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LETTER OF TRANSMITTAL

TREASURY DEPARTMENT,
OFFI1CE OF COMMISSIONER OF INTERNAL REVENUE,
Washington, D. C., June 19, 1963.

DEAR MR. SECRETARY:

I am transmitting the Statistics of Income— 1960-61, Corporation
Income Tax Returns with accounting periods ended July 1960 through June
1961. This report was prepared in partial fulfillment of the require-
ments of section 6108 of the Internal Revenue Code of 1954, which
provides that statistics be published annually with respect to the
operation of the income tax laws. The sources of the data were corpo-
ration income tax and information returns, Forms 1120, 1120L, 1120M,
and 1120-S, and also the new Form 1120-F, for resident foreign corpora-
tions only.

This report contains the annual income statement and balance sheet
benchmark data by various size and industiry groups. Many special sub-
jects are also covered: corporation income subject to tax and the
statutory special deductions that differentiate it from ordinary net
income, resident foreign corporations including those that filed on
Form 1120-F, Western Hemisphere trade corporations, foreign income and
taxes reported by domestic corporations in connection with their compu-
tation of the foreign tax credit, and corporations whose voting stock
was 50 percent or more owned by a single stockholder. In addition, two
new ratio-size distributions are introduced to show the changes between
beginning and ending inventories and to show the relationship between

net worth and total assets. .
;%%‘,7)‘;44;¢1 :Zéa? (:;%;;L‘ZL\_

Commissioner of Internal Revenue.

Hon. DouGLAs DILLON,
Secretary of the Treasury.
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CORPORATION INCOME TAX RETURNS WITH ACCOUNTING PERIODS
ENDED JULY 1960 THROUGH JUNE 1961

PERIOD COVERED AND RETURNS INCLUDED

Income and financial statistics for 1960-61 pre-
sented in this report were derived from a sample
of the 1,188,000 corporation income tax and infor-
mation returns with accounting periods ended July
1960 through June 1961l. The number of returns filed
for 1960-61 was about 68,000 more than 1959-60.

Active corporations filed almost 1,141,000 re=-
turns, including 90,000 information returns of
small business corporations electing to be taxed
through their  shareholders. Active corporation
returns were the basis for all financial statisties
presented in this report.

Inactive corporation returns were those showing
no income or deductions which were filed because
domestic and resident foreign corporations in ex-
istence at any time during the year, unless they
were expressly exempt, had to file a return. Finan-
cial data from inactive corporation returns, as well
as from returns filed by unincorporated businesses
which chose to be taxed as corporations, were ex-
cluded from all tables.

Corporation statistics for 1960-61 were based not
only on returns with accounting periods coinciding
with the calendar year 1960, but also on returns
with noncalendar accounting periods. The span of
months comprising accounting periods covered by
this report is shown in chart 1. Chart 2 shows, for
full-year returns, the proportions of their number,
net income, and tax, by calendar and noncalendar
year status. Though excluded from chart 2, part-
year returns were used in the compilation of the
totals shown in all 1960-61 tables.

Returns were due to be filed within two and a
half months after the close of +the corporate
accounting period. However, many companies were
granted extensions of time in which to file, so that
some of the returns for the accounting periods

Chart 1. — ACCOUNTING PERIODS OF RETURNS [N THIS REPORT
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covered by this report were not filed until late
1961 or early 1962 and the last included returns
were not available for statistical processing until
the spring of 1962.

More recent financial information, for manufac-
turing corporations only, is estimated quarterly by
the Federal Trade Commission and the Securities and
Exchange Commission and published in the Quarterly
Financial Report for Manufacturing Corporations.

COMPARABILITY WITH PREVIOUS REPORTS

The statistics in this report reflect revisions
made in the preliminary estimates for 1960-61 based
upon further review of the source data used in
their preparation. Comparability of the statistics
with those shown in reports for periods prior to
1960-61 1is affected by changes in law and changes
in the tax return forms.

There were several changes in law that were rele-
vant to the interpretation of the statistics: a
Supreme Court decision relating tothe tax treatment
of income from dealer reserves, those provisions of
the Life Insurance Company Income Tax Act of 1959
which were effective beginning January 1960, and
provisions of two laws enacted during 1960 and a
Supreme Court decision affecting the depletion
allowed on certain minerals. These developments are
discussed further under the text heading, Changes
in Law.

Changes in the tax return resulted in two new
balance sheet accounts, Loans to stockholders and
Loans from stockholders. Also, a new return form,
1120-F, was introduced and used as the basis for
statistics on resident foreign corporations. Statis-
tics new for 1960-61 are discussed on the following
pages.

Chart 2 —PERCENT OF RETURNS BY CALENDAR AND NONCALENDAR
YEAR STATUS, 1960-61*

NONCALENDAR YEAR RETURNS CALENDAR YEAR RETURNS
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4 CORPORATION INCOME TAX RETURNS, JULY 1960-JUNE 1961
Table A.—ACTIVE CORPORATION RETURNS: NUMBER OF RETURNS, TOTAL ASSETS, TOTAL COMPILED RECEIPTS, AND NET INCOME, BY SIZE OF TOTAL ASSETS
Accounting periods ended—
July 1960-June 1961 July 1959-June 1960
Total Net income Total Net income
Size of total assets Number of :g::ts compiled (less Number of Totai campiled (less
returns rezelpts deficit) returns assets receipts deficit)
(Thousand (Thousand (Thousand (Thousand (Thousand (Thousand
dollars) dollars) dollars) dollars) dollars) dollars)
(1) (2) (3) (4) (5) (6) (7) (8)
S S O 1,140,574 |1,206,662,112 | 849,131,939 | 43,505,174 | 1,074,120 |1,136,667,759 | 816,799,884 | 46,797,267
ZEPO BSSELS ..ttt ettt e ettt e e e e e e e e e 45,135 - | s,120,713 49,585 56,353 -| 9,844,985 227,070
$1 under $25,000....... 280,116 2,974,999 | 10,282,002 1250,992 256,536 2,826,198 | 9,508,846 1165,891
$25,000 under $50,000.. 169,047 6,140,921 | 14,044,374 168,201 155, 564 5,643,229 | 12,980,411 116,57
$50,000 under $100,000... . 190,316 13,694,285 | 28,367,264 379,628 177,542 12,774,365 | 26,227,001 491,746
$100,000 unAer $250,000 ¢ ¢+ s+ ennrenenetuneranereranrersosessorosansrss 229,142 36,392,298 | 69,951,698 | 1,212,951 212,573 33,841,719 | 64,463,640 | 1,443,809
$250,000 under $500,000 . 4ecerenineinsnoanrssssonsannaas 105,174 36,621,699 | 64,340,258 1,223,117 99,583 34,739,259 | 63,630,937 1, 544,880
$500,000 under $1,000,000. . 54,991 38,202,870 | 62,682,368 | 1,383,933 52,048 36,138,214 | 61,856,542 | 1,611,802
$1,000,000 under $2,500,000.. 34,173 52,626,689 | 71,320,263 | 2,023,806 32,75 50,536,962 | 69,065,889 [ 2,452,999
$2,500,000 under $5,000,000.. 13,810 48,317,885 | 45,229,716 | 1,707,950 13,38 46,691,317 | 45,416,914 | 2,025,059
$5,000,000 under $10,000,000: .« ¢ tueurartneitntiieatsnianenecrensaaonns 8,280 57,818,073 | 41,660,228 1,853,031 8,022 55,994,172 | 40,876,898 2,222,480
$10,000,000 under $25,000,000¢ .+« s uurnrentennnnnneeesernnnneereresnnnns 5,803 89,390,197 | 52,312,137 | 2,916,453 5,472 84,510,528 | 51,721,522 | 3,325,467
$25,000,000 under $50,000,000.. . 2,109 72,959,683 | 41,290,610 | 2,304,324 2,004 69,625,081 | 37,712,314 | 2,690,585
$50,000,000 under $100,000,000. - 1,145 79,744,587 | 43,748,324 | 3,083,108 1,043 73,108,120 | 43,458,668 | 3,360,198
$100,000,000 under $250,000,000. 766 | 119,481,092 | 64,781,850 | 4,658,898 736 | 114,218,863 | 63,845,924 | 5,215,571
$250,000,000 OF IOT@. + s vvnrnnenerunrnnnnseesnsnnsnnereesss .. 567 | 552,296,834 [233,000,134 | 21,027,583 540 | 516,019,732 | 216,189,393 | 20,234,918
1Deficlt.

