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ANNUAL REPORT

OF THE

COMMISSION‘ER OF INTERNAL REVENUE

TrEASURY DEPARTMENT,
Orrice oF CoMMISSIONER OF INTERNAL REVENUE,
Washington, D. C., October 31, 1940,

The honorable the SEcrETARY OF THE TREASURY.
Sir: I have the honor to submit the following report upon the work
of the Bureau of Internal Revenue for the fiscal year ended June 30,

1940:
COLLECTIONS

Total collections of internal revenue taxes during the year!
amounted to $5,340,452,347, as compared with $5,181,573,953 during
the fiscal year 1939, an increase of $158,878,394, or 3 percent.

Income tax collections received during the March and June quarters,
1939, which includes the first two quarterly payments on 1938 earn-
ings, amounted to $1,037,864,431, while the gorrespondmgﬁﬁgurl‘es for
the year of this report are $1,313,014,582, an increase of $275,150,151.
The taxes imposed on 1938 incomes were levied under the Revenue
Act of 1938, while taxes imposed on 1939 incomes were levied under
the Revenue Act of 1938 as amended by the Revenue Act of 1939 and
the Public Salary Tax Act of 1939. The principal changes are in the
method of computing the corporation income tax as outlined in the
Revenue Act of 1939, and in taxing the compensation of employees
of a State, Territory, or any political subdivision thereof. :

The following table shows the increases or decreases in general
sources of internal revenue for 1940 compared with 1939:

Summary of collections, fiscal years 1939 and 1940

Fiseal year i Increase, or decrease (—)
General source
1939 1940 Amount Percent
Tax Unit: A ot
Inm(l}rﬁpﬂarvutglnlinwme texs JJRE o1 200 g}i{; B% gé $1, éég: {5)51513;2 i§ —i&é .gfg. 3;3. gg _gg
Individual income tax_.___.________| 1, 028, 833, 796. Teoroal7 —46, 816, 420, h
7, 056, 3T .83 —8, 582, 170. 98 -3L.7
TXcess-profitsitax’ J0te " TR ST 27, 056, 3:*2.81 18, 474, 201 2
{;;ju?t Ii:)snrichmcnf: fax____SEREGLT 6, 683, 334, 54 8, 536, lg. %E iy 8_5%2, g;z g _92;;
Dividend tax 1 (repealed) . ...___.__ 1, 204. 64 i , 274,
Totaluie o LELLT ! . HINREL T 2,185, 115,599.09 | 2,120,600,327.43 | —55, 506, 271. 66 —2.5
Alcohol Tax Unit: e
i LD | T 25,014,547.12 | 27,874,052, 19 2,859, 505, 07 114
isti stie, execise | J
J_)'!ji‘t‘{ﬂ]e(f e bEm |t%, domc% L I::_ ot _\_(_1?_ = 2568, 560, 244 87 289, 857, 903. 03 81, 227, §a§ 20 }‘fé
Distilled spirits, rcezmcmian taxl_z_ i 10, 677, 293. 20 11, 854, 090, 97 1, 176, 797. 77 1
Floor taxes (on stocks of Jan. 12, i ;i A iate
@ 30, 1088).____.____. 5, 427, 570. 63 12,209.32 —5,415,370.31 | 5
Bé?tsl‘f;, %Ttlzgrllltginer starrzps _________ 9,871, 917. 10 11, 224, 905. 49 1,352, 088. 39 | 13.7

! Tax due on dividends declared between June 16 and Dee, 31, 1933.
! The year, unless otherwise noted, means the fiscal year ended June 30, 1940, 1
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Summary of collections, fiscal years 1938 and 1940—Continued

