, E, ¢, 2, England.
Minneapolis, Minn, Manchester, England,
Newark, N. J. The Jetherlands,
New Orleanx, La. Amsterdam.
Oakland, Calif. The Hague.
Omaha, Nebr. Geneva, Switzerland.,
Pasadena, Calif, Tokyo, Japan.
Philadelphia, Pa. Shanghai, China,

Pittsburgh, Pa.

Senator JouNsoN. I offer for the record a statement furnished me
by Hon. R, P. Lamont, Secretary of Commerce, giving me such data
as the Department of Commerce has upon the concessions which
have been granted to American corporations and Americans in
Latin America, and without reading, may I submit it as a part of the
record, please,
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The Cuammyax. It may be prirted as a part of the record at this

puint. )
(Letter from R. P. Lamont, Secretary of Commerce, to Senator

Johnson, together with inclosure concerning concessions in Latin-

America, are here printed in the record in full, as follows:)

DEPARTMENT OF COMMERCE,
OFFICE OF THE SECRETARY,
‘Washington, January 13, 1932,
Hon, HigaxM W, JORNSON,
United States Senate, Washington, D. C.

My DEAR SENATOR: In response to your letter of January 7, receipt of which
was acknowledged on the 11th, requesting information on concessions in Latin
America granted to a specified group of American companies, I take pleasure
in sending you herewith such informmation as we have been able to develop on
the subject.

The information has been compiled from such data and works of reference us
we have available, and although it is not complete for the reason that the
activities of the American companies yYou specitied in many instances are
carried on through subsidiary organizations, affiliates and foreign incorporated
entities not rveported on, I hope you will find it helpful in your work.

Again assuring you of my desire to be of service, I am,

Very sincerely,
R. . LAMONT.
Secretary of Commeree,

FREDERICK SNARE & €0,

Colomhia—~TUnder Law No, 33, 1031, the Colombian Government wias re-
ported as having granted an option to Frederick Snare & (‘o. to build on a
concesston hasis, new docks at Cartagenn. It is believed the option has not
heen exercised due to failure to secure financing for the project,

Peru—In February, 1928, the Peruvian Government awarded o contract
to Frederick Snare & Co. for the coustruction of new port works at Callao,
The work was sitid to have been undertaken on a lump-sum basis, By supple-
mental contract, Snare & Co, undertook the management of the Government's
port works at Callao in the capacity of agents for the Peruvian Government,
Details concerning the contracts arve not availuable,

WARREN HROS.

Available Information indicates that Warren Bros, have not obtained con-
cexsions from Latin American Governments, but performed their work mainly
under contracts secured on a competitive basis.

Argeatina —Warren Bros, Co, of Argentina, a subsidiary of Warren Bros,
Co., obtained contracts in September, 1925, and November, 1926, from the
municipality of Avellanceda for the paving ot some 338 c¢ity blocks, Subsequent
contracts covering paving in six other cities were obtained,

Chile~—\Warren DBros. incorporated a subsidiary company in this Republic
fn 1028, In the same year (July) they were awarded by the Government g
300,000 square meter paving contract in the city of Santiago. In August,
1930, the company was awarded, by the national Government, a G0.000 square
meter paving contract in the city of Antofagasta. The company has also done
paving work in two other Chilean cities,

C'olombin.—Incomplete information from Bogota indicates that that muniel-
pality awarded contracte, in 1928 and 1829, to Warren Bros,, principally for
street paving.

Cuba—Warren Bros, bid for ard were awarded a contract in December, 1926,
by the Cuban Government, for the construction of that section of the Cuban
National Highway passing through the I'rovinces of I'inar del Rio, Habann,
Camaguey, and Orlente,

Guatemala~—Warren Bros, were ceported as having obtained a contract from
the munieipality of Guatemala for street-improvement work. It appears that
the contract was awarded either late in 1929 or early in 1936, and was obtained
in competition with other contracting firms.
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ULEN €0,

No detailed and complete knowledge is had of any concessions alleged to have
been obtained by the Ulen Co. This euterprise has, at different thmes in the
past, been awarded construction contracts in Latin America. The available
information regarding thiese contracts is set out below. -

Bolivin ~'The Government of Bolivin awarded the contract fur the construe-
tion of the Atocha-Villuzon Railway to the Ulen Co. in 1921. In 1925 the
company was awarded a contract by the Government for the installation of
sewerage systems in La Paz and Cochabamba,

Brazil—The State government of Maranhpo entered into a contract with
Ulen & Co., in March, 1923, covering the rchabilitation of the public utilities
of the city of Sao Luis (population 50,000) ; modern system of sewers, water,
light, power, truction, ‘The arrangement also provided for management on
the part of Ulen & Co. for a term of years.

Chile—The Government of Chile was reported to have awarded a contract
to Ulen & Co,, in 1929, for the construction of the Recoleta irrigation works,
also, the La Guna and Juntas del Carmen irrigation dams.

Colombia.—In July, 1929, the Government of Colombia awarded a contract
covering the Bocas de Ceniza project (dredging the mouth of the Magdalenu
River and construction of port works at Barranquilla) to the Ulen Co. The
contract was closed out in 1929, although the work was still incomplete.

STANARD OIL CC. OF NEW JERSEY

Argentina~-The Standard Oil Co, of New Jersey, through local subsidiary
companies, holds oil-land rights in the Territory of Neuquen and the Province
of Salto. These rights, it appears, were granted some time prior to 1924;
probably in 1922, The government of the Province of Salto contested the oil
companies’ rights to Luuls in the Province, but in 1931 entered into an agree-
ment, which is to be ratified by provincial legisluture before the end of 1932,
whereby oil people, for a period of 30 years, will pay a royalty of 10 per cent
on total monthly production, either in cash or in kind, to the province.

Bolivie—The Standard Oil Co. of Bolivia, 2 subsidiury of the Standard Oil
Co. of New Jersey, obtained a concession from the national Government of
Bolivin covering 1,000.000 hectares of land in the Departments of Santa Cruz,
Chuquisaca, and Tarija. In addition the company also holds $81,090 hectares
of land in these Departinents under fee concessions in accordance with the
petroleum laws, ‘I'he 1922 concession provided for:

1, Drilling a well for each 50,000 hectares, viz., 20 wells in 7 years ov (a)
renouncing portions not drilled, or (b) producing 2,000,000 barrels of oil an-
nually. or (¢) paying increasingly heavy duty rentals,

2, Paying the Government 11 per cent royalties on oil produced.

3. Concesslons vald for 535 years after which wells, pipe lines, reflneries, ete.
revert to Government without reimbursement,

4. Compuany to pay no taxes except land rentals and profits taxes.

5. All controversies to be decided by the Supreme Court of Bolivia., After
10 years difficulties to be settled by arbitration.

Chamber of Deputies debated cancellation of concession in August, 1931,
claiming company had not produced oil as required by terms of concession.
Declded that foilure to produce oil as required was proper in view of world
oil situation. -

Colombia.—The Tropical Ol Co., a subsidiary of the International Petroleum
Co. (Ltd.), a Canadian enterprise controlled by the Standard Oil Co., of New
Jersey, operated in Colombia over a 30-year concession granted by the national
Government cn August 15, 1919. The original concession was granted to the
Colombian General Demares in 1905 who later transferred it to American
interests, It is believed that the Colomhin Government receives a 10 per cent
royalty on net production based on New York prices.

The Andian Pipe Line Co.. controlled by the Imperial Oil Co. of Canada,
which in turn is controlled by the Standard Oil Co, of New Jersey holds a §0-
year concession, granted by the national Government of Colombia in October,
1924, It is belleved that this company pays a royalty to the Government on
the value of petroleum run through its pipe lines. The Andinn Pipe Line Co.
has expended to date approximately $30,000,000 in pipe lines, terminals, ete.

Ecuador~—The International Petvoleumn Co., a subsidiary of the Imperial OR
Co, of Canada, controlled by the Standard Oil Co, of New Jersey, obtalned
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acreage by denouncement under old laws, in 1916. Later it purchased several
private properties. The company is believed to have ceased operations in
Ecuador in 1927,

Merico—~~The Standard Oll Co. of New Jersey operates in this Republie
through a local subsidiary concern known as the Transcontinental Oil Co, It
is not definitely known that this latter company has acquired any concessions
under the new Mexican petroleum law. It appears that its holdings were
acquired prior to 1920,

Peru~—The Internationul Petroleum Co., a subsidiary of the Imperial Oll
Co. of Canada, controlled by the Standard Oil Co. of New Jersey, purchased in
1922 the holdings of the London & Pacific Petroleum Co. and its subsidiary, the
Lagunitas Ofl Co., comprising the lands known as Lagunitas, La Bren, and
Negritos. In March, 1931, the Internntional Petrolewm Co, was granted per-
nmission to use cempany tankers for transporting ofl to Peruvian coast ports,
This permission does not constitute n concession or monopoly, but is rather an
exception to the Peruvian coastwise shipping law.

Veneczuela.—From available data it is not possible to show the involved
set-up of the Standard Ofl Co, of New Jersey in this oll-producing area. The
Standard Ofl (o. of Venezueln, controlled by the Standard Oil Co. of New
Jersey, and other subsidiaries hold numernus concessichs for the exploitation
and development of oil-bearing lands which were obtained from the Venezuelan
Government in the last 10 or 15 years. Under the Venczuelan law any national
or foreign person or company may obtain concessions from the national Gov-
ernment in return for which the concessionnire pays royalties, ranging up to
13 per cent of the commercial value of the mineral exploited,

THE TEXAS CORPORATION

Colombia~—The Texas Corporation holds Innds in this Republic acquired
from private interests, It does not appear to have any concessions in Colombin
and ‘is ylmt believed to bhe developing or exploiting any of the holdings it has
acquired,

Merico.—A subsidiary of the Texas Corporation has lands in this Republie
which it is believed were acquired prior to May 1917. The lands have been
developed, It is not known of the subsidiary company has obtained any
concessfons to drill and exploit new petrolenm lands since the puassage of the
Mexican petroleum Inw of 1925,

Venezuelu—Under the Venerzuelnn laws nationals or forelgn persons or
compunies may obtain concessions from the national Government for the
exploitation and development of ofl-bearing lands. In return for the con-
cessions granted holders pay to the Government certnin small surfiace tuxes
and royaleies, ranging up to 15 per cent of the commerceinl value of the mineral
exploited, It appears that the Texas Corporation first entered Venezuela in
1024, and at various times «ince then through direct concessions, transfers and
the acquirement of holdings from other companies has obtained considerable
acreage,  According to Moody's Manual of Investments (1931 cdition). the
Texas Corporation owns a half interest in the California Petroleum Corporation
of Venezuela which in turn holds 879,568 acres in Venezuela in concessiong for
exploration and or development, Concessions in Venezuela are valid for 40
years from the date they are granted,

SINCLAIR OIL €O.

Colombin.—Available information indicates that the Sinclair Oil Co, through
the Cordillera Petroleum Corporation has contracts covering certain oll lands
in Colombia. There nre no data at hand showing when or how the Cordillera
Petroleum Corporation nequired its properties,

Mexico—~The Sinclair Ol Co. operates in Mexico through its subgidinry,
the Mexican Sinclair Petroleum Co, The subsidiury company is believed to
have acquired its holdings prior to 1917, The lands have been developed, It
is not known if the Mexican Sinclair Petroleum Co, hats obtained any conces.
slons to drill and exploit new petroleum lands since the passage of the
Mexican petroleum law of 1025,

Venezuela—Moody's Manual, 1031 edition, statex a< follows:

“Venezuela Petroleum Co, (controlled by Sinelafr Consolidated O Cor.
poration), incorporated under Delawure laws April, 10922, to acquire and
develop properties formerly held by Kunhardt & Co, (Ine.), of New York
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and Venezuela, has royalty or working interest in or owns 11 concessions
totaling about 182,660 acres of developed and prospective ofl terrvitory in the
Lake Maracaibo Basin and State of Monagas, Venezuehi. Controls, through
subsidiaries, 3885 petroleum exploration concessions having a total area of
approximately 9,500,000 acres. Contracts: Gult Ol Corporation, through sub-
sidiaries, is operating, exploring, and developing in the Lake Maracaibo Basin
10.161 acres on 7 per cent royalty basis, free of all expenses and out of oil
produced, and 18,750 acres on a royalty basis from 244 to 10 per cent free of all
expenses and uut of oil produced, In the sume district subsidiaries of Standard
Oil Co. of California are developing 25,000 acres on a i per cent working inter-
est basis and 68,750 acres on a 35 per cent working interest busis, Development
operations on part of company's acreage in the State of Monagas, Eastern Vene-
zuela, will be started in 1931 under contracts with Creole Petrolenm Corpora-
tion (subsidiary of Standurd Ol Co, of New Jersey) and Venezuelan Atlantic
Refining Co. (subsldiary of Atlantie Refining Co.)  Control: In December,
1928, Sinclair Consoifdated il Corporation acquired 1,001,000 shares in ex-
change for 425,000 shares of the capital stock of the .Apure-Venezuelun Petro-
leum Co., having an authorized eapital of H0,000 shares, owning certain con-
cessiony to explore for ofl and has in the State of Apure, Venezuela, 240,000
shares of the capital stock of Zumora-Venezueln Petroleum Corporation, hav-
ing an authorized capital stock of 300,000 sharves, owning certain concess:ons
in Zamora., Veneczueln; 22500 shares of the capital stock of EFastern Zamora
Oil Fleld (Inc.), having an authorized capital of 25,000 shares, owning cer-
tain concessions in Eastern Zamora, Venezueln: all the capital stock of the
Cordillera Petroleum Corporation, having an amtlmruotl apital of 1,000 shares,
owning certiin concessions in Venezueln *  *

GULF OIL (O,

Colombin,—The South American Gulf Oil Co, acquired the Darco conces-
ston, In the eastern part of Colombia, in January, 1926, This concession was
originally granted to General Baro (Colombian) in 1905 for a period of 50
years, It was transferved to American interests in 1918, The concession was
caneeled in February, 1926, by President Ospina and the caneollation reaflivmed
by President Mendez on August 4 and December 1, 19280 The matter was re-
ferred to the supreme court of Colombin, ‘The Gult interests acquired the con-
cesston In Januarvy, 1926, In June, 1931, the Government, with the sanction
of Congress, approved the concession for a per'od of 30 years, Royalties: 10
per cent at well head or 6 per cent at tidewater, payable in cash or oil,  Land
rental $235,000 |u-| annum until voyalties exceedad that sum, The South Ameri-
can tiulf OIl Co, §x now careying on explorat:on and preliminoy development
work,

Wewico—=The Mexican Gulf Ofl Co., o subsidiary of the Gult 0§l Co, is be-
Leved to have acquived holdings in Mexico prior to 17, Maady's Manual of
Investments, 1931 edition, states: @ Mexican Gulf Ol Co, incorporated July
31,1012, in Delaware to prospoct for and produce petrolenm in Mevico,  In
September, 1929, the Mexican Govermment authorized the commpany to suspend
operations in Mexico. Company to retive from this fleld.  I'roperties consist of
oil leases, pipe lines, and ocenn terminal in Mexico,”

Venesneld ~From the information available, it is bpossible to acearately
define all the ramitications of the Gulf Oil Co, in Venezuela,  ‘The Venezuela
culf” Ofl Co, o subxidiary of the Gult Oil Co., is known ta holid soveral teaets
of land obtained by concession, and in conformity with the oil kiws,  When
the company ob‘ained itk concession is not delinitely known, hut most of
thewm probably were acequired hetween 1922 and 1925, The concessionafres
e helioved to he paying royalties ranging from Ty to 10 per cont on produe-
tion to the national covernment,

INTEENATONAL TLLEPHONE & TELLGRAPH €O,

The above-named enterprise, etther in jts own name, its controlled AN
Anteriea Cables (Ine), or through local subsidiary companies aperates through-
out Latin America,

No intornution is had, ather thun that set out helow, regarding the operating
permits, vights, contracts, concessions, franchises, ete., held by the enterprise
and its subsidiary concerns,
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Argentina.—Aequired a controlling interest, in 1927, in the Companin Tele-
phonict Arvgenting operating a telephone service in the city of Buenos Aives,
In 1928 the Compania Internacional de Radio (Argentina) was formed to
operite a radio telephone and telegraph service in Avgentinn, A contvolling
interest in the United River Plate Telephone Co, (Ltd.). operating a genernl
telephone service in Argentinn, was acquired in 1928, Al American Cables
(Ine.), a subsidiary of the International Telephone & Telegraph Co,, has rights
covering the operation of a cable service in Argentina,

Bolivia.—The All Ameriea Cables (Ine,) has rights covering the operation
of a cable service with Bolivia,

Brazil.—In 1927 the International Telephone & Telegraph o. acquired a
controlling interest in the Companhin Telephonica Rio Grandense, which op-
erntes a telephone service in the State of Rio Grande do Sul, The Radio
Internzcionnl Ltda., (Brazil) was organized in 1928 to operate a radio, tele-
phone and telegraph service in Brazil. A concession contract s believed to
have been granted the company fn August 1930,  The All America Cables (Ine.)
has rights covering the operation of a cable service with Brazil.

Chile—In 1927 a econtrolling interest was acquired by the International
Telephone & ‘I'elegraph Co, in the Chile Telephone Co, operating a telephone
service in Chile, Orvganized the Compania Internacional de Radio 8, A,
(Chile) in 1928 to operate a radio telephone and telegraph service in Chile,
Organized the Compania de Tepefonos de Chile in 1930 fn accordance with
the provisions of the concession granted by the Chilean Government; has a
H0-yeur concession for extending lines to all parts of the country and abroad.
The Al Ameriea Cablex has rights covering the operation of a cable service
with (‘hile,

Colombia.~In 1920 a radio telephone and telegraph concession was nequired
in Colombio by the Al Ameriea Cable Co,

In September, 1927, All Amerien Cables (Ine,) was given a concession by
the Government of Colombia for a submarine cable service between Bar-
ranquilla, Colombin, and Colon, Panama, and took over government land line
hetween Buenaventure and Bogota, Colombin,  All Amerlea Cables ohtained
a concession in June, 1931 to install a wireless and radio station in Medellin,
Colombia.

The International Telephone & Telegraph Co. was granted a concession for
radio telephone service hetween Bogota and Buenaventura Colombia,

Coste Rico~—All Ameriea Cables (Ine,) has rights covering the operation
of a cable service with Costa Rica,

Cubn—-In 1920-21 the International 'Pelephone & Telegraph Co. acquired
w controlling Interest in the Cubun Telephone Co., also half interest in the
Cubuan-American Telephone & Telegraph Co. Al Ameriea Cables (Ine) has
rights covering the operation of a cable service with Cuba.

Dominican  Repubtio—-A1 Amoriea Cables (Ine.) has rights covering the
operation of 4 eable service with Dominican Republie,

Fewador,—A Ameriea Cables (Ine) has rights covering the operation of a
eab'e service with Iruador,

Guatemala.~-All Americq Cables (Iney hax rights covering the operation
of a cable service with Guatemala,

Huiti—ANll Ameriea Cables (Ine) in 1929 took over operation of United
Stutes & Haiti Teleeraph & Cable Coss eable from New York to Cape Haytien
and the eables of the Freneh Antillox System connecting Cuba, Haith, and Santo
Domingo, Porto Rico, 8t, Thomas, Ciaracao, and Venezueka,

Honduras--—-A1 Ameries Cables (Ine,) has rvights covering the operation
of it eable service with Hondurns,  The Heudnran Government in August 1931
approved a contract with the International Telephone & Telegeaph Co. for the
installation of an new telephone system in the city of Tegucigalpa.

Mevico—"The Tnternationnl Pelephon® & Telewgraph Co, in 1925 acquired a
controlling iutevest in the Mexican ‘Pelephone & ‘Pelegraph Co., operating a
sonernl telephone service in Mexico, A Ameriea Cables (Ine)) has rights
covering the operation of n cable service with Mexico.

Nicaragua.—Al Amerlen Cables (Ine) has rvights covering the operation
of a cable service with Niearagua,

Panamea—~-A America Cables  (Ine) has rights covering the operation
of @ cable service with Panama.
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Peru~—All America Cables (Inc.) in 1929 obtalned a concession to operate
radio telephone and telegraph services in Peru. The International Telephone
& Telegraph Co., in 1930 acquired a controlling interest in the Compania
Peruana de 'Telephonos Ltda. operating a telephone service in Peru. All
Aingrga Cables (Inc.) has rights covering the operation of a cuble service
with Peru,

Salvador~All America Cables (Inc.) has rights covering the operation of
a cable service with Salvador,

Uruguay-~The International ‘'elephone & Telegraph Co. in 1927 acquired an
interest in the Montevideo Telephone Co. (Ltd.), also the Sociedad Cooperativa
‘Telephonica Nacional, both of which operate a telephone service in Uruguay.
The All America Cables (Inc.) has rights covering the operation of a cable
service with Uruguay,

Venesuela~—The All Ametica Cables (Ine)) in December, 1920, obtained a
concession from the Government of Venezuela for tuking over the I'rench (fable
Co. 'he company was also granted the privilege to inaugurate a telephone
service through the medium of its cables.

RADIO CORPORATION OF AMERICA

Available information fuils to disclose that the above named enterprise holds
concessions granted by Latin American Governments, I the enterprise has
concesslons they probably were granted to local companies incorporated in the
several countries with which communication is obtained. The R, C, A, Com-
munications (Inc.), a subsidiary of the Radio Corporation of America, main-
tains a direct cireunit service to Argentina, Drazil, Chile, Colombia, Costa Rico,
Cuba, Dominican Republic, Panam:, and Venezuela,

WESTINGHOUSE ELECIRIC C().‘

Aveilable information fails to disclose the granting of any concessions to
the nbove named enterprise or its subsidiavies by Latin American Governments.

AMERICAN TELEPHONE & TELEGRAPH €O,

Cuba.~—Moody's Manual, 1031 edition, states that the American Telephone &
Telegraph Co, owns a halt’ in*erest in the Cuban American Lelephone & Tele-
graph Co., which wus incorporated in 1919 and which holds a concession from
the Cuban Government for submarine communicitions service between the
Unitea Stutes. The nature aml terms of the concession arve not known, The
American Telephone & telegraph Co,, it is believed, has no other interests in
Yatin Ameriea,

FOUNDATION CO.

Available Information dees not disclose that the Foundation Co. obtained
concessions in Latin Amerien, although the enterprize has been active in con-
struetion work in that arvea during the past 11 years, The activities of the
company seemingly have been confined mainly to Peru and Bolivia where it
constructed roads, sanitation works, buildings, ete.,, mostly for the account of
the national governments. Tho compuny has also heen reported to have done
construction work in Argenting, Chile. and Colombia.

AMERICAN & YOREIGN POWER COMPANY (INC.)

The ubove enterprise, it is believed, does not have any concessions in Latin
Amerien sinee it Is primarily a holding company organized to acquire partici-
pation in operating properties.  Many of the operating properties, which serve
some 870 communities, hold franchives but the nature of such franchises is
not known,

Regarding the American & Foreign Power Company (Ine.), Moody's Manuul,
1031 edition, states as folows:

“ History : Incorporated under the luws of Maine, on December 19, 1923,
Its objects, as stated in ity certiticate of organization, are those of holding com-
panies generally, with pawer to acquive and hold stoeks and securlties of other
corporations and to assist, tinunelally or otherwise, the corporations in which
it is Intevested. It is the primary policy wul objeet of the company to acquire
securities representing controlling interests in public utility enterprises, to con-
solidate the operating companies into lurger operating units (to the extent
practicable under the laws of the countries in which the companies operate),
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to simplify their corporate and capital structures, to assist in financing their
develg cuent through the issuance of the compuny's owp securities, and to
suppls 2« the operating companies the advantages and cconomics of group
A0 LEIHEL L.
=rican & Foreign Power Co. (Inc.) owns directly or indirectly sub-
~t.m|:u-4;r 4]l of the common stock (and in some cases various amounts of
pretected stock as well us certain indehtedness) of companies supplying clectric
power ~xd lght and other public utility service to a totul of 870 communities
‘m ¢uisy. Argeutina, Brazil, Chile, Mexico, Panama, Guatemaln, Kecuador,
Ziu. Venezuela, and Costa Riut and in the Inu-m.ntional Settlement of
sh.m_.nn, China, and some surrounding districts. * ¥ *
= 2223 the properties of all the Cuban companies then owned, except the
StrEet- .(_‘J way properties later disposed of, were leased to the Lomp.miu Cubana
de Ef-oareda? 1Ine). On May 1, 1928, the newly formed Compania Cubann
de Elecaricidudd, which is controlled by Habana Ilectrie & Utilities Co., nequired
subsrtezilaliy wll properties in Cuba controlled divectly or indirectly by Amer-
ican & Foreign Power Co. (Ince.), including properties previously operated by
so L a2owpabin Cubana de I lectrlti(l:ul (Ine) 3 the cleetric has property
i¥ owned by Habuna Electrie Railway, Light & Power Co., together with
wuter. and ice properties formerly owned by (fulm-llydro-l‘:loctric
2 “ertuin other properties in the Island of Cuba,
T ntoler 101927, South Ameriean Power Co, ways acquired from Electrie
Bnr.-. & Xbure Co. for 364,175 shares of secoml preferred stock, series A, of
on & Yoreien l'm\er o, (Inc.), accompanied by 1,456,700 option

1l wequired control of the Mexican Utilities Co, in June, 1028,
g exchinge of shares,  In September, 1928, company’s  subsidinry.
Empoozue Electricas Brasileivas acquired the utility property of the c¢ity of
Perr.coreo, inciuding Pernambuco Tramways & Power Co, (Ltd,). In October,
LA aopuny contracted to acquire, as of Junuary 1, 1929, from Whitehall
Investments (Ltdo) latter’s holdings in Chile and  Mexico.  These
e+ included Companin Chilena de Blectrictdad (Ltda.) of Santingo
suin de Electricidad de Valparaiso, both serving important cities of
2 i the west coast of South Ameriea, and Compania Electrica de 1'am-
piv. = AL Compania Hidro-Electrica; Puebln Tramway, Light & Power Co,;
= "z Liecirie Light, Power & Leaction (Ltd,) ; Compania de Liz Eleetrien
y Motriz de Orizaba, S,A. 0 and Compania Electriea de Covdoba, S.A.;
el-ctrie power and light and street rvailway service in Mexico, There
cquired. during the year, control of other electrie power and Meht
~ i Mexico, including those In Mertda, "Tovvein, Agunsealientes,
Divrinco, Zacateeas, and Mazatlan, and alse the water property of
= and the ~treet railway system in ‘Corrveon,
wheunry, 102 ) company pm'vlmsed from Atlas Light & Power Co. (Ltd.)
ey interest in electrie supply and traction companies oper-
itina, In May, 1929, acquired BEmpresat Duranguena de Luz
2o ROACin Mexico,  In 1929 also acquived eontrol of Northern Mexicee
Posee & Ievelopient Co, (Ltd)), North State Power Co. (Tid.), and the
eleonmo gl :md power system of the International Settlement in Shanghad,
T = x
Ex =epaewber, 1920, acquired control of Compania Anonima Luz ¥ Fuerza
4 de Los Teques, supplying power and licht service in Los Teques,
Tu Diecember, 1920, acquired control of Empresa Luz v Fuerza
arin Argentina,  This company supplies electrie pewer and Hght
~portation service in Mendoza, Godoy Cruz, Guaymalien, and Las Heras,
’?'J'“ pewer and light service in Lujan de Cuyo and Maipu and serves
Uiy reported at approximately 216,000,  Other smaller properties were
.‘ 1 by company's operating subsidiaries in Argentina during 1929,
R BT 1:.1] aequisitions by company’s Brazilinn subsidiarvies during 1920
£ the electrie power and light and street-railway properties serving Bello
eapital of the Stiate of Minus Geraes, which were hought from the
Lol of Routhern Brozil Eleetvie Co. (Ltd)), which owns operating
e supplving electric power and light and other utility service in
~ Ampara. Piracicaba, Itaphra, and 85 other towns in the Stite of
2l control of Companhin Taceao Luz ¢ Forea de Florianopolis, snpply-
ing ¢ivarie power and light service in Florianopolis (the eapital of the State),
San Jose, ynd Bituassi, in the State of Sania Cathavina; Fmprezn Mel-
heerzezios Urhanos de Paranagua, in the State of Parvana: and the govern-
ed electrie power and light and street-railway properties supplying
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service to Nutal, capital of the State of Rio Grande do Norte. Nomerous
saller properties in the State of Sao Paulo were also acquired by o ous-half
interest (the other one-half being owned by prominent citizens of Indiay in
ata Hydro-Flectrice Agencies (Ltd.), of Bombay, India, a company supwervising
operations of a group of hydroelectric companies, This group produces oo
transmits power and sells this power to the local electric power and licht
und street railway compuny in Bombay and to numerous cotton mills and other
large power users there, ‘Total electric generating station eapuivcity of the
supervised companies s 183,500 kilowatts, During 1929 company dispesesl of
its minority interests in Spain and at the end of the year owned minority
interests in companfes with interests in utility properties in Canada, Japan.,
Italy, France, Germnany, and India,