Table B.—ACTIVE CORPORATION RETURNS:

1960-61 AND 1959-60

NUMBER OF RETURNS, BUSINESS RECEIPTS, AND NET INCOME OF MANUFACTURING AND NONMANUFACTURING CORPORATIONS,
BY SIZE OF TOTAL ASSETS,

Total Manufacturing corporations Nonmenufacturing corporations
Item and size of total assets Increase or Increase or Increase or
1960-61 1959-60  joorease (-)| 1960-61 1959-60 |gecrease (-)| 1960-61 1959-60 | jecrease (-)
(1) (2) (3) (4) (5) (6) @} (8) (9)
Number of returns:
Active corporations, total.....ciciiieiiiiiiiiiiiiiiiiianne. 1,140,574 1,074,120 66,454 165,862 156,297 9,565 974,712 917,823 56,889
With total assets of-—
$100 M111I0N OF MOT@ 4. uuveununcenassnnennnrosnnnsnnsnsns 1,333 1,276 57 304 293 11 1,029 983 46
Under $100 MIl1I0N .t eunenseenerneenereneseenernnrennnn 1,139,241 | 1,072,844 66,397 165,558 156,004 9,554 973,683 916,840 56,843
(Million dollars)
Business receipts:
Active COrporBtiong, LOBAL...euuseeernereennsrrnnrernareonss 802,791 772,915 29,876 364,612 356,973 7,639 438,179 415,942 22,237
With total assets of—
$100 mI11ION OF MOPE . uvtrererunsreenranssannnnnoconnnnn 276,345 260,661 15,684 167,152 160,584 6,568 109,193 100,077 9,116
Under $100 Milli0n. .. siurnereneenerininennreiansosananann 526,446 512,254 14,192 197,460 196,389 1,071 328,986 315,865 13,121
Net income (less deficit):
Active corporations, total....c.iciiiiiaiiiiiiiiiiiiieiiinans 43,505 46,797 -3,292 22,145 24,986 -2,841 21,360 21,811 =451
With total assets of—
$100 million or more.... 25,686 25,450 236 13,507 14,261 ~754 12,179 11,189 990
Under $100 MI1lI0N . e suarnnsonnesensnsncsnsssnnsassennson 17,819 21,347 -3,528 8,638 10,725 -2,087 9,181 10,622 ~1,441
SUMMARY OF 1960-61 The number of returns with net income remained

A sharp rise in the number of returns without net
income and in the total deficit reported on these
returns occurred 1in 1960-61. Returns without net
income increased by 66,000, an increase that was
about equal to that in the total number of returns
for 1960-61 over 1959-60. The $6,877,000,000 defi-
cit reported on returns without net income was the
largest in many years.

about the same as 1959-60. And, since the $50,382,-
000,000 1in net 1income reported on these returns
reflected only a slight decline from the all-time
high recorded in 1959-60, the sharp drop in net in-
come less deficit to $43,505,000,000 in 1960-61 was
due almost entirely to the deficit returms.

The number of returns, total assets, receipts,
and net income are compared for 1960-61 and 1959-60
by size of total assets in table A. Table B shows

Chart 3, — TOTAL RECEIPTS, BY INDUSTRIAL DIVISIONS, 1960-61

Finance, insurance, & real estate
Public utilities

Services
Mining 1.3%
Construction
Agriculture 0.5%

TOTAL RECEIPTS $849, 131,939,000

Chart 4, —NET INCOME, BY INDUSTRIAL DIVISIONS, 1960-61

Services 2.0%
Mining 1.6%
Construction 1,0%
Agriculture 0.1%
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& real estate
18.9%

Public
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CORPORATION INCOME TAX RETURNS, JULY 1960-JUNE 1961 b

Table C,--ACTIVE CORPORATION RETURNS: RECEIPTS, DEDUCTIONS, TAX, AND

PROFITS
Accounting periods ended—
Ttem July 1960- July 1959-
June 1961 June 1960
(Billion dollara)

Total compiled receipts 849.1 816.8
Business receiptB....cceveincecnons 802.8 772.9
Other receiptB..svveveeroriverarainienccrcssanannansnes 46.3 43.9

Total compiled deductionS.....c.cvvieirinnsneerennanarans 804.6 769.1
Cost of sales and operations .. 577.0 557.1
Other deductionS. ..vvveveneecroreinsnsarecaeeuennnns 227.6 212.1

Compiled net profitl....uc.ieiiiiiiiiiiiiiiiiiiiiiinan, 44.5 47.7

INCOME HBXeaeneesvvansenenanessosononsssssssssnsaanonnne 21.9 22.5

Compiled net profit less income taxl.................... 22.6 25.1

1For both 1960~61 and 1959-60, includes net profits of $0.4 billion reported by
small business corporations that elected to be taxed through shareholders and were,
therefore, not subJect to the corporation income tax.

Table D.--CORPORATION RETURNS: NUMBER, NET INCOME OR DEFICIT,
INCOME SUBJECT TO TAX, AND TAX

Accounting periods
ended—

Increase or
decrease(-)

Item

July 1960- | July 1959- | Number or | percent
June 1961 | June 1960 amount
(1) (2) (3) (4)
Number of returns, total.... 1,187,642 | 1,119,835 67,807 6.1
Active corporations, total 1,140,574 | 1,074,120 66,454 6.2
Form 1120=8e.v.ceneenian 90,221 71,140 19,081 26.8
Inactive corporations, total 47,068 45,75 1,353 3.0
Form 1120=Se.cnarsnsrnaras 1,078 500 578 115.6
Active corporastions:
Returns with net income:
Number of returns, total............ 670,239 670,581 =342 -1
Net income, totel....... thous. dol..| 50,382,345 | 51,651,374 | -1,269,029 -2.5
Returns other than Form 1120-5:
Number of returns.......cecesveess 614,116 624, 544 -10,428 -1.7
Net income.......c.vn. thous. dol..| 49,703,869 | 51,046,076 | -1,342,207 -2.6
Income subject to tax..thous. dol..| 147,246,572 [147,648,078 =401, 506 -0.8
Income tax:
Number of retums........ceveees 527,465 537,252 -9,787 -1.8
J N thous. dol..| 121,866,299 22,524,687 | -658,388 -2.9
Form 1120-S:
Number of returnsS...cceeeceaasnses 56,123 46,037 10,086 21.9
Net income............ thous. dol.. 678,476 605,298 73,178 12.1
Returns without net income:
Number of returns, total............ 470,335 403,539 66,796 16.6
Deficit, total.......... thous. dol..| 6,877,171 | 4,854,107 | 2,023,064 4.7
Form 1120-5:
Number of returnS............cuu.. 34,098 25,103 8,995 35.8
Deficit.....coounnnnns thous. dol.. 295,997 209,999 85,998 41.0

lIncludes amounts reported on returns without net income. Income subject to tax on
such returns was $6,020,000 for 1960-61, and $10,108,000 for 1959-60. Income tax on
returns without net income was $393,000 for 1960-61, and $418,000 for 1959-60. Tax on
returns without net income occurs because of special provisions applicable to in-
surance businesses under sections 802(a), 821(a)(2) and 594 of the Internal Revenue
Code, See Income Subject to Tax on pp.

