
RECONSTRUCTION FINANCE CORPORATION
WASHINGTON

HENRY T. BODMAN
MEMBER OF THE BOARD

November 27,

Dear Mr* lodes:

Following up our conversation of yes-

terday, I am enclosing a copy of our letter addressed

to Mr* Wilson Wyatt dated October 31st, in which I

think you will be interested*

Sincerely yours,

Honorable Marriner S. Eccles
Chairman
Board of Governors of the
Federal Reserve System
Washington 25, D. C.

Enclosure
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December 2,

Dear Mr.

This is to thank you for your letter of
November ̂ 7 enclosing a copy of your letter to
Wilson ttyatt under date of October 31• I was
interested to read it. It seems to me that the
position you take is entirely justified and the
argument unanswerable.

Sincerely yours,

The Honorable Henry T• riodman,
Reconstruction finance Corporation,
Washington, D. G«

ET:b
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RECONSTRUCTION FINANCE CORPORATION

WASHINGTON 25, D. C.

October 31 t 1946

Mr, Wilson V. Wyatt
Admini strator-Expedi te r
Hational Eousing Agency
Washington 25, D. C*

Dear Mr. Wyatt:

In accordance with the request con-
tained in your letters of October 21 and 22, we have given prompt
and careful consideration to the application of Lustron Corpo-
ration, Chicago, Illinois, for a loan of $52,000,000 to finance
large scale production of prefabricated houses. The application
which was received on October 22, has "been declined unanimously
"by our Board of Directors.

Since this is by far the largest
application for a loan in connection with the housing program
that has "been referred to us by your office, we feel that we should
indicate to you our reasons for declining the loan. At the same
time, we wish to assure you that this action in no way reflects
any lack of understanding or appreciation on our part of the im-
portance of the Veterans1 Emergency Housing Program; nor does it
preclude consideration of subsequent applications from lustron
or others where the relationship "between the capital in the form
of loans and that provided through equity securities more nearly
approximates what might "be considered as sound or reasonable in
view of the nature of the enterprise.

As you know, the Lustron application
provided that, in relation to total borrowings 0^552,000,000, the
owners of the business would contribute only $36,000 or 7/lOO of
1$» Thus, if the enterprise were unsuccessful, substantially all
of the risk and loss would fall on the Government, whereas if the
enterprise were successful, the profits to the owners would be
enormous and out of all relationship to their investment or risk.
To illustrate, the application contained a forecast of profits which,
after deducting rough estimates we have made (in the absence of de-
tailed information) covering interest, depreciation and Federal
income taxes, would apparently return the owners of the business in
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the neighborhood of $5,000,000 on this $36,000 cash investment. Based
upon these figures, the owners expect to receive a return of some
14,000$ on their investment for the f i r s t fourteen months of operation*
This high percentage arises not from an overly large return on the
total capital investment of $52,036,000, "but from the fact that the
equity investment i s infinitesimal in relation to the amount of money
which the Government i s asked to advance and risk*

The situation with respect to potential
profits could not "be corrected "by providing that the Government would
be paid a share of profits commensurate with i t s capital contribution*
Such a profit-sharing arrangement would place the Government in the
position of actually engaging in the manufacture of houses. We do not
believe this was intended or would be &esirable#

It i s obvious that a concern with a total
capital investment of $36,000, irrespective of other considerations, i s
not entit led to credit to the extent of $52,000,000. A loan so large
in relation to equity capital could and doubtless would be regarded as
a grant or subsidy. We believe that the only assistance by the Govern-
ment of that nature that was contemplated or authorized by the Veterans1

Emergency Housing Act consists of the payments authorized by Section 11
to stimulate the production of building materials in short supply and
the guaranteed market contracts for prefabricated houses under Section
12.

As has been indicated to you previously,
the RFC wil l give prompt and careful attention to a l l loan applications
in connection with the Veterans1 Emergency Housing Program and wi l l make
every loan which the Board fee ls i s proper under a l l the circumstances*

Yours very truly,

(Signed) Charles B* Henderson
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