*The most important Braziliun ucquisition during 1930 wix the purchase
in March, 1930, of' the securities of Rio Grandense Light & Power Syulicits
(Ltd.), supplying electric power and light and transportation service in the
city of Pelotas (population, 64.000), State of Rio Grande do Sul.  Aeguisi-
tions in Chile during 1930 included control of Empresn Eleetrica de Los Anide<,
supplying electrie power and Hght cervice in Lox Andes, and 10 other commur..
ities, and Compania Electrica del Departamento Limache (Ltda.). Compania
dlectrica de Sun Felipe as well ax the clectric properttes in Quillota and La
Cruz., During 1930 propervties were purchased in 13 conununiries in Cnbe
located in the DProvinces of Santa Clara, Matanzas, Camagaey, nnd 6rfente
These, in addition to 12 other communities, added to company’s lines duaring
the year, wre locited generally along company's tmlhminin" sv~tem. In 1w
the bydrvovlectrie plants owned by Atoyax Textil, 8. AL Mexico, were i qmrm
hy (ump:miu Eleetrien Mexieana, 8, A, and h-m-ul to l’«-uhla Triunway, l. <ht
& Power Co,, of Companin Fleetrica, S, AL consisting of transimis~ion on? odis-
tribution systems, service six communities in western Michoacin aml in <smth-
eastern Jultseo,  In June, 1930, Empresas Eleetrieas Mexicinis e was
formed as a subsidiney holding company to control American & Foreign Power
Co. (Ine)) interests in Mexico,  In August, 1930, Companin Electries MeXicano.
N, AL a subsidiary, acquired the ||l'n||1'|'ti('~' and concessions of Corania Hidre
Eleetrviea de Puebla y ‘Tlaxeala, 80 AL o cooperative project which hised ?---
tormed in 1928 by 27 industvinl power customers of Paebla Tramsway, L
Powor Co, with llu- objeet of dcequiving and developing o hydreeleerei -
at o point in the State of Vera Cruz known as Las Minas, appros.n.:
miles from the eity of Paebla,  In September, 1930, Companin Colon?
Eleetrictdmd acequired electvie properties together with long term arod ~
tory concessions in the following communitios in Colembia, all of wii
interconneeted s Givardot, Pocaima. $eua de Dios, gl Flade -
in Venezuel in 19230 included electrie properties and coneessions
Nun Felipe, Turmcero, Cavan, together with o concoession too oot
Mateo, in which community service las sinee been inougnvared,  In
Companin Venezoluna e Eleetricidad was ineorporviated for the.
consolidating American & Foreign Power Co. oIney ititeiest jn ooy
trolled. in Vonezuela,  During 1930 the new company aequivest the- o
proviously owned by two  associted  companies, i'nmp:-ni:n RVAT
zolnnit de Luz and Venezuelan Eleetvie Lizht Co, (Ltd.:, In Jnne,
the Yenczueln |nu1u-|!|(~~ of Amervican & Foreign Power e (LN FHTE
and operated by Companin Venezolanit de Eleetricikdad, * o«

cRerviee sl property s Operating subsidiaries conteolled by Ape?
Foreien Power Co, (Ine )y at December R0, served on thar e ar
K70 communities in Cuba, Argenting, Brazil, Chite, Mexieo, Panaiaa, ¢in
Lewdor, Colombia, Venezuela, and Costiy Rico and in the Tuterparion:
ment of Shanghai, China, awl sone survounding districts, Tho s
electrie power and light service in S communitios, manufaetered cos
communitics, water service in L connmunities, teanspovtation ~ere;
communities, telephone service in G0 conmmunities, and operated jes 1
40 communities,  Total population of the territory seprved by oIl g
snbsidiavies is 12,762.000.7

GUGGENHEIM NEFRATE INTERESIES

The Ango-Chilean Consolidated  Niteate Covporation was ovzanized urider
the laws of Delaware in December, 1924, to acquire the asset< of the Arnazl -
Chilean Nitrate & Rallway Co, (Ltd)), consisting of ahout 60 <iprare
nitrate deposits, nitrate plants, 120 miles of railway trackage, In Septenter
1924, it purchased some 3% square miles of nitrate lands from the Chilean

< oy
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Gioverinuent  amd later constructed  the * Maria Flena " processing  plant,
A quired contral in 1929 of (he Lautire Nitrate Company (Ltd,), ownlig more
thon Ll squinre Kilometers of nitrate lands and 26 plants equipped to operate
snder thee Shanks reduetion process,

In Aprils B3, the Anglo-Chifean Consolidated Nitrate Corporation became
quter of the Cosaeh (Campania Saditre de Chile) which is n combine of the
‘Lilan Govermnent and nitrate-produeing compinies,

Meaddd's Manual of Investments, 1931 edition, in reporting on the Cosach
cCvmpandn Sulitre de Chileyr states that it was ** ineorporated Mareh 20, 10031,
wder special aet of the Chilean Congress to consolidate into one enterprise
sisteoneiahiy all the nitrate producing properties of Chile, throuch ecquisitions,
directly ar ipdivectly, of the undertakings, properties, aml assetx of voting
contrel of proadueing companies in Chile,  Ax of April 1, 1931, 36 companies,
el Tesen g over 45 per cent of nitrate productive eapaeity in Chile, had agreood
.-1-12..~ o to the company,  Chiloean Government has exempted from the export
S nitrate and iodine all niteate and jodine exported by the company and
oo subheidiaries, wd has made available to the enmpany, without enst, Govern-

Lt -m'ul pitrate deposits ap to 150,000,000 metrie tons of recoverable nitrate,
ste Will owy 50 per cent of the total anthorized capital stock of the company,
s = = Projerties: Upon adherenee of the 36 companies mentioned above,
comg Lny Will owng divectly il thronah sabsidiarvies, deposits conservatively
o~ inatel ta contain TOZS metrie tons of recoverable nitinte, will give
che canpany reserves suflicient for over 30 years at double present produetion
sater Cvanpany Wil also own fwo Gugzenheim process plants having annnaal
ated caporeitios of GHN and 750000 metrle tons, mospectively, aned atl the
xik K process plants forierly owned by the adhering companies, a< well as
Hrecol properties and port facilities. Adbering companies: Following is a
~: af adhering compandes to he aequired by the company (Cosaclny and the
Lotteer of series IV shares to he issued in poyment or part payvonient @

Shares
A Blancas Nitrate Co, (LU, 10928 . .. 30, 000
Alinnza Co, Lndo e e 156, GGy
Anzela Nitrate Co, e K4, (HH)

DRV ) - 11
_____ o RUBINHRS
157, 000

L as Nitrate Co,
Cia, Saditrera Anglo-Chilena
Liverpond Nitrate Co, (lad.y o

New Pacecha & Juzpampa Nitrate Co, (L) . (. 870
New Tamarngal Nitvate Co, (Ltdo o C oo __ S04, 00N
I'an de Azuear Nitrate Co, (Ltd)) _o L - 26, Ot
Roesario Nitrme Co, (Ltdoy oo _. JESUSU IET ALY
sun Nebastin Nitrate Co, (Itdoy ..o oL L. . 1. 320
Santa Cataling Nitvate Co, (Ltdo e e 9, 875
v Rita Nitrate Co, dLtdo o CLL 0 Lol L. R . 31, 250
Tarapacea & Tocopilla Nitrate Co, (Lido e e e o 420, 00
Sewiope Nitroatiere de Condor. .o [ [, S0, 600
Cis, e Salitres v Ferrocareil de Agna Santa . . - - . 110, Q1)
are Nitrate Co, (Ltd)y [ . 2180, 663
Suditrera Astmeeno oo L L. e~ 120, 000
Sclitrern Astarvias_ . Lo . 30, 000
Salitrera cAwrrera” e e e e 96, 000
Cholenn e Salitveso. L oL I K, O8N0
salitveran Galjeino.o..o0 L. . e U . 12, 01%)

. Soditrera Lo Greanjas . oo Lo C e —— e e 10, (000
Cde Sodintes ¥ Fevvocarveil de Junin oL Lo Lol - 1O, (D

» vera Keryvoge, oo R, I, .. 11 (O
Nodtverg B Loa Lo oL Lo. e - - e . MNLOOD
Sucdteera ode CPaltabl o0 L0 o o L L e e e 00, ann
oossditrera B Peron. L. . L. 12, 000
Taoosalitreras Nuea Casiilla .. e Ll o e G4, (HH)
¢ adis sl Comereial Suntineo 8 u-lnnu'lln . IHEIT]
Comnereial v Saliteera de Tarapaea oo oLL0 oo 380, (HKH)

100, (i

sabitver s de Poeopilla oo Lo 0 o0 e

1% Yvizen, Ciearei y Cin .. JT R 2N
T Lo Fuette, Gejo d Clan (pavtnershipo . L - . 133, i
Mar s dliearc oo oLl o et eeem eea . 1. 40t

Moeldes Gajo y Cia, l|v.|lll1--|\M|n S 20000
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Senator JouxsoN. T may remark to the chairman that in some in-
stances the loans have gone hand in hand—I will not say “hand in
hand,” because I do not produce evidence of that sort, but the loans
hu\'p been contemporaneous with the granting of concessions in
various of the countries that have defaulted.

Now, I leap back from Colombia to Peru for just a moment. I
have in my hand an air mail letter that came to me the other day,
very, very recently, from the present Peruvian Ambassador to the
Argentine Republic. It becomes a matter of some consequence be-
cause he annexes to his letter a statement of Peruvian loans which he
says he teansmitted to various banks in order that they might under-
stand exactly the situation in regard to the louns that were made
to Peru.  And therefore, if there be no objection from the chairman,
I will read that letter into the record.

e r . . .

T'he Crranran. There being no objection, that may be done.

Senator Joussox (veading) :

Bresos NeEs, Januury 12, 1932,
Senator JouNsoN,
Capitol, Wuashington, D, C.

Dear Sir: T have followed with very keen interest and attention the spectacu-
lar investigntion of the senntorinl commission regarding Latin American loans,
specially Peru. :

I am at present Ambassador of Peru to the Argeutine Republie; but for the
last 11 years T was living in the United States and in Eurepe,  Leguia deported
me in September, 1919, and I was forced to live in exile till the end of his
government, August, 1930,

As conditions in Peru were very familiae 1o me 1 did everything to show the
bankers aud the Amerlenn people the serious harm which every new loan
inferred to Pern.

The New York Journal of Conmerce, the Wall Street Journal, the Chicago
Tribune, La Prensa of New York, have published during the last 11 years
many urticles in which I exhibited the danger of the uncontrotled debnuchery
of Leguin's government supported by a servies of unjustified and onervous loans,

In the year 1926 and as a warning to the hankers who wera teying to tloat the
S30,000,000 Tozn of that year, 1 sent to the Guaranty Trust Co. of New York,
the National City Bank, Seliginun & Co,, Grace Co., and muany other American
coneerns interested in Peruvian finanee, o very clear memorandwm showiog
conditions in Pevu and anticipating the future insolvency in which the country
hitd to be thrown if ~uel @ loan should he floated. My advice was ignoved, I
include hervewith a copy of said memorandu (1026),

The hanker, F, Kent, of the Bankers Trust, went to South America to study
finanecinl conditions in Pern. After caverul examination of the matter be ex-
pressed an unfavorable opinion with resard to the prospective loans,

Conditions in Pern were well known to the American commereial attaché
and oflicers of the Amerlcan embassy in Lima,

I remember quite well that 1 received che biggest shock of my life, ns an

exile of Lezuin, when in November, 1927, Iread the statement of Mre, Miles
Polndexter, Ambassador of the United Stides to Pera, on the oceasion of a
lecture which he dGetivered at the University Club in Wishingtoi, D, CL 1etiing
the andience that the Pern of Leauin was  innd of prosperity under the leader-
ship of that dictator. The lecture wis o kind of jnvitaton 1o the Swmeriean
invesiors to fend money to Peru. The leeture of My, Miles Poindoxter wis
spublishaed i the Evening Star of Waschington, D, ¢, on the flvst week of
November, 1927, In those days Mr. Poindexter in o Juncheon which took place
in New York ealled Mre, Junn Legnia, o cuest ot the lingue, the * Kronp itee
of Perw” T have to add that in the next month, December, 1927, the first issue
of the biy loan of 2100.000.000 was floated,

T want to =ay, Mr. Chairman, that T telephoned My, Poindexter,
for whom T have a very high regard, and quoted him this portion of
this letter, and Mr. Poindexter authorized me to say that the portion
of the letter which refers to a luncheon in which he participated
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with Juan Leguia, and in which he is said to have referred to him
as the “ Crown Prince of Peru” is entirely inaccurate, and I want
that to be in the record in justice to Mr. Poindexter.

The Cnairman. The balance of the letter may be the same way,
then, Senator? :

Senator Jouxson. Siv?

The Cramyan. The balance of the letter may be of the same
character, ) .

Senator Jonxson. Tt may be. But there are things in the letter
which we can check, vou know, as to the documents. 'This being a
diplomat, however, and at the present time the Ambassador of Peru
to Argentine, T thought it my duty not to withhold it.

The Cnamryax, Oh, I have no objections to it.

Senator Jonxson (continuing reading) :

1 published several articles as a protest against the financinl domination of
my country and I delivered a leeture in Colombin University, New York City,
under the auspices of the instituto de las Espaiias, January, 1928, when I made
a public denunciation of the methad employed by certain banks white dealing
with I'eru, and I then predicted the approaching insolvency of my country
victim of a very abusing financialism. DBut everything was ignored and the big
“loan was tloated.

Excuse, Mr, Senator, my intruding in this affaiv; but it is so important
to the vindication of my country,

I think that this letter will contribute a little to clear some faces,

I anthorize you to make use of this letter as you may consider it useful or
proper.

Yery truly yours,
FELIPE BARREDA,
Peruvian Ambassador to the Argentine Republic,

And annexed is the article that he wrote, The New Peruvian Loan,
Finance, Figures, and Valuable Data, By Felipe Barreda, which he
transmitted, he sayvs, to the varions bankers,

The Cuamaax. Do vou want that to go in the record?

Senator Joinson, Yess we will insert it in the record.

(The article by Felipe Barveda is here printed in the record in
full. as follows:)

THE NEW PERUVIAN LoAN—FINANCE, FIGURES, AND VALUABLE Data
(By Felipe Isurreda)

Aecording ta information published in the newspapers the Pervuvian Governe
ment intends to jssie a $30000,000 loan in suceessive series; the fivst one
for S16,000,000 has heen already subseribed,

The excessive inerease of the public debt of any nation is such a big danger to
her future, and will lead to such hig diflicultios to the ercoditors, that 1 belicve it
is faiv and wise to give in time to the public every chance 1o know about very
important facts concerning the financial condition of the nation in which the
money ix going to be fnvested,

THE PUBLIC DEBET O PERU

The total debt of Pern at the emd of the Inst yenr, 1920, was 870.061.206
CAerican curreneyr, of wWhich ghont 8250000050 was internnl debt,

THL the year 119, in which the aetual Govermupent was inaugurated, the
oxternal debi of the Republic consisted of a eash anunity of S85s.800 paid to
the Peruvian corporation secordine: to the terms of the agreement  wedju<ted
with the same corpany in the year N7 and the sievlivg salt loan offered in
London fn 1905 for an oricinal smount or 85,532,000,

I we pur oaside the aereenent coverning the Peravian corporation (1907)
Whivhowas iot pertormead by the presest Government it ean e noticed that dar-
il the past seven year< the present Govermnent of Pean has inereased the
external debt of the Repmblie to the smount of $5.453.4290 that i~, move than

L o
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seven and a balf thmes ax mueh as it was the amount of the external debt of
the country in the year 1919, The total publie external and internal deht
including the new loan of $16.00000 will amount to S87,261.246. It can he
also noticed that the present Government of the country during the past seven
yvears has increased the public debt in an amount equal to more than seven and
a half times the total amount of the external debt incurred by all the govern-
ments which ruled the country for the last 20 years prior to the year 1920,

What a big and justitied alarm would shake the mind of the American finan-
ciers if the Government of the United States instead of enduring the wise and
healthtul policy of econamy and reduction of publie expenses atid debts would
adopt the strange resolution of inereasing the publie depts of the country by
seven and g half times as much ax it was the public debt of the United States
hy the year 1920,

POPULNTION AND ESTIMATION OF THE PUBLIC DEBE PER CAPITA

I have been veading a lot of wrong information concerning the population of
Pern in regard to the economic expiaeity of the conntry,

The total populat’on of Peru can be estimated in .»mm.mm inhabitants,  But
when the population of a country s considered as o primary factor to estingte
the tributary eapacity of the nation it is necessary to have the utmost eare so as
to consider only and aloue the part ot the population valunble and appreciable
us a real economic fuctor of work, production, consumption, and taxuation. In
the case of Pern in order to have a proper appreciation of the taxation per
capitit it Is necessary to eliminate the Indian serranos, the women, amd the
children, Thus the Peruvian population re: uly and able for taxation can be
estimated in only 2500,000 taxable people, I hese 2 00,000 persons constitute
in fact the pmml:lliun 10 he considered as a primarvy factor tor work, production,
and consumption.  And these 2500000 people ave really the supporters of” all
the trilmtes of the country. “Fhen it ix very clear tlit to-day the public debt
per capita is in Peru very high and in the course of the last few years has
been inereasing very fast. It we consider only the external debt the charge
per capita in the year 1920 was $2.33,  During the st seven years, and as i
conseqquence of the inereaxe of the oxternad debt, the obligation per capita has
rafsed to $18.19, that is seven soud a half times as mueh as it was the obligation
per capita in the year 19200 And if we consider not only the external debg
but also the internal debt of to-day; that is, the total amount of 887,261,246, the
totul abligntion per capita isx to-day $34,00, which is very high, To say as it
has been said that in Peru the obligation per capita in veferenee to the public
debt i Toss than $13 ix really to have a very wrong appreciation of the veal facts,

THE PUBLIC DEBT IN RELATION TO THE ECONOMIC INDEX i

In ovder to apprecinte the weight of a finaneial oblization in n-l.ltinn to the
economie capaeity of o nation there are three fundamental 4.u-hn~. to be
considered :

(1) The public budget, which represents the money collected from the people,

(2) The ftoreien trade. which hax a first-class u-l ttion with the eapaeity to
transfer payments to forelgn countries,
(:3) 'The national income,

The public vevenue of Peru in the year 1923 amounterl to S28821,620.60 and *
in the year 1924, $34.590.306. 40,

Taking the average of both yeavs at the present exchange o 580 ner
'eruvian pound, the public revenue of the countey enn be estimated in
S31LN0,463.50.

The annual seeviee of the public fnternal and esternat debt, refund and
intevest, including the new loan of 1600000, would be ax follows:
Pernvian corpot wion, HINUILY of SO NO000, 1 RENG

Internal debt, SELTTTNIT, ot 7 |vm' cent I
Sterling salt lnnll. Do per eont .-

Sterling opfum loan, 5 per cent .. - . 160, N2N
Nterling ctano loan, T4y per cent . .- oo cHRHG
Sanitntion loan, 8 per ceni . o I Q01,060
Petvoloum foan, 71, per cent . Lea 2, )
New loan, STEO00,000, The per eent S 1,200, 000
Avernze annual refunding of 6 per cent o the toetal external amd

infornal debts, SKT200,000) L. .. LD, RN 0

L4 Y | U e e e e e 11 h'h,l»l\
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The aunual service of all the public debt will oblige a disbursement of
$11,607,648, that is the 36% per cent of the annual jncome of the publie
budget, If, when the question of the European debts to the United States
was in dixcussion, the Secrvetary of Finance of the United States in the report
presented to the national house at the beghming of this year pointed out that
the sottlement of the Ralian debt to the United States, together with the
settlement of the Italinn debt to Great Britain represented a chavge to Italy
of 1147 per cent of the annual revenue and that this charge was a little high,
what to think of the finaneinl condition of a country in which the annual
service of tiie public debt will take 36t per cent of the annual revenue of
the budget?

The seeond index concerning she foreign (rade of Peru shows also a lot of
very interesting fiets,  Any cweless observer is always ready to notice the
remarkable ineroase of the foreign trade of Pera as the satest index to show
the increased wealth and ecofiomic proxperity of the people of Peru.  And
that observer will be entirely wrong: for the first and proper thing to do
would be to find aut which is the big shave that in the export trade helongs
to foreign compuanies and which is the share that in the ” tavorable ™ trade
bulance of Pern belongs to forcign capital that will vemain in torefgn countries
ux a vefund of the caphial of the same companies or a< dividends and profiis
to be distributed to the hoard of divectors and to the shareholders,

The total value of the foreign trade of Pern was as follows:

Year:
1T oo o e e e el NGG,OTH, 19N
[ E2) [, e s 122, ':10 020
B 121 R UPIUPR IR §1 1 3
T o e e e e e e e e mm K, 6T, N3

Ax it ean be noticed, the major inerease in the foreign trade of almost
~NH0000.600 tonk place duaving the period of 1914 to TNT. The incrense from
1019 to 1925 has been a miner inerease of about 3000000, Dut during the
period of the major inerease the public debt of the Nation, far from heing in-
ereasad in proportion to the inerers-ing capacity of the foreign trade, was dimin-
ished and cancelled in a total amount of 312,261,629 while during the peviod of
the minor inerease of the foreign trade from 1919 to 1925 the publie debt of the
countey has been inereased by S300004000,  ‘Fhat is, tiat in Pera during the
Iaxt years the public debt has paised too much out of proportion to the minoy
fnerei=e of the foreizn trade, I regard to the * favorable balance ™ of the
foreiun trade it we take the year 1924 we tind n surplus of exports over im-
povts of BMA2000,  But thix tigure is e from being o sure index to appre-
el the eapaelty of Peru to transfer pavients to the foreign ereditors: he-
ciause atmost e whole ~u|p|u~ belongs to Nmevican and British companies:
that surplas will vemain in the United States and in Great Britain: that sur-
phus helongs alveady to the foreign eveditors, and in conseguence can not and
will not be incorporated to the national wealth of Feru,

Peitish eapital has heen fnvested in Peru to the extent of about 125,000,000
alh American capital to the extent of STOOO00E0. The greater piart of these
capititls hax been invested in indusiries for the expioitation of oil, copper, vani-
din, ~ilver, and tuano,  IF from the total faverable balanee of S5 LGN we
' ke off what belongs to these Amevican amd Brvitish companies and we take
off the willions of dollars to he paid every year to the United States and to
Crear Britain on aeconnt of the several external lonns ahove meaiioned we
Wl beve to conelide that in the present condition the index of the toreicn trade
meatis i poor cecnomie and finineial position of the nation and that the sald
Plex i eniirely seainst any o ew jnercase of the publie debt,

The dopestie capital of Peru has been diverted prineipally in avricaltuead -
dustrive, snuateane, cotten, wool, AV the present depressed eondition of the
worll markers for acrienliueal products, the very small favorable bidance of
foreien trade, i8 any, beloneging veally to Peruvians and valuoable tor the trans-
Jorence of pavhitents to forcien ereditors is well ghsorbed by the fmpovts that
the conntry is obliged to make for her own consumption gl by the anpuat pay-
merts o Eneblnvd aod to the United States on aecount o the seevice of the out-
standing external lonns, This situation explains by itself the disastrous present
copdition of the Peravian exchange: and gives a proper and vight explanation
to those peaple Who ean not tined ont why the Peruvian potnd is guoted o low
in <pite of the remarkable increase of the Peruvian foreien trade amd in spite
of the so-called * favorable balanee ™ to Pera.

_L e e = ———
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The monetary unit of Peru is the Peruvinn pound, equivalent at par of ex-
chaunge to $486. By the year 1019 the gold reserve against the paper money
in circulation was around (9 per cent.  On account ot the new munetary poliey
of the present Government awd the constitution of the new Reserve Dank of
Yera the gold reserve of the Peruviun pound was lowered to 78 per cent by the
end of the past y»ear, But even that and in despite of this reduction the
Peruvian pound with 78 per cent gold reserve is yet one of the best and very
solid monetary units in the world. But the depression of the DPeruvian pound
has been so severe that only a few weeks ago the Peruvinn pound was wuoted
at $3.60.  1If the reduction of 12 per cent gold reserve of the Peruvian pound
would explain the depression of the exehange, the present value ot the Peruvian
pound should be $4.28, ‘Then the very severe depression of 26 per cent of its
vitlue neads another very ditterent explanation.  And the only reason which ex-
plains this big depression of the Peruvian curreney rests upon n distavoruble
forelgn trade balance, or upon an excess of payments to forelgn countries, pay-
ments higher and bigger than the favorable halunce of the Poeruvian foreign
trade.  In any of these cases the economie index of the foreign tride points
againgc any new increaxe of the externil debt,

The third economic index refers to the capacity of the aational income,

The income tax on individuals and corporations in abeoady in Peru as in
any other country a source of national revenue. But the income tax has been
raied in the course of the last 10 years. The very big aud fast increase
of the public debt from the year 1919 to 19235 and the new taxes levied in order
to mect the charges of the new debts and the inerepxed expenses of the Gov-
ernment, have raised the cost of living in such a scale that Peru being in the
year 1919 a very inexpensive country to live in, is to-day one of the most expen-
sive countries, The cost of living in Peru is to-day as higzh as it is in the
United States.

The present. depressed condition of the agricultural industries of the country
has placed them in such a serious condition that they are working without
profit if not at a pure loss, The import trading ix in a precarious condition
on account of the very low Peruvian exchange, Then the income of individuals
and corporations has been greatly reduced during the last years, but at the
same time the taxes have been increased.

In such a strange and abnormial ceonomic situation any increase in the
income tax will be entirely out of all sense. Then the economie index con-
cefning ‘he national income is also agaiust any new increase of the publie
debt,

When siudying the financial situation of Peru some facts attract the atten-
tion of any impartial ebserver. During the years 1915 to 1919 the total yearly
public revenue of the country was about $19,000,000; and with this revenue
the Government at that time paid all the public expenses of the country, covered
all the finuncial obligations of the public administration and repaid and ean-
celled more than $12.000,000 of the public debt. But from the year 1919 to
1035 the public annual revenue has increased to the annnuul amount of
$32,000,000, that is $12,000,000 yearly in excess to what was collected prior to
the year 1919; and in spite of this remarkable increment of the public income
the Government every year has been receiving huge amounts of money from
internal and external loans and has increased the publie debt of the countiy
by $50,000,000. Unfortunately hig shaves of these loans have been diverted in
unproductive =ubject:, in payment of iloating debts of the same Government,
in decoration of some citles, ete,, which never will repay the money vo consumerd,

This wey of dissipntion and extravagance is leading the Peruvian finances
straight into bankraptey with great danmage and troubles not only to the
nation but also to the creditors of Perna.

Senator Joussox, There came to me from the Bolivian ambas-
swdor the other day a letter which he asked e to insert in the record,
and I pass it up to the chairman ol this committee whether or not. it
shall be inserted in the vecord, as he desives, 1 think prolably in view
of the faet that afveady there has bheen inserted in the record a com-
munication from the Boelivian Government, that it is not inappro-
pritac that the minister here shall he peemitted to expres his views,

The Ciramian, T see no objection,

Senator Jonxsox. X viechts <iv. Thi~ i~ the letter from the
Bolivian minister {reading}:
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LEGACION DE DoLIvIiA,
Washington, January 25, 1932,

The Hen, Higay Jonssox,
The Senate, Washingtoa, D, €,

My DeAR Mg, Jouxsox: I am inclosing my article, ‘Phree Revolutions, which
wax published in the Washington Post a year ago, und I would appreciate jt
very much it you could be kind enough to have this article vread at the next
meeting of the Finance and {nvestization Committee of the Seuate inud to have
it included in the minutes, o it may serve as a reminder when any rvegutetion
should he snuliml toward cheeking the seanting of loans, when I hope that my
plea for the absolute refraining trom making loans to dictatorinl governments
witl not lm ignored,

Lending money can only be detvimental to all parties conceined when the
governments ave running their countvies without allowing frecdom of public
opinion or even permitting theiv congressmen to express their views regarding
the loans, When the 1922 loun wasx contracted with Bolivia there were hundreds
of people deported and jailed, and the press was absolntely wnzzled during the
negotintions, and when the 1928 loan was agreed upon, even senators were
persecuted and condined when they attesapted to combat this horrowing.

It was in this way thiv American bankers helped such governments to
remain in power ind rain their countrvies financially. The life of many a die-
tatorinl and corrupt government has heen prolonged or rescued by American
bankers, and the money supposed to have heen borrowed for the construetion
of public utilities lins been squandered upon mercenary supporters and spies.

Hoping this anay be of use to you. and congratulating yon again upon the
most Ludatory resnlts being obtained by your urou‘.ing of publle intevest in
fhese matters of such vital importance to both North and South America, I
bheg to remain

Youir most sincere friend and admirer,
Luis O, Agenii.

The Craviemax, Is he the present ambassador, Senator?

Senator Jonxsox, Yez, sir,

The Crrameyan. Located here in Washington?

Senator JouNsoN. Yes, located here in Washington,

The article he has inclosed is an article that was published in the
Washington Post. Saturday, October 11, 1930, which T ask to have
printed in the record with his letter.

The Craiesas. It may be so printed.

('The avticle appearing in the Wi whington Post. Saturday, October
11. 1930, is here printed in the vecord in full, as follows:)’

f Washington Post, Saturday, October 11, 1959)
THREE REVOLUTIONS
(By Luix O, Abelli, Boliviau weiter and diplomat)

It i~ surprising the amount of jnaecurate information, and above all the
absurd comments, ‘hat are published by newspapers and magazines in this
country eoncernine. i atin American affairs,  The writers do not ~ecem enn=cious
of the harm they cause by dishing out to (he publie whimsical conmentaries
about things they do not knew or understand sufliciently to pass opinton upon,

Thix lark of comprehension may explain why the intended help, financial
or oikerwize, of the United States to the Latin American countries hax heen
moxliy extemporabpeotis or misdirected, often so blundering as 1o ereite o yoe-
aetfon of resistancee and unjnst prejudice against eveeything Novth Amervieoan,
in every country sonth or the Rio Grande, sgiving rise to the popidar © spook ™
of the so-cabled  Yankee imperialisin ™ and o 'Phe hand that arins as applied
to the supposed icicntions of this cenntry in velation 1o i~ Ceneal an:d South
Anrerican neighbors,

ACpresent the spivit, the meaning and the cause ef the revolutions in Boli-
vii, Peru, and the Arvzentina ave not eleavly understond in this country,  Iven
Lwriter of prestige, vormer President of the United States, seets o lave had
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the same erroneous belief when writing, in rveference to such an important
event in Peru's republican life.