Included in income tax for 1959-60 was $54,000,000 of nonrecurring tax on life in-
surance companies resultiing from changes of accounting methods. See Statistics of
Income-1959-60, Corporation Income Tax Returns,

a comparison of receipts and net income for large
and small manufacturing and nonmanufacturing cor-
porations. Charts 3 and 4 show receipts and profits
for 1960-61 by industrial division. Table C is a
summary showing the increase in receipts for 1960-
61 over 1959-60 and its relationship to total busi-
ness deductions, net profit, and income tax. Table
D provides some information about the changes in
corporate profits and the resulting changes in in-
come subject to tax between 1960-61 and 1959-60.

OWNERSHIP OF CORPORATE STOCK

Information in table 17 indicates that the voting
stock of almost 472,000 of the 1,048,000 domestic
and resident foreign corporations filing returns on
Forms 1120, 1120-F, and 1120L, was 50 percent or
more owned directly or indirectly at any time during
the tax year, by another corporation, or by an
individual, a partnership, a trust, or an associa-

tion. This fact was based on the answers to a
question on the tax return forms asking whether or
not the corporation was so owned.

Consolidated returns were included in the statis-
tics if the voting stock of the parent corporation
filing the return was owned in the manner described
above. Most of the subsidiary corporations could
also have been included had they filed separately.
Also, although the question was not asked on Form
1120-S, many of the small business corporations
filing on this form could have been included since
by definition they were owned by no more than ten
stockholders.

Some companies failed to respond to the tax return
question. But included in this group were companies
for which the question was not applicable. These
were companies financed by other than capital stock,
such as associations taxed as corporations and
certain companies operated for mutual purposes. In
the latter group were certain savings and loan
associations, mutual savings banks, and those mutual
insurance companies filing returns on Forms 1120 or
1120L. Also, because of its inapplicability, the
question was not asked on the Form 1120M return
filed by certain other mutual insurance carriers.

LOANS TO STOCKHOLDERS AND LOANS FROM
STOCKHOLDERS

The 1960 Form 1120 balance sheet provided for the
reporting of loans to stockholders and loans from
stockholders. As shown in table 19, loans to stock-
holders totaling $498,206,000 were reported on
30,085 returns, while loans from stockholders total-
ing $3,700,169,000 were reported on 83,931 returns.

Since these loans did mnot appear as separate
balance sheet accounts on most of the 1959 return
forms, statistics were not genmerally available for
those corporations with accounting periods ended
July through November 1960. However, in preparing
the statistics for 1960-61, it was sometimes pos-
sible to identify these loans, especially for large
corporations, from information obtained from sched-
ules attached to the returns.

For 1959-60 loans to stockholders when identified
in schedules were treated as Other current assets,
loans from stockholders as QOther liabilities.

RESIDENT FOREIGN CORPORATIONS

Included among the 1,140,574 active corporation
returns for 1960-61 were 90 identified as having
been filed by resident foreign corporations. Foreign
meant that the corporation was not created or
organized in the United States, or under the laws
of the United States or of the various States, and
not necessarily that the corporation was foreign
owned or controlled. (Table E shows the countries
or general areas in which resident foreign corpora-
tions were organized.) Resident meant that the
foreign corporation had at some time during the tax
yvear engaged in irade or business within the United
States. (Table F shows the prinecipal trade or
business activities in which resident foreign cor-
porations were engaged.) Resident foreign corpora-
tions were taxed only on income derived from United
States sources.




6 CORPORATION INCOME TAX RETURNS, JULY 1960-JUNE 1961

Table E.--RESIDENT FOREIGN CORPORATIONS: NUMBER OF RETURNS, RECEIPTS,
COST OF SALES AND OPERATIONS, NET INCOME, AND TAX, BY AREA OF
INCORPORATION, 1960-61

Cost of Net
Business [sales and| income | Income
receipts | opera~ {less tax

tions deficit)

Number Total
of compiled

Area of incorporation returns| receipts

(Thousand (Th (Th (Th {(Thousand
dollars) doliars) | dotiars) | dollars)| dotiare)

(1) (2) (3) (4) (5) (6)
All areas, total 90 11,209,500 | 1,033,019 713,097 | 31,985 14,853
Canada....veeeeiereann e 38 546,690 422,193 | 320,783 | 17,348 9,275
Latin America....... .. 15 92,390 91,383 81,313 17,770 2,157

United Kingdom 23 374,917 343,531 182,415 | 20,808 3,063

All other areas.............. 14

135,503 175,912 128,586 1,599 358

Ipeficit.

Table F.—RESIDENT FOREIGN CORPORATIONS: NUMBER OF RETURNS, RECEIPTS,
COST OF SALES AND OPERATIONS, NET INCOME, AND TAX, BY INDUSTRIAL
GROUP, 1960-61

Cost of Net
Business |sales and income | Income
receipts | opera- | (less tax

tions |[deficit)

{ Thousand (Thousand | (Thousand |(Thousand |( Thousand
doilars) dollers) doliara) | dollara) | dollars)
(1) (2) (3) (4) (5) (6)

Number Total
of compiled

Industrial group returns| receipts

All industrial groups,
total........ ...l 90 |1,209,500 | 1,033,019 | 713,097 | 31,985 14,853

Agriculture, forestry, and

fisheries e 1 607 606 542 169 -
Mining. 1 118 118 68 27 9
Constructio 1 2 - - 1 (3
Manufacturing 13 55,836 55,793 | 49,140 s71| 1,054
Transportatic .. 8 57,328 57,009 | 50,748 | 111,777 61
Wholesale trade.............. 11 202,635 202,129 | 184,947 2,210 1,959
Finance, insurance, and real
eStAYE . ettt eeiaaaas 51| 884,525 710,470 | 422,954 | 39,901 | 11,655
BAAKINE oo vvvevnnrenennnsns 6 44,153 2,092 - 1,846 1,554
Credit agencies other than
PANKS vttt 3 614 - - 573 293
Holding and other invest-
ment COMPANIES...vv..srsss 3 14,505 6,103 | 5,277 | 7,9% 653
Insursnce carriers......... 37 825,056 702,275 | 417,677 | 29,491 3,153
Life insurance........... 12 368,080 274,860 | 185,689 | 15,134 6,552
Other insurance carriers. 25 456,976 427,415 | 231,988 | 14,357 2,601
Real estate................ 2 197 - - s 2
Services......ooviiiniinnnann 4 8,449 6,89 4,698 1,121 115

!peficit.
2Less than $500.

Resident foreign corporations other than certain
insurance companies and with accounting periods
covered by this report that ended December 1960
through June 1961 were required to file income tax
returns using the new return Form 1120-F. Resident
foreign corporations with accounting periods cov-
ered by this report that ended July 1960 through
November 1960 were required to file income tax
returns using the regular 1959 return Form 1120
filed by corporations in general. To the extent
that resident foreign corporations with these ear-
lier accounting periods were identified as such in
answer to a question appearing on the 1959 return
form, and, to the extent that the corporations with
the later accounting periods filed on Form 1120-F,
or, if they erroneously continued to file on Form
1120, were identifiable from information in state-
ments attached to the return, they were included in
the separate statistics shown in this report for
foreign corporations.

Resident foreign life insurance companies filed on
the same return Form 1120L used by domestic com-
panies and were identified by the place of incorpo-
ration reported on the return. Included among the
90 returns of resident foreign corporations for
1960-61 were 12 filed by life insurance companies,
all of them incorporated under the laws of Canada.

0f the remaining 78 returns, 25 were filed by stock
casualty and certain other insurance carriers com-
prising most of the resident foreign corporations
organized under the laws of the United Kingdom.
Insurance carriers thus accounted for about 40 per-
cent of the returns filed by resident foreign
corporations.

Statistics on income subject to tax and income
tax reported on the 78 returns filed by other than
life insurance companies are shown separately in
part VI of table 14. Included among the 1,732 life
insurance company returns in part IV of table 14
were nine filed by foreign companies with net in-
come totaling $15,450,000 and three by companies
without net income and a deficit totaling $316,000.

OPERATING AND FINANCIAL RATIOS

Four different classifications
were used to distribute
turn data for 1960-61.

Business receipts to total assets
Net income on business receipts
Net worth to total assets
Inventory change.

Fach ratio was computed separately for each
return and was used to group selected data reported
by each corporation into ratio-size intervals.
Ratios thus computed reveal the variation that is
hidden in an average calculated by using aggregated
data from a group of returns. As an example, net
income for manufacturing corporations as shown in
table 2 totaled $22,144,790,000 for 1960-61, while
business receipts for these same corporations was
$364, 611,950,000, and the average rate of earnings
based on these aggregates was 6.1 percent. But
based on the ratio-size statistics for manufacturers
in table 5, fewer than six returns in each hundred
showed a net income on business receipts ratio near
the group average.

by size of ratio
corporation income tax re-
The four ratios were:

Business receipts to total assets and net income on
business receipts

Table 5 provides information on the relationship
between rate of profitability and turnover of as-
sets. It shows, for broad industry and asset-size
classes, the distribution of the number of returns
cross-classified on the basis of the two ratios, net
income on business receipts and business receipts
to total assets.

Since total assets are also shown in the table,
it is also possible to derive an indication of the
range in the rate of earnings on total assets. For
example, for mamufacturing corporations having net
income on business receipts of from 4 to 6 percent
and an assets turnover rate of from 2 to 3,the rate
of net income on total assets would range from 8 to
18 percent computed as follows:

Business

Net income recelpts Net income

Business Total assets Total assets
receipts
Minimum return on
assetS..cuivuan.. 1% X 2.0 = 8.0%
Maximum returns on
asSSetS.iienianns. 6% X 3.0 = 18,0%
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The significance of the ratios used for this
report may be affected by the definitions used for
Statistics of Income. Although the ratio of net
income to business receipts is sometimes simply
stated as "net on sales," business receipts is de-
fined for this report as receipts from operations
as well as from sales. Furthermore, for industries
in the finance division, the receipts used for pur-
poses of computing the ratio were all-inclusive,
comprising not only the business receipts shown in
the statistics, but all other receipts as well.
This is because investment income, shown separately
by type in the statistics, is the principal operat-
ing income of financial corporations. (Business
receipts plus the various types of investment in~
come equal Total compiled receipts as used in this
report.) The net income used in computing the
ratio was before the Federal income +tax and was
computed under provisions of the Internal Revenue
Code. As such it reflects the income and deductions
recognized for tax accounting purposes. But the
total assets used in the ratio computation reflect
values used for book accounting purposes.

The significance of net income ratios may vary
with the size of the corporation. Thus a low ratio
may not indicate unsatisfactory operating results
when shareholders' salaries and wages constitute a
large part of the deductions claimed on the corpo-
ration income tax return. This may be illustrated
by an example from the statistics for small busi-
ness corporations electing to be taxed at the
shareholder level. As shown in table 42, there were
2,173 returns filed by these corporations showing
net income between $20,000 and $25,000. The aggre-
gate net income for +these returns was $48,723,000,
but the amounts deducted for compensation paid to
shareholders in arriving at this net income totaled
$43,993, 000.

Net worth to total assets

In table 6, statistics are presented grouping
tax return data by the size of the ratio of net
worth to total assets. This ratio may be used as
an indicator of the proportions of equity and debt
capital used to carry on the trade or business.
The national totals in table 6 are influenced to a

great extent by corporations in the finance divi-
sion. The capital requirements of many of these
corporations accounted for a pattern of financial
structure which differed from that of most corpora-
tions. Most of the amounts reported by corporations
in the finance division were attributable to firms
such as banking or savings institutions and insur-
ance companies which managed or invested the assets
of others. Thus, although the amount of their total
asgets was large, most of the offsetting accounts
were liabilities such as deposits, withdrawable
shares,and insurance company policy reserves,rather
than net worth acerued to shareholders. And, the
deductible interest paid on indebtedness shown for
many of +these corporations was in the form of
amounts paid on deposits and withdrawable shares
rather than on bonds, notes, and mortgages.

Some of the variations in financial structure
based on the ratio-size of net worth to total assets
for different industrial divisions are summarized
in table G.

Inventory change

In previous Statistics of Income reports, statis-
tics were presented comparing beginning and ending
inventories of manufacturing and trade corporations.
Table 20 for 1960-61 provides more detailed infor-
mation on mamifacturing and trade corporation in-
ventories by showing size of relative change in
terms of percentage classes of increase or decrease
between beginning and ending amounts.

The source of the inventory data used in the com-
parison was the tax return balance sheet. The
amounts reported in the balance sheet represented
book values determined by any of the several valua-
tion methods in general use by corporations,and the
inventory data were used without regard to methods
of valuation. The statistics on inventory change
are also subjectto the limitation that they reflect
changes between the beginning and end of the several
corporate accounting periods -comprising the 1960-61
period and not Jjust the changes between two fixed
dates for all corporations.

In compiling the statistics, returns of mamufac-
turing and trade corporations showing amounts, in
general, in excess of $500 for both beginning- and

Table G.—ACTIVE CORPORATION RETURNS: NUMBER OF RETURNS, AND TOTAL ASSETS, BY INDUSTRIAL DIVISION, BY RATIO OF NET WORTH TO TOTAL ASSETS, 1960-61

. Industrial division
Active corporation oy - I
returns, total . olesale and retail |Finance, insurance, and
i Manufacturing trade real estate A1l other
Net worth
rth as a percent of total assets Total Total Total Total Total
Number of assets Number of agsets Number of assets Number of assets Number of assets
Teturns | (wisiion TeWINS | (yijtion TetUrns | (yiifion returns | (yiifion returns | (yipsion
dollars) dollars) dollars) dollars) doliars)
(1) (2) (3) (4) (5) (6) (7 (8) (9) (10)
T P 1,140,574 | 1,206,662 165, 862 262, 308 355,623 92,219 334, 388 650, 591 284,701 201, 544
Returns with assets greater than zero, total......ccecesees 1,095,439 | 1,206,662 161,691 262,308 345,746 92,219 317,630 650, 591 270,372 201, 544
Under 20 PErCeNte«-ceceerreererersaaranses 339,901 599,933 37,538 8,686 85,640 13,313 128,471 557,808 88,252 20,126
20 under 50 percent... 275,903 195, 371 41,885 37,775 99,131 27,446 72,293 43,692 62,594 86,458
50 under 70 percent... 175,965 207,590 32,661 94,631 67,892 29, 5% 35,070 15,212 40,342 68,153
70 percent or more.... . 296, 306 203,768 49,183 121,216 91,€13 21,865 80,129 33,87 75,381 26,808
No percent COMPULEdss«sereeereasarorarnaasnarassanrcassse 7,364 (1) 424 (1) 1,470 (1) 1,667 1) 3,803 (1)
Returns with total assets $25,000,000 or more, total....... 4,587 824,482 1,054 184,050 211 22,503 2,748 471, 209 5% 146,720
Under 20 PerceNtesseeseearenrrontanterasssonrasnoncs 2,467 432,542 20 1,662 25 1,496 2,366 425,292 56 4,002
20 under 50 percent.. 685 118,440 154 21,401 52 4,769 196 21, 866 283 70,404
50 under 70 percent..... 688 153,680 421 Th, 694 87 12,487 52 7,309 128 59,190
70 percent or more 747 119, 819 459 86,292 47 3,751 134 16, 742 107 13,034

1less than $500 per return.
NOTE: Detail may not add to total because of rounding.
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end-of-year inventories were classified by ratio-
size after first determining for each return the
result of the following computation:

End-of-year inventory less Beginning-of-year inventory
Beginning~-of-year Inventory

x 100.

For about 183,000 returns or 48 percent of the
total number with the characteristics noted above,
the result of this computation was positive; for
about 160,000 or 43 percent of the total number,
the result was negative; while, for about 32,000 or
9 percent of the total, the result of the computa-
tion showed no change. Included in the no-change
category were returns of many corporations which
actually showed some small change in inventories.
But though this change was real, it was not apparent
after rounding the tax return data to thousands of
dollars during the course of statistical processing.
While +this rounding did not significantly affect
the percents of increase or decrease computed for
most returns, it did affect the percents computed
for some returns, namely those of corporations re-
porting relatively small amounts of inventories at
either the beginning or end of their accounting
periods.