Some of the previous revolutions have been, as this above-mentioned writer
says: “A curse to the country, for the selfish purpose of getting the power
and the spoils of office, nnd meaning only a loss of life and property. in, order
to substitute a new régime that is no hetter than the old and accomplishing
no constructive purpose.” But the recent revolutions have heen fought by
patriots who represented outraged public opinion fighting agaiust dictatorial
governments, formed by eliques of grafters, headed by Presidents, who believed
themselves to be God's gift to their countries, and who in their mad endeavor
to govern regardless of public opinion had, in most cases, gasuwl the press
and the free expression of citizens, deporting or Jailing without trinl any one
who dared to criticize their doings, acceusing them of revolutionary activities,
while, on the other hand, permitting the men who flattered them to “sack™
the treasury with impunity.

It was to such governments, with perfect knowledge that they were squan-
dering the people’s money, that Ameriean bankers made extensive loans which
helped them to remain in power and ruin thejr countries financially. The life
of many a dictatorial and corrupt government has been prolonged or rescuesd
by American bankers, and the money supposed to have heen borrowed for the
construction of public wutilities has been squandered upon mercenary  suap-
porters and spies.  Revolution is the only available way to straighten matters
up, elections being engineered and faked by these in power.

In the future, consclentious bankers, for the sake of veal progress and
lasting prosperity, should make a point of not lending money under any
circumstances to governments that are running their countries under the
self-protective measure of * state of sicge.” whether declared or not, when the
press amd the taxpayers are silenced by censorship, impriconments, and depor-
tations, even though the dictator may have a puppet congress, appointed by
filked elections to give legal appearance to his doings. With such n wise
policy the bankers could stop many a government from acting illegally in faet,
though constitutional in appearance, etiminating thus in nine cases out of ten the
need of revolutinns. To do otherwixe means to enslave the inhabitunts of a
nation to outside and foreign capitalism, driving the country, through moral
and financial bankruptey, to anarchy, also creating intense opposition to
North American enterprise in those countries,

There was a time when South Americans came to believe that dictatorship.
or stronghand government was the one best suited to their countries, but the
dietatorship experiment has proven a failure in Latin Amerviea, as it will he
demonstrated everywhere clse in the world; because no matter how intelligent
or honest a dictator may be, or how successful hizs government may appear at
the beginning, the country will not stand for antidemocratic and anticonstitu-
tional methoils,

The running expenses of a dictator government is enormous on account of
the number of spies, mercenary militia, and partisans whom it is necessary
to maintain in order to hold itself in power. The railroads, highways, irriga-
tion, and all other works carried out by this kind of government are infected
by grafters, and with such poor advisers are outrageously costly and often
bhadly concelved, which kills the profits or benefits that could he derivedd from
them, The loans, acquired with the alluring excuse of accelerating the progress
of the country, heavily burden the taxpayer.

Thexe three revolutions ean not he ealled *a cur<se ™ 1o thelr countries,
They are ax well meaning, constructive, and meritorious an: those that freed
the New World from European governments, ‘These revolutions are ungues-
tionably another healthy step on the onward march to democvacy, They rep-
resent the efforts of exploited ehiizons to free themzelves from oppressive gov-
ernments,  They have been carried out by men who are rewdy to give their live:
to sceure o constitutional. democratie, and honest administration for their
countries,

The provisionnl governments are compo~ed of men whose previous records are
perfectly satisfactory to the people, and they ave divecting all of their efforts
to reforming and purging publie administeation,  They ave al<o reconeiling
the political parties in an endeavor to form honest and eapable governments,
through honest clections, and the freedom to suggest and criticize,

Politically, there is no doubt that better days will «hine for those countries,
Economiecally, they are very serfously affected by the world crixis, but in spite
of unfavorable conditions, Bolivia and Pera are making supreme efforts, sue-
cessful so far, not to delay payments due on loans granted in many cases to
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their spurious governments by profiteering bankers. Although, under the
clrcumstances, defaulting on such loans shouid be perfectly justitied, they will
do everything in their power to avoid such a thing happening. A clear under-
standing at this end of the true situation might help them in their laudable
endeavors,

Senator Jonxsox. Now. Mr. Chairman, I think I am through with
the .evidence that I desire to present, save in one particular. I do
want Mr. Breck to answer the communication that I addressed to
him, which, having been written on Sunday, it was impossible for me
then to submit to the chairman, and I sent it Sunday in order to
give him time by Wednesday to send his veply. Hus any reply been
received from him?

Mr. Stewanr (the clerk of the committee). No, there has not, sir.

Senator Jouxsox, T will submit this letter for the record where
it may be printed. and ask the chairman if he would not insist that
he shall respond as to that account,

The Cramyan., T will send him a telegram to-day.

Senator Jouxsox.,  All right, sir. The reason that I ask it, My,
Chairman, is not alone beeause of the item, such as I read to the
representatives of the Chase Bank, but because a computation of the
debit and the credit sides of his acconnt shows an aggregate of nearly
$1,000.000, and T do not understand it.  Therefore, I would like some
explanation concerning it.

('The letter from Senator Johnson to Mr. Henry C. Breck, dated
January 24, 1932, ix here printed in the record in full, as follows:)

Janvary 24, 1932,
Mr, HENRY C. BRECK,
New York City, N, Y.

My DEAR Sig: [t is only very recently that 1 have had the opportunity to go
over the account of Juan Leguin with J. & W. Seligman & Co., which was sub-
mitted by you to the Finanee Committee of the Semate in the investigation
under Senate Resolution No. 19, There arve eertain pares of the acconnt, which
1 think require cither explonation or amplification. T am writing you con-
cernit 2 them, =o that you may not be put to the inconvenience of azain com-
ing to Washington, and I wonld ask i you will be good enough (o explain
certain items, to which I dvaw your attention :

April 24, 1925 40,000 Republice of Pern, 6 per cont, 938, credit_ o2 S055, 273,33
April 30, 1925 .
$66.000 Republic of Peru, G per cent, aO/08, 87030 1,0 S/

CrOMt o e e e e e e e wee . G201T 00
$34,000 Republic of Peru, 8 por cent 10793, 14, 22/9314, 84 ___ . 32471338
May 1, 1928: 2,000 Republie of Zoru, 6 per cont, 934 . 1, 116,00
June, 1, 1928 Coupons G500, Porw, G per eent . oL 2, 035, (1)
July 9, 1928
$4.000, Peru, 6 per cont, TG0, D36 ... ... 3,682,093
6,000, I'orn, G per cont, TGO, 9184 __ SRV ) 213 1 |
July 10, 1928 £3,000, Peru, 6 per cent, 1960, 918 __ . .. 2, 762,25
July 25, 1025 $40,000. Peru. 6 per cont, 1960, 90— ... R{IN (R0, 00
Aug. 17, 1928 : £6.000, Republic of Pern, 6 per cont, THIOL 90V 0,470, 00
Aug. 20, 1928: Draft 1. National Road Co. Lima, debito._ .o __ 20, KL 00

Sept, 12, 1028
$0.000, I’eru 6 per eent .
3,000, at 90345 G000, at MOV s e e - 8, 2!3'.’. 2._,
$300, Peru, 6 per cent. 90V o JR -l:_pf. 67
Oct. 4, 1928 MeVickar and oo ... SR A {11 9 11
Nov. 0. 1928: National City Bank_ . _ oL .. oL ... 4, 000, 00
Nov. 30, 1925 National City Bank.. . ... . - oo eameenan 4, 000, 00

Feh, 2, 1920 National City Bank______ »;'.cmo.(m
Mar. 6, 192): National ity Bank . P .s,opn,uu
Apr, 6, 1029 Equitable Tmst Coo e 4' :»“ :p' (';'1‘).

Apr. 17, 1929 : Chase Natiomal Bunkooo e
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April 23, 1929, National City Bank, Apr, 5o $35, 050, 60
Apr. 25, 1929: Chase Nationul Banko ... e e 8, (WO, 00
May 3, 1929: Nationul City Bank S, 000, 00
Aug. 3, 1029: Nationul City Bank 20, 000, 00
Aug. 17, 1929: Royal Bank of Canadle oo i 4, 100, 00
Sept. 3, 1929: Royal Bank of Canada e oo oo 8, 600, 00
Sept. 7, 1920: Royal Bank of Canada .o __________ 10, 000, 00
Sept. 20, 1929: National City BanK. .o ime e e 7, 0VV, OV

Apparently the bonds of the Republic of Peru were sold by Leguia to J. &
W. Seligman & Co. and the credit given upon such sales, Is this correcty 1If
not, would you please advise us just what these credits for securities of the
Republie of Peru mean?

The ftem of August 20, 1928, Is a draft relating to the National-Road Co.,
of Lima, $20,000, Would you please give us what informution you have in
respect to this?

October 4, 1928, there is un item of McVickar & Co., with credit to the account
of Mr., Leguia of $4,055.46. Would you kindly send & statement of who
McVickar & Co, are, and the detalls of that particular item?

November 5, 1928, is an item, National City Bank, $4,000.; November 30,
same year, a like item of $4,000; February 2, 1929, a similar item of $4,000;
March 6, 1929, a similar item of $8,000; April 23, 1029, a similar item of
$5,950.60; Muy 3, 1929, another of like sort of $8,000. Would you kindly advise
us how these items arose, and the details respecting them?

April 6, 1929, is an item Equitable Trust Co., $4,000. Would you make a
like explanation concerning this item as for those of the National City Bank?

April 17, 1929, is an item Chase National Bank for $2,000; April 25, 1020,
a similar item of $8,000, Would you please explain what these mean in the
same fashion as the National City Bank items?

August 17, 1929, the account shows an item, Royal Bank of Canada; credit
$4,100; a similar item of September 3, 1929 with a credit of $8,600; a similar
once September 7, 1929, with u credit of $10,000. Would you Kindly afford us
un explanation on these ftems?

The debit and credit sides of the necount show an amount of over $800,000,
Your testimony was as to payments mnde on account of Peruviun loans some-
thing over $400,000. Would you please state what made up the balance of the
amounts, whence they came, and any ficts you may know concerning them?

Sincerely yours,

wggeply of Mr. Breck to Scnator Johnson’s letter of January 24,

JANUARY 28, 1932,
Ion. HiRAM W, JOHNSON,
United States Senate, Washington, D. C.

My DeaRr SENATOR: I acknowledge receipt of your letter of Junuary 21 asking
for an explanation of certain items in the account of Mr. Juan Leguia.

With reference to your statement that “the debit and credit sides of the
account show an amount of over $900,000,” have you not obtained this figure
by adding the total of the credits (or debits) in each of the three accounts,
transcripts of which were sent to the committee? This would appear to be
the case, because the total credits (und, of course, the total debits) in the Juan
Leguia stccount alone are approximately $858,000, For euch credit entry in the
Juan Leguiua special reserve account and in the Juan Leguia, reserve for Bolster
claim account (excepting credit entries for interest aggregating $1,329.84 in
these two accounts combined), there is & corresponding debit entry in the Juan
Leguia account on the corresponding date, so that it would be counting these
items twice if you added the total credits in the first two accounts above
mentioned to the total credits in the Juan Leguia account.

Turning now to the figure, above mentioned, of approximately $858,000 repre-
gelnlting the total credits in the Juan Legulua account, an analysis of these credits

ollows
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1. Deposits made to his credit as testified. .eoo oo $416, 400, 98
2, Deposits made from time to time to the credit of his account by
others than ourselves, including the banks mentioned in your

letter, and as to the sources of which we have no knowledge-. 147, 546.55

3. Proceeds of sales of bonds owned by him - 198, 145,68

Ile purchased thexe bonds through us and the cost_thereof
was charged to his account, heing the debit item of $193,624,92
on Dee. 20, 1927, 1le l:ltcr <old them from time to time, as
indicated in the several credit items relating to Peru bonds
mentioned in your letter, and to which I refer further below.
This series of credit entries does not, of course, represent any
moneys received by him in addition to the deposits abeve
listed.
. Profit on sales of above BONUSau o 5, 262, 60
Loans for his account, which appeared on the credit side when
the proceeds were received and on the debit side when pald,
but which, of course, represented No new mMoONEY - oo ceaecemam 85, 000, 00
6. Miscellaneous credits, 1. e., interest on his balance, interest on
bonds held by him, interest on money he loaned on call, and
cancellations of previous debit entries_ . 5, 667. 00

MO e e .- 858,322.89

Replying to the inquirles in your letter concerning particular items in the
account, one group of these items represents credits arising from the sales of
bonds, described above, as follows:

April 24, 1928 : 840,000, Republic of Peru, (‘ 3 per cent, 9314, credit___ $38,273,33

April 30 1028
»66000 Republic of Peru, 6 per cent, 50/93, 8/93, %, 8/9314,

2T

Tt o o e o 62, 917, 00

$34,000, Iepublic of Peru, 6 per cent, 10703, 14, 22/9314, 2/033%. 32, 471,33
May 1, 10928 : $2,000, Republic of Peru, 6 per cent, 9314 _____ 1, 916. 00
July 9, 1028:

£4,000, Peru, 6 por cent, 1060, O166____ . __ - ————— 3, 682, ¢

$6,000, Peru, 6 per cent, 1960, 9104 o s b, 523. 50
July 10, 1928 83,000, Peru, 6 per cent, 1960, 9154 ____._ 2,762, 25
July 25, 10928 : 840,000, Peru, 6 per cent, 1960, 91 __ . ____ 36, 680, 00
Aug. 17, 1028 $6,000, Republic of I'eru, 6 per cent, 1960, 8014 ____.. H, 479. 00
%ept 1.., 1028

$9,000, Peru, ¢ per cent. 3,000, at 90% ; 6,000, at 90V ... -~ 8,282,25

£500, Peru, G per cent, 90 e 4358, 67

He purchased $210.500 face amount Republic of Peru 6 per cent first series
bonds at 9114, his account being debited $193,624.92 (herefor, us shown on page
2 of his ucumnt, under date of December 30, 1') 27.  All of snid bonds were sold
I)y him on the New York Stock Exchange, at different times between April 24,
1028, and September 12, 1928, and the prm'(-ods of such sales were deposited
to the credit of his uccount on the dates and in the amounts ahove indicated.

The item, * June 1, 1428 coupons, 68,500, Peru, 6 per cent $2,055,” represents
the collection of the semiannual coupon due June 1, 1928, of $30 per bond on
$68,500 principal amount of Peru 6 per cent honds then held by him, the re-
maining $£142,000 of Peru bonds having previously heen sold by him,

The item. “August 20, 1928, draft 1, National Road Co., Lima, debit, $20,000,”
was a payment which he ordered made to the National Road Co. in Lima,
We understand that the money was used by the company to pay for certain
road-building machines and material purchased in the United States.

The item October 4, 1928, McVickar & Co,, $4,055.40, was a payment made
to us for the credit of his account by a firm named McVickard & Co. We
know nothing further about the deposit. I think MeVickard & Co. were the
firm of that name, members of the New York Stock Exchange, The items:

Nov, 5, 1928, National City Dank- . __._____...
Nov. 30, 1928, National City Bank.. s
Feb. 2, 1920, National City Bank
Mar. 6, 1920, National City DBank. o
Apr, 6, 1920, Equitable Trust Co_..___
Aprl, 17, 1929, Chase National Bank
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Apr, 23, 1920 National City Bank, Apr. 5 $5, 956. 60
Apr. 25, 1929, Chase National Bank..____ 8, 000, 00
May 3, 1929, National City Bank____ 8, 000, 09
Aug. 3, 1929, National City Bank__ .. 20, 010, 00
Aug. 17, 1929, Royal Bank of Canadn. -~ . oo 4, 100, 00
Sept. 3, 1929, Royal Bank of Cunada.._ . ________. 8, 600, 00
Sept. 7, 1929, Royal Bank of (anada_ . _______________ e o= 10,0000, 00
Oct, 26, 1920 (Sept.), National City Bank_ .- _____ e 7. 000, 00

All represent payments made to us from time to time by these banks for the
credit of his account, We have no knowledge of the source of the ahove de-
posits to his account cther than that these banks sent the money to us for his
credit,

In the second puragraph of thisx letter I have replied in detail to the in-
quiry in the last paragraph of your letter concerning the totals in the debit
and credit sides of the account, and I think that nothing further need be wdded
except the conclusion that of the total credits of approximately $8i38,000, ap-
proximately $H63,047.73 represents the total of money paid into his account
from all sources, including substantiai deposits of which we have no knowl-
edge, and small interest credits,  The remainder of approximately $204,004)
does not represent additional deposits, but constitutes the bookkeeping record
of hond purchases and sales and of loan transactions, as above deseribed,

I trust that the foregoing will supply the explanation which you desire,

1 am inclosing hevewith for your information copy of My, Strauss's letier
of even date to Nenator Smoot, together with copy of the inclosure accom-
panying that letter, entitled © Statement of J. & W, Seligman & Co,, regard-
ing Peruvian loans, made to the Committee on Finance of the United States
Senate, Junuary 28, 1902, .

Yours sincerely,
Huxpy €, Breck,

Letter received by the chairman from Frederick Strauss, J. & W,
Seligman & Co.:

Jo& W SELIGMAN,
New Yark, Junuary 28, 1932,
Hon., Reep Syoor,
Chairman Committee on Finanee,
U nited States Seaate, Washinaton, D. €,

My Dear Sexaror: Referving to my letter of January 1L I am now inclosing
. the statement thervein referred to regarding the I'eru bonds sold by the group
headed by my tivm, which, from your letter of Januavy 15, I understand you
will he kind enough to include in the vecord of the committee’s hearvings,

A copy of this statement is being inclosed by Mr. Breek in his letter of to-day's
date, replying to Senator Johnson's letter to him of January 24, T am inclosing
for your information copy of Mr, Breck's lettter,

Faithfully yours,
FREDERICIE STRAUSS,

STATEMENT OF J. & W. SELIGMAN & €O, REGARDING PERUVIAN LOANS MADE TO
COMMITTEE ON FINANCE OF UNFIED STATES SENATE JANUARY 28, 1032

During the years 1927 and 1928, we and the National City Co, and our asso-
clares heve and abroad offered publicly three bond issues of the Republie of Peru
aggcesating $100,000,000 in principal amount.  This memorandum outlines the
investigatiens made in connection with these loans, the situntion of I'eru when
the honds were bought, our continuing efforts to persuande the Peruvian Govern-
ment to tuke the finuneial measures we considered necessary to Keep these loans
sound, and the attempts of the Peruvian Government to do <o up until the pres-
ent world-wide economie erisiz became far advanced, when the Government found
itself unable to continue further payments of loan service. Our investigations
were carefully made, and the honds we purchased were thoroughly sound in view
of the economic and financial position, both of Peru and the world, at the time
the loans were made. The inability of the Peruvian Government to continue the
interest and sinking fund payments on these loans ix due almost entirely to
world-wide causes over which they had no control. namely. the eatastrophic fall
in commodity prices commencing in the year 1929, nearly 12 months after the



SALE OF FOREIGN BONDS OR SECURITIES 2117

.

last of these bond issues had been floated and resulting in the severest world
depression of which there Is any record. We believe that, when the adjustments
incident to this depression are completed, the Peruvian people, in conformity
with their long and honorable record of observance of international obligations,
will resume service on their loans.

The following lonns of the Republic of Peru were issued by ourselves, the
National City Co. and our associates here and abroad.

In March, 1927, $13.000,000 tobaceo loan, 7 per cent honds; in December, 1027,
§50,000,000 national loan 6 per cent honds, first series; in October, 1928,
$25,000,000 national lean 6 per cent bonds, second series (at the same time
£2,000,000 second scries bonds were issued in London),

At the time the tobacco loan was issued Peru had a government which during
the nearly eight years that it had been in oftice had established and maintained
peace and order in Peru and welcomed foreign enterprise and investment in the
country. It was on the best of terms with our own Government, It was esti-
mated that more than $325,000,000 of foreign capital wag invested in Peru, of
which ahout S125.000,000 was Amertean and a like amount British, By the
end of 1923 certain arrears of payments due the British-owned Peruvian cor-
poration had been liquidated. Certain external loan payments had heen made
frrezularly in 1922 and 1923 and were later regularized, but no defaults had,
as far as is known, oceurred on any of Peru's foreign loans during the present
century, Among the laws which had heen passed by this administration had
been the excellent budget law and the law creating the Danco de Reserva del
Peru on a madel similar to that of our own IFederal reserve system,

The total funded debt of P’eru, as of December 31, 1926, was not lavge, being
approximately $62,000.000, or slightly more than $10 per capita, of which ahout
$46,000.000 represented external debt,  The annual service charges on this
external debt amounted to approximately $5.500,000, or less than 135 per cent
of the Government's ordinary revenues for 1426,

Such revenues amounted to approximately $38.000.000. Totnl expenditures
for 1926 amounted to substantinlly more than this figure, and the excess was
coverel hy the proceeds of long-term loans. Among the tolal expenditures was
a large amount for public works which was in our epinfon properly fundable
into long-term loans, but among them also were some expenditures which were
not properly covered by loan proceeds and were therefore in our opinion exces-
sive. Methuds of reducing such expenditures were discussed with the Govern-
ment, and it was only upon a covenant being made in the national loan agree-
ments in December, 1927, that they would he eliminnted that we were willing to
go forward with the comprehensive plan of financing embodied in those agree-
ments. While such espendditures were not entirely eliminated, our analysis of
the official (fovernment veports indicates that they were substuntially reduced
in 1927 and again in 1028,

Peru's exports in 1926 amounted to nearly $90,(00,000, imports to about
$73,000.000, and the exvess of exports over imports to about $16.500,000.

Peruvian currency at this time was fundamentally sound, being is<uable
only by the Reserve Bank of Peru, an institution modelled on our own Federal
reserve system, and being backed to the extent of over 80 per cent by the
bank’s gold reserves. The embargo on the export of gold from Peru, which had
been imposed during the war, had not been lifted by 1927, and the reserve
notes in cirvculation were not convertible into gold, with the result that the
currency was quoted below its legal parity. As a result, one of the principal
objects of the Peruvian financing which we and our associates undertook was
the placing of the Peruvian currency on a free gold basis. After considerable
study, and as a result of cooperation between the Peruvian Government and
the reserve bank, this was finally accomplished in 1931, with the result that
Peru is one of the two South American countries now on i free gold basis,

At the time the tobacco loan was issued in March, 1927, cotton was selling
at more than 14 cents per pound, raw sugar at slightly more than 3 cents
per pound, copper at nearly 13 cents per pound, and crude petroleum at about
$3 per barrel, These were Peru's principal products and constituted about
85 per cent of her exports. These prices were not high in relation to prices
which could be considered normal, i. e, the average prices which had pre-
vailed during the period 1909-1913, and which compared as follows with those
of March, 1927:

Cotton, 12.89 cents per pound, as compared with 14.33 cents in March, 1927,

92928—82—rT 4——13
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Raw sugar, 2,70 cents per pound, as compared with 3.016 cents in March,

Copper, 14.11 cents per pound, as compared with 13 cents in March, 1927,

Crude petroleum, 1.67 cents per barrel, as compared with $3.18 in March, 1927,

The bonds of other Latin-American countries with which Peru compared
favorably from an economic and financial point of view were selling at the
same time at prices to yield in the case of Bolivia 7.56 per cent, Brazil 7.02
per cent, Chile 6.50 per cent, Antioquin (a department of Colombia) 7.3%4
per cent, and Uruguay 6.30 per cent. Peru's 8 per cent sanitation loan was
selling in the New York market to yield 7.47 per cent, and her 7% per cent
petroleum loan was selling to yield 740 per cent,

As important as, if not more important than, the then favorable current
position of Peru were the trends during n period of years. These trends were
favorable, too, as indicated by the fact that between 1913 and 1926 ordinary
revenues of the Government had increased 186 per cent, exports 162 per cent,
the excess of exports over imports 45 per cent, physical production of cotton
(since 1916) 117 per cent, production of sugar 110 per cent, prcduction of
copper 58 per cent, and production (exports) of petroleum 565 per cent.

Prior to the creation of the ‘“national loan” in Deccember, 1927, Peru's
borrowing in toreign markets had been of a © piccemeal ” character. Her lonas
had been ixsued from time to time ax funds were required for public works
and were secured by the pledge of specific revenues. The national loan
was intended by the Government to he the vehicle for the rcorganization of
Perut's complicated debt structure and of its future borrowing abroad. All
of the outstanding loans secured by pledges of revenues were to be gradually
refunded, effecting a saving in annual service charges, and freeing revenues
for the service of the national lonn. The Republic was to issue honds of this
loan from time to time as it required funds, and euch issue would provide for
retiring one or more of the outstanding secured loans until they were all
refunded. In order to guard against overborrowing, however, and thus
insure the continued soundness of the national loan no additional bonids were to
he tssued wunless the gross revenues of the Republic had averaged for the
three preceding yvears at least three times the service charges on the Republice’s
entire funded deft,

It was the Government’s wish, and the agreements for the national loan
stipulated, that all of the Government's revenues, excepting the postal and
telegraph revenues and most of the customs revenues, be collected by st company
known as the Caja, which had heen formed in 1905 as a depisitary of certain
Government funds, which was administering the tobacco monopoly and sevving
the tobacco loan, and all the capital stock of which was owned by the Pevuvian
banks, It was the Government's desive that the Caja snould eventually collect
all the revenues and make all the Government’s disbursements as well, Before
the first series honds of the national loan were issued a contract was entered
into by the Government, the Caja, and the fiscal agents of the loan (ourselves
and the National City Bank) according to which the Caja would pay from
the revenues to be collected by it the service charges on the tobacco loan and
a few small miscellaneous loans and then the monthly service charges on the
national loan bhefore turning over to the Government the balance of the
revenues, ’

Our deeision to make the tobacco loan had been based upon our study of
all the statisties and other information available to us in New Yok aud upon
our previous experience in Latin Awmerican financing, In order to obtain
comprehensive, first-hand information upon which to base a judgment as to the
soundness of the Peruvian national loan plan, we sent to Peru in the spring of
1927. more than six months hefore any bonds of the loan were issued, two
men, one & member of our staff, an engineer by education and early experience,
and the other a man who had been the manager of n Latin American bank
of issue and had had experience in foreign exchange and currency control.
These men made detailed investigntions, and their reports were fully analyzed
and considered by us,

Realizing fully that careful expenditure of borrowed money for public works,
a balanced budget and a stable eurrency had become important factors in
Peruvian credit, we obtained provision for them all in the first of the national
loan agreements, and from the beginning of the negotiations for this loan
we continously exterted all our efforts to bring them about. The agreements
referred to provided for the retention by the fiscal agents of that part of the
proceeds which would go to public works and for the payment thereof to the
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Government at the rate of $750,000 per month, While the Government was
not prevented from spending on public works then in progress funds to be
derived from the budget or by internal borrowing, it was agreed that no new
works would he undertaken, and the $750,000 per month which, under the
loan contract, was to he devoted ‘to public works, was, in fact, substantinlly
less than the rate at which expenditures on public works had been proceeding
prior to the national loan, We constdered the prohibition of new undertakings
(which was to be operative for six years) to be a particularly important pro-
tection against the temptation, frequently met in developing countries, to
borrow more rapidly for the construction of public works than the rate of
growth of the country might warrant,

In the case of the Callno harbor development, the national loan contracts
provided for the retention by the fiscal agents of the allocated proceeds and
their monthly payment to the American contractors in accordance with the
construction contracts. In these contracts, the fiscal agents had no pecuniary
interest whatever, and it should also be added that at no time have the fiscal
agents had any pecuniary interests, directly o indirvectly, in any construction
contracts in I'eru,

At the end of 1027 the two men who had gone to Peru in the spring to study
conditions there, returned to New York, and there remained to rvepresent
ws the American Inwyer who had worked on the national loan documents.
Early in 1028 there was sent to IPeru a prominent Ameriean banker and
foreign exchange expert, Mr. Fred I. Kent, to study the country’s foreign
exchange situation.  Mr., Kent made a cavetul study of all the factor's hearing
on the exchange problem, conferring at length with the President, other mem-
bers of the Government and leading hankers, agriculturists, and business men,
both native and foreign. He made a2 number of recommendations which he
wias confident would, if carried out, and barring unseen and abnormal de-
velopments, make possible the stabilization and maintenance of the Peruvian
pound at the equivalent of $4 United States currency, His recommendations
were submitted to the Peruvian Government, antd we jolned in recommending
to the Government their adoption. Pending their adoption, the reserve bank
commenced a “de faeto” stabilization of the pound at the rate mentioned.
This stabilization wax undertaken in aceprdunce with Mr, Kent's advice as the
tirst step in the cooperation between the Government, the reserve bank and the
fiscal agents toward the end of exchange stability.

Soon after Mr., Kent's return from Peru in April, 1928, the head of our
foreign department went there anid remnined for approximately four months,
studying conditions, conferving with the P’resident and the Finance Minister
about those conditions and about ways and means of improving the Republic's
credit, and finally negotiating the purchase of the second serjes honds in
October, 1928,

By this time the unfavorable, as well as the favorable, aspects of Peru's
situntion had been reported to us, and we were convinced of the soundness
of the bonds we were buying for public issue. After these bonds were issued
and the refunding effected with part of their proceeds had been accomplisherd,
the total annual service charges on the external funded debt amounted to
approximately 20 per cent of the average ordinary revenues for the pre-
ceding three years (1925, 1926, and 1927). By comparison, the annual service
charges for 1927 on the direct external funded debt of the Republic of Chile
texclusive of service charges on about $84,000,000 external funded debt guar-
anteed by the Republic) amounted to approximately 22 per cent of average
annual ordinary revenues for the three years 1925 to 1927, inclusive. The
corvesponding fizure for Brazil was ahout 25 per cent. The P'eruvian Govern-
nent’s ordinary revenues for 1928 were 20 per' cent greater than for 1926, and
the excess of its expenditures (exclusive of those for publie works) over such
revenues wax substantinlly less than for 1926, Exports were 31 per cent
sreater. the excess of exports over imports 216 per cent greater. the production
of cotton 2 per cent greater, sugar 4 per cent less, copper 21 per cent greater
und petroleum (exports 6 per cent greater than in 1926, At the time the second
serfes bonds were issued the reserve hank of Peru’s gold reserves amounted
to 88 per cent of the paper money in c¢irculation and the exchange value of the
Peruvian pound had been stable for more than six months,

The total principal amount of national loan bonds issued, including the
sterling bonds issued in London, was approximately $85,000,000. As they were
bought at a price of 86, the net proceeds to the Republic amounted to approxi-
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mately $73,320.000, and the cost of the money to the Republic was about 7.1
per cent per annum, The “vllows~3 table shows the allocation of these proceeds.