Since data from most returns were rounded to
thousands of dollars, most returns which showed in-
ventory amounts of less than $500 had to be excluded
from the inventory change comparison. Also included
among the 145,000 returns for which no percent of
change could be computed were those with either
beginning or ending inventories not reported, or
reported but equal to zero. Returns with begin-
ning inventories zero or not reported included
those filed by completely new corporations, while
returns with ending inventories zero ornot reported
included those filed by corporations in various
stages of merger, liquidation, or other change in
status. In this connection, the statistics shown
for these returns may be compared with the statis-
tics for returns with "zero assets" of manufactur-
ing and trade corporations in table 4 of this report
as well as with the new-incorporation statistics
for manufacturing and trade corporations presented
in table 15 of the Statistics of Income report for
1959-60.

The statistics in table 20
cluding the returns for which no percent of change
could be computed, the number of returns for which
percents of change were determined totaled 375,000
or 72 percent of the 521,000 returns of manufactur-
ing and trade corporations in 1960-61. However, the
end-of-year inventories reported on these 375,000
returns amounted to about $79,938,000,000. This was
95 percent of the total end-of-year amount reported
for 1960-61 in the manufacturing and trade industry
divisions, and 88 percent of the total end-of-year
amount reported for 1960-61 in all industry divi-
sions. The statistics also show that while only
about half of the 375,000 returns showed an increase
in inventories, this half accounted for 60 percent
of the total manufacturing and trade corporation
ending inventories.

show that after ex-

PRIOR YEAR INCOME

In tables 21 and 22, current-year income or de-
ficit is compared with prior-year amounts for the

same group of corporations. The prior-year infor-
mation was obtained from the answers to a question
on the income tax return for the current year about
the amounts of income or deficit shown on the cor-
poration's income tax returns for the three most
recent years.

Only numbers of returns are shown in table 21.
In this table, frequencies are cross-classified on
the basis of net income or deficit size for 1960-61
and for 1959-60. The statistics are shown for each
of several groupings based on the size of the total
assets reported for 1960-61. Comparable distribu—
tions based on the prior-year information reported
on the returns of previous years were presented in
the Statistics of Income reports for 1958-59 and
1957-58.

Both numbers of returns and amounts of net income
or deficit are shown in table 22. The statistics
in table 22 are arranged to permit comparisons to
be made of the year-to-year changes in income for
corporations reporting for the same number of prior
years. Thus, information is presented separately
for (1) returns which showed a prior-year amount
for 1959-60 only, (2) returns which showed prior-
year amounts for 1958-59 as well as for 1959-60,

and (3) returns which showed prior-year amounts
for each of the three periods, 1959-60, 1958-59,
1957-58. To permit comparisons to be made between

income data reported on returns filed for each of
the periods and income data reported on current-
year returns which also showed prior-year data, (1)
the national totals of income and deficit for
1960-61, obtained from other tables in this report,
are shown, and (2) the national totals of income
and deficit for 1959-60, 1958-59, and 1957-58, ob-
tained from previous Statistics of Income reports,
are also shown.

The net incomes and deficits since 1957-58 as
presented in table 22 were classified by industrial
division according to the corporation's principal

business activity in 1960-61. But, although the
prior year incomes and deficits are as reported by
corporations in their income tax returns for 1960-

61, the amounts may not be entirely comparable.
During the years, some corporations may have ac-
quired or disposed of a business unit, or may have
reported for an accounting period of 1less than 12
months. In some cases, there may have been a change
during the years from consclidated to nonconsolidated
return filing or vice versa, and,if consolidated
returns were filed, the number of affiliated COrpo=-
rations represented in the returns may have varied
from one year to the next. Some, but not all,
corporations apparently adjusted the prior-year
amounts in their income tax returns for 1960-61 in
order to achieve comparability. Also, some Corpo-
rations may have refrained from answering the tax
return question because of such differences.

Among the returns which showed mno prior-year
information were about 2,500 filed on Forms 1120L
and 1120M by 1life and certain mutual insurance
companies. Neither of these return forms provided
for the reporting of prior-year information. (This
fact should be considered in using the statistics
for the finance division.) In additiom, prior-year
data from more than 71,300 returns filed for part-
year accounting periods in 1960-61 were excluded in
order to maintain comparability insofar as possible
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in the length of the time periods for which the
current- and prior-year statistics are shown in the
table.

Because of the lack of information about the
insurance companies filing on Forms 1120L and.112(M
and the exclusion from the statistics of the part-
year returns, a total of 1,067,000 of the 1,141,000
active corporation returnsfor 1960-61 were eligible
for inclusion in the study of prior-year income.
But, 159,000 of these or 15 percent showed no in-
formation concerning previous years. A total of
908,000 or 85 percent of the 1,067,000 returns
showed an amount of income or deficit for 1959-60,
while 781,000 or 73 percent provided information
for 1958-59, and only 687,000 or 64 percent showed
information about 1957-58. This pattern of reporting
may reflect the filing of returns for 1960-61 by
new corporations that were unable to provide infor-
mation for any or all of the three previous years.
An analysis of table 15 in the Statistics of Income
for 1959-60 showsy for example, that there were more
than 96,000 returns filed by corporations organized
in 1959, about 100,000 by corporations organized in
1958, and more than 83,000 by corporations organized
in 1957, and presumably the amount of prior-year
experience that could be reported for 1960-61 on
the returns of these corporations (if they were
still in existence) would have varied: one year on
the 96,000 returns, two years on the 100,000, and
three years on the 83,000.

Answers to the question on prior-year income were
usually provided by the corporations with net in-
come in 1960-61, whereas they were 1less often
provided by the corporations without net income.
Of the 1,067,000 returns identified above, 640,000
showed net income for 1960-61 and 576,000 of these
or 90 percent also showed answers to the tax return
question, while 427,000 showed no net income and
only 332,000 of these or 78 percent showed answers.
Again the possible effect of new incorporations on
the statistics may be noted: new corporations
filing for the first time and thereby unable to re-
port for other years,frequently operate ata deficit
during their first year. (This may be inferred
from the information in Statistics of Income for
1959-60 which showed that nearly 52,000 of the
96,000 returns of corporations reporting 1959 as
their year of incorporation were without mnet in-
come.) Hence, these new corporations probably con-
tributed to the number of returns without net income
for 1960-61 which showed no prior year information.

The 908,000 returns which showed information con-
cerning previous years accounted for 98 percent of
the net income and 86 percent of the net deficit
reported for 1960-61 on the 1,067,000 returns, the
latter number representing the total of full-year
returns filed by other than life and certain mutual
insurance companies as previously mentioned. When
compared with the incomes or deficits reported in
past Statistics of Income volumes for other than
these insurance companies, prior-year amounts shown
on current-year returns covered 96 percent of the
income for 1959-60, but only 79 percent of the
deficit; 95 percent of the income for 1958-59, but
only 81 percent of the deficit; and, 95 percent of
the income for 1957-58, but only 67 percent of the
deficit. This pattern of undercoverage of prior-
year net deficits may be indicative of the fact

that corporaticons reporting deficits in their tax
returns for the earlier of these prior years may
have liquidated or merged by 1960-61 and thus were
not directly reflected in the statistics shown.

CHANGES IN LAW
Dealer Reserve Income

The Supreme Court, in a decision rendered in June
1959 in Commissioner v. Hansen and two related
cases, ruled that a dealer reporting income on the
accrual basis who discounted customers' installment
paper with a financial institution, must include as
income during his current taxable year, any amounts
withheld and credited to the dealer's reserve
account by the financial institution as security of
the dealer's guarantee of full payment of the note
by the customer.

Following these decisions, those dealers who for-
merly did not accrue additions to their reserve
accounts were required to do so and changes in
income accounting so brought about were reflected
beginning with the statistics for 1959-60.

Life Insurance Companies

Most of the provisions of the Life Insurance
Company Income Tax Act of 1959 were retroactive to

the 1958 income tax returns of 1life insurance
companies. However, a few provisions of the Act
were not effective until 1959, and some of these

were imposed under transitional rules
1960, and 1961.

The principal change which was effective for 1958
related to the reporting and taxation of operating
income from premiums and any other sources except
capital gains. Previously, life insurance companies
had been taxed only on their investment income.
Similarly, while only investment income expenses
had been deductible prior to 1958, beginning with
1958, deductions were revised to include benefit
payments, insurance losses, and other ordinary
business expenses. Provisions pertaining to reserve
and other special needs were also revised to place
the determination of each company's deductions on
the basis of its own needs and experience. In
addition, an operations loss deduction similar in
effect to the net operating loss deduction allowed
corporations in general was allowed life insurance
companies for the first time. Finally, reflecting
all of these changes, the definition and methods of
computing 1life insurance company taxable income
were altered. For a description of life insurance
company taxable income under the 1959 Act, see the
description of Income subject to tax in the Expla-
nation of Terms section. For a brief description
of life insurance company taxable income prior to
the 1959 Act, see page 325 of the Synopsis of Laws
section.

Provisions of the law which were first effective
for 1959 included: (1) the reporting and taxation
of capital gains, with the excess of net long-term
capital gain over net short-term capital loss taxed
at a mandatory 25 percent rate, (2) any tax adjust-
ment for 1957 resulting from the required changeover

for 1959,



10 CORPORATION INCOME TAX RETURNS, JULY 1960-JUNE 1961

to the acerual method of accounting by companies not
previously employing this method, (3) the taxation
under the first of three phases of a +transitional
rule, of amounts subtracted from untaxed under-
writing income set aside by stock 1life insurance
companies, and (4) a partial exemption from tax,
determined under the first of three phases of a
transitional rule, of income from qualified pension
plan reserves.

Provisions of the law which were effective Janu-
ary 1, 1960 related +to the second of the three
phases of transitional rules specified by the Code
for the taxation of amounts subtracted from policy-
holders' surplus accounts and for the exemption
from tax of income from qualified pension plan
reserves.

Creation of a special "policyholders' surplus
account" was prescribed for stock life insurance
companies by Code section 815,added to the Internal
Reverue Code by the 1959 law. This account was set
up to receive certain underwriting income earned
after 1958 and not taxed in the year earned. As
described in sections 802 and 815 of the Code, these
earnings became taxable upon their withdrawal from
the account. By law, the tax on amounts withdrawn
and distributed to stockholders was reduced under a
transitional rule by two-thirds for 1959, by only
one-third for 1960, and no reduction at all was
prescribed for 1961 and later years. The tax on
amounts subtracted from the account, computed at
the regular normal tax and surtax rates, was con-
sidered to be part of the total amounts subtracted
for the year. However, amounis subtracted in excess
of distributions to stockholders, such as for the
tax on the amounts subtracted, were not eligible
for the special tax reductions for 1960 and 1959,

The effects of this provision of +the law on the
statistics was to increase the 1life insurance com-
pany tax base for 1960 and 1959 over earlier years,
and to gradually increase the income tax liability
over the two- year period beyond the amount which
might otherwise have been reported. The amount
added to the life insurance company income tax base
for 1960 comprising subtractions from policyholders'
surplus accounts totaled $23,131,000 and was re-
ported on 166 of the 1,031 1life insurance company
taxable returns for the year. The one-third reduc-
tion intax on the amounts withdrawn and distributed
during 1960 was reported on 141 returns and totaled
$3, 880, 000.

The 1959 Act also provided for an exemption from
tax of income from qualified pension plan reserves,
reducing the taxable investment income described in
sections 804 and 805 of the Code. The effect of this
change on the statistics was to reduce income sub-
Ject to tax if taxable investment income was part
of the tax base in addition togain from operations,
(See Income subject to tax in the Explanation of
Terms.) As in the case of amounts subtracted from
policyholders' surplus accounts, this provision of
the law was to become effective over a three-year
period by extending tax-exempt status to only one~
third of the companies® dincome from qualified pen~
sion plan reserves in 1959, to two-thirds in 1960,
and to all of the income from this source beginning
with 1961.

A summary of life insurance company statistics
showing scme of the effects of the Life Insurance

Company Income Tax Act of 1959 for 1958, 1959, and
1960, is presented in table H. Table H also provides
information about 1957 for comparison purposes. The
statistics for 1957 were based on provisions of law
in effect for 1955 through 1957.

Table H,—LIFE INSURANCE COMPANY ASSETS, RECEIPTS, DEDUCTIONS, INCOME
SUBJECT TO TAX, TAX, PROFIT, AND DISTRIBUTIONS TO STOCKHOLDERS,
1957-1960

1t Accounting period ended December—
em
1960 1959 1958 1957
(1) (2) (3) (4)
Number of returnS..eieesiveiscnnnrarrnnaas 1,732 1,676 1,473 1,466
(Million dollars)
Total @SS5etSee.envnirninsrrenenrinnnannns 121,161.2 | 117,039.1 | 107,828.2 102,701.5
Total compiled receipts... 24,448.6 | 23,509.4 21,392.3 3,955.1
Business receipts............... ..., 19,016.0 | 18,474.0 | 16,861.0 -
Net short-term capital gain reduced by
net long-term capital 108S............. 1.0 .9 - (@]
Net long-term capital gain reduced by
net short-term capital 108S............ 5.6 1.7 - (1)
All other receiptSe.e..viiiinernrnin.uas 5,426.0 5,032.8 4,531.3 3,955.1
Total compiled deductionS................. 23,228.7 | 22,352.6 20,331.6 392.5
Cost of sales and operations............ 11,084.3 | 10,369.0 9,591.3 -
Other regularly itemized deductions,
other than costs or other deductions... 993.7 685.6 500.8 119.1
Other deductions (ineluding special life
insurance campany deductions for
1958-1960). . vt vviii it 11,150.7 | 11,298.0 | 10,239.5 273.4
Compiled net profit (less net luss)2...... 1,219.8 1,156.8 1,060.7 3,562.6
Net income (less deficit)2................ 1,082.1 1,036.3 967.5 3,481.0
Net operating loss carryforward........... 12.9 9.6 2.3 -
Income subjact to tax, total.............. 1,033.2 991.5 880.3 1527.8
Amounts subtracted from policyholders'
SUrplus 2CCOURtS....uviuueineaniunn.,.. 23.1 29.6 - -
Reduction in tax on amounts subtracted
from policyholders' surplus accounts..... 3.9 10.0 - -
Income tax {after reduction), total.. 529.4 555.9 455.3 294 .4
Current-year liability............. 529.4 501.9 455.3 " 294 .4
1957 tax adjustment (net).......... - 54..0 - -
Compiled met profit less income tax....... 690 .4 600.9 605 .4 3,268.2
Distributions to stockholders other than
In own stouke..ieiiiiiiiiiiiiiiiia, ., 145.6 1.48.1 103.5 106.1

‘Capital gains for 1957 were excluded by law from gross investment income (shown as
total compiled receipts). However, some capital gains attributable to nonlife insur—
ance reserves were taxable and were included in income sub,ject to tax for 1957.
Cagital gains were completely nontexable in 1958 and were excluded from 1953 data.

For 1960, 1959, and 1958, derived from gain or loss from operations after special
deductions applicable only to life insurance companies. For 1957, derived from net
investment income before all special deductions.

Depletion

Under section 613 of the Internal Revenue Code of
1954, percentage depletion for minerals other than
oil and gas was based on gross income, reduced by
rents and royalties pald, from mining. Mining was
defined to include not only extraction but also the
ordinary treatment processes normally applied by
mine owners or operators to obtain a commercially
marketable product, and, within certain limits,
transportation from the mine to the place of treat-
ment.