Percentage

Amount of tota)

proceeds
Purchase or redemption of external secured bonds. .1343, 005, 811 58,65
Redemption of external secured seriul notes..... .| 1,228,705 163
Retirement of internal foating indehtedness .| 2375028 3.4
Total used to retire debt. . e o i iaiaieceieaaeeamcetaneaacacaaannns 46, 609, 544 63.57
l{aymem of the Republic's share of the capital of the Mortgage Bank of Peru....| 1,000,000 1.36
Construction and improvement of dock and shipping facilitles in Callao Harbor.| 4,937,477 0,73
Capital expenditures for public works, accrued interest, stamp taxes, etc........! 20,773,272 28.34
| 73,320,203 100,00

The annual xervice charges on the bonds retired from the proceeds of the
national loan amounted to about $4,500,000, but by reason of the favorable price
at which the Republic sold its national-loan bonds, the annual xervice charges
on the wmount of such honds requived to produce the funds to retire the xeveral
secured issues amounted to only $3,500,000, Thus, to the extent that the pro-
ceeds of the national-loan issues were used to refund cxternal secured bonds,
the Republic saved in excess of $SLOOO,U in annual service payments, ‘The
national loan, however, provided the Government with money for other than re-
funding purposes. It provided about $4,600,000 for the redemption of external
secured notes and the retirement of internal floating debt. It further provided
approximately $20,700.000 of what may be called new money for public works
amd for i mortgnge bank, ete, The annual service charges on the national-loan
bonds which provided approximutely $30.300,000 for all purposes other than re-
funding of external secured bonds amounted to about $2,400.000; and if from this
amount is subtracted the saviny of 81,000,000 in annual service charges from the
refunding, a difference of $1,400,000 js obtained which represents the net in-
crease in annual service charges us the result of the issue of $£85.000,000 bonds.
This net increase of $1,400,000 in annual service churges is approximately 4%
per cent per annum on the $30,300,000 obtained from the nuational loan tor
purposes other than refunding.

The mortgage bank mentioned is an institution part of whose capital stock
is owned by the Government, part by the banks, and part by the public and
whose bonds are guaranteed by the Republic. It vas created by u law which
we helped to draft after months of work in order to meet the Governinent's de-
sire to provide the agriculturists with cheaper eredit than they were obtaining.

After the sccond-series bonds were issued we devoted our energies to the
consolidation of the very substantial progress that had thus far been made in
carrying out the financlal plan for Peru which was embodied in the national-
Joan agreements, In the summer of 1928 we sent to Peru as the permanent
representative of the fiseal agents a man with 20 years’ experience in public
finance in various parts of the world, who had been a finuneial adviser to the
government of one country and the fizcal agent of another. He lived in Peru
in daily contact with Government officials, bankers, and business men and was a
director of the Caja and the Reserve Bank, .He and we studied carefully the
Government’s figures on public-works expenditures and were particularly care-
ful to note reports of any proposed new undertakings, protesting Srmly when
such reports were received und in most cases succeeding in obtaining the aban-
donment of new projects before they were undertaken.

In the summer of 1929 the proceeds of the second series bonds allocated for
public works neared exhaustion, and a member of our firm went to Peru to
discuss with the President the financial measures then to be taken. During
the course of his discussions he pointed out to the Government the necessity
of economy of expenditure in order to balance the budget and urged the crea-
tion of a comptrollership. For the purpose of providing time for the needed
retrenchment and preventing any sudden cessation of public-works construe-
tion, we arranged at that time a banking credit to the Republic. During the
negotiations for this credit a schedule of expenditures and estimated revenues
was drawn up and agreed to. It contemplated the issue of a third series of
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national loan bonds of a moderate amount in the early part of 1930 if the
financial situation warranted their issue.

In the fall of 1929 hezan those catastrophic events with which we ure all
familiar. In November we advixed the Government to formulate its policies on
the premise that little more, if any, foreign money would be obtainuble for
some time to come. The President was at first reluctant to accept this advice;
he had established the comptrollership which we had urged during the summer,
he was making pluns for *de jure” or *legal ™ stabilization of the currency
and he was counting on the ability to horrow more funds abroad on the strength
of an improving internal financial condition. Before the year was out, how-
ever, and far sooner than the Government officials of most countries, he recog-
nized that & world crisis of considerable magnitude was in the making, and com-
mencerd by a series of decrees to suspend work on public improvements. He
proceeded with hix plans for ** de jure ” stabilization of the currency, although
we advised him to obtain budget equilibrium ftirst, and the Peruvian ¢ongress
in February. 1430. revalued the unit of currency by abolishing the Peruvian
pound and creating the gold “<ol* with a par value of $040 United States
currency (10 goll =oles were declared to be the equivalent of one Dleruvian
pound.) However. due to disagreement between the Governmeni and the
banco «de reserva. the latter being respongible for the administration of the
currency, effective siabilization at the new par of 40 cents was not obtained.

During the first half of 1930. the world-wilde decline in commadity prices,
which had begun in 120 and which has since rveached such catastrophie pro-
pertions, eontinued. and the prosperity of Peru bheing largely dependent on the
prices of four of these raw muaterinls, namely, cotton, sugar, copper and petro-
leum, business conditions in the country became rapidly worse, The Governinent
made determined efforis to adjust its finances to the erisis, More publie
works were sus<pended and a tighter grip on expenditures was tiaken by the
comptroller. A flight of capital from Peru had commeneed the latter prt of
1929, anad it hod become very difticult to obtain foreign exchange, This diffi-
culty was aceentuited during the midsummer of 1930 by the rapidly declining
prices of Perw’s principal export commoditios, The pound and Luier the sol
continued to be quoted at £4 and $0.40, respectively. but the gquotations were
nominal, and the Government attempted to apaintain the value of the cnr-
rency by imposing restrictions.  Its own foreign exchange reguirements were
obtained from banks and exporters.

Early in 30 the fiscal agents’ representative became il and veturned 1o
New York o hwe died kater in the year)r and we sent te “eru 2t member of our
staff who hiol formerly lived and done a banking business in Latin Americn.
The reserve bank bhegan at thix time to take aggresive action to meet the ex-
change problem. restricting credit and for the first time sinee the war export-
ing gold to create foreign halances,  Convertibility of notes into gold was
not, however. adapted.  The efforts of the Government and reserve bank im-
pressed s faverably and in the spring of 1930 we arranged @ banking eredit
to assist the Governmient in the completion of the Calluo Harbor develop-
ments. The development is even now approaching completion and will con-
stitute one of Peru’s greatest ussets, Upon the return of a novmal volume of
business it will undouhtediy he an enterprise profitable to the Government as
well us very valuable ta the country's economic life.

As mentioned alwve, the great decline in commolity prices began to gather
momentum at abeut this time.  Business conditions became rapidly worse, not
only in Peru but elsewhere in the world. In August of that year o revolu-
tion broke out and in September Luis M. Sanchez Cerro beeame provisional
president. Despite the confusion accompanying the revolution. the exigencles of
the provisional zevernment. the dropping off of revenues and the demoralizi-
tion of the exchange mirket, President Sanchez Cerro suceceded in remitting
to the fiscal agents of the national loan the full amounts required to pay in
dollars and sterling the coupons payable on October 1 and December 1. and
also to make the redemptions called for on those dites by the loan agreements,

Thereafter the economic and political crisis became more acute.  In October,
1030, the largest domestic bank in Peru suspended payments, This suspension,
the desnoralization of the foreign exchange market. and the confusion in the
Government finances were followed by several rapid changes in governments,
Between March 1 and March 11 of 1931 there were four * juntas,” or temporary
governments, in office. Government revenues fell off prceipitately. and on March
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20, 1931, a governmental decree was promulgated ordering the caja to pay all
revenues applicable to the national loan directly to the Government and tbere-
upnn, the caja obeying thix order, the tiscal agents made a rormal protest ngainst
this violation of the national loan covenants, Defaults on the two series of
bonds of the national loan occurred on April 1 and June 1. A default on the
tobacco loan occurred on September 1, 1931, despite a protest we had made in
June agninst the decree law which directed the caju to pay to the Government
the reventues applicable to this loan,

The confusion in the public finances and in the foreign exchange market had
by the end of 1930 created a situation which prompted the reserve bank, with
the Government’s approval, to invite to Peru Professor Kemmerer and a coin-
mission of experts., Professor Kemmerer went to Peru in January, 1931, and
submitted his recommendations in April.  Immediatelv, in accordance with one
of these, the currency was placed on a gold basis, and "¢ is on that basis to-day.
In fact, Peru is one of the two South American countries now on it free gold
basis. While the currencies of several other South American countries are
nominally on that basix, actually they are not. owing to the restrictions which
have been imposed upon sales of forelgn exchange and on the free movement
of gold. General elections were held in Peru in October, 1931, und Sauchez
Cerro was elected President by a substantinl majority. He touk office in De-
cember, and formed a cabinet in which are a number of members of the
conservative landed class. The present Government appears to be earnestly
attacking Peru's cconomie problems, and political conditions in the country
appear to be nore stable than at any time since 1930.

In conclusion we wish to state our belief that the fundamental cause of the
default on the Peru honds is to be found in the decline, since the bonds were
issued, in the prices of ity principal products, which make up 85 per cent of
its exports, These prices in March, 1927, when the tobacco loan wax issued. in
October, 1928, when the second series bonds of the national loan were issued,
and to-day are shown in the following table, in comparison with the average
prices of such commodities during the period 1909-1913.

‘ Dechine

ctoder,

Average,  Mureh,  October, To-day * 2 5o’

W9-191: 927 o ¥ 1y to

19091913 1927 192 to-day

‘peer Ccents
Cotton, perpound. ... 30,1220 10,1433 01962 ¥0.067 66
Sugar, per pound. .. .0270 . 03016 L0214 L0116 46
Copper, per pound. L1411 .13 .15 075 ! 30
Petroleum, per barrel. 1.67 : KA Y 3.4 L7 ! 43

I'his decline substantially reduced the foreign exchange available for external
debt service, It was accompunied by a contraction in the volume of production
and trade and consequently in Government revenues. It is Peru’s capacity to
pay which hats declined, not her willingnexs, In this respeet Peru is in essen-
tinlly the sume position as Boliva, Brazil, Chile. the Colombian departments anl
other South American borrowers in this murket which are in default on their
honds. Like them she awaits a recovery in commodity prices or the completion
of the adjustment to current prices to renew paynients on her obligations, ‘The
fiscal agents of her external bonds have heen assured by all the governments
which Peru has had since the revolution of August, 1930, and which have been
in office long enough to state their policles, that Peru respected its oblizations
and would meet them when and to the extent that she was able to do so. In a
signed article in a recent Issue of the Now York Times President Sanchez Cerro
stated: “The investments of Americans, ay well as those of the nationals of
other countries, will enjoy ample protection. My greatest desire is to faltill
all ir;lt(:rnminnnl obligations as soon as the economic conditions of the country
permit.”

Senator JounsoN. Now, Mr. Chairman, one other thing. The

object of this investigation upon my part has been not alone to dis-
close what has transpired in regard to our foreign loans. It has been
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not only for the purpose of indicating where wrong may have existed
and expose that wrong as it ought to be exposed, but in the hope that
this committee might aid and that I might be of some small service in
presenting legislation which would preclude the possibility of any
such outrageous and shameful activities being indulged in again in
thix country to the detriment of our people. .And as the last thing
that I submit in this record for the moment, I present two bills, which
are merely skeletons or forms; two bills which I want to appear as a
part of the record, so that they may be studied by the appropriate
committee ultimately. I shall intm(ﬁwc them when I have the oppor-

tunity in the Senate. )
(The two bills presented by Senator Johnson for the record are

here printed in full, as follows:)
A BILL Requiring publicity of certain foreign loan transactions

Be it cnacted by the Senate and House of Representatives of the United
States of America in Congress agsembled, That hereafter any person making,
negotiating. or underwriting any foreign loan shall immediately upon the
consummiition of the transaction, fille with the Secretary of Commerce a state-
ment under oath containing the following information: (1) The name of the
horrower. the terms of the loan or underwriting agreement and the date when
such loan or agreement was consummated: (2) the security available for the
loan. the contemplated method of financing the loan or underwriting agreement,
including the estimated cost thereof to such person, group, or association, the
estimated profit (including all fees and commissions) aceruing to such person,
gop, or association on account of such loan or underwriting agreement, and the
price at which any bonds in connection with any such loan or underwriting
agreement ix intended to he offered to the public; and (3) any other information
relating to any such loan or underwriting agreement required by regulations
of the Secretary of Commerce.

Spe. 2.0 Any person who knowingly fails to flle any statement required by
this act or who knowingly includes any false information in any statment
required to be led by this act, shall, upon conviction thereof, be fined not more
than & . or imprisoned for not more than —-—— years, or hoth.

Spe, 3. As used in this act—

(1) The term * foreign loan” means any loan or advance of money or
credit to any foreign country or political subdivision thereof, or to any citizen,
corporation, association, or municipality of any foreign country, financed by
the issuance of honds or other obligations for sale or other disposition in the
United States, or any loan or advance of credit not financed by the issuance of
such bonds or other obligations, if the amount of loan or advunce exceeds

: and for the purpose of this act. the aggregate of all foreign loans
growinz out of the same transaction shall be considered a single loan;

(2y The term “person’ includes any individunl, partnership, corporation,
or association.

A BILL To provide for the more effective supervision of forelgn commercial transac-
tions, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of Amerira in Cangress assembled, That (a4 for the purpose of regulating the
operations of the Federal reserve banks and member banks of the Federal
reserve system, establishing a more effective supervision of foreign commercial
transactions, preventing interference with the harmonious relations of the
United Stiates with foreign countries, and protecting American investments
abroad, there is hereby created the Foreign Loan Board (hereinafter referred
to as the **bhoard "), which shall consist of the Secretary of State, who shall
be the chairmun, the Secretary of Commerce. and the governor of the Federal
Reserve Board.

(h) So far as practicahle the work of the hoard shall be carried on by and
throuzh the expert. technical, clerical, and other personnel of the Department
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of State, the Department of Commerce, and the Federal Reserve Board, but the
bontx"d may employ additional personnel as provided in subdivision (¢) of this
section,

() The board may (1) appoint and fix the compensation of such experts,
and, subject to the provisions of the civil service laws, appoint and, in accord-
ance with the classification act of 1923. as umended, fix the compensation of
such other oflicers and employees, and (2) make such expenditures (including
expenditures for personal services and rent at the seat of government and
elsewhere, for law books, periodicals, and books of reference, and for printing
and hinding), as are necessary to executt the functions vested in it by this act.
Expemnditures by the board shall be allowed and paid upon the presentation of
itemized vouchers therefor approved by the chairman,

Sec.t 2. (@) No Federal reserve bank or any member bank of the Federal
reserve system shall—

(1) Hereafter make or negotiate any foreign lonn without first obtaining the
approvil of the board.

(2) Accept as security for any loan, or purchase on its own account, any
bond or other obligation evidencing a forveign loan hereafter made, unless such
foreign loan has heen approved by the hoard;

(3) Hereafter make any loan or advanee to, or purchase for its own account
the securities of, any person engaged in making foreign lonns or any dealer in
bonds or other obligations evidencing foreign loans, unless such foreign loans
have been approved by the board,

(h) No person shall, directly or indirectly, make or negotinte any foreign
loan without first obtaining the approval of the board,

(¢) 'The board shall, upon application of any interested party, consider, and
approve or disapprove, any contemplated tforeign loan not of o character re-
quiring the approval of the board under the provistons of subdivisions (@) or
(b) of this section.

Sec. 3. (a) The board shall preseribe such rules and regulations ns may be
necessary for carrying out the provisions of this act, including regulations
relating to the filing of applications for its approval of foreign loans,

(b) In arriving at its determination of the advisability of any contemplated
foreign lonn submitted to it for approval, the board shall take into considera-
tions, among other things, (1) the general financial condition of the borrower,
(2) the security available for the loan, (3) the remedies available for the
enforcement of the obligations on the loan in case of default, (4) the proposed
method of financing the loun. und (5) the existence of any circumstances
which, in the opinion of the board, may affect the relations of the United
States with nny foreign government.

(¢) As soon as practicable after the flling of the application, the bourd
shall submit to the applicant a report of its findings, together with.its order
of approval or disapproval, and shall transmit a copy thereof to the Federal
Reserve Board, to each Federal reserve bank, and to each of the following
committees of the Congress: The Committee on Foreign Relations and the
Committee on Banking and Currency of the Senate, and the Committee on
Foreign Affalrs and the Committee on Banking and Currency of the House
of Representatives.

(d) The board shall make a detailed report to the Congress at the beginning
of euch regular session of any action taken under the provisions of this act,

Sec. 4. (¢) Any bank or other person violating any provision of this act
shall, upon conviction thereof, be tined not more than $———, or imprisoned
not more than —— years, or both.

(b) Any director, officer, attorney, or agent of any bank or other corporation
or association who Kknowingly assents to or concurs in any lonmn or other
transaction forbidden by this act shall he subject to the penulties provided in
subdivision (a) of this section.

Sge. 5. As used in this act—

(1) The term * foreign loun’ means any loan or advance of money or credit
to any foreign country or politicnl subdivision thercof, or to any citizen,
corporation, association, or municipality of any foreign country, financed by
the Issuance of bonds or other obligations for sule or other disposition in the
United States;

(2) The term “person” jincludex any individual, partnership, corporation,
or assoclation,
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Senator JouNsoN, I was informed today that the Haitian ambas-
sador had on the way one of his most notable citizens, who is desirous
of presenting from his standpoint the loan that had been made to
Haiti. I leave with the chairman whether that one witness shall
ul;itmately be heard. He is to arrive here, I am told, on Monday
next.

The Cuarman. No doubt he will have a brief, Senator, and we
will have it printed in the record.

Senator JounsoN. That may be. All right, sir. Personally I am
through. Thank you very much for your courtesy, Mr. Chairman.

The CHamMan. Thank you, Senator Johnson. The committee
will stand adjourned.

(Thereupon at 3:30 p. m., Wednesday, January 27, 1932, the com-
mittee adjourned.)
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WEDNESDAY, FEBRUARY 10, 1832

UN1TED STATES SENATE,
CoMMITTEE ON FINANCE,
Washington, D. C.

The committee met at 10 o’clock a. m., pursuant to call of the chair-
man, in the committee hearing room in the Senate Office Building.

Present : Senators Smoot (chairman), Couzens, Bingham, La Fol-
lette, Thomas of Idaho, and King.

Present also: Senator Johnson.
. Tl}ge CHamryMAN. The committee will come to order. Is Mr, Leger

ere

Mr. Lecer. Yes.

The Cuairmax. Be sworn.

(Thereupon Mr. Leger was duly sworn by the chairman of the
committee.)

TESTIMONY OF GEORGES N. ngﬁ% LAWYER, PORT AU PRINCE,

The CuamrmaN. Will you state your full name?

Mr. LEGEr, Geor%es . Leger.

The Cuairman. Mr. Leger, where do you live?

Mr. Lecer. Port au Prince, Haiti.

The Cuamman. How long have you been in this country?

Mr. Lecer. This time?

The Caamryax, Yes,

Mr. Lecer. I arrived here on February 2.

The Cuamyan. Did you come for the purpose of testifying in
this case?

Mr. Licer. Yes. I came on business purposes also, but also to
testify in this case.

The CuamrMaN. If there is anything special you want to say,
the committee will hear you at this time,

Mr. Lecer. Before going into the details of the loan that was
contracted by Haiti I would like to state that my purpose is to
establish that the Haitian people of their own free will and on their
own initiative have never solicited or expressed the desire of making
a loan on the United States market. That the State Department,
through the financial adviser and American minister and high com-
missioner in Haiti by suggestions, recommendations, and by constant
pressure upon the Haitian Government forced that loan upon the
Haitian people.

2127
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'The Cuatryan, What position do you hold in Haiti?

Mr. Leger. Absolutely none, I am not in politics.

The CramyaN. Well, why do you make that statement, then?

Mr. Lecer, Because they are the facts.

The Cuamryan. How do you know that they are the facts?

Mr. Leorr. I have the records.

The Cuairmax. Elaborate that in the record.

Mr. Lecer. Yes; I will, sir.

The Cramrman. Refer to them right now.

Senator King., Let him complete his statement, Mr. Chairman,
and then we can take them up in detail.

The Crramearan, Well, if he has them now I would like to have
him put them in the record, and then we can discuss it.

Mr. Lecer. Senator, if you will be a little patient with me I will
get to these records in time, but they are distributed in several
volumes and I can pick them out as I go.

The Cramyax. If you prefer to put them in at another place, well
and good.

Mr. Lrcer. Yes. T was stating that this loan has been forced upon
the Haitian people by the American Government.

Senator CovzrNs. Before you proceed, will you state what your
occupation is, and what your business is in Haiti? T do not know
who you are.

Mr. Lecek. T am a private citizen, Senator.

Senator ('ovzexs. But what is your occupation?

Mr. Lecer. I am a lawyer.

Senator Covzexns, A lawver. How long have you been practicing
law in Haiti

Mr. Lecer. Since 1913,

Senator (‘ouzeNns, Where did you graduate?

Mr. Lecer. In France.

Senator Couzexns. You graduated in France?

Mr. Lrcer. Yes, sir.

Senator Couzexs. Are you a Haitian?

Mr. Lecer. Yes, sir; Haitian born and Haitian citizen.

Senator Covzens. And in what kind of practice were you engaged
in Haiti?

Mr. Lecer. In general practice of law. We do not specialize. I
may add that I do not wish this committee to think that I have any
anti-American feelings. I have a very large American practice.

Senator Covzexs. And do you represent American firms and
individuals in practice in Haiti?

Mur. Lrcer. Mostly.

Senator C'ovzexs. They are mostly vour clients?

Mr. Lrcer, They are mostly my clients; yes, sir.

Senator (‘ovzexs. Name some of them,

Mvr, Leaeg. I can give you the Haitian-American Sugar Co. I can
give you the Electric Light Co., which is controlled by American in-
terests. I can give you the Texas Co. I can give you the Panama
Railroad Co. T can give you, when they were down there, the Ameri-
can FForeign Banking Corporation. I can give you the Haitian Pine-
apple Co., which is entirely an American concern. I can give you—
well, T would have to think them over. The lard factory, which is
financed by Americans. My practice is mostly American.
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Senator Kina., Mr. Leger, you presented the Haitian case in the
recent Forbes committee mvestigation which was had in Haiti?

Mvr. Lecer. I had the honor, Senator, of being the counsel for the
Haitian people before the Forbes committee. . .

Senator Kixe. And you are familiar with the Haitian conditions?

Mr. Leaer. Very familiar, yes, with them.

Senator Kix¢. And the conditions which have existed under the
American occupation?

Mr. Lrcer. Yes, .

Senator Kixg. And had contacts with the people, as well as with
Mr. Russell, the high commissioner, American plenipotentiary, and
general all around military leader down there?

Mr. Lrcer. Exactly, sir. .

Senator Covzexs, Who appointed you to represent the Haitian
people before this commission? . .

Mr. Leeer. Noboady. T have come here as a private citizen.

Senator Covzexs, Noj; before the commissiong

Senator ¥ixe. Before the Forbes commission?

Mr. Lrcer. When the Forbes commission came down there the
various groups of associations which were ﬁighting for Haiti's in-
dependence got together and formed a central committee called the
committee federative—federated committee—and T was appointed
by that commitice to act as representative of the Haitian people
with the IForbes commission, '

Senator Covzexs. Did any official of the Haitian Government
appoint you?

Mr. Lecer. We were fighting the Government.

Senator Covzexs, Have you any way of determining what per-
centage of the Haitian people you represented before this com-
mission /

Mr. Lrcer. I can give it to you in an indirect way. Following
the work of the Forbes commission elections were held, general elec-
tions were held, and the groupments which I represented, out of a
total of 36 deputies and 15 senators, got every seat except one, which
went to the Borno group, so we can state frankly that we represent
the entire nation. Of course there were divsions between tlese
;izfo.ups, but they represent the entire sentiment of public feeling in

ait,

I was making the statement that that loan was forced upon Haiti,
and I want to add that I can prove that that loan is now being used
as an argument by the State Department that they must remain in
Haiti; that they must keep financial control in Haiti even after the
treaty expires; and the point that I want to make is that that loan
is now being used nrparent]y for the reason for which it was made.
and that is for purely political reasons.

"The CHAIRMAN,Who made ihe loan to the Government?

Mr. Lrcer. The Government made it, naturally. The Haitian
(Government made it on the face of it.

The Cuamrymaxn. I know. They were the borrowers.

Mr. Licer. They were the borrowers.

The CrammaN. Who loaned them the money?

Mr. Lecer. The National City Bank,

The Crairman, Yes.

Senator Covzexns. And how much ?
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Mr. Lruer. There were three series of loans, but the main loan was
a loan of $16,000,600. I will come to that later, Senator.

Senator Couzexs, All right.

Mr. Leger. Now in order to make my point that this loan has been
forced upon the Haitian people I think it would be necessari, if you
gentlemen will be patient with me, that I describe the background
of the situation in Haiti, because otherwise it is impossible for any-
one not familiar with the conditions that have existed in Haiti to
understand just what happened.

You all know that in 1915 a treaty was signed between the Repub-
lic of Haiti and the United States. By that treaty the Receiver-
General of the Customs was appointed. A financinl adviser. who
was to be a functionary attached to the Minister of Finances und
who was to advise the Haitian Minister of Finances as to what
reforms and what steps should be taken to put the Haitian finances
on a firm basis was appointed. A constabulary was to be organized.
In the minds of the Haitian people that treaty meant that they were
to get cooperation from the United States Government.

In fact we have never had cooperation. We have had absolute
domination of the Haitian Government by the United States Gov-
ernment. This domination has Leen effected through complete con-
tral of all the essential departments of the Haitian Government,
The military government, of course, is entirely in the hands of the
American Government. The gendarmerie, which is a local constable
force, is headed by American officers. But in addition to that we
have had American occupation by marines, and we have had a con-
tinual state of martial law existing in Haiti, so in reality the military
command and the military force of the entire nation were under
the orders and took orders from the American military commander.

The CHareraax, For what purpose did the marines land?

Mr, Lecer. They landed in 1915 following a sanguinary revolu-
" tion that had occurred there.

Senator Couzens. What is the population of Haiti now?

Mr. Leeer. We have no exact census, Senator, but it is estimated
between 2,500,000 and 3,000,000. That is the best estimate.

Well, as I said, the military is in full control of the operations
there. “And we have had very strict military martial law for quite a
long time. If you wish me to illustrate what I am saying I will
give you just one case as to how it functioned.

_In 1918, following some difficulties which had existed between the
then financial adviser and the Haitian Government, one of the
leading newspapers got some information that the United States
Government had decided to recall the financial adviser that was
then in Haiti. Mr. Addison T. Ruan, and they put a short notice
of that in the leading newspaper, saying that they had just learned
that Mr. Ruan had been recalled, and that this just proved once more
the spirit of justice and fairness which President Wilson wanted
to show to small peoples. Well, for putting that small notice in the
paper, the editor of that paper, which was one of the oldest papers
of Haiti, was called before martial law. He was sentenced to $300
fine and to three months of imprisonment, and his paper was closed
for three months.

The CHarMAN, What year was that?
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Mr. Lecer, That was in 1918. The Haitian Government lodged
a protest with the State Department, and Secretary of State Lansing
answered that in his opinion the sentence was entirely justified in
view of the offense that had been committed. I am just giving
you this instance to show that martial law was in effect, and that it
meant business in Haiti.

Senator Covzexs, Have you any later example than that?

Mr. Lecer. Why, ves; we have had several instances of martial
law. We have had other men put in jail for press offenses or for
offenses to the miltary authorities. This example that I am giving
you is the most notable. That is why I quoted it.

I will add, however, that in later years martial law has been less
and less applied. But at that time 1t was in full force, and at the
time that the loans were made martial law was in full force. That
is the point I want to make.

Senator CovzrNs. When were the loans made? What year?

The CaHsrMaN. Yes; what year were the loans made?

Mr. Licer, I will tell you the story of these loans later. Sug-
gestions from the American Government started in 1917, and there
was not a year that went by without some proposal being made
by the State Department; 1919, 1920, two or three suggestions,
1921, and finally in 1922 when they got in Mr. Borno, who was
nothing else but a tool of the American Government, thev got it
through. I willi come to that later.

Well, having shown you that the military was in control of the
military end of it, we now have the financial adviser.

Senator Kixa. The marines are still in Haiti?

Mr. Learr, They are still in Haiti, Senator.

Senator Kixc. And only recently the Haitians got rid of Mr.
Russe?ll. who was the military commander there for a great many
vears?
© Mr. Lraer. Mr. Russell was not only military commander at that
time when we got rid ‘of him but he was also high commissioner,
whatever that may be. and he absolutely ruled the destinies of the
Haitian people. 'We only got rid of the high commnissioner follow-
ing the hearings of the IForhes commission in Haiti.

The financial adviser has been not only what we would understand
to be financial adviser. though. He has bheen the absolute dictator
of Haitian politics and Haitian economic and financial matters,
Time and again difficulties came up between the Haitian Govern-
ment and the financial adviser on acconnt of his attitude.

When time came for the budget. the financial adviser was not then
in Huaiti. They would have to send messages and eall him back,
And the first financial adviser came back in 1918, I helieve, when this
instance came up—he came back to Haiti only 15 days before the
legislative session was ended, and the budget was supposed to be pre-
sented at the beginning of the session. He came back after tele-
grams had been sent to him calling him back. And then he refused
to discuss any budget that had been prepared by the Haitian Govern-
ment. He just sent the lnmp figures without any explanation to the
Haitian Government and told them that they had to get these figures
voted immediately. 4

Senator Kine. Who collects the revenues?