The depletion allowable for 1960-61 on certain
clay, shale, and calcium carbonates was affected
by a redetermination of what constituted ordinary
treatment processes for these minerals. This re-
determination was based in part upon a Supreme
Court decision and in part upon new definitions in
a law enacted by the Congress. Before +the Court
decision, ordinary treatment processes for these
minerals as interpreted in revenue rulings ineluded
crushing, grinding,and various purification methods
for shale and certain clay when used in the manu-
facture of brick and tile, and crushing, grinding,
and incidental mixing of calcium carbonates and
shale when used in the manufacture of cement.

In the case of the U. S. v. Cannelton Sewer Pipe
Company in June 1960, the Supreme Court found that
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there was a sufficient market for raw fire clay and
shale to obviate any claim that processing was nec-
essary in order to make them marketable and able to
be shipped. As a result of the Court decision, the
prior revenue rulings were revoked and a new ruling
restricted the definition of ordinary treatment
processes for these minerals to the initial crushing
required to reduce them to a size in which they
could be shipped. This reduced the sales value
upon which gross income from mining was based and
thus reduced the size of the allowable depletion.

At about the same time as the Court decision, the
Congress enacted Public Law 86-564 which contained
more specific definitions of ordinary treatment
processes than had previous law. Most of the de-
pletion provisions of this law were not effective
until 1961, but Public Law 86-781, enacted in
September 1960, made retroactive to 1960 the pro-
visions of Public Law 86-564 pertaining to minerals
used in the manufacture of cement. The new provi-
sions were less restrictive than those contained in
the revenue ruling in effect prior to +the Court
decision as well asin the new revenue ruling issued
following the Court decision, in that they included
not only crushing, grinding, and incidental mixing,
but also certain blending processes. However, pro-
visions of Public Law 86-564 could not be used
unless an election to do so was made by the company
on or before November 15, 1960. Thus, depletion
reported on returns used for this report could have
been based on provisions of the new law or under
the mueh more restrictive revenue ruling issued
following the Supreme Court decision.

POPULATION OF CORPORATIONS FOR THE
PERIOD COVERED

There were 1,187,642 corporation returns for
1960-61, of which 47,068 were returns of inactive
corporations;there were 1,140,574 returns of active
corporations of which 1,068,179 were full-year
returns and 71,395 were part-year returns. Part-
year returns reflected new incorporations,reorgani-
zations, liquidations, and changes in accounting
periods. Full-year returns comprised 522,436 re-
turns with calendar-year accounting periods ended
December 31, 1960 and 546,743 returns with non-
calendar-year accounting periods ended July 31,
through November 30, 1960, and January 31 through
June 30, 1961. The 1960-61 period was the first for
which more than half of the full-year returns were
filed for a noncalendar year.

Table I.—NUMBER OF CONSOLIDATED RETURNS AND SUBSIDIARIES,
BY INDUSTRIAL DIVISION

Number of consolidated | Number of subsidiaries

returns with accounting with accounting

Industrial division periods ended— periods ended~—
July 1960- | July 1959- | July 1960- | July 1959-
June 1961 | June 1960 |[June 1961 | June 1960

(1) (2) (3) (4)

A1l industrial divisions....... 4,534 4,060 16,547 14,951
Agriculture, forestry, and fisheries. 40 23 101 71
D 8 - 158 165 613 578
Construction....oevievineievannuiaans 204 139 524 306
Manufacturing.......cooeiiiiiiniinenas 1,126 1,040 4,302 3,696
Transportation, communication,

electric, gas, and sanitary services 400 370 2,099 1,959
Wholesale and retail trade........... 1,059 947 3,349 2,983
Finance, insurance, and real estate.. 1,091 937 3,503 3,111
SETVICEE. e vererranerananrannnasennnns 450 429 2,029 2,232
Nature of business not allocable..... 6 10 27 15

694-513 O-63—2

The number of corporation returns for the period
covered differs from +the total number of non-
government corporations in existence in 1960-61 for
several reasons. The Internal Revenue Code per-
mitted affiliated groups of corporations to file a
single return showing +the combined financial data
for the group. As shown in table I, there were
16,547 subsidiary corporations reported on 4,534
consolidated returns of domestic corporations for
the 1960-61 period, as compared with 14,951 sub-
sidiary corporations reported on some 4,060 con-
solidated returns for the 1959-60 period.

Also, nonprofit organizations designated tax-
exempt under section 501 of the Code were excluded
from the population of corporations used for this
report. Among them were charitable, educational,
religious, scientific, and literary organizations,
as well as certain mutual and cooperative societies.
However, some of these corporations were partially
taxable and, under special conditions, at the
corporate rates. Educational and charitable orga-
nizations were +taxed on the income derived from
business activities which were not substantially
related to the purpose constituting the basis for
their exempt status.

Cooperatives were included in the population only
if they were nonexempt. Thus, public utility types
such asrural electrification cooperatives were omit-
ted since they were tax exempt under section 501.
Farmers' cooperatives designated tax-exempt under
section 521 were also omitted even though they were
taxed at the corporate rates on earnings not dis-
tributed to patrons.

Exempt organizations, even though partially tax-
able under certain conditions, did not file on cor-
poration income tax returns. On the other hand,
some other mutual societies such as mutual savings
banks and savings and loan associations were taxable
on corporation income tax returns in a manner simi-
lar to corporations, but they were allowed to de-
duct interest paid to depositors and reserves for
future 1losses, while mutual insurance companies
other than 1life or marine, and other than mutual
fire insurance companies issuing perpetual poli-
cies, were taxable only if their gross income ex-
ceeded $75,000.

Regulated investment company returns were included
in the population. These companies were treated as
conduits of income if they met certain specified
requirements and were taxable as corporations only
on their undistributed earnings. Electing small
business corporations were also included even though
by law,they were not taxed as corporations and were
taxed instead through their individual (or fiduci-
ary) shareholders at the individual (or fiduciary)
income tax rates.

The term corporation as defined by the Internal
Revenue Code, included associations, joint stock
companies, and insurance companies. Even though
many of these companies were not legally organized
as corporations, they were taxed as corporations on
corporation income tax returns and were included in
the population of corporations used for this report.
These companies have many of the characteristics of
the corporate form,such as continmuity of life, cen-
tralization of management apart from ownership,
transferability of interests, and limited liability
of owners. On the other hand, sole proprietorships
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and partnerships for which an election was made to
be taxed as corporations, do not generally possess
these characteristics, and although they were taxed
on corporation income tax returns,they were excluded
from the population.

In general, this report covers corporate business
activities in the United States as reported on
returns of domestic and resident foreign corpora-
tions. However, damestlic corporations, that 1is,
corporations organized within the United States,
could report certain income from foreign sources,
such as dividends remitted from foreign subsidiaries.
Also, a United States corporation, operating abroad
through a branch, reported all of its income from
such foreign branches. With regard to resident
foreign corporations, that is, corporations incor-
porated abroad but engaged in trade or business in
the United States, they reported only the income
from Unlted States sources. Nonresident foreign
corporations, that is, corporations incorporated
abroad and not engaged in trade or business in the
United States, were taxable on investment income
from United States sources,but information relating
to them was not included in Statistics of Income.

Both domestic and resident foreign corporations,
unless expressly exempt, were required to file
corporation income tax returns. By law, a corpora-
tion in existence at any time during the year, was
required to file a return regardless of the size of
its income. However, certain mutual insurance com-
panies, as previously noted, filed only if their
gross income exceeded $75,000. This report, summa-
rizing corporate financial activities for 1960-61,
is derived from returns with accounting periods
ended July 1960 through June 1961. Income tax law
required that returns be filed for the annual ac-
counting period customarily used by the corporation
in keeping its books, and that in general, the
accounting perlod close at the end of the month.
Corporations tend to choose annual accounting pe-
riods that best fit their business needs and an
increasing number file noncalendar year returns.
A return was due on or before the fifteenth day of
the third month following the close of the corpo-

rate accounting period. For corporations with
accounting periods coinciding with the calendar
vear 1960 (including, by law, all insurance com-

panies), a return was due on or before March 15,
1961. However, about half of the total number of
corporations indicated noncalendar year accounting
periods. The filing date for returns with the
earliest accounting period covered by this report,
was on or before October 15, 1960. Returns were
due for corporations with the most recent accounting
period covered, by September 15, 1961. However,
many corporations were granted extensions of time
in which to file, so that the last included returns
for this report were not filed until 1962.