Mr. Lecer. The receiver general.
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Senator KiNg. Not the Haitian Government?

Mr. Leoer. The Haitian Government's finances have been taken
completely away from them. Under the treaty we had only given
the collection of customs through the financial adviser to the receiver

neral, but following this incident about the budget, when the

aitinn Government absolutely refused to just take a lump sum
without discussion, without knowing what it was all about, why Mr.
Ruan decided that he would stop payment of all salaries of every
functionary in the country until his lump sum had been voted as
dictated by him. .

Following that decision General Russell, who was then military
commander of the occupation, under martial law again—this is an-
other case of martial law—wrote to the Banque National of the Re-
public of Haiti and forbade them to pay 1 cent to the Haitian Gov-
ernment. That is, he took hold, under martial law, not only of the
customs duties already collected by the receiver general but of the
internal taxes, which they had no jurisdiction over under the treaty.
So he strangled the Haitian Government when they could not get
1 cent out of the treasury, and after a month, when the officials
were not paid—the people of Haiti are not very rich—the Govern-
ment of Haiti had to give in.

I am giving you this instance to show that the financial adviser is
not just an agviser, he is a financial dictator, and what he says goes.
There is no discussion about it.

The only independent body that was left in Haiti was the legisla-
tive body. We had a Chamber of Deputies and a Senate.

In 1917 elections were held under American supervision. A proc-
lamation was made by the then commander in chief of the American
occupation that marines would see to it that the elections would be
fair. Elections were held in January, 1917, and the new Congress
and the new Senate were to take office on April 15 for a period of
three years, and they could not be dissolved under the Haitian con-
stitution, no more than the President of the United States can dis-
solve the American Congress,

Congress met, accordin% to the law, on April 15.

Senator Couzens, 1918

Mr. Leger. 1917. On the following day, the first meeting, they
received from the Haitian Government a memorandum emanating
from the American Legation stating certain suggestions that the
American Legation wanted embodied in the new constitution that
was to be drafted. Among these suggestions was a suggestion that
the article which existed in the previous constitution forbidding
foreigners to own land in Haiti should be abolished. The legislative
body took the position that they could not receive suggestions from
a foreign embassy. That if the Haitian Government wanted to
accept these suggestions from the American Legation and make
them their own suggestions and come and discuss them before the
chambers, why we would discuss it with the Haitian Government.
But we did not feel—I am saying “we ”; I am sorry. I say “we?”
because I was a member of that congress. The chamber did not
feel that they could receive direct suggestions from a foreign legation
and act upon them.

Furthermore, popular sentiment was overwhelmingly against the
abolition of that clause denying the right of ownership to foreigners.
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So the congress went ahead and voted the constitution. But the day
it had finished——it was working on the last article of that constitu-
tion-—-we received a visit from Gen. Smedley Butler, of whom no
doubt you gentlemen have heard, and he was accompanied by quite
a lot of marine officers and soldiers, and he had a decree of dissolution
of the chambers. They went through the files of the congress and
got all the evidence concerning the new constitution that had been
voted. 'Then they put us out and they padlocked the congress.

The Cuaraan, This was in 1917 or 1918

Mr. Lecer. This was in 1917, Senator. Since then we have had no
Congress until the Forbes commission came in 1930. 'They put up in
place of the Congress a so-called council of state composed of 21
men, who received the legislative power, the power to make laws,
But the members of this council of state were appointed and re-
voked by the President of the Republic. That is to say, of course,
that any so-called congressman that did not vote without any dis-
cussion projects presented by the Government was iinmediately fired.
And the point I am making is that consequently we had absolutely no
independent legislative power. So that the American Government,
through the military forces, through the financial adviser, and
through the absolute control of the legislative branch of the Gov-
ernment was in absolute domination of the Haitian situation.

Senator Covzens. When you had the election in 1917 how many
voters did you have?

Mr. Lrcer. I could not remember the exact figures. But the elec-
tions were held under American supervision. In Port au Prince I
can give you the figures, because I ran as congressman. And as far
as I can remember I was elected by around 7,000 votes in Port au
Prince, for one-half of the city. I can not give you the exact figures
of the number of voters, because it goes way back——

Senator CouzeNns. You had an election in 19302

Mr. Lecer. We had an election in 1930 after the work of the
Forbes commission. Before then we have had the régime of the
council of state. Practically, the executive power made the laws.
I will show you the evidence as regards the loan. The law which
authorized the loan was sent by the American Legation to the
Haitian Government. It was written by the American Legation,
sent to the Haitian Government, and voted by the council of state.

The Cuamyman., What loan have you reference to now?

Mpr. Leger. The 1922 loan.

The CHARMAN. The 1922 loan?

Mr. Lrger. The project of law authorizing the issnance of that
loan was not drafted by the Haitian Government. It was either
drafted by the State Department or its agent. the high commissioner.
But in his memorandum asking that the loan be proceeded with he
sent that project to the Haitian Government to be voted on.

Now that I have given you about the picture of the conditions that
}mve existed in Haiti I will come, if you please, to the matter of the
oans,

Senator Couzens. Before vou start on that. Have things been
going better since the Forbes commission have been there?

Mr. Lrcer. Senator. things are going better in a certain sense.
The Forbes commission made out a plan by which we would get

92928—32—p1 4——14
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President Borno out of the picture and by which a neutral, a man
named Mr. Roy, was elected as a temporary President, and his job
was to hold impartial elections., He had no political aspirations;
he had no political affiliations. .And we have had absolutely fair
elections. In 1930 we had an independent hody of men elected as
congressmen and senators, and they in turn. expressing the will of
the majority of the people, have elected the President of Haiti. So
we now have an absolutely independent Congress and an independent
Senate. But they have not done away with the financial adviser.
And so we are bound to have, and we have already been having, con-
flicts between the financial adviser and the Haitian Government,
because the office of the financial adviser can not logically function
with an independent Haitian Government. The financial adviser
takes the position that he can dictate what can be done,

Senator Jonnsox. That is, you have improved so far as the control
of your Government is concerned?

Mr, Lecer. Yes,

Senator JouxsonN. But you have not improved at all so far as
finaneial domination is concerned?

My, Lecer. No.

Senator JounNsoN, That is about the distinction. is it?

Mr. Lucer. And it is even going to make. from a practical point
of view, in my opinion, matters worse, heeanse we are bound to have
conflict, constantly between the two powers. The financial adviser
considers himself in power, and the Congress thinks itself in power.
We are bound to come in conflict.

The Cuarrmax, What is the total indebtedness of Haiti?

Mr. Lecer. When the loans were made there was a $16.000000
principal loan, That was called the series A loan. ‘Then they put
a series B loan for the internal debt, of $5.000.000. That brings it
up to $21,000,000. And they put another loan of ¥2,660,000 for the
national railroad, bringing it up to a total of $23.660.000. Now since
then we have reduced that debt considerably.

The Cxamrman. Reduced it?

Mr. Legrr. O, yes. We paid the sinking fund and we bought
some of the bonds In the open market. Our total indebtedness now
is around $14.000,000. I will give you the exact figures. And in
these $14,000,000 you must count almost $2,000.000 that the (overn-
ment owns, and they have not retired them. They hought them on
the market. So that we really only owe aronnd $12.000.000 now.

Senator Jouxson. Will you go back, as yvou were endeavoring to
do, beginning with the first loan, and then chronologically continue
the story?

Mr. Lecer. Yes, sir. I would like first to submit the very first
attempt that was made to get Haiti

The Cramymax. Before you leave that.  Who holds the obligations
against the Haitian Government ?

Mr. Lecer. Well, they are supposed to have heen sold on the open
market.

Senator Kine. In the United States?

Mr. Lecer. In the United States; yes, sir. My understanding is—
I have no evidence of it—my understand is that the National City
Bank holds a considerable amount of our loan. You see thése bonds
are registered only at the bearer’s wish., I have no evidence as to
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exactly who owns these loans. But I understand that the National
City Bank owns a substantial amount.

enator JouNsoN. I did not catch what you said with regard to
the loans, about the bearer?

Mr. Lreer. They can be registered if the bearer wishes to have
them registered.

The Crairstan. If what?

Senator Kine, If the bearer wishes,

" Mr. Lcer. If the bearer, the holder of the bonds. wishes to have
them registered in his name he can do so, but he is not obligated to
do so. .

Senator JonxsoN. These are bearer bonds?

Mr. Lrger. These are bearer bonds, but there is a clause in the
contract saying that the bonds can be registered as to principal only.

Senator Jomnsox, Does the United States Government guarantee
these loans? .

Mpr. Lecer, Well, we will have to explain these contracts.

Senator Jouxsox. Very well, go ahead chronologically.,

Mr. Lecer. We will have to explain these contracts. They have
taken the position that they do, but it is not in the contract. Made
no guarantee.

Senator Joussox. Well, that takes you back, does it not, to the
original treaty; what we call the protocol ?

Mr, Lreer. Noj it takes us back to the original treaty, to an addi-
tional act made in 1917 under which the treaty officials and the finan-
cial adviser are now functioning, and which the Haitian people con-
sider is absolutely inexistent legally, and which in my opinion as a
liuvyer I believe is really inexistent. And T will try to show you
that.

The Cuamrman. Do vou know the length of the obligation? ‘The
date of payment ?

Mr. Lecer. Yes. The obligations were 80-vear loans. The $16,-
000,000 loan was made in 1922, and the last one will mature in 1952,
Furthermore, that contract carrvied a clause that the Government
would not have the right to repurchase that loan before 15 years,
so that we are tied up according to that contract at least until 1937,

Senator Tioyas of Idaho. You say that vou have purchased
some of your bonds in the open market?

Mr. Leger. Yes.

Senator THoMas of Idaho. You mean that the Haitian Govern-
ment has purchased them?

Mr. Lrcer. We have had some reserves, we have been having ex-
cess surplus, and in 1926 the financial adviser, in view of the fact
that the National City Bank, where the money was deposited, was
only paying an interest of 2 per cent on three or four million dollars
that we had there—the financial adviser advised that in his opinion
we should invest money in our own bonds, and we bought about
$1,500,000 at 9915.

. Senator JounsoN. Who was the financial adviser in 1926?

Mr. Lecer, It must have been Mr. Cumberland. Anyway, this
financial adviser has continued the practice, and it has been a dis-
astrous thing. _

The CraikmaN. By having bought them?
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Mr. Lecer. By having bought them. You see the stocks have
gene down,

The Cuarman. That would not make any difference, about the
stocks having gone down.

Mr, Lrcer. The bonds have gone down.

The Cuamryan. That is in the market, but not as to the payment
by Haiti. She would have to pay the whole thing.

Mr. Lrcer. But no, Senator, they did not retire these bonds. This
was only bought with our surplus which was held in the Treasury.
Now, here we get to the situation where we may need our money.
If we.sell them when they are down we can not get anywhere near
what we paid for them.

The Cuammman. If you bought the bonds it was because you had
the money. .

Mr. Lecer. Yes; but that money was supposed to be laid aside
for days of need. Now, the days of need have come, and we have
no money, because we bought them at 9914, and we can only sell
them at 63.

The CrairmMaN. Who had the power to redeem the bonds?

Mr. Lecer. The financial adviser.

The Cramman. And you had the money there lying idle?

Mr. Lecer. No. You do not get the picture.

The Cuamrmax. Well, you say that you bought so many million
dollars of the bonds.

Mr. Licer. According to the contract we have a sinking fund
which we must pay each year. The first year was $150,000 sink-
ing fund, and every year that increases by $5,000. The second year
we retired $155.000. That was the regular sinking fund. These
honds have been retired and canceled.

The CramrMaN. So you retired no more than your sinkung fund
provided?

Mr, Lecer. Exactly. But the Haitian Government upon advice
of the financial adviser bought bonds in the market so as to get
614 per cent interest instead of 2 per cent interest.

The Cuairmay, If you had the money that was a good business
transaction.

Mr., Lecer. The idea may have been good, but it turned out badly.

The Cuamyan. It turned out badly because you can buy your
bonds now cheaply. That is the same with every individual in the
world to-day.

Mr. Lecer. Because we now need the money to-day and we can
not get it.

The Cuamarax. All other people are in the same fix. Who was
responeible for that? Was it wilfully done?

Mr. Lecer. Well. I do not suppose it was wilfully done.

The Cuamman, Well, it was the judgment, then, of the man there
that that should be done, to redeem the bonds, was it not, under
the terms—-—

Mr. Lecer. They are not redeeming the bonds. Their transaction
was not to redeem the bonds. They thought in their judgment——

The CrairmaN, Well, they bought them, did they not?

Mr. Leger. They bought them as an investment. They made the
Haitian Government go into the stock market, as you might call it—
they made the Haitian Government go into the stock market, that is
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what the operation comes to, go into the open market to buy bonds,
and now the bonds have gone down,

The CratrMAN. Well, that was the case with all bonds. You did
not know that they would go down, did you?

Mr. Leger. No.

The CuamrmaN, Nor did anybody else.

Mr, Lecer. But it would be assumed, though—I am not a financier
Senator—it would be assumed that when you buy bonds at 9914 an
the par is 100, that there is not much chance for them to go up.

The CuairmaNn. There may be.

Mr. Lecer. They could only go up one-half point.

The CrAIRMAN. There was no question in the mind of anyone in
Haiti at the time but what they were redeeming the bonds, taking
that amount of obligation off of the country, They owed it anyhow.

Mr. Lecer. It was not the idea of taking them off, because the idea
was that they would sell them eventually if they needed the money.

The CuairmaN. It was to redeems the bonds, as I understand,
under the contract. :

Senator La Forrerre. If I understand you correctly, this was not
a part of the contractual retirement of these bonds. As I under-
stand it, you had a sinking fund. You were complying with the
contract, the long contract, so far as the sinking fund was concerned?

Mr. Lecer. Exactly.

Senator L Forierre. But this transaction that you are now de-
scribing occurred when the Government had a surplus?

Mr. Lecer. Yes.

Senator La FoLLerte. .\ surplus of money on hand?

Mr. LeGer. Yes.

Senator La Forrerre, And the financial adviser, or dictator, as you
term him, told the Haitian Government to go into the market and
buy its own bonds as an investment?

- -Mr. Lrcer, Exactly.

Senator I.a Forverre. Instead of keeping the funds either in cash
or investing them in any other way that the Government saw fit?

Mr. Leaer. Exactly, Senator. And now we need the money. The
financial adviser says that he can not recommend that we sell these
bonds, because we are going to lose money on them; and it is a fact
that, if we sell these bonds, we are going to lose about 33 per cent
on our investment.

Senator Tromas of Idaho. Have the Haitian people defaulted in
payment of interest on their bonds?

Mr. Lrcer. Noj we have not defaulted. And not only have we not
defaulted, I think we are the only Government on God’s earth that
has been making payments in advance. We have been making pay-
ments in advance.

Senator THoMas of Idaho. And yet the bonds are selling at 637

Mr. Learr, The bonds are selling at 65. Not only paying in ad-
vance, but the bondholders have got practically the guarantee of
the United States Government, and President Hoover has made the
statement, even, that he is going to run the Government until every
cent of that loan is paid. So that the United States Government has
taken over the administration of that loan. Yet the bonds are at 65,
or at 63, s0 it seems that we would be as well off financially if we did
not have the bonds.
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The Cramman. Did vou protest against the redemption of the
bonds at the time?

Senator Kine. They were simply purchased.

The CHarmaN. Did you protest against the purchase of the bonds
;)Viﬂ(li t?he money that had been collected for the retirement of the

onds

Mr. Lreer. Senator, vou will have to take two things in that
picture. In the first place—

The CHamrmMax. No: T asked vou, did you protest at the time?

Mr. Lraer, The only people that could have protested would have
been the Haitian Government, and we had no Haitian Government.

The Cuamryax. Well, you are here protesting now. You are not
the Haitian Government. Did you protest as a citizen of Haiti?

Mr. Lecen. We had no knowledge of it. The Haitian people had
no knowledge of it. There are many things even now——

The CARMAN, In other words, your foresight is not quite as good
as your backsight in this matter.

Scnator Kixe. That is not a fair statement, Mr. Chairman. They
knew nothing about it. They had a government down there under
martial law, under dictatorship.

Mr. Learr. If you would like to explain what you mean by my
foresight and my backsight T might be able to explain. I do not
understand what yvou mean,

The Cramyax. In other words, there are a great many people
in the world to-day that thought years ago that bonds selling at
par were worth all they paid for them, and the Haitian Govern-
ment thought the same identical thing, and many of the bonds that
were purchased then have decreased much more than the Haitian
bonds have decreased in the market to-day. Now that is brought
about by the condition existing in the world to-day, vou know,

Mr. Lecer. Yes,

The Cuarmax. Now you are complaining of that very thing
now. Nobody in Haiti knew anything about whether this market
would be in the condition that it 1s, and nobody anticipated that the
bonds would be lower than par.

Mr. Lecer. Naturally.

The Cuamrmax, You can not make the people outside buy the
bonds if they do not want to.

Mr. Lecer, Naturally. .

The CuamMax, An({ anybody could have purchased the bonds at
the time, and they had the money that was paid for them at the time
they redeemed them.

Mr. Lroer. That is not contested, Senator. The point I am mak-
ing., Senator. is in fact that the operation turned out to be a bad
operation for the Haitian Government,

The CuamryMax, The operation turned out to be a Lad operation
for the Haitian Government, certainly, and it is true not only of
your country, but it is true of every country in the world.

Mr. Lecer. And there was no necessity for the Haitian Govern-
ment going into the stock market.

The CuatkMaN. You did not protest at all at the time?

er. Leerr. How could I protest at the time? I knew nothing
about it,
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The CHairaN. Lots of people look back now and wish they had
not done this or that they had done that. It is all right as a critic,
you know, to look back and say, “ Well, this is the result,” when the
critic himself may have done exactly the same thing.

Mr. Lecer. I think so. But if he could have done the same thing,
at least ne would have the satisfaction of doing it himself, Senator.

The CramrMax. They did not consult you on it?

Mr. Lecer. I beg vour pardon?

The Cuamrman. They did not consult you on it?

Mr. Lrcer. No. I am not personally engaged in the thing. It is
the Haitian people I am talking about, The Haitian people had
nothing to do with this thing. It was all done by the financial ad-
viser. You have got to keep that in your mind to understand the
picture. Every step that was taken in Haiti was the act of the finan-
cial adviser and of the United States Government,

The CHamrymax. Well. do you have any information that the finan-
cial adviser at the time was purchasing those bonds with the view of
defrauding Haiti in any way ¢

Mr. Lecer. I have made no such statement.

The CuHaRMAN. No.

Mr. Lierr. I have just said that he went into the stock market
for the Haitian Government and that the Haitian Government stood
a loss there. That is all T said.

The CHarrMaN. Your statement scemed to imply that that was a
thing that

My, Lecer. We went into the stock market and we took a loss, I
said. And there is an exchange of letters about it between the Min-
ister of Finances and the financial adviser concerning this operation,
and the financial adviser has to admit that we can not sell these bonds
now because it is going to mean a loss. I do not mean to say that the
financial adviser bought these bondx at the time with the idea that
he was going to cause a loss to the Haitian Government. certainly
not,

The CrAmRyAN. But he does not have to sell the bonds.

Mr. Lecer. Well. his letter says that he has either got to sell these
bonds eventually or make a new loan. Our reserves have gone down.
Suﬂl)osing we have a deficit ; how are we going to meet it?

The Cuairyaxn. That is the same as with the reserves of the Gov-
en.li:fnt of the United States and every other government in the
world,

Mr. Lecer. But we have now come to the place where we have to |
sell these bonds and make a loss, or make another loan. ard that
would be worse,

Senator La Fowrerre. That would be extending the domination
over your country for another period.

dl[r. Lzcrr. Every time we borrow money we get more financial
adviser.

Senator Tuoyas of Idaho. You may be going to develop this
point. What I was interested in particularly was the condition of
these bonds now. They are selling at 63¢

Mr. Lkcer. They are selling at 63.

Senator THodMas of Idaho. And you say they are not in default,
Now are provisions made for keeping up the interest and going
ahead so that they will not default ?
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Mr. Lecer. Senator, for this year the sinking fund and the in-
terest have been deposited in New York in advance. Now in view
of the existing conditions, the revenues of every country on God’s
earth now are decreasing, and the only eventuality that is foreseen
for the year 1933 is that perhaps we will not be able to pay the
sinking fund and the interest in advance. But there is no doubt
in anybody’s mind but that we will meet our obligations, for the
good reason that apart from the salaries of the financial adviser
and the receiver general, which come first, those loans have a second
mortgage; they come after the salary of the receiver general and the
financial adviser on all our customs duties, and it is a tirst mortgage
on all our internal tuxes. It takes about $1,500,000 a year to meet
the sinking fund and the interest, and our revenues have never been
lower down than four to five million dollars.

Senator Tromas of Idaho. And in addition to that the Govern.
ment of the United tates has an indirect obligation in connection
with the loan?

Mr. Leger, They have no financial obligation ; no.

Senator THoMAS of IGaho. Well, an indirect obligation ?

Mr. Lrger. If they wish to call it that, but they have no pecuniary
obligation to the bondholders. But they get our first money. If
there is only a million dollars in our treasury they get it first.

The CuamyaN. You think those bonds are worth dollar for
dollar, do you not?

Mr. Lecer. Yes; I do.

The CHalRMAN. Because of the fact that the Government will not
bluy 9it or there is no demand for it, whom are you blaming for
that?

Mr. Lecer. I am just saying that this operation has resulted
in a loss to the Republic of Haiti.

The CHamyMaN. Yes.

Mr. Lecer. And the only person that can take the blame is the
man that is responsible for that operation.

The Cramman. That is just like every other concern in the world,
You ought to know different.

Mr. Lroer. Naturally, the man who makes the mistake has to
support the blame in every organization,

he CuairMmaN. Before this committece we have had evidence
here that bonds are being met under the agreemnent, dollar for dollar,
they are worth it to-day. just the same as the bonds in Haiti are
to-day, and some of them are selling as low as 20 cents on the
dollar. Now, Haiti is 637

Mr. Lecer. Sixty-three.

The CHAIRMAN, She is three times much better off than some
of the other governments are as far as the price of her bonds is
concerned on the market to-day.

My, Leoer, May I proceed now with the story?

The Cuamman. Yes; proceed.

Mr. Leger. The first attempt that was made to induce the Haitian
Government to make a loan in the United States is linked very
closely with a political condition. In 1917 we had as financial ad-
viser—it was the first financial adviser appointed under the treaty-—
a gentleman by the name of Mr. Addison T. Ruan. Mr. Ruan was
the man that had been sent by the American Government to help us
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organize our finances, put them on a sound basis, organize our system
of accounting, and in a general way get our country on the road
to financial recovery.

Senator Kine. Had your country up to that time failed to meet
any of its obligations?

Mr. Leeer. Our country had never defaulted on any of its
obligations,

Senator Kine. What were your outstanding obligations?

Mr. Lecer. We had three loans. One was the 1875, one was the
1896, and the other 1910, All were in France, They amounted to,
roughly, 120,600,000 francs at that time. And interest and amortiza-
tion funds had been paid or had been remitted for payment up to
July 15, 1915. That 1s, up to a very few days before the American
matter came up. We were not in default on any loans,

Senator Kina. Your contention is that the treaty, as well as the
protocol, were forced by the military power of the United States
upon the Government?

Mr, Lecer, Yes. I am coming to that directly.

Senator Kixe. Excuse me.

Mr, Leeer. I am not so much insisting on the treaty, but I want
to say that the loan was not the willful act of the Haitian people.

The Cuamyax. Could the Haitian Government have got along
without the loan?

Mr. Lecer. Why, they might have had a year or two. perhaps
just a year, of hard times, but they would have been much better off,
undoubtedly, if that lean had not been made, and I am going to
tell vou why. In the first place we had enough surplus accumulated
in 1922 to pay off almost entirely the 1875 and 1896 loans without
touching a dollar of the American loan, due to the depreciation of
the franc. That wounld have left us only the 1910 loan, which
amounted to 87.000.000 francs. Now, that 1910 Irench loan was
only a 5 per cent loan, paying only 5 per cent interest. And, as you
know, the frane has gone down considerably.

Senator Tuomas of Idaho. That loan was payable in franes but
not in gold?

My, Lecer. Well, we have a controversy. When I say “ we "—we
should not be having it. It is the American Government. Because
when they made that American loan apparently they had had no
contacts or negotiations of any kind with the French Government or
the French people. And that 1922 loun was made primarily with the
object of reimbursing the French loan on the depreciated franc basis.
But a great many of the French bondholders, however, refused to
accept that. And now we are having a controversy with the French
Government, The money is over there in France. I believe there
are 30,000,000 of these bonds outstanding, and the IFrench Govern-
ment is having a controversy with the Haitian Government, claim-
ing that that should be paid in gold.

The Cramyan. Do you remember what the bonds called for?
Were they made payable in gold?

Mr. Lecer. The contract did not mention at any moment gold.
It just said francs. But we had given as guarantees of these loans
customs duties affecting the loans. The guarantee that was given
was a gold guarantee. But the loan itself was a franc loan. How-
ever, up to now the matter is not settled, and the 1910 loan is not yet
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refunded entirely. There is a fight going on with the Haitian Gov-
ernment which has absolutely nothing to do with the operation, and
the French Government is claiming payment in gold.

The CHamrman. Has the Haitian Government set aside reserves to
retire that in the event they have to pay it eventually?

Mr. Lecer. The only time was that six or seven millions which was
transferred at the rate of 6 francs to the dollar by the American ad-
viser, with the idea of paying off the French loan, but he never got
away with it. So we have a disturbing condition, and it affects our
credit in France if we want to borrow money to-day. We can never
get any credit in France until we settle that with the IFrench Gov-
ernment. So our credit with France is directly impaired by that
operation,

Well, in 1917, as I stated, My, Ruan had been appointed financial
adviser. We Lave never known just what was the financial back-
ground of Mr. Ruan; whether he had had experience as a financier,
The only information we have ever had. to my understanding, was
that he was just a clerk in the Navy Department hefore being ap-
gointed financial adviser to Haiti. And he came down there, and he

ad quite a series of difficulties with the Government about budget
matters, but in 1917 he wrote a letter embodying his suggestions for
putting Haitian finances on a sound basis, And that letter is a very
mportant document, beeanse it has had a bearing on the very life
of the treaty. And also it shows just how the thing worked as
regards the loans. If it is not imposing too much on the patience
of this committee I would like to read this letter, or part of it any-
way, because it is a very important document,

The Cuamrman, You have an hour and five minutes. We would
like to get through by 12. but of course if you can not, why, we will
give vou more time this afternoon, maybe.

Mr. Lecer. I have made a translation of this letter.

Senator Troxas of Idaho. Are you going to vead all the letter?

Mr, Lecer. Well, T will if you wish. Or I will read just the
essential passages.

Senator Tuonmas of Idaho. May I make the suggestion that after
having read the part that you want to for the information of the
committee, that vou have the letter made a part of the record of
the testimony?

Mr. Lecer. I have this letter in the official exposé of the situation
made by the Haitian Government in 1917,

Senator Tromas of Idaho. That will be a part of the record.

Myr. Lrcer. But that letter is in French., T believe that the orig-
inal was written in French, T have made the translation. In case
that letter was written in French, then of course my translation can
go. But I have made an English translation myself. The point
I make is that if it was written first in English and then translated
by the French Government, and in their records, and I made a trans-
lation of the French document. my translation may have a difference
of a word or two in the English translation.

'The CrarrmaxN. Would it make any difference?

Mr. Lecer. No; the meaning, the passages ave absolutely identical.

The CrarmaN, Well. why did you make any change at all?

Mr. Lecer. I did not make any change at all, Senator. T have
only made a translation from the copy of the French letter. The
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letter is written in French in the book. Whether he wrote it in
French or English I do not know.

Senator Tnomas of Idaho. I see.

The Cuammax. Put the whole letter in so there will not be any
question about it.

Myr. Lecer. Here are the essential parts of that letter, written to
the Secretary of State for Finance and Commerce. He states:

Article 1 of the treaty of September 16, 1915, creates for the Government of
the United States the obligation of assisting the Government to put its finances
upon 2 sound basis, I have consequently made a careful study of the existing
conditions and have arrived at the conclusion that it i< advisable to effect g
loan of $30,000,000 in order to reimburse all the existing and valid obligations
of Haiti, and in order to procure funds for public works and ameliorations
destined to develop the vesources of the island that is o powerfully rich,

] .
And then he goes on and says that the conversion would he a good
thing. He keeps on by saying:

By reason of the conditions now existing in Europe the present moment
offers circumstances that are exceptionally favorable for the reimbursement
of the exterior debrs having a nominal value of 120,000,000 franes, not including
arrears in interest, 'We could buy the bonds with a discount and to reimburse
them at the rate of ¢ franes for $1, while the normal rate is 5 franes for $1.
This difference alone in the rate of exchange will constitute, by itself, an
economy of $4.000.000 in gold for the Government,

Then comes the vital point:

As to the possibilities of effecting the new proposed loan of $30,000,000, 1
have made puinstaking inquiries and have convinced myself that same can
not be negotiated for a period of time longer than the term of the treaty. And
it is certain that Haiti could not bind itself to reimburse such a loan within
the nine years that the treaty has still to run.  In order that the banks and
the capitalists agree to put their money in the loans, they must he assured that
the conditions of the treaty will continue in force for the maximum period
foreseen in article 16.

Then he keeps on and says that he has been taking money away
and paying the Government, and further states. which is another
vital point:

Now that, after careful—
and the word in French is “ painful ¥—

after careful and painstaking studies of the needs of Haiti. I have formulated
;mdI presented a plan for the establishment of its finauees on a tirm and solid
JAS1E,

That is the $30,000,000 loan. [Continuing:]

@ plan which has had the honor of approval by your Government. I le-
lieve it is my duty to indicate to you the necessity of taking immediately meas-
ures that will be essential for the application of this plan. These measures
are that your Government, in order to hring the capitalists to subseribe to the
proposed loan of $30.00,000, must inform the Government of the United Stateg
that Haiti desires that article 16 of the treaty receive all the extensions fore-
seen, and requests of it, in conformity with article 1 of the tveaty. that it lend
its good offices in order to induce the American syndicates to submit their
offers to your Government.

That means that the financial adviser nine months after the treaty
had been ratified told the Haitian Government:

You must make a loan, and in order to make that loan you must tell the
American Government that you desirve that the treaty be from now on extended
for 10 years more, making a 20-year treaty.
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And he adds:

The impossibility of obtaining this loan without these conditions is estab-
lished by numerous researches,

And he continues by making a very distinet threat:

Present circumstances offer to Haiti an exceptional occasion to place its debt
on a favorable footing, and there is every reason for your Government to take
advantage immediately of the opportunity offered and to put its finances on a
solid basis. And, in view of the existence of this opportunity, I do not believe
that I can conscientiously prejudice the rights of the ereditors of the Govern-
ment by continuing to make advances to the Government for its current
expenses in the absence of a definite plan for their restitution.

The CuamruaN. Who is it signed by?

Mr, Lecen, It is signed by Addison ‘T. Ruan, financial adviser.

The CHarMax. Of the %.' nited States?

Mr. Lrcer. Yes: of the United States,

(The letter from Addixon T. Ruan, financial adviser. to the Secre-
tary of State for Finance and Commerce, is heve printed in the record
in full as follows:)

PoORT AU PRINCE, February 15, 1917,
To THE HONORABLE SECRETARY OF STATE FOR FINANCE AND COMMERCE,
Port au Prince.

SIk: At the date of September 26, 1916, I bhad the honor of submitting to
you the following memorandum:

Article 1 of the treaty of September 16, 1913 creates for the Government
of the United States the obligation of assisting the Government to put its
finances upon a sound basis, I have consequently made a careful study of
the existing conditions, and have arrived at the conclusion that it is advisable
to effect a loan of $30,000,U00 in order to reimburse all the existing and valid
obligations of Haiti, and in order to procare funds for public works and
ameliorations destined to develop the resources of the island that is <o power-
fully rich, Such a conversion of the existing debt will free the present af-
fectations of the customs revenues, and consequently will permit the revision
of the customs tariff asked by our commerce, present and future, and will,
at the same time, allow the Government to increase its income for the current
expenses by decreasing by approximately 82,500 per annum the tixed charges
which now arise to the exorbitant sum of $4,000,000. By reaxon of the con-
ditions now existing in Europe the present moment offers circumstances that
are exceptionally favorable for the reimbursement of the exterior debts hav-
ing a nominal value of Fr<, 120,000,000, not including arrears in interest,
We could buy the bonds with a discount and to reimburse them at the rate
of Frs. 6 for $1, while the normal rate is Frs. 5 for $§1. This difference alone
in the rate of exchange will constitute, by itself, an economy of $4,000,000 in
gold for the Government,

As to the possibilities of effecting the uew proposed loan of $30,000,000. I
have made painstaking inquiries and have convinced myself that same can not
he negotiated for a period of time longer thun the term of the treaty. And it
is certain that Haiti conld not bing itself to reimburse such a loan within the
nine years that the treary has still to run. In order that the banks and the
capiialists agree to put their money in the loans, they must be assured that
the conditions of the treaty will continue in force for the maximum period
foreseen in article 16,

The advantages for Haiti relmbursing its finances as has been indicated, are
so manifest that I hasten to submit for your consideration the utility of seizing
the present opportunity before any changes in conditions occur.

Realizing the difficulties which would face your Government if the present
affectations for the public debt were paid, this office has assumed the responsi-
bility of advancing temporarily to your Government out of the proceeds of this
affectation the monthly sums now required for the proper administration of the
affairs of the country until it should be found possible to make a minute study
of the existing financial problems and to submit a plan for a permanent solution.
During this period of time necessary for a careful study and for wise con-
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clusions, I have been subject to pressing importunities of the creditors in need,
both foreiguers and Haitians, and these importunities have become more pressing
undl more clamorous as the days gradually go by without bringing any comfort
to them.

Now that, after careful und painstaking studies of the needs of Haiti, I have
formulated and presented a plan for the establishinent of its finances on a
firm and solid basis, a plan which has had the honor of approval by your
Government, I believe it is my duty to indicate to you the necessity of taking
immediately measures that will be essential tor the application of this plan,
These measures are that your Government, in order to bring the capitalists
1o subscribe to the proposed loan of $30,000,000. must inform the Government of
the Unted States that Haiti desires that article 16 of the treaty receives all
the extensions foresecen, and requests of it, in conformity with article 1 of the
treaty, that it lends its good oflices in order to induce the American syndicates
to submit their offers to your Government, indicating the terms upon which they
would accept ro make Haiti a loan of $30,000,000, (o he reimbursed during the
extended life of the treaty. The impossibility of obtaining this loan without
these conditions is established by numerous researches,

Present circumstances offer to Haiti an exceptional occasion to place its
debt on a favorable footing, and theve ix every reaxon for your Government
to take advantage immediately of the opportunity offered and to put its
finunces on a solid basis, And, in view of the existence of this opportunity,
I do not believe that I can conscientiously prejudice the rights of the creditors
of the Government by continuing to make advances to the Government for its
current expenses in the absence of a definite plun for their vestitution,

With the assurance of my high esteem, I have the honor of being, sir,

Yery respectfully,
AvbisoN L. Reas, Financial Adviser,

Mr. Lecer. Now that document is a very important document,
This man who was our financial adviser tells the Haitian Govern-
ment that he has made painful and painstaking studies of the needs
of Haiti.

The CuamMaN. He was your financial adviser?

Mr. Lrcer. Oh, do not call him ours, Senator. Call him yours.

The Cuamyax, Well, I do not know why you should =ay that,
Now why?

Mr. Lecer. Well; the records will show that. Every time we had
;L_ﬁght with him the American Government was right back of
1im,

The CuamyaN, No; I do not mean you. I mean the Haitian
Government,

Mr. Lrcer. Noj; the Haitian Government. I am not talking
of myself. I have no personal interest in the matter,

Senator Kine, He was sent there by the American Government?

Mr. Lecer. He was sent there by the American Government.

Senator Kine. He was a Naval officer?

Mr. Lecer. No, sir; he was not. He was a Navy clerk.

Senator Kine. He was a Navy clerk?

Mr. LeGeR. Yes.

Senator Kixe, And our Government made him official adviser?

Mr, Leger. Yes,

Senator King. And put him in charge?

Mr, Lecer, Yes. And he took his orders and had the support
of the State Department.

Senator Kina. What were the obligations of Haiti at that time?
When he wanted to force a $30,000,000 loan on the Government?

Mr. Lecer. Well, as you see, it was to pay off the French debt,
according to what he said.

Senator Kine, What was that?



2146 SALE OF FOREIGN BONDS OR SECURITIES

Mr. Lreer. The French debt amounted at that time to about
120,000,000 francs. That is a little less than $25,000,000,

Senator Kixg. In gold?

Mr. Lrcer. Noj in francs.

Senator Ki~a. In franes I mean.

Mr. Leaer. But he considered that was a very good operation,
because the franc was 6 to 1. He =aid it was wonderful.

Senator Kixa. Proceed.

M. Lecer. T was saying that this document is very important,
hecanse this man, who was supposed to be our adviser and to tell us
what to do, tells us the first thing that we must do is to extend that
treaty, which wa~ made for 10 years; we must extend it for a period
of 10 additional years. Now we have to go back to the treaty.

Senator La ForLerre, And, as I understand it, he threatens in that
letter that if you do not extend it he will eut off the revenue?

Mr. Lecer. He says he will cut off our revenues. We have got to
make that loan to put our finances on a firm hasis or he is going to
cut off the revenues. And he tells us: You can only make that loan
by extending the treaty. And although he does not say what re-
searches were made, or what inquiries, the facts show conclusively
that he had not been in touch with the bankers, because after we
signed that paper he could not make that loan, so that evidently he
must not have been in close contact with the bankers in New York,
but he stated that he had made inquiries and researches, and he says
that we could only get that loan if that treaty was extended. Now
with regard to that treaty.

I will have to read to you the passage of that treaty. It is in

inglish. Article 16 states that—

The present treaty shull remain in full force and virtue for the term of
10 years, to be counted from the day of exchange of ratifications-—

That was in May 1916. [Continuing reading :]
and further for another term of 10 years if, for speciﬁt‘: reasons presented by
either of the high contracting parties, the purpose of this treaty has not been
fully accomplished.

Now evidently to know whether the purposes of the treaty had
been accomplished you would have to give the treaty a chance to
run. That is to say, that the intent of the parties was that at the
end of the treaty they should see if all the purposes had bheen fulfilled,
and if they had not been fulfilled you could prolong it. But it
certainly seemed very strange that after only 11 months they would
know beforehand that the treaty had not accomplished its purposes.

Furthermore, when this treaty was voted it was voted by the
Haitian chambers with what we call an interpretation, and that
interpretation stated very clearly that the treaty could not be re-
newed until the end of the 10 vears, and provided the Haitian
Government was satisfied that there were suflicient reasons to prolong
it. This interpretation, of course, would not bind the American
Government, because it was not voted by your Senate, but it was
certainly binding upon the Haitian Government, since it had been
voted at the time of the treaty by the Haitian chambers,

Notwithstanding that they went ahead and they signed in 1917
the deed known as additional act to the treaty of 1916, which extends
that treaty for a period of 10 vears, and it is on the strength of
that document that the financial adviser is now functioning in Haiti.
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That document has been protested as being absolutely null by the
recent chambers, and for the following reasons. In the first place it
was made to a certain extent as an accessory of this proposed loan
of $30,000,000 which never materialized. 1In the second place that
additional act stated that it should be ratified by the established pro-
cedures of the two countries, and that ratifications thereof should be
exchanged between the two Governments.

The Cuairyvay. Were you sent here to testify by any authority
in Haiti?

Mr, Lecer, No, sir; I was not.

The Cuamryax. Yon are coming here as a private individual?

Mr., Leeer. As a private citizen, having at heart the welfare of
my country,

The Cuairaman. Who is paying your expenses?

Mr. Lecer. I am paying them myself, Senator.

The Chatkmas. Did you ask the Haitian Government for an ap-
pointment here?

Mr. Lrcer. No. sir; I did not. I did not. The Haitian Govern-
ment knows that I am coming here, but I have not been sent by the
Haitian Government. T have not come at their request. I have not
received any pay of any kind from them.

The Cuairman. It seems to me that we had better confine our-
selves to American loans, American finances, rather than to take up
the question of France and the loans in France. I do not think that
that is any of our business.

Mr. Lecer. Well, this is not a French loan. This is an American
loan I am coming to.

The Cuamryan, Well, you are coming to it, I know that, but I
wanted to know what authority you had.

Mr. Leaer. I have no ofticial authority of any kind.

The Cuamyax, That is all right. I haven’t anything more to
say. Just go on with the other. Although I think this hearing
ought to be confined to American finances,

Mr. Licer. Yes. Well, that is what I am coming to.

The CirairMan. Yes.

Mr. Lecer. I am just showing you how that loan was made. My
purpose is to establish that that loan was a political loan made by
the State Department, and I have to read you these documents to
show you that,

| The Cramryax. Well, I do not think there is any question about
that.

Mr. Lecer. I beg your pardon?

The Ciairman. I do not think there is any question hut what the
loan was made by the American Government; that is, I mean per-
haps made by the consent of the American Government, Now let
us confine ourselves to that.

Mr. Lrcer, Well, my point is not that it was made by the consent
of the American Government. My point is that it was made by the
will of the American Government.

The Cramyax, Well, put it any way you want to. Let us con-
fine ourselves to that.

Mr. Lecer. I am coming to it. May I proceed with this treaty?

The Caaryax. If it has anything to do with the loan,
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Mr. Lreer. It has, because it dominates the entire financial loan
made in 1922, The additional act. It dominates the entire financial
situation, as the loan was made between the United States bankers
and the Government of Haiti, by the State Department. It domi-
nates the entire situation.

As I stated, this additional act <should have heen, according to its
own terms, submitted to the established procedures of both countries
and ratified. Now that act was never published in any Haitian
paper, official or not, until 1922, It was never passed upon by any
Haitian chambers, and it was never ratified in any form or shape to
my knowledge. And to my knowledge it was never ratified either by
the United States Senate. No ratifications, consequently, have ever
been exchanged by the Governments. The only thing was a state-
ment that it had been ratified by the Constitution of 1918. ‘That was
a constitutional act voted by a plebiscite. But I do not sce how a
people could have ratified an act which they had no knowledge of.

This 1917 act, by virtue of which the American financial adviser
acts now, and which was invoked as a gnarantee of the loan mude in
1922, was never published in Haiti, and was not known to the
Haitian people until 1922,

After the 1917 act was signed Mr. Ruan went to the United States.
and it is apparent at that time that he negotiated or made efforts to
make that $30,000,000 loan. His efforts were unsuccessful. His ef-
forts were entirely unsuccessful. And the loan was not concluded.
In fact Haiti managed to get along without the loan.

But in 1919 another effort was made by the American Government
to get the Republie of Haiti to make another loan. A protocol was
signed on October 3. 1919, in execution of one of the articles of the
treaty, which said that the Governments would sign a protocol for
the liquidation of certain claims that were ontstanding against Haiti.
In that protocol it was stated that Haiti agreed to make a loan of
$40,000,000, to be made not later than two vears after the date of the
protocol. And the protocol which was rendered pnblic made abso-
lutely no mention of the 1917 additional act.

I will have to read the essential passage of the protocol to you.
article 4 of the protocol says:

In order to make possible the settlement of the awards rendered by the
claims commisison and the refunding of those obligations specifieally men-
tioned in Nos. 1, 2, 3, and 4 in Article ITT above, and otherwise to establish
the finances of Haiti on a firm and solid basis, the Republic of Haiti agrees to
issue, upon the terms and at a time to be fixed in accord with the financial
adviser, but not later than two years after the date of the signature of this
protocol a national loan of 40,000,000 dollars gold ($40,000.000) payable in 30
years by annual drawings at par, or by purchase helow par in the open
market,

Then article 8 gives this first mortgage on our revenues as guar-
antee of the loan. But there is a clause which is a very import-
ant clause in this protocol, which says: :

It is clearly understood that this protocol does not in fact or by implication
extend the provisions of the treaty of September 16, 1915, hereinbefore
mentioned.

Now, this protocol is the only document that the Haitian people
knew at that time. They had no knowledge of the existence of the
additional treaty of 1917, and consequently——

The CHairMaN. You mean of 19157
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Mr. Lecer. No. I am talking about that additional act that was
signed in 1917 extending the treaty. This protocol of 1919 makes no
mention of that but states very clearly that this protocol—

does not in fact or by implicution extend the provisions of the treaty of Sep-
tember 16, 1915, hereinbefore mentioned.

And it goes on to say:

It is agreed that the payment of interest and the amortization of this loan
will constitute a first charge upon all the internal revenues of Haiti, and a sec-
ond charge upon the customs revennes of Haiti next in order, until the expiva-
tion of the treaty of Scptember 16, 1915, after payment of salaries, nllowances,
and expenses of the generul receiver, and the financinl adviser and tieir
assistants; and it is further agreed that the control by an officer or officers duly
appointed by the President of Huiti, upon nomination by the President of the
United States, of the collection and allocation of the hypothecated revenues,
will be provided for during the life of the loan after the expiration of the
aforesaid treaty * * %,

So that for all Haitians who read this thing it meant clearly that,
if this loan of $40,000,000 was made, as long as the financial adviser
and the receiver general remained, in virtue of the treaty they were
to control the revenues and apply them first to the payment of that
loan, but that at the expiration of the treaty there was to be only
an officer appointed whose ole duty would {)e to see that suflicient
funds would be allocated in order to meet the payments; but there
was never any intention of continuing the treaty or the financial
adviser after the expiration of the treaty of 191G,

1 want to make t}lis point very clear, hecause it is the whole con-
troversy that is existing now between the Haitian Government and
the United States, who claim that in virtue of the loan they have
the right to continue the financial adviser until everv cent is paid.

We then at that moment had as financial adviser Mr. MacIlhenny.
When conditions had gotten so bad between Mr. Ruan and the Gov-
ernment that it was impossible to do business with him, he had
stopped salaries and gotten into fight after fight; finally the United
States Giovernment recalled Mr, Ruan.

The Cuairarax. What vear was that in?

Mr. Lecer. Late in 1918, And the Sccretary of State of Haiti
requested the American Government, if they had to do these things
that they send a financial adviser who could talk French, because
it was essential for him to carry on the business of the Haitian
Government, and they requested that the State Department before
making the nomination should confer with the Haitian Government
s0 we would know whom we were going to have and what were the
qualifications of the financial expert. We had had Mr. Ruan, who
was a Navy clerk, who had scant knowledge of financial conditions.
It was a wise move on the part of the Haitian Government to re-
quest this, No answer was made by the State Department, but they
sent down Mr. John Macllhenny as the financial adviser. We have
never had any specific information as to what were his qualifications
as a financial expert, and it was our understanding that he had
manufactured some sort of sauce.

Senator Kixne. What?

Mr. Lrcer. It was our understanding that he had manufactured
some kind of sauce beforc he had been appointed as financial ad-
viser. He was occupying the position of the president of the Civil

92028-—32—pT 4106
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Service Commission when he was taken out of that job aud sent to
Haiti. So here we had another man coming down here who ap-
parently, to the best of our knowledge, had no apparent qualifica-
tions of any kird, finuncial qualifications. And this was the man
that was given full control, full sway over the Haitian finances, and
who was going to make that $40,000,000 loan.

Senator Jornsox. When was he sent?

Mr. Lecer. He was sent in 1919. He had some very sorry experi-
ences with Mr. MacIlhenny. He first came down there, and after
the protocol was signed he went up to the States to make that $40,-
000,000 loan, and he could not get any loan. And on Januar)’ 8, 1920,
came a letter from him proposing that instead of making a $43,000.-
000 loan we should make a $25,000,000 short-term loan, to be guar-
anteed by $3,000,000 collateral notes bearing 6 per cent interest over
a period of 80 vears; Pressure was brought upon the Haitian Gov-
ernment, and they authorized MacIlhenny to make that %25,000,000
loan. He went back to the States, and he could not make that loan.

In November, 1920, he came back and made another proposal that
we should this time borrow $15,000,000 short-term loans at 714 per
cent, with $25,000,000 collateral long-term notes as security. This
time the Haitian Government put its back to the wall and said,
“ We will not borrow $15,000,000. We do not need $15,000,000. And
if you insist upon making a loan we will make a counterproject.”
And they made a counterproi‘ect to MacIlhenny, saying, “ We will
only borrow $11,000,000, with $15,000,000 long-term notes as col-
lateral.” But the Haitian Government made the point and said:
“If we make this short-termn loan of $11,000,000, and guarantee it by
$15,000,000 long-term notes, what about the difference if the $15,000,
000 of notes are sold? We will just receive the $11,000,000, but who
will get eventually the $4,000,000 difference between the $11,000,000
and the $15,000,000%” We have never got any answer upon that

oint from the financial adviser. However, there was a memorandum
rom the State Department accepting that proposition of the Haitian
Government, and stressing the point that it was very urgent that
that loan should be made immediately, I will read you the memo-
randum later.
. The financial adviser went back, and he never was able to get that
oan.

Then the Haitian Government really started the fight to get rid
.of that loan.

The Cuamrman. To what?

Mr. Lecer, Then the Haitian Government really started the fight
to get rid of that loan. They had come to the conclusion that it
was a bad thing for the country. And they did everything they
could on God’s earth to stop that loan being made. They raised the

oint that the loan could not be made under the protocol any more,
Eecause that protocol had foreseen that the loan should be made two
years after its date. Not later than two years.

Senator Kina. Not later than two years?

Mr. Lecer. Not later than two years. And the protocol having
been made on Qctober 8, 1919, naturally on October 3, 1921, the two
vears were over. They had at least 10 or 15 exchanges of notes
trying to get away from that protocol and that loan, and the State
Department every time came back and said, “ We do not consider
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+ that your arguments are worth "—I do not know how to express
that—not to use a strong word—they did not consider that our
arguments had any value, you see. “And we insist upon the protocol
as being valid.”

On November 3, 1921, the .State Department submitted another
roject, this time for a loan of $14,000,000. And they submitted
or the first time two concrete proposals. One was by the National

City Bank and one was by the Speyer-Blair Syndicate. The Na-
tional City Bank loan was a loan of 8 per cent, and the Speyer-
Blair loan was a loan of about 8 per cent.

The Haitian Government refused to consider these loans, statin
that in their opinion there was a question of the protocol that shoulﬁ
be threshed out. That if any loan should be made there should be
a new protocol.

There is a letter of January 18, 1922, from the chargé d’affuires,
which is a typical letter, a very short one, that I would like to read
for the record just to show you how these things were handled.
Here is the letter in answer to the memorandum by which the Haitian
Government stated that they considered that the protocol was not
in force. Here is the only answer we got from the American
Government :

LrGATION 0OF THE UNITED STATES OF AMERICA,
January 18, 1922,

Mr., Misister: In reply to the memorandum of your excellency’s Govern-
ment under date of December 30, 1921, I am instructed by the Department of
State to inform your excelleney's Government that the Department of State
can not take into consideration any suggestion questioning the validity of
the protocol which my Government considers to be in full force and effect, and
must stand upon its suggestion that authorization be sent to the financial
adviser to undertake formal negotiations for a loan.

Senator KiNa. Who was the chargé? .

Mr. Lecer. That was Curtis C. Jordan, American chargé d’af-
faires, So here you have a very curt note from the American
chargé d’affairs replying, by authority of the Department of State,
stating that the Government of the United States stands upon its
suggestion that authorization be sent to the financial adviser to un-
derteke formal negotiations for a loan. That is no longer a sug-
gestion. It is an order. .

The Haitian Government wrote back and stated that they might
consider accepting the protocol providing certain modifications were
put in the loan law, and on January 28, 1922, the same chargé d’
affaires wrote back this letter:

LEGATION OF THE UNITED STATES OF AMERICA,
January 28, 1922,

Mr, Min1sTER: In a note dated January 19, instant, your excellency informed
me that your excellency’s Government is disposed to authorize the financial
adviser to enter into formal negotiations for a loan of the nature of the
proposition of Messers. Lee Higginson & Co. with certain modifications that
are indicated in its memorandum of December 30,

I have the honor to inform your excellency that I communicated this note to
my Government and in reply I am instructed to state to your excellency’s Gov-
ernment that the Department of Suate does not discover in thix note any
departure from the position taken by your excellency’s Government in its memo-
randum of December 30, last.

I am further instructed to state that a loan negotiated by the financial ndviser
oh any hasis not recognizing the protocol as being in full force and effect would
not recvive the sanction of my Government under the treaty.
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Well, notwithstanding that pressure the Haitian Government still
refused to make that loan. "‘hey played for time; they discussed
about the protocol, and finally it got to the point where the year
1922 arrived without any loan having been made.

Now in 1922 the end of the presidential term of President Dar-
tiguenave arrived, and there was consequently a new presidential
election to be held. Very great pressure was brought upon President
Dartiguenave. Of course the records do not show it, but it is matter
of current knowledge in Haiti that President Dartiguenave could
have been elected if he had promised to make that loan. President
Dartiguenave refused to take any engagement concerning that loan,
and consequently General Russell, who had come down as American
high commissioner, withdrew his support from him, and President
Dartiguenave fell out of the picture. Mr. Borno. who was the man
who signed the convention of 1915 and who is also the man who
signed the additional act of 1917 extending that treaty for 10 years,
was elected as President of Haiti.

Senator Kixg. By whom?

Mr, Lecer. By the Council of State. And the Council of State,
as I have already told you, was under the full domination of the
Americans, because they held their job only by virtue of the will of
the high commissioner. So that practically it can be said that he
was elected by the Council of State and by the Ameriean Gov-
ernment.

Furthermore, it developed that Mr. Borno. under the Haitian
Constitution, was not eligible, because he was born of a French
father, and there is no doubt in any Haitian’s mind that that thing
was held over his head as a club by the .American high commis-
sioner. And the bargain that was made was that if Borno did
not undertake to do what he was told, especially as regards the
l(%uiu_l, hte would not be recognized as the President of the Republic
of Haiti.

Mr. Borno undertook to do what he was told, and he was ack-
nowledged as President of the Republic of Haiti. He was inducted
into office on May 15, and on June 1, that is, 15 days after, only, he
published a long memorandum stating that the loan had practically

een agreed to already by the government; that his government felt
obliged to carry on the obligations, and that it was a good thing
for the country, and that they were going to proceed with that
oan.

On June 3 «r 4—1I do not know which—the American high com-
missioner submitted a memorandum to the Haitian Government em-
bodying a project of law which was to be voted by the Council of
State authorizing that loan, and on June 22, less than a month after
Mr. Borno took office, that law was voted authorizing a total loan
of $40,000,000, to be issued in series as the financial adviser was to
see fit. That 1s how that law of 1922 was voted.

Up to then there had been three offers made by bankers in the
United States. One had been the Speyer-Blair Syndicate, one h.4d
been the National City Bank, and the third had been Lee-Higgin-
son. And the State Department had always stated that in their
opinion the Lee-Higginson project was the best project, and should
have been accepted.
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But once this loan was voted there was a prospectus put out
and in that prospectus for the first time came up that question of
the additional act of 1917. That is when it was brought out. And
it was stated that this loan would be made by virtue of the treaty,
having as guarantee of the treaty the protocol of 1919 and the addi-
tional act of 1917, That is really when the Haitian people got to
know that that act existed; an act which had never been ratified.

Anyway, the prospectus was gotten out, and whether.there were
several sealed bids or not, I do not know. But what I do know is
that the National Clity Bank got the loan. They got it on the basis
of an offer of 92 and a fraction. In other words, for a $16.000.000
loan the Haitian Government got $14,700,000. Which brings the loan
to over 30 vears to vield an interest of approximately 7 per cent
and a fraction.

That loan was supposed to be used primarily to reimburse the
French loans, Then to pay of certain debts of the Republic. And
was supposed to be used for constructive purposes. And the State
Department had consistently urged upon the Haitian Government
that one of the main reasons that this loan should be made was
that it would enable the Republic of Haiti to remove or reduce
considerably the very high export duty on coffee.

There is a memorandum of the State Department that insists
particularly on this clause, and certainly it was one of the considera-
tions that urged to a certain degree the Haitian Government to
accede to the suggestions and to the pressure of the American
Government.

I will read you that memorandum if you will allow me to do so,
or that part of it anyway.

It must be said, before I read this thing, that in 1920 the commer-
cial situation in Haiti was very bad. Coffee prices had dropped
considerably. and the Haitian Government made a desperate effort
to relieve temporarily the situation by reducing even for a short
period the export duty on coffee so as to enable the Haitian peasant
to get a better price on their coffee. They made repeated efforts to
do that. But the American (Government constantly refused, and
they used as argument that if—here is one of the arguments they
used, in a letter from the Legation of the United States, on January
4, 1921, in which they said:

The Department states that the continuanee of the present export duty on
coffee is the prime factor upon which the loan for Haiti is to he computed.
Therefore, to diminish this duty temporarily would necessarily militate ma-
terinlly against the success of the negotiations for such a loan which are now
in progress, and the achievement of which my Government considers of vital
importance for the establishment of the finances of Haiti on a firm and solid
basist.“ns well as for the proper and efficient economic development of the
country,

So that the American Government said “ We will not allow you
to remove that export duty, because we want you to use that as a
guarantee for the loan.” But it was also said that when the loan
was made it would enable us to reduce the export duty. And in
this connection here is a passage from a memorandum dated Novem-
ber 3, 1921, from the American chargé d’ affaires, which begins this
way:

During the time which has elapsed since the receipt by the Department of
State of the memorandum of the Haitlan Government dated November 12,
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1920, in which the Government of Haiti advised the Governmeut of the United
States of the conditions under which it was willing to authorize the flotation
of a loan for the Haitian Government in the United States, the Government
of the United States, in spite of the obstacles interposed, has not been unmind-
ful of its treaty obligation to assist the Haitian Government in the realiza-
tion of this desire and has continued its efforts to interest American bankers
in a loan for Haiti.

Then it goes on to say:

The department feels certain that the Haitian Government is still of the
opinion that a loan is a necessity for the welfare of Haiti—

Mind the term.

The depurtment feels certain that the Haitian Covernment is still of the
opinion * * %

Well the Haitian Government was not very certain about that.
[Continuing reading:]

The departinent feels certain that the Haitinn Government is still of the

opinion that a loan is a necessity for the welfare of Haiti for the following
rensons

And it gives two or three reasons. And it says:

Finally, but most important of all for the welfare of Haiti, the oppor-
tunity the loan will present to remove at an early date all export taxes on
the nroducts of the soil which have heen referred to. -~

And it continues:

It is therefore earnestly hoped and urgently recommended by the Govern-
ment of the United States that, after due cousideration has been given to
the above tentative loan offers, concerning which further details will be
given il requested, the Haitian Government will cause no further delay to
occur in transmitting to the Financial Adviser of Haitl, now in Washington,
she*nefessary full powers in order that he may initiate formal negotiations

Now every time we have a communication with the State De-
partment it is that urgent demand for negotiation of a loan. And
the reason it gives was that not only we wounld pay off our French
frane loan but we would get rid of our export duty on coffee. That
loan was made in 1922, and there was still no reduction in coffee
duty. There has been no reduction in the duty on coffee.

Well, as I was saying, that loan was made in 1922, and went to
the National City Bank. The amount of profit made by the National
City Bank has been testified to here, I understand, by Mr. Mitchell
and was a gross profit of $444,000, giving, I think, a spread of
four points, whatever it was,

Then right again here we have an unfortunate experience with
the financial adviser. I am not impugning his good faith, but it is a
fact that every time the financial adviser in Haiti had made a trans-
action outside of the few collections of taxes for Haiti, the trans-
action has been unfortunate for the Republic of Haiti.