Thus, returns from which statistics were derived
for this report include calendar year returns with
accounting periods ended December 1960 and non-
calendar year returns with accounting periods ended
July through November 1960 and January through
June 1961. Although representative of the period
1960-61, a span of some 23 months existed between
the bedinning of +the first included accounting
period on August 1, 1959, and the end of +the last
included accounting period on June 30, 1961. Thus,

business receipts is the sum of the business receipts
for some corporations for the 12 months ended July
1960, plus the business receipts for corporations
with other accounting periods and as a result, in-
cludes some receipts for each of 23 different
months. Also balance sheet items, such as end-of-
year inventories and depreclable assets, are com-
binations of data representative not only of the
position of many corporations at December 31, 1960,
but of some companies at July 31, 1960, and of
other companies 11 months later, at June 30, 1961.

DESCRIPTION OF THE SAMPLE AND LIMITATIONS
OF THE DATA

Description of the Sample

Sources of data

Statistical information in this report was esti-
mated from a sample of unaudited corporation income
tax returns and small business corporation returns
of income filed in the district offices of the
Internal Revenue Service and with the Office of
International Operations in the National Office.
The sample reflects the activities of the +total
number of domestic corporations and resident foreign
corporations filing returns with accounting periods
ended July 1960 through June 1961. The total number
of returns filed was estimated to be 1,188,000.
This +total represents returns, Form 1120 (U. S.
Corporation Income Tax Return), Form 1120L (U. S.
Life Insurance Company Income Tax Return), Form
1120M (U. S. Mutual Insurance Company Income Tax
Return), Form 1120-S (U. S. Small Business Corpora-
tion Returnof Income),and Form 1120-F (U. S. Income
Tax Return of Foreign Corporation) exdept those
filed by nonresident foreign corporations.

The sample was drawnto represent the total number
of returns for 1960-61 regardless of when these
returns were filed. Prior-year delinquent returns
were included for the purpose of estimating data
for current-year returns filed after the cutoff
date for this report. It was felt that the charac-
teristics of returns due but not yet received for
the income year 1960-61 could be represented best
by the previous-year delinquent returns which were
received during the current-year filing period. The
number of prior-year delinguent returns filed during
this period was 54,000.

About 47,000 returns filed by inactive corpora-
tions were counted among the total number of
returns, but no data were tabulated from them. Not
counted in the total were tentative returns,amended
returns not associated with the original return,
returns iIn the Form 990 series filed by exempt
organizations, returns filed by nonresident foreign
corporations, and returns of unincorporated busi-
nesses for which an election was made to be taxed
as corporations under section 1361 of the Code.

Sample selection

Returns were stratified by type of return, by
size of total assets,and by the 62 district offices
and the Office of International Operations in
Washington, D. C. The sample design was adapted to
fit the regular return sorting and grouping proce-
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dures employed by district offices to facilitate
the processing of returns for revenue collection
and audit purposes. Uniform methods of grouping
returns by type of return and by size of total
assets were prescribed for each office.

Within each of the groups, returns were assigned
consecutive account numbers and the sample was
selected systematically by withdrawing from the
various groups all returns with designated account
numbers. For sample purposes, these groups were
combined into sample classes which can be identi-
fied as follows:

I. Forms 1120, 1120L, 1120M, and 1120-F (resi-
dent):

Sample class A.—Returns with net income or
deficit of $1,000,000 or more, or total assets of
$10, 000,000 or more.

Sample class B.—The following special types
of returns which were not included in sample class
A: consolidated returms, returns with personal
holding company schedules attached, life and mutual
insurance company returns, Form 1120-F returns of
resident foreign corporations, and returns with
overpayment of tax. In addition, other returns with
both total assets of $1,000,000 under $10,000,000
and net incame or deficit under $1,000,000.

Sample class C.—Returns other +than the
special return types described under sample class
B, with total assets of $100,000 under $1,000,000
in the case of current-year returns, and with total
assets either under $1,000,000 or not reported in
the case of prior-year delinquent returns.

Sample class D.-—Current-year returns, other
than the special return +types described under
sample class B, with total reported assets greater
than zero but less than $100,000.

Sample classes E and F.—Current-year re-
turns,other than the special return types described
under sample class B, which showed assets zero or
not reported. After sampling in accordance with
prescribed sampling rates, returns were separated
into class E (active corporation returns) and class
F (inactive corporation returns). Returns in sample
class E were separated further, into returns with
zero assets and returns with assets not reported.
Returns with zero assets were identified by infor-
mation provided by +the corporation on the tax
return. All other returns were regarded as returns
with assets not reported. For this second group,
other sources were used to estimate balance sheet
information for as many returns as possible. Assets
and ligbilities estimated were <then weighted to
represent the assets and liabilities for all returns
in sample class E with assets not reported. (See
also the Explanation of Terms under Size of total
assets, Total assets and +total 1liabilities, Zero
assets, and Assets zero or not reported.)

II. Form 1120-S:

Sample class Ge—Returns with net income or
deficit of $1,000,000 or more, or total assets of
$10, 000,000 or more.

Sample class H.—Current-year returns with
net income or deficit under il,OO0,000 and total
assets of $1,000,000 under $10,000,000, and all
prior-year delinquent returns not included in sample
class G.

Table J. —CORPORATION RETURNS: NUMBER FILED, NUMBER IN SAMPLE, AND
PRESCRIBED AND ACHIEVED SAMPLING RATES, BY SAMPLE CLASS, 1960-61

Number of returns Sampling rates
Sample class Filed | In semple | Prescribed | Achieved
(1) (2) (3) (4)
Grand total, all returns....... 11,187,777 169,272 - -
Forms 1120,-L, -M, and -F (resident
ONLY), £0EBLaurrereerurnunnreneaenes 1,096,349 157,844 - -
11,547 11,547 1.0000 1.0000
75,344 75,344 1.0000 1.0000
391,686 39,494 0.1000 0.1008
564,471 26,798 0.0500 0.0475
34,480 984 0.2000 (®
18,821 3,677 0.2000 0.1954
91,428 11,428 - -
11 11 1.0000 1.0000
2,687 2,687 1.0000 1.0000
88,730 8,730 0.1000 0.0984

Ithere is a slight disparity between the total number of returns in this table and
the rounded estimate of 1,187,642 in table D.
25ee text description of sample classes E and F.

Sample class I, —~Current-year returns with
total assets less than $1,000,000 or with assets
zero or not reported. Returns with assets not
reported were treated the same as in sample classes
E and F.

For each of these sample classes, the number of
returns filed, the number of returns in the sample,
and the prescribed and achieved sampling rates are
given in +table J. Differences between prescribed
and achieved sampling rates in table J occurred for
the following reasons. Returns were ordinarily
assembled and numbered in the district offices and
in the Office of International Operations in packs
of 100 within each of the return processing groups
used for revenue collection and gudit purposes, and
were sampled according to designated account numbers
within each hundred. However, to facilitate field
processing, some packs were closed with less than
100 returns. Therefore the preseribed rates, based
on packs of 100 returns, were not always achieved.
Also, some returns with account numbers designated
for the sample were unacceptable as in the case of
tentative returns, and some specific returns were
unavailable even after followup.

Method of estimation

The total number of returns filed was determined
from counts maede and submitted by the distriet
offices and the Office of International Operations
in Washington, D. C. The adequacy of response by
sample class was reviewed by applying the prescribed
sample rates to the number of returns filed and
comparing this expected sample size with the number
of returns actually received from each office. When
receipts of tax returns appeared to be inadéquate,
a followup procedure was employed to obtain the
missing returns. Sample data were expanded to the
sample class totals by national 