In 1919, when Mr. MacIlhenny was financial adviser, authoriza-
tion was given to him to convert a sum of $3.000,000 which we had
on deposit, into francs, and he was told to use his judgment as to the
best rate and best time possible to make that conversion. Mr. Mac-
Ilhenny made that conversion and gave no notice of it to the Haitian
Government. They only knew that the transaction had been made.
They got notice of it through the French newspapers. He was
financial adviser, and he had such power that he took our money,
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our $3,000,000, and converted it into francs, and gave no notice to
the Haitian Government. And they made a cmnp!l,uint, saving that
they had learned of it through the IFrench newspapers. That trans-
action, it turned out later, was made on a certain date on which the
rate was 9 francs for a dollar,-and about 10 or 15 days later it
showed that the france had gone down to 17 or 18 franes to the dollar.
So that we made a loss of several million francs on that transaction,
The transaction was made through the National City Bank.
Whether they made a profit on it or whether they did not is a thing
I can not testify about, because I have no evidence, but everybody in
Haiti has the impression that there was a big profit made on it by
somebody.

In 1922 the same thing happens again. In 1922 there is a por-
tion of approximately $6,000,009 to $7.000,000 of that loan which
was affected by the payment of the French loan. The financial
adviser converted that at the rate of 12 francs to the dollar. And
shortly afterwards the bottom fell out of the franec, and it went
way down. So there again the Haitian people took another and a
very severe loss. If we had kept that money in gold we would have
gained more. But not only did we take that loss, but we got into
a controversy due to the fact that no negotiations had been initiated
with the French Government or with the bondholders as to how that
French loan was to be paid. And I understand that about twenty-
five millions of these bonds are still outstanding.

Senator Kixe, 25,000,000 franes?

Mr, Lreer. 25,000,000 francs; yes, sir.

Now, after the loan of 1922 was made there was a report by Mr,
De Larue, I think made in 1930, which states that practically a
very small part of that 1922 loan was used for constructive pur-
poses. It was used to pay off debts, and part of it to settle French
debts, but a very small part of that loan went into constructive
purposes and for new enterprises in Haiti.

Then in 1925 they made a second loan with the National City
Bank, 'That was to settle the obligations of the National Railroad
Co. The National Railroad Co. is a company that has been operat-
ing in Haiti under a charter granted to it way back by one of the
Haitian governments, under which the Haitian Government under-
took to guarantee the interest on a certain amount of their outstand-
ing bonds. I think it was around $3,400,000. And we guaranteed
the interest on that.

Well, in fact the railroad has been a failure from the beginning to
the end, and we were in arrears on the guarantee of interest. And
when the financial adviser came in and they stopped making pay-
ments on all our debts, naturally they did on the lbonds of the Na-
tional Railroad, too. So that in 1922-23 these bonds had dropped
to a ridiculously low sum on the French market. They were quot-
ing around 60 francs for a 500 obligation. And if you take into ac-
count that the franc itself was very low, the entire 1ssue of these en-
tire things could have been paid back at a ridiculously small price
and a great saving could have been made for the Republic of Haiti.
In spite of that the only person who got the benefit of the transac-
tions, so far as I can make out, was the National City Bank. Instead
of the Haitian Government making a substantial saving, the National
City Bank made a profit on it—I have no evidence of it, but it has



2156 SALE OF FORFIGN BONDS OR SECURITIES

been stated as being two or three million dollars. In the book = Qc-
cupied Haiti  Mr. Douglas speaks concerning that.

Here is how the thing works. The Government of Haiti, having
as fiscal ngent the National City Bank, undertook to exchange these
obligations of the railroad by direct obligations of the Haitian Gov-
ernment on the basis of $72 for every $96 nominal value of the out-
standing bonds, and an issue of a loan was voted of $2,660,000 to be
exchanged against the outstanding bonds of the National Railroad.
And in addition to that I think the sum of approximately $2,000,000
was paid as past interest in cash. Now it is quite certain that the
National City Bank bought up almost all those bonds on the French
market at a very low rate, and they got the interest which was paid
in cash, and they got the $2,660,000 worth of bonds. So that they
made a very enormous profit on that transaction, which could have
been saved for the Haitian Government. undoubtedly.

Furthermore, in the statement made by Mr, Mitchell there is an-
other transaction that we Haitians do not exactly know what it
means. He is giving this statement of the loans and issues that were
made by his bank.

Senator Kina. Referving to Mr. Mitchell’s statement before this
committee !

Mr. Leaer. FExactly., And you see he figures two loans made for
account of Haiti by his bank. One of them is the October 9, 1922,
loan of $16,000.000 which I have talked about. The other loan 1
just talked about of $2,660,000, was not a loan precisely, because it
was just an exchange of obligations. But he mentions also another
loan of $1,743,000 on which his bank got an enormous spread, a
spread of 15 points. Now we do not know exuactly what that trans-
action means. In the contract it was stated that the Haitian Gov
ernment

Senator Jonuxsox. What date was that?

Mr. Lrcer. That is June 30, 1925. Evidently there has been some
transaction made by the Nattonal City Bank around the National
Railroad in which they have made an enormous profit. Now what
the transaction is we can not know exactly. 'The Government of
Haiti had agreed that it would put up $1,740,000 new money for
construction purposes of the National Railroad. But as the construe-
tion work has not been carried out it is not to my knowledge that
that issue hus been made,

Senator JonxsoN, Do you mean to say that nobody connected
with the Government, so far as you ave aware, knew anything about
this particular transaction until the record here was produced?

Mr. Lecer, I would not want to make a statement as strong as
that, Senatov, because my information on that point is not very
strong. I, personally, as a private citizen, knew nothing about it.
To my knowledge there are now outstanding only three Haitian
loans. In the report of the financial adviser, which is an official
document, there is a mention made of only three Haitian loans.

Senator JoixsoN. Are you able to say whether or not anythin%
in relation to that particular loan appears in any official document

Mr. Lecer. I have never seen it. In the latest report of the finan-
cial adviser, dated November 30, 1931, all he mentions of the out-
standing loans are Series A, B, and C, but he does not make any
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'x;wntion of this. What this transaction exactly calls for I do not
now.

Senator Jounson. Sinee yon have seen it have yon made any in-
quiry concerning it?

Mr. Lecer. T have.

Senator Jonxsox. Have you made any inguiry of the Haitian
ofticials?

Mr. Lecer. I have talked with our minister, here, Mr. Bellegarde,
and he does not seem to know anything about it cither. I have
talked unofficially with one of the officials of the Department of
State—I would not like the name quoted—who is handling Haitian
affairs, and he seems to think that it is through a mistake of the
National City Bank that that was put in. Ie seems to think that
it was not a_loan made to the Republic of Haiti, but that the Na-
tional City Bank knowing that bonds were going to be ﬁaid by
the Haitian Government on exchange, went on the market and
bought bonds from French bondholders, and it was just a big profit
made by the Bank. But the way it has come here it has come under
the form of a loan made, the date of issue, date it was bought. date
it was sold out, the spread and the profit made. I can not under-
stand it. DBut the on?y thing that is clear is that there again the
National City Bauk has made, to the detriment of the Republic of
Haiti, a very strong profit.

These loans having been made under direct pressure of the
American Government, the American Government has now taken
the position that financial control of Haiti through the form of
the financial adviser, must continue until every cent of that loan is
repaid. And that is where the political aspect of this loan comes in.

Senator Jouxson. Has that position been taken officially or in
writing?

Mr. Lecer. It has been taken officially, Senator.

Senator JounsoN. When?

Mr. Lrecer. 1 understand that President Hoover in his message
to Congress made a statement to that effect that was very clear. And
a statement against which the Secretary of State of Haiti protested
to the American Legation in an official letter. And in a recent contro-
versy which has just developed in Haiti—I have newspapers concern-
ing it—the financial adviser has now taken the position that his
office is functioning by virtue of the treaty and by the loan. So that
he is now taking the position, and it is a position evidently suggested
to him by the State Department. that his oftice functions not only by
virtue of the treaty, but also by virtne of the loan. He has stated
that. and the Minister of Finance has protested. of course, very ener-
getically against that.

Senator Jouxson. Have you examined the terms of the loan agree-
ments?

Mr. Lecer. Yes, sir.

Scnator Jouxson. Do they not refer to the protocol and say that
they are executed pursuant to the protocol?

Mr. Lecer. They say that they are executed pursuant to the pro-
tocol, but the protocol does not foresee that the financial adviser is
going to stay in oftice. The protocol, on the contrary. foresees the
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end of the treaty and states that at that time the President of Haiti
will appoint an officer—here are the very terms of it:

It is further agreed that the control by an officer or officers duly appointed
by the President of Haiti, upon nomination by the President of the United
States, of the collection and allocation of the hypothecated revenues will be
provided for during the life of the loan after the expiration of the aforesaid

treaty.

We recognize that we have assumed the obligation, although it was
under constant pressure, to accept a fiscal agent or fiscal controller
as regards the allocation of necessary funds to meet the loans and the
sinking fund. But we certainly have never expeeted that the finan-
cial adviser’s office will extend after the loan. The fiscal agent and
the financial adviser are two different things. .

Senator JouxsoN. Do you recall the language in that regard?

Mr. Lecer. The loans themselves refer to the protocol.  You see
this is the language that governs the contract.

Senator Kina, That is to say, there is nothing in the bonds which
have been issued which indicates or claims that the Government of
the United States shall maintain the financial adviser there until
1956, the date of the maturity of those bonds?

Mr. Lrcer. Absolutely nothing., And there was never any ques-
tion of that. When the Forbes commission was down there there
was absolutely no question about that.  On the contrary, only a
question of liquidating this thing. And when the Haitianization
started they first got the public works into Haitian hands, and on
October 21, 1931, the Secretary of Foreign Affairs of Haiti pre-
sented a complete memorandum to the American Legation stating
that in view of this Haitianization, and in view of the relations
that went before between the two (Governments, he wonld suggest
that they put in effect immediately the fiscal agent alluded to in
this protocol, and he has proposed that they give full powers to
collect the revenues of every source possible of the Republic of Haiti
to the Banque National; that the Banque National will be author-
ized out of the revenues collected to lay aside first all sums necessary
for the sinking fund and for payment of interest on the loan. That
it is only after these sums have been set aside by the Banque
National that the surplus will be turned over to the Haitian
Government.

He has gone further. He has offered that the President of
Haiti will appoint, upon designation by the President of the United
States, an officer to be controller. and to have two assistants, and that
he is to have a reasonable staff. to be paid by the Haitian (iovern-
ment, and these officers to remain and function until every cent of
the loan is paid off. And their function will be to control the opera-
tions of the bank, and to see to it that the funds are allocated and
put aside for the payment of the sinking fund and the interest on
the loan.

He has further stated that before doing that the Haitian Govern-
ment will undertake to keep the actual Haitians in the service of
the Bureau de Contribution already familiar with the collections,
as they are now in office, and that the Haitian Government would
also undertake to keep the preferred rank to the payment of the
constabulary, which comes immediately after the loan, you see. so
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there would be no danger of the police force going to pieces until
the loan has been paid.

That proposition has been lying before the State Department
since October 1, 1931, and to-my knowledge there has been no reply
made yet, except this message to Congress stating that the financial
control must be kept until every cent is paid. And against that
the Haitian Government has protested very energetically.

Senator Kixg. Just for my own information, what are the func-
tions of the bank in Haiti?

Mr. Lecer. The bank has a contract which authorizes it to effect
all collections and make all payments for account of the Haitian
Government. ‘They get a small percentage of the collections. And
they have the right to issue currency.

Senator Kinc. It is a bank of issue?

Mr. Lreer. It is a bank of issue.

Senator King. Who owns the stock?

My, Lrcer. It is a subsidiary of the National City Bank. The
Haitian country is a territory of the National City Bank. You have
got to get that clear in mind.

Senator Kixg. It controls your bank, which is a bank of issue?

Mr. Lecer. Yes. Collecting, It is our fiscal agent. Made our
loan, and made all the arrangements that were to be made. There
is no bank that has got such a hold on the life of Haiti as the
National City Bank.

Senator Kixe. You have no voice in it?

Mr. Lrcer. Noj the only thing that the Haitian Government has
is we have what they call a_commissar, but his work is to check up
the business that is done. But he has no influence on the bank of
any kind.

Senator Kixe. A sort of a bookkeeper?

Mr. Lecer., He is a sort of a controller. For accounting operation.
But he has no influence on the bank of any kind.

The CaamrMaN. Was there anything else that you wanted to say?
It is now 12 o’cleck.

Mr. Lrcer. I wanted to make it very clear, Senator. that, as I
said before, the Haitian people feel that that loan that has been
put upon them is a purely political loan made by the Government
of the United States mainly for the purpose of maintaining polit-
ical control over Haiti. And that that loan is now being used for
that purpose. We have every rvespect for the American Nation,
but the Haitian people will not accept that. Theyv are absolutely
determined—we may have our little quarrels among ourselves in
local politics, but as to this matter they are united. They are
willing to make every undertaking that is necessary to guarantee
that that loan will be paid. They have always mi«?' their debts in
the past, and they are going to keep on undertaking it. But they
will not stand for financial and political control of their country
until 1953 just to satisfy a group of New York bankers.

There is a controversy going on between the two Governments
now on that point. The situation which exists, if it is to continue,
is bound to lead to trouble, because the financial adviser is taking
the position that he is there in virtue of the loan—not only in virtue
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of the treaty, but in virtue of the loan. And he eventually will
want to continue dictating Haitian policies.

Now we have Haitain deputies, a Haitian Congress, and a Haitain
Senate. They are going to want, as it is their absolute right, to
do what they think is the right thing for the country. To vote such
laws as they see fit. It is unpossible that they do not come sooner
or later into open conflict with the financial adviser. "The Minister
of Finances, who has his own duties to do under the constitntion,
who is bound by the laws voted by the chambers, he is bound sooner
or later to get into open conflict with the financial adviser.

That is why we think that the only solution in conformity with
the suggestion that has been made by the Forbes Commission. is
that the nations get together and work out a reasonable plan for the
liquidation of this-financial adviser's office, leaving full guarantees
for the bondholders for their money. We are willing to give every
guarantee on God’s earth that can be needed, but we want to do away
with that financial adviser’s office as it now functions.

And I wish to add, because it is fair, that when I make that state-
ment there is no personal animus in Haiti against the present finan-
cial adviser. I think it is fair to him to state that he is one of the
hest men we have had down there for some time. He is not trying
to ride over the Haitian Government and impose his views. But,
by the very nature of his function, he is brought into controvery with
the Haitian Government. They had a row over the last budget, and
they are now having a very acid exchange of notes over the next
budget for the coming year. So that is a solution, that is a point
I wanted to make before the committee.

I would bring out another point, though. if vou would permit.
It might be thought that since the Forbes Commission and the Hai-
tianization that the financial adviser would not still be looking to the
State Department but would consider himself more of a Haitian
functionary. That is not the situation. The financial adviser still
considers himself as an American officer appointed by the American
Government. T can illustrate that by one example.

There was a controversy came up between his office and the Royal
Bank of Canada. The financial adviser's office claim that the Royal
Bank of Canada had omitted paving a tax of $400 in stamps, and
the Royal Bank of Canada claimed that they had complied with the
law. When the thing came up, fearing that they would have trouble,
they took it up with the Haitian Government and submitted a memo-
randum, and the Haitian Government, after examining the question,
judged that the Royval Bank of Canada had complied with the law
and was not subject to any fine. The financial adviser notified the
Haitian Government that he was about to put a fine of three hundred
thousand and some dollars against the Royal Bank of Canada, and
was instructed not to do it because the Haitian Government was of
the opinion that the Royal Bank of Canada was within the law.
Well, notwithstanding the formal instructions of the Haitian Gov-
gzr(;(r)nent, that order was issued. Over $300,000 fine for a matter of

Naturally the Royal Bank of Canada went to its legation. The
legation made a strong protest to the Government, saying that if
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this thing was to go on the only thing to do was to close its bank
and go out. The Government wrote to the Bank of Canada that it
had been done without their approval and without their sanction,
and a letter was written to the financial adviser, and the letter that
he writes back is typical of ‘the relations. He writes back to the
Secretary of State of Finances the following letter:

SECRETARY OF STATE OF FINANCES:

Mr, SECREFARY oF StateE: I have just received your letter of December
4. 1931, No. S8-94, relating to the issuing of a hordereau against the Royal
Bank of Canada for violation of the law on stamps.

In view of the fact that the Haitiun Government is opposed to the action
of the administration of the contributions in the present cuse, I have no other
alternative but to submit ofticiully the question to the American Legation in
order to receive the instructions of the American Government.

Accept, My, Secretary of State, the assurance of my distinguished con-
sideration,

S, ok La Rug,

So that for a purely local thing, considering the application
of a tax in which he does not agree with the Haitian Government,
he comes right back and tells us that he is going to get instructions
from the American Government. So I think that it clearly shows
that even to-day the financial adviser is looking for his instructions
not from his own authority, not from the Haitian (Government, but
directly to the State Department.

The Crammax, If there is nothing further, Mr. Leger, or if
there are no further questions from any of the Senators present.
that will be all.  The committee will adjourn.

(Thereupon. at 12 o'clock noon. Wednesday. February 10. 1932,
the hearing was conchuded and the committee adjourned.)

(Letter received by the chairman from the National Association
for the Advancement of Colored People:)

FEBRUARY §. 1932,
Hon, REED SMoo0T,
Chuairman Senate Finance Committee, United States Senate,
Washington, D. C.

My DEAR SENATOR SMooT: I have just wired you as follows:

“We have just learned that the Senate Finance Committee will reopen hear-
ings to permit representative of the Ilaitian people, M. George Leger, to testify.
May we urge upon the committee that it consider at the same time two memo-
randa from the National Associntion for the Advancement of Colored People
which express the wishes of 12000000 American Negroes and many fair-
minded American whites who are opposed to the throttling of Haiti by financial
interests, We heartily indorse M. Leger and wish to express the hope that as
i result of his testimony there will be strong recommendiations by the Senate
Finance Committee 1o end financial control by the American Government and
American financial interests of Haiti, and that sovereignty may be restored to
that ’{tepuhllc. Copies of our memoranda are heing forwarded to you by air
mail,

Inclosed are copies of the memoranda relative to the matter of loans forced
upon the Haitian people, which we trust will be considered cavefully by the
committee and made a part of the official hearings.

May we express our appreciation to you as chairman and to the other mem-
bers of the Senate Finance Committee for your courtesy in considering these
matters.,

sver sincerely,
WaLTER WHITE, Secrctury.
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MEMORANDUM TO THE COMMITTEE ON FINANCE oF THE UNITED STATES SENATE
SuBMITTED DECEMBER, 1931, BY THE NATIONAL ASSOCIATION FOR THE ADVANCE-
MENT OF CoLORED ProOPLE, 69 FIrTH AVENUE, NEwW YoBK CITY

HAITIAN LOANS IN THE UNITED STATES

The National Association for the Advancement of Colored People respect-
fully asks lesw2 to call the attention of your committee to the flotation and
the holding of louns made in this country in behalf of the Republic of Haiti,
constituting virtually the entire foreign debt of the country. We request that
your committee thoroughly investigaute this flnancing, particularly the part
played by the National City Bank, and the use of armed forces of the United
States to enforce the provisions of treaty extensions and finaneinl supervision
governing this financing, over the protests of an unwilling neighboring republie,

In his message to Congress of December 10, 1931, the President noted that
“ investors have supplied capital desired by Haiti and that securities have been
issued to them on the faith and credit of the provisions” of a treaty between
this country and Haiti. * and the American financial control which it provided
during the life of the bonds."

It has been publicly charged that both the treaty and the loans in their
present form were forced upon the Republic of Haiti despite the protests of
the Haitian people.

THE TREATY

In the Information Service of the Foreign Policy Association, 18 East
Forty-first Street, New York, N. Y, Vulume V, Nos. 19-20, dated November
27-December 12, 1929, on page 349, it is stated that “American control over
Haiti, established through the convention of 1915, was maintaintd by the sup-
pression of the Haitian legislature and the adoption of a new constitution.
Moreover, the American authorities maintained a system of martial law and
provost courts in the country, whereby any Haitian challenging the authority
of the American occupation could be summarily tried. Finally, the Americau
authorities exercised control over the press.”

The ‘“convention’ of 1915 which was to run for 10 years, renewable upon
its expiration for another 10-year period, was extended within two years—
that is, in 1917-—for an additional 10-year period to run until 1936, This
extension was forced upon Haiti without the sanction of Congress or of any
constituted Haitlan Legislature,

The newly constituted Haitian Legislature in formal resolutions has repudi-
ated as void the illegal treaty and protocol extensions.

In October, 1919, a * protocol” was signed (p. 8369) in which Haiti agreed
to establish a claims commission and to contract within two years a national
loan not exceeding $40,000,000. The American customs receivership under the
protocol was to continue during the period of the loan, fixed at 30 years.

The Haitian Government opposed the contraction of a foreign loan as large
as that contemplated by the United States. It opposed the conversion of the
internal debt into foreign obligations. It asked, in a memorandum of Novem-
ber 22, 1920, that the protocol be amended. It later opposed the negotiation
of the loan by an American financial adviser, Mr. Mcllhenny, who had pre-
viously, in 1919, suspended payment of Haitlan salaries. In November, 1921,
the Haitian Government informed the United States that the 2-year period
appointed by the 1919 protocol for loan negotiations had come to an end, and
that the protocol had therefore lapsed. But the United States insisted that
this point be * walved.”

It is charged that the election of President Borno, in 1922, was procured
by the American authorities and it Is a fact that with his election the opposi-
tion of the Haitlan Government to demands of American authorities came to
an end. The Borne government transferred the National Bank of Haiti to
American interests—that is, the National City Bank and affiliates—and con-
tracted a foreign loan,



SALE OF FOREIGN BONDS OR SECURITIES 2163

THE LOAN

In the following two years three loans were contracted as follows:

Beries Ao et e $16, 000, 000
Series B. e e g e e e e 5, 000, 000
Series C

_________________________________________________________ 2, 660, 000

23, 669, 000

The serles A loan refunded the French debt. There was no demand on the
part of French holders of this loan for refunding. The Haitiun Government
wished to limit the amount of the entire loan to approximately $6,000,000, the
sum necessary to refund the French loan, but was obliged to convert its internal
debt into a foreign debt as well, Part of the holders (said to be ahout one-
haif) of the French loan accepted reimbursement in paper. The remainder ave
demanding reimbursement in gold. We are informed that it is being charged
that the National City Bank of New York holds 23,000,000 trancs of the French
loan of 1910. If these honds were to be reimbursed in gold, an enormous profit
would accrue to the present holders, at the expense of the Haitian people,

In the case of series C of the loan, this was *to liquidate the difficulties
with the Haitian National Railway,” of which the president was Mr. Roger
L. Farnham, a vice president of the National City Bank of New York, M,
Farnhum, when the road went into receivership in 1920, was appointed
receiver and his compensation from 1911 on was fixed at $100,000. Iaitian
railway bonds were exchanged for Haitian Government honds thereby con-
verting a contingent into an absolute obligation. The Haitian people are now
paying interest on obligations of a railrond which is said to be virtually
extinct,

Prof. Paul H, Douglas in Occupied Haiti (p. 46) stated that * It is not
denied by anyone that the National City Bank noy holds approximately 70
per cent of the railway bond issue.”

SUMMARY

Enough has been presented to your committee to indicate that in the case of
Haitian loans floated and held in the United States:

1. The treaty under which the loans were made was forced upon Haiti
and the extension of the protocol under which the loans were made, as well as
the treaty extension, were forced upon Haiti without ratification by any duly
constituted Haitian Legislature,

2. The armed forces of the United States have been employed to enforce
provisions of conventions and loan agreements accruing to the advantage of
private American banks, especially the National City Bank, rather than to the
benefit of the Haitian people.

3, It is charged that the proceeds of the Haitian loans were used in
Amcrican financial manipulations, and that by the admission of the American
financial adviser in his report for 1930, a comparatively small portion of the
funds obtained from the three bond issues has heen used for public works
or productive enterprises.

4, For the first time in history, so far as we know, a treaty between natlons
was extended, not by the treaty-making bodies,—namely, in the United States,
the President and the Senate—but by bankers dealing with themselves in
Haiti and operating through the United States Department of State,

NATIONAL ASSOCIATION FOR THF, ADVANCEMENT OF CoLORED PEOPLE,
New York, January 11, 1932,
Senator REED SMoor,
Chairman Finance Committee, United States Scnate,
Washington, D. C,
My DEeAr SEnATOR ‘SyMo0T: Supplementing its recent memorandum asking
an investigation by your committee of the imposition by force of loans upon
Haiti for the benefit of private hankers in the United States, the National
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Association for the Advancement of Colored People desives to call to your
uttention certain further facts,

On the Sth of January, 1932, in reply to criticisms from Senator Glass, the
Depurtment of State replied that “in fact it may be said no foreign loan ever
has been made which purported to have the approval of the American Govern-
ment as to the intrinsic value of the loan,” ‘'f'his declaration of the Depart-
ment of State seens to be n divect contradiction with the implied and expressed
conditions governing the Haitian loan of 1922, floated in this country. Of this
Toan, Prestdent Hoover, in his message of December 10, 1931, said * 'The aecord
makes appropriate provision for the continuance of adequate financial control
and assistance on the part of our Government. “The liberty of action, hoth of
the Government of the United States and the Government of Haiti with respect
to questions of financinl administration. i, of course, limited. In this con-
nection it must be horne in mind that investors have supplied capital desired
by Haiti and that securfties have heen issued to them on the faith and credit
of the provisions of that treaty and the Amerviean control which it provided
during the life of the bonds” 'This statement ot the President acknowletges
that for the protection of purely private interests the United Ntates Govern-
ment has forced the independent Haitinn people to submit to financial and
political control, which is the absolute negation of its sovereignty,

As to the ussertion of the President that this loan was * desired by Haiti "
this is a misstatement of fact. ‘The loan of 1922 was imposed by the Depart-
ment of State through pressure upon an unwilling government in Haiti. Part
of the eventual loan of twenty-three millions were used to assume contested
obligations of un American-owned company, the National Rallways of Huiti.
On August 5, 1930, the Haitian Cnamber of Deputies voted a resolution inviting
the executives to inaugurate diseussions with the American Legation for the
eventual suppression of the tinancinl advisor and for his replucement by a
fiseal agent aunthorized by the loan contract of October 9, 1922, 'T'he Haitian
Government, in the latter part of Octoher, submitted to the American Lega-
tion a project for the cessation of the American financial dictatorship in Haiti
and a replacement by a fiscad ageney which would guarantee American holders
of the Haitian loan regular interest and amortization puyments,  The Depart-
ment of Ntate, up to the present, has beer silent on this subject.

President Hoover has been misinformed when he states that * securitios
have heen issued to them (investors) on the tfaith i eredit of the provisions
of that treaty and the American finarcind control which it provided during the
life of the bonds.” ‘The treaty of 1915, imposed by force on the Haitinn people,
was to expire in 1926, having been ratified in May, 1916, It was renewed in
1917 in view of u loan of thirty millions which the Ameriean Legation proposed
and which was ot made. This additional act wax an amplification of the
treaty of 1915. It therefore constituted @ new treaty which should have had
the legislative sanction of hoth countries, It did in fact engage the responsi-
bility of the United States Government in placing the oblization on the Presi-
dent of the United States to name an American official, namely, the fiseal agent,
at a foreign government to supervise private interests,  Such a clause vhould
huve been submitted to the Senate under articie 2, section 2, paragraph 2 of
the Constitution of the United States, the more xo ax this clause established
a new and important innovation in American fereign poliey, namely, the direct
purticipution of the Government of the United Ntates in the conclusion of
foreign loans mude by private bankers, This clause was not sanctioned by the
Setite of the United States nor by the Haitian legislative chambers. The
Haitian legislature, reconstiruted in 1930 after having been dissolved in 1917
by the American occupation, declared in «wo rexolutions that thisx additional
clauxe wax null and void for lack of legislative sanction,

Even if this additional clauce had been valid, the office of the finaneial adviser
must have lapsed with the treaty in 1936. not to continue as the President
erroneously states * during the life of the honds,” that is, until 1952. On the
contrary. in the protocol of 1919 the two governments and the holders of the
obligations in the loan contracts especially foresaw the end of the treaty, and
in view of thix end provided for the organization of a control of receipts and
allocations in accordance with the pledges *“so as to asswre adequately the
amortization and all interest of the loan.”
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The Nationul Assoclation for the Advancement of Colored People desires
solemuly to call to the attention of the Finance Comnittee of the United States
Sennte that the dealings involved in the arbitrary acts committed upon a
neighboring und independent republic are a challenge to international law and
a violation of the rudimentury dictates of political morality. The National Asso-
ciation for the Advancement of Colored People believes it the duly of the mem-
bers of your committee to bring to light the facts in the situation and to see
to it thut public answer is made to the following questions:

(1) Did the Department of State take the initlative in proposing to the
Haitian Government a loan floated by private interests in the United States?
If it was the Haitian Government which proposed this loan, by what agent did
it express its * desire ”?

(2) What are the powers of the American financial adviser in Haiti under
the treaty of 1915? Who appoints him? From whom does he receive instruc-
tions?

(3) Who proposed the additional act of 1917? What conditions were
necessary to validate it?

(4) This net was to serve as a guarantee for a loan of $30,000,000. What
American capitalists demanded, according to the declaration of the financial
adviser, Allison T. Ruan, the renewal of the treaty of 19158 providing for milli-
tary occupation of the Haitian republic as a guarantee of this loan of
thirty millfons? Why was the lonn not made despite the additional act which
was to serve as accessory to it?

(5) Who proposed the protocol of Octoher 31, 1917, for the conclusion of
a loan of $40,000,0007?

(6) Who proposed on the 5th of November, 1920, a loan of twenty millions
and to what discussions did this proposal give rise between the Department
of State and the Haitian Government? Why was this loan not made?

(7) Who proposed the loan of October 9, 19227

(8) What part did the Department of State have in the choice of the per-
son charged with negotiating the loan in the United Stuates? Did the Haitian
Government nuike objection to the choice of this person, and did the Depart-
ment of State impose this person on the Haitian Government as negotiator
of the Haitian loan?

(9) What were the conditions of this loan?

(10) What has been the profit of the National City Bank in this operation?

(11) Were commissions paid to persons who participated in the negotiation
of the loan? Who are these persons? The New York Times of Junuary 9,
page 6, quotes Mr. Breck of the firm of J. & W. Seligman, repiving to a
question of Senator Johnson on the 8th of Junuary before the Senate Finance
Committee as saying, “ It is customary for South American governments to
entrust to svme local resident the responsibility of coming to New York to
see about loans.” Were there such people in the case of Haiti?

(12) On what conditions has the National City Bank custody of the funds
of the Haitian Government? In whose names are these funds deposited? Who
gives the orders for their use?

(13) What use was made of the funds realized through the flotation of the
three series of Haitian bonds, A, B, and C?

(14) What were the relations between Mr, Rogers Farnham, president of
the National Railways of Haiti, and the National City Bank at the time
when the loan was made?

(15) What is the situation of the National City Bank with regard to the
Natfonal Railways of Haiti? IHas it marketed the bonds of this company
in the United States, or does the National City Bank retain these honds?

(16) What is the respinsibility of the National City Bank in the operations
of the refunding of the Haitian foreign debt of 19107 1Is the National City
Bank involved in legal proceedings instituted at Paris by the holders of obliga-
tions of the 1910 Haitian loan who demand to be paid in gold francs refund
of their bonds having been imposed upon them? Does the National City Bank
holds bonds of this issue of 19107 If so, in what amount?

(17) What is the responsibility of the United States Government toward
Haitl in this question of the refunding of the French loan of Haiti?

(18) What responsibilities dees the Government of the United States assume
with regard to foreign powers and their relations with Haiti in virtue of the

92928—32—p1 4——-16
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absolute financial control exercised by tke United States Governmert over
Haiti? For example, the American financipl adviser has imposed a penalty
of $304,000 on the Royal Bank of Canada at Fort au Prince against swhich the
British Legation has protested to the Haitian Government. The Haitian Gov-
ernment replied that this imposition was not in conformity wita Haitian law.
The American financial adviser applied to the United Statcs Department of
State for instructions, Does this mean that the United Stutes Government is
directing the foreign relations of Haliti as it directr Haitian finances?

Finally, the National Assoclation for the Advancement of Colored People
learns that the Haitian Government, through its accredited minister, Abel Leger,
has offered to refund the entire amount of the loan of 1922 and to * repurchase ”
its freedom from the financial and military dictation fmposed upon it by force
of arms. We respectfully inquire of the Finance Committee of the United
States Senate whether their primary interest is in the loss of American investors
and whether they are willing to ignore the complete loss of independence to a
neighboring foreign power due to the financial operations initiated and backed
by the United States Department of State in the interest of private bankers.
We respectfully urge that unless the charges made against the United States
financial operations in the black Republic of Haiti are thoroughly investigated
imputations of the gravest international malfeasance against the United
States Government will continue to be made.

Respectfully submitted in behalf of the National Association for the Advance-
ment of Colored People,

WaALTER WHITE, Secretary.
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SECRETARY OF STATE'S LETTER RE HAITIAN LOANS

DEPARTMENT OF STATE,
Washington, February 1, 1932,
Hon. Reep S»oor,
Chairman Senate Committee on Finance,
United States Senate.

My Dear SENaTor Satoor: I have received a note dated Janua
29, 1932, from the Haitian minister to the United States, in whic
he makes reference to his note of January 15 on the subject of
Haitian financing in the United States. copy of this note, in
accordance with his request, was forwarded to you with my letter
of January 20.

The Haitian minister now informs me that Mr. Georges N. Léger,
a Haitian attorney, is coming to Washington, on the suggestion of
the Haitian minister, for the pur of testifying concerning the
conditions under which Haitian loans were floated in the United
States. The minister requests the Senate Finance Committee to
allow Mr, Léger to testify before the committee. T am therefore,
transmitting his request for the consideration of the Senate Finance
Committee. I inclose a copy of the minister’s letter, with a
translation.

Sincerely yours,
Hexry L. Stiysox.

(Translation}

LecatioN ofF THE RepusLic oF Harm,
Washington, January 29, 1932.
Hon. HeExry L. StipsoN,
Secretary of State, Washington, D. C.

MR, SECRETARY OF STATE : In continuation of my communication of
January 15 relative to the Senate investigation into the foreign
loans contracted in the United States, I have the honor to inform
ﬁ' ur excellency of the arrival in Washington, soon, of Mr. Georges

. Léger, a Haitian attorney.

My official position preventing me from appearing before the
Senate Finance Committee, Mr. ﬁéger has kindly consented, on my
suggestion, to come and testify on the conditions in which the
Haitian loans of 1922 and 1925 were placed in the United States.
He will be at Washington Monday evening, February 1.

I will appreciate it if the Senate Finance Committee will be good
enough to arrange to hear Mr. Léger at one of its early sessions, on
and after Tuesday, February 2.
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Knowing the spirit of justice which distinguishes its members, I
am sure that the committee will act favorably on this request of
mine, which I beg that your excellency will be good enough to trans-
mit to the honorable Senator Reed Smoot.

I avail myself of this opportunity to renew to you, Mr. Secretary
of State, the assurances, etc., etc.

DanTiis BELLEGARDE.

FEsruary 1, 1932,
Hon. Reep Smoor,
Chairman Senate Committee on Finance,
United States Scnate.

My Dear Sexaror Smoor: I have received a note dated January
29, 1932, from the Haitian minister to the United States in which he
makes reference to his note of Junuary 15, on the subject of Haitian
finoncing in the United States. A copy of this note, in accordance
with his request, was forwarded to you with my letter of January 20.
. The Haitian minister now informs me that Mr. Georges N.
Léger, a Haitian attorney, is coming to Washington, on the sugges-
tion of the Haitian minister, for the purpose of testifying concern-
ing the conditions under which Haitian loans were floated in the
United States. The minister requests the Senate Finance Committee
to allow Mr, Léger to testify before the committee, J am, therefore,
transmitting his request for the consideration of the Senate Finance
Committee.

I inclose a copy of the minister’s letter, with a translation.

Sincerely yours,




DEPARTMENT OF STATE,
Washington, February 15, 1932.
Hon. Reep Satoor.
Chairman of the Committce on Finance,
United States Senate.

My Desar Sexamor Smoor: A copy of the testimony of Georges
N. Léger, of Haiti, before the Senate Finance Committee on Febru-
ary 10, which vou were good enough to have sent to the department,
has been read through and, while it would require an excessively
long letter to answer all the points and misstatements which oceur
in his testimony. I do desire to make certain observations as to the
facts disclosed by the department’s records with respect to some of
the principal points which he raised and which I will ask you to
be o good as to have incorporated in the record.

On January 20 I transmitted to you a letter dated January 15
from the minister of Haiti. in which he said in substance that in
the course of the inquiry being conducted by your committee a
statement of extreme gravity was made by the representative of an
impartant New York banking house to the effect that commissions
are generally paid to the governments of Latin America contract-
ing loans in the United States and that the exorbitant profits allotted
to the syndicates which make these loans thus serve to cover in part
these illicit commissions. The minister stated that this is an attack
on the honor of all governments that have contracted loans in the
United States and it i= in particular an attack on the Republic of
Haiti. He acecordingly asked that the most complete light be
thrown on the conditions under which the Haitian loan of 1922 was
contracted in the United States and the profits which were made
on this occasion by the National City Banll{ of New York and com-
missions which may have been paid to persons who participated in
the negotiation of this loan. In a subsequent letter dated January
29, which I had the honor to forward to you on FFebruary 1, the
minister ~tateid that as he himself could not testify he had asked
Mr. Léger to come to Washington for this purpose and he would
like to have arrangements made for him to testify.

A reading of the testimony fails to show that Mr. Leger was con-
cerned with the phase of the matter which was apparently troubling
the Haitian minister, as he did not go into the matter of commis-
sions other than to say that Mr. Mitchell of the National City Bank
testified of the profit made by his bank., He apparvently was not
interested in finding out whether any Haitian officials had received
commissions which appeared to be the motive behind the minister’s
two letters under reference,

Mr. Leger asserted at. very considerable length that the Haitian
people had never desired to 1aake a loan in the United States market;
that the loan was forced on Haiti by the American Government
“ for purely political reasons.” He also charged the various finan-
cial advisers with using bad judgment in connection with the pur-
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chase of Haitian bonds and did not scruple to say that they “ made
the Haitian Government go into the stock market.” This charge
is repeated a number of times. He also charges the financial advisers
with bad judgment in the purchase of francs for retiring the French
debt, and he makes a number of other assertions regarding martial
law, the election of President Borno, etc., which will be covered
later on in this letter.

With reference to Mr. Leger’s statement that the loan of 1922
was forced on a reluctant Haiti for political motives, I will set
forth the position of Haiti when the American financial reorganiza-
tion took place, after the signing of the treaty of 1915,

The external debt of Haiti in 1915 amounted to 120,912,062 francs,
or approximately. in the exchange of that time, to some %$24,182,000.
The internal debt at the same time was estimated at $7,514,686, or
an estimated total debt of $31,696,686.

The foreign debt of Haiti arose from three loan issues made in
1875, 1896, and 1910. The issue of 1875 was a 5 per cent loan and
the department has no record of the price which the Haitian Gov-
ernment received therefor. It was offered to the public at 86:
19,252,560 francs were outstanding in 1915, The loan of 1896 was
a 6 per cent loan, which was offered to the public at 80. Again the
department’s figures do not show the amount that Haiti received
therefor. Of this loan 37,638.500 francs were outstanding in 1915,
The 1910 loan was a 5 per cent loan, 64.021,000 francs of which
were outstanding in 1915, This loan was sold to the public for 8814,
The Republic of Haiti received 72.3. less gratuities, ete.

Mr. Leger states that, up to the time of the American financial
supervision, interest and amortization funds had been paid on all
these loans. On page 2141 of his testimony, the following appears:

Senator King. Had your country up to that time failed to meet any of its
obligations?

Mr. Lreenr. Our country had never defaulted on any of its obligations,

Senator KiNg. What were your outstanding obligations?

Mr. LEGER. We had three loans., One was the 1875, one was the 1806, and
the other 1910, All were in France. They amounted to, roughly, 120,000,000

franes at that time, And interest and amortization funds had been paid or .

had been vemitted for payment up to July 135, 1915, That is, up to a very
few days hefore the American matter came up. We were not in default on
any loans.

The facts, according to the information in the department’s posses-
sion are that in 1915 Haiti was in default as follows: On the loan
of 1875, the amortization was 12 years in default. In this connec-
tion it may also be noted that the interest on this loan, which was
originally 8 per cent was adjusted in 1880 to 5 per cent. On the
loan of 1896, the amortization was one year in default. Interest
guaranteed on the national railway bonds had been in default since
August, 1914, The interest guaranteed on the bonds of the P. C. S.
Railway was also in default,

In this conmection I should like to quote from page 8 of the report
of the Senate Select Committee Investigating Haitian Affairs (Rept.
No. 794, 67th Cong., 2d sess.), submitted on June 26, 1922, It is as
follows:

It has been stated that the nitinn Government had never defanlted on the
service of its foreign debts prior to the American occupation, This statement

s not exactly correct, but it is undoubtediy true that it had exerted itself to
an extraordinary degree to maintain the service of its foreign debts. Yoar
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committee is informed that to do this the Haitian Government had, during
the three years immediately preceding the occupation, flonted internal loans
at the rates of 59, 56, and 47, to a gold value of $2,868,131, had defaulted on
silaries, pensions, ete., to the extent of $1,111,280, had horrowed from the Bank
of Haiti $1,783.000, haq fssued tint paper n:oney, and had borrowed to a very
Inrge amount from private individuals at enormous discounts on treasury notes,
The Haitinn Government had, at the time of the American intervention, totally
exhausted its credit both at home and abroad. The amortization of the loan
of 1875 was in arreqrs, .\ great deal has been made of the fact that after
the naval forces took over the administration of the customhouses and after
the outhreak of the Great Warv, there was n time when, despite careful adminis-
tration, both interest and amortization due on the Haitian debt were unpaid,
This is true, but the inability of the Huitian Government and its American
advisers to pay was due to the state of anarchy into which the country had
fallen and to the inestimable injury to Haitian trade with Europe consequent
upon the outbreak of the Great War,

There was thus in addition to the defaults mentioned above the
further floating indebtedness incurred as set forth in the Senate
select committee’s report which has just been quoted.

My, Leger stated that Haiti could have got along without the loan
of 1922, The above financial position, as well as the facts brought
out in the letter inserted in the record by Mr. Leger of February 15,
1917, from Mr. Ruan, show that the Government was existing merely
because the financial adviser was permitting the Haitian Government
to use for operating expenses certain of the customs revenues which
were allotted to the payment of the outstanding foreign loans and
the floating indebtedness above mentioned. Haiti’s credit, as stated
by the Senate select committee, was exhausted hoth at home and
abroad when our administration took over and the financial adviser
could no longer leave unheeded the just demands of Haiti’s creditors.

Under the American administration a claims commission was set
up to adjudicate all outstanding claims and the floating indebtedness
against the Government. On January 1, 1922, the financial adviser
completely amortized the loan of 1875, and on December 31, 1922, the
loan of 1896, The total outstanding indebtedness of Haiti had been
increased from 1915 through the nonpayment of interest charges of
the 1910 loan and an increase in the floating indebtedness, Haiti’s
total indebtedness, however, was refunded and consolidated by the
issuance of three loans—series A, on October 1, 1922, for $16,000,000;
series B, for $5,000,000, of which nearly $756,000 were never issued;
and series C, for $2,660,000, or a gross total of $23,660,000,

The series A loan was bought from the Haitian GGovernment at
92,137, which it will be noted is 20 points higher than Haiti’s last
previous foreign loan, namely, the loan of 1910, which was bought at
72.3 less gratuities, ete.  This series A issue of 1922 was sold to the
public at 9614, The department is advised that all these bonds have
been distributed to the public. Haiti received from this loan $14,-
755,253.33. This money was used to retire the 1910 loan, to pay the
interest guaranty of the National Railway bonds, the sinking fund
guaranty of the National Railway bonds, to pay the indebtedness to
the Banque Nationale. and such amounts of the awards of the claims
commisstion as were to be paid in cash. The balance was used for
public works. On December 31, 1931, there was outstanding on this
loan $10,859,081.52,

The series B loan for $5,000,000 was not placed in the American
market, but the bonds were used for refunding the internal debt of
Haiti and for the partial payment of awards made by the claims
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commission. In other words, the claims were paid partly in cash
and partly in these B bonds. There were outstanding on December
31, 1931, B bonds to the value of gourdes 8,369,572.92, or $1,673,914.58.

The C bonds were issued in exchange for the guaranteed National
Railway bonds. $2,660,000 was authorized and $2,658,160.80 was
actually issued, and there were outstanding on December 31, 1931,
of this issue, gourdes 8,976,328.30, or $1,795,265.66.

In contrast to Haiti’s financial condition in 1915, as set forth
above, its position on December 31, 1931, under \merican financial
supervision shows that Haiti has no internal debt. no floating debt,
and that its outstanding funded debt had been reduced to
$1.4,329.161.76, and in addition there was un unobligated treasury
surplus, including both cash and seenrities, of gourdes 16,462,841.50,
equal to $3,292,568.30, of which sum $1.323,768.30 is in cash. I think
vou will agree with me that in view of this showing no fair-minded
person would say that the United States foisted a loan on Haiti
for political purposes. The truth is that the Senate Select Com-
mittee Investigating Haitian Affairs recommended in 1922 that this
loan should be floated. Their recommendation is as follows;

The Republic of Haiti owes, largely in France, some S1L000.000, part of
which could have been paid when the frane was at a disvoum of 17 to the
dollar and which can now be paid while exchanze stands at about 10 francs
to the dollar. The Haitian Government has lost something over a million
dollars by delaying the refunding of the debt. It is ~till to the patent advan-
tage of the Haitian Government to refund the debi by borrowing in dollars
and paying in francs, when the francs arve worth not 5 for a dollar, as formerly.
but 10 for a dollar, Apart from this, in the opinion of your committee, it is
of primary importance that the proposed loan should be maude without delay,
partly because it will attord a sum of money necessary to finish certain public
works including the highway to Jucmel and that from Las Cahobas to Hinche,
but also because under the proposed terms of the loan, the debt will be a
general charge upon the revenues of the country and these revenues which are
now specifically and irrevocably hypothecated to the service of certain loans
will he freed from such rigid hypothecation and the onerous and ineguitable
revenue system of the country ean be revised. ‘There is appended to this
report a table showing the contractual charges upon revenues in Haiti, A
student of the Haitian financial system will be struek first by the charges upon
exports (indirect and direct) and especinlly by the faet that they hear very
heavily upon the poorest element of the population. It the debt he refunded
as proposed, the revenue system can be revised and at one and the same tine
the burden upen the poor can be lightened and the export trade can he freed
of uneconomic taxes,

It may be added thut the new refunding loan, it consummated, will be made
upon better terms than those recently made in the American market by LEuro-
pean and South American Governnents,

This Government assisted Haiti to obtain such a loan to straighten
out the finaneial chaos that then existed and its efforts since that time
have been directed solely to helping Haiti and to doing what ap-
peared to be to the hest interests of the Haitian people. T use the
words “ Haitian people ” advisedly because the policies of the United
States under the high commissioner were directed to the best inter-
ests of the Haitian people as a whole instead of in the selfish interests
of a privileged few.

I should like to point out, at this point, that when Mr. Leger was
criticizing the purchase of bonds of the Haitian Government by the
financial adviser he tried to make out a case of culpable responsi-
bility and attempted to do this also in connection with the purchase
of francs to repay the French loan. When he talks of paying off the
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loans of 1875 and 1896 in 1922 he says “ we,” the Haitian Govern-
ment, did it; that * we,” the Haitians, have reduced our external
debt to some $14,000,000, and that “ we ” have an unobligated treas-
ury balance of three million two hundred and odd thousand dollars,
In other parts of his testimony he states that the American financial
control is absolute and dictatorial and that Haiti has nothing to do
with it. The facts are that Haiti’s finances were in a chaotic condi-
tion when the American control took them over and that the wiping
out of the internal and floating debt, the reduction of the foreign debt
from %23,660,000 to $14,000,000 and the accumulation of an unobli-
gated treasury surplus of three million two hundred ninety-two and
odd thousand dollars. is the result of the work of the American
financial advisers. It is due to them that Haiti is now on such a
uniquely solid financial basis.

Mr. Leger charges that the financial adviser of Haiti used bad
judgment in purchasing Haitian Government bonds with the surplus
funds which were earning 2 per cent at that time and states that the
financial adviser ® made the Haitian Government go into the stock
market.” This latter charge is wholly baseless and misleading.
Several times in his testimony he talks about the financial adviser
having the Haitian Government go into the stock market. 'The
financial adviser did not purchase a single stock for the Haitian
Government nor did he purchase a single hond for the Haitian Gov-
ernment except Haitian Government bonds. Had he purchased the
obligations of others on behalf of the Haitian Government he could
have been charged with going into the stock or bond market, but
when he purchased obligations of the Haitian Government itself,
for the account of the Haitian GGovernment, such a charge is abso-
Iutely unfounded. Mr. Leger overlooks the fact that from the time
of the purchase of these bonds the Haitian Government has been
receiving 6 per cent instead of 2 per cent on its investment.

With regard to the charge that the financial adviser made unfor-
tunate purchases of francs, it can only be said that he bought francs
to retire the I'rench loans as and when he had Haitian funds avail-
able. Had he waited on the chance that the frane would go lower,
and the franc did go lower he would have been applauded. If, on
the other hand, they had gone higher, he would have been condemned.
He could not afford to speculate with the Haitian Government’s
money and as and when the funds were available he purchased the
franes to retive the obligation. The 1875 and the 1896 loans retired
in 1922, could have been retived at a lower figure had he waited sev-
eral years longer. In the meantime Haiti would have had to pur-
chase franes for amortization and interest charges and would have
had to pay for the francs at the rate current at that time. Mr.
Leger makes reference to a particular transaction in which the finan-
cial adviser was authorized in 1919 to convert $3,000,000 into francs.
In this connection I should like to quote from a report by the finan-
cial adviser, Mr. MecIlhenny, in 1920 regarding this transaction.
He says:

I can not egree that by reason of the delay in placing the loan the advantage
has been lost to the Haitian Government of the low rate of exchange on
French francs. The frane is even lower than it was when the protocol was

signed and is now worth less than 7 cents gold as compared with 193 cents
normally. When I converted the $3,000,000 during the month of November
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into francs the average rate which T obtained was 9.201;, and this averagdé
rate was considered by me and by the people who advised me as eminently
satisfactory. It was supposed at that time that the rate would hold at 9 or
a little better, but no one believed that the rate would tall to such an extent
as it did in the next few months, The rate obtained gave au very handsome
profit to the Haitian Government in the settlement of its past due interest,
and to have failed to take advantage of the opportunity to muke that profit
on the possibility that the rate of exchange would go lower would have heen
to speculate with the funds of the Government intrusted to me and would
have been indefensible,

Eighty-three million five hundred thousand franes for the retirve-
ment of the 1896 and 1910 loans were purchased for 86,037,425, or
at an average rate of 1 frane equal to $0.072304, On page 2142
of his testimony Mr, Leger states that these franes were hought at
the rate of 6 franes to the dollar. The statistics above quoted
show they were bought at the rate of approximately 14 to the
dollar.

Mr. Leger also makes the charge in connection with the retiring
of the loan of 1910 that the American financial adviser brought about
a disturbing condition which affects Haiti’s eredit in France; that if
they want to borrow money to-day they can never get any credit in
France until they settle with the French Government the dispute
over the payment of the 1910 loan in gold rather than in paper
francs.

The department, of course, is not informed whether the I'rench
Government will prohibit a Haitian loan in the French market
until this loan is paid in gold or not, but the facts regarding that
matter as shown by the records of the department are as follows:

The only place in which the word gold appears in connection with
this lo~n is in the caption. There is no obligation in the loan con-
tract or in the bonds issued thereunder to pay in gold. and the
presence of the word in the caption is properly explainable by the
fact that the revenues hypothecated for the service of the loan
are to be collected in gold. The French Government asked the
fTaitian Government to pay this loan in gold franes and the Haitian
Government, through the financial adviser, declined to do so because
it was not an obligation of Haiti to pay other than current franes.
As the financial adviser, although a Haitian official is an American
‘citizen, the Irench Government asked the United States (Govern-
ment to support it in its contention that this loan should be paid
in gold franes. After a very careful investigation of the merits
of the matter, the Department of State advised the French Govern-
ment that it did not feel that this was a gold loan or that the Haitian
Government was obligated to pay in other than the current francs
already deposited in 1922,

Thereafter this question was dormant from 1927 until quite re-
-cently. Apparently borrowing is now suggested in the French mar-
ket because those who now control the Haitian Government are
anxious, as Mr. Leger states, to get rid of \\merican financial con-
trol—American control which has refunded and paid off advan-
tageously their outstanding obligations, liquidated the internal and
floating indebtedness, reduced very materially their foreign indebt.
edness, and built up a treasury surplus.

In connection with the suggestion that the payment of this loan
in gold would be a condition of further borrowing in the French
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market, it need only be observed that this condition would be based
upon a claim which in the department’s opinion is without founda-
tion and which, had it been conceded by the financial adviser in the
gast, or if it should be conceded in the future, would cost the Haitian

overnment approximatel{ $6,000,000 more than the amount it has
already expended to purchase francs to retire bonds of that issue
still not presented for redemption. The above will clearly set forth
who has the real interests of the Haitian people in consideration in
connection with Haitian finances.

Mr. Leger in his testimony speaks about martial law in Haiti. On
page 2130 of his testimony he states: * We have had a continual state
of martial law existing in Haiti.” On the following page he states:
“ The military is in full control of the operations there. And we
have had very strict military martial law for quite a long time.”
He gives as instances the arrest of newspapermen and the closing
of their newspapers, and states that they were tried by military courts
of the United States. The facts appear to be as follows: Martial
law was declared on September 3, 1915, when the American occu-
pation commenced. It was necessary to establish martial law at that
time on account of the chaotic conditions that then existed. Just
before the American troops were landed, the President of Haiti had
caused to be murdered in cold blood about 200 political prisoners
whom he had imprisoned to stamp out the opposition against his
régime. These men belonged to prominent families in Port au
Prince. A revolutionary movement was developing to bring about
their release and in order to forestall this they were murdered in
cold blood in jail. Just after that the President was forced to flee
and took refuge in the French Legation. A few hours before the
American forces arrived iu Port au Prince and were landed to take
control of the situation the mob broke into the French Legation,
took the President out into the garden, where he was murdered; his
body was thrown over the wall to the mob outside, who actually tore
it limb from limb and carried pieces of the remains in triumphal
procession through the streets. That was the political situation at
the time of the American occupation,

After the country was pacitied and order restored out of chaos,
the use of military courts was limited to cases of attacks against
the members of the forces of occupation. In 1922, it is true that
in compliance with a letter from President Borno, received in August
of that vear, certain agitators were tried by provost court and sen-
tenced for attacking the President in articles published in their
paper. The Department of State disapproved this action and stated
n a telegram of August 29 that Haitians should be subjected to trial
by provost courts only in cases where the safety of the members
of the occupation was at stake or possibly in cases of open rebellion,
and directed the American high commissioner to rescind the orvder
for the trial of these individuals. As the sentences had been pro-
nounced when the department’s instruction was received, their sen-
tences were remitted and the men were at once released. In a
further instruction, dated September 29, 1923, the Department of
State informed the high commissioner that it felt that the punish-
ment of persons committing abuses through the press should be
undertaken exclusively by the Haitian Government through its own
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courts, and that it did not desire that provost courts should be used
in matters of this kind except where such action was urgently re-
quired in preserving public order and then only upon specific in-
structions from the department. The department added that the

rovost courts should not be called upon to act simply because the

aitian courts failed to deal properly with offenders. Since that
date no newspaper editors have been tried by provost courts and
there have been no trials by military courts of any sort whatsoever
since 1926, As a matter of fact, there were none in 1924, but two
in 1925, and four in 1926. On August 5, 1931, the commander of
the American marines in Haiti issued a proclamation repealing mar-
tial law in Haiti. It is therefore a misstatement to say that martial
law now exists in Haiti.

In this connection it may be stated that in 1924 the American
marine forces in Haiti were concentrated in the cities of Port au
Prince and Cape Haitien and the patrolling and policing of the
entire Republic was turned over to the native constabulary. The
marine forces have been reduced to about 800 men and they are
kept there merely to support the American officers who are off in
the interior training the native Haitian constabulary. As quickly
as Haitian officers are trained to take their place, the American
officers are withdrawn from the constabulary. This process is now
ahead of the schedule suggested by the Forbes Commission.

On page 2146 of the testimony, Senator La Follette, referrin
to Mr. Ruan’s letter of February 15, 1917, says that as he understoo
it Mr. Ruan threatened in that letter to cut off the revenue of the
Government if the treaty was not extended. Mr. Leger replied:

He says he will cut off our revenues, We have got to make that loan to
put our finances on a firm basis or he is going to cut off the revenues.

In this connection I should like to point out that what Mr. Ruan
said was that the circumstances at that time offered Haiti an excep-
tional occasion to place its debt on a favorable footing and that he
could no longer, in view of the fact, continue paying to the Haitian
Government for its current expenses funds which it had allocated
to its creditors fql:' the payment of its unliquidated indebtedness.
In other words, these creditors were entitled to receive the funds
which the Haitian Government had pledged to them. While
market conditions were unfavorable the financial adviser had per-
mitted the use of certain of these funds for the necessary current
running expenses of the Government. He could not continue to do
that as a definite policy and now that a chance had come when Haiti
could glace its debt on a favorable footing he would no longer have
a valid reason for denying to the creditors the funds which the
Haitian Government had allocated to them.

On page 2152 of his testimony, Mr, Leger states that President
Dartiguenave could have been elected in 1922 had he promised to
make the loan, but the Council of State, which he alleges was under
the full domination of the Americans, “ because they held their job
only by virtue of the will of the high commissioner,” elected Mr.,
Borno. In this connection it may be stated that it was President
Dartiguenave who appointed the Council of State and he had the
power to remove and replace any of the members thereof. The
American high commissioner had nothing whatsoever to do with
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the appointment of the members of the Council of State, and Gen-
eral Russell, who was high commissioner, has definitely said that
he scrupulously avoided any connection with that election what-
soever. :

Mr. Leger goes on to say further:

It developed that Mr. Borno, under the Haitian Constitution, was not eligible,
hecause he was born of a French father, and there is no doubt in any Haitian’s
mind that that thing was held over his head as a club by the American high
commissioner.

I am advised that the latter statement is unfounded and that the
American high commissioner never held any question of his eligi-
bility over President Borno's head as a club.

In one place in his testimony Mr. Leger states that the United
States Government has taken the position that they guaranteed the
Haitian loans of 1922, although such a provision is not in the con-
tract. Later on he states that the United States had no financial
obligation regarding these loans. This latter statement is correct.
The United States has never taken the position that it had any
financial obligation or that it guaranteed these loans in any way
whatsoever.

Without going into detail I wish to say that many of the state-
ments made by Mr. Leger with respect to the protocol of 1919 and
the extension of the treaty and the legal basis under which the finan-
cial adviser-general receiver is now ﬁmctioning are not correct.

Very sincerely vours,
Henry L. Stivson.