Fiscal year Increase, or decrenso ()
Geneoral source
10390 1940 Amount Percont
Aleghol Tax Unit—Continued. .
Wines, including fortifying brandy. $7,754, 747.08 $9, 368, 706. 20 $1, 611, 059. 21 20,8
Fermented malf liguors, excise tax_| 259, 703,925, 76 264, 578, 036. 03 4, 875, 110. 27 1.9
Bpeeial, ot occupational, taxas. .. 10, 789, 454, 92 9,484, 261. 75 —1, 305, 193. 17 —12.1
587, 799, 700. 88 624, 253, 156. 11 36, 453, 456. 43 6.2
127, 203,008.90 | 132,738, 587.17 5, 535, 528. 18 4.4
360, 715, 210, 12 360, 071, 166, 94 —844, 043. 18 -2
580, 150, 205, 74 608, 518, 443. 59 28, 350, 237.85 4.9
534, 738, 304. 48 583, 505,382, 47 48, 867,077.99 8.1
65, 414, p58. 42 88, 145, 357, 56 2,731, 299, 14 4.2
Total. et 1,668, 226, 787. 75 | 1,753, 068,887. 73 84, 839, 085, 98 5.1
Aocounts and Collections Unlt:

Federsl Insvranes Contributlons
Ao i e 529, 335, 633. 76 606, 350, 175. 64 75,514, 641, 88 14.3
Federsl Unemployment Tax Act. 101, 186, 703. 68 106, 123, 156. 21 4, 956, 452. 53 4.9
Carriers taxes_ ... ....._._____. 109, 426, 627. 62 122, 047, 843, 66 12, 621, 016, 04 1L 5
TOtAL. v 740, 428, 865, 06 833, 520,075, 51 03, 092, 110. 45 12,6
Total, all collections._.._.....__._ 5,181, 573,952. 58 | 5, 340, 452, 346, 78 168,878,394, 20 3.1

Comparative stalement of tax collections by quarters, fiscal years 1939 and 1940

Miscellaneous Employment
Quarter ended— Income {axes | Internal-revenue taxes, Including | Total collections

taxes carriers faxes
Bept. 30,1938 ... ... . ... $502, 716, 572. 51 | $666,282, 573.67 | $166,307, 311. 90 $1, 395, 256, 468, 08
Dec. 31,1038 .. . .. 650, 793, 594. 05 5684, 686, 260, 76 166, 425, 753.60 | 1, 281,885, 808, 41
Mar, 31, 1939 -{  603,541,813. 43 508, 504, 711. 85 228,716, 424,38 | 1,340, 762, 049, 66
June 30, 1839 ..___.____.. . __ 434, 322, 617. 11 550, 366, 944. 14 178,979, 375. 18 | 1,163, 668, 936, 43
Fiscal vear 1939 .. __ 2,151,374, 597. 10 ; 2, 289, 770, 490, 42 740,428, 865.06 | 5,181, 573, 952, 58
Bept. 30, 1939, .. ... 404, 101, 228, 59 736, 155, 642, 82 182, 50, 494, 71 1, 821, 785, 766. 12
Dec. 31,1939, __._ 345, 483, 116. 56 552, 500, 230. 8D 192,865 039. 17 | 1,130, 848, 386, 62
Mar. 31, 1940 ___ 760, 060, 685. 99 534, 411, 289, 00 252, (02, 566. 66 | 1, 552, 483, 541. 65
June 30, 1840 ... .- 0] 546, 944, 895, 78 582, 265, 881,64 206,143, 874.97 | 1,335,354, 652, 3%
Fiscal year 1040. _,...._.. 2,102, 598,026, 92 | 2, 404, 332, 444, 35 833, 520,975.51 | 5,340, 452, 346. 78

Nom.—n]'gﬂective July 1, 1938, the rate on distilled spirits (excopt hrandy) was increased from $2 to §2.25
.

per tax

gallon,
The eapital etock tax is due to be paid in the 8¢
Other miscellaneous taxes are payable manthly.

income tax returns,

The taxes on future delivery; production,
chewing gurn, matches (at the one-half esn

ptemher
The March quarter

refining, or processing of crude
¢ and 2 cent rates), toflet prep:

quarter and the gift {ax in the March quarter.
includes full-paid calendar year

petrelenm; brewers’ wort, malt,
arations (at the 5 percent rate),

furs, phonograph records, sporting goods, and camerss, were repeaied as of close of business June 30, 1938,

In the appendix will be found tables showing the amount of internal
revenue tax receipts in detail for the year, with statements of com-
arative collections by districts,

cal years 1939 and 1940. Tab
quantities of liquor, tobacco, ole

sumption,

Additional assessments—The additional assessments,

States, and Territories, during the
les are presented also showing the
omargarme, etc., tax-paid for con-

including

interest and penalties, resulting from office audits and field investi-

gations made during the fiscal years 1939 and 1940, were

as follows:

Py —
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Fiscal year
Ciass af tax
1939 1940

D T . o e e A Yty ke $279, 487, 977. 51 | 1$201,198, 664, 00
M“"“éii?: o B ey e 50, 014, 649. 40 52,350, 045, 30
Gfp LTI 5,247,767, 42 & s, g;g H
Ca ;tal stock.._. gi 473: %7: ?g gi gg‘l‘, gg u

iquors_________ 519, 041, , 854, 693,
M oot ieons , 183, 519. 80 7, 043, 709, 74
Miseellanaons.. . 19, 184: F] Ve J03. 57
- 312, 564,31 424, 504. 20
18,047.86 26, 925, 90
935.83 187, 251.36
97, 428, 746. 83 77, 667, 562. 64
Employment and Carrlers taXes. .. ......-ws-savmmencmommommmman———— 26, 902, 431. 93 8 25,143, 458.86
Grand total_.___.. e mam e mm—mm—mm— e me b .——— 403, 819, 166 27 303, 909, 885. 50

08, $284,380,798 from the Income Tax Unit and $6,807,865 from the Accounts and
Oéﬁgggl%i?{gi?w’ﬁet:;seés?mnts of the ITncome Tax Unilt Include $28,727,185 made under the jeopardy
provisions of ssctian 270 af the Revenue Aet of 1826 and sectlon 273 of subsequent Ravenus I:}cfii $7,019,890

1 Includes, for miscellaneous internal revenue, $66,602,079.59 from the Misceliangms Tax Unit, $7,018,
from the Accounts and Cellections Unit, and $3,854,603.05 from the Aloghol Tax Unit, vities of the
2 Includes for employment and carriers taxzes, $6,625,316,86 fra!n the employment tax activ
Aceounts and Collections Unit and $18,518,142 from the collectors’ offices.

Refunds, etc—~—Payments for the refund of taxes illegally or errone-
ously collected and for redemption of stamps and drawbacks are made
from sums appropriated for such prrposes,

Number of claims paid and the amount of refunds, payments, and repayments, includ-
/ 1:1?':9 interest, during the fiscal years 1939 and 1940

lowed (included
Nﬁﬁbﬁi of Amonnt refunded or repald Int%;es:na;mg; ref(unded)
Ciass of tax
18938 1840 1939 1940 1939 140
Refund o{e internal-rev- |
enllifcg%]ie (f;:::;l)ej.és ........ 136, 186 (132, 532 | $27,300, 177.03 | $46,022,031. 85 | $4,025, 558. 52 | $0, 165, 587. 23
Mlsoe!laneoustlnter-
nal-revenue taxes; 209,50
Inous 1. 88 103 2, 338. 27 , 567, 92 65. 50 3
ggll)liltr;lnscf‘:ockc?i_ 2,680 | 2,131 466, 643, 14 381,857, 55 23, 308. 59 df, ;272 g
Distilled spirits..| 7,905 5, 902 227,161. 75 641, 275.23 2, 613. 55 .
1,582 3, 500, 014. 05 5,401, 476. 11 420,879 32 880, 308. 78
"471 923, 614.42 | 3, 498, 669. 60 117,684, 71 541, 207.07
462 207, 185. 45 585, % g? 21,035. 75 60, 532, 53
127 218.17 B [ o s ———
1,105 1, 559, 649. 47 2,165, 3335 3% 312, % 83 198, !;ég Q
1,537 986,019, 30 1,683, 836, . A
"o %03 5% 578,04 (oo 27.03
131 93,413.91 10, 218. 81 187. 53 468. 73
Federal In;gr-
Mmoo Comi ™ | sise | soss| as,2n4s| s 20.77| 20,6090 52,572.13
Federal I{n{t}m-
Tgﬁ?? - fli 15,913 | 14,972 I, 382, 517. 67 1,909, 393.72 42, 730. 72 50, 243, 52
Agﬁffﬂf?_]?_s_t:_ 84,773 | 49,027 | 12,293,817.96 | 11, 508,970. 56 533, 607, 18 1, 418, 310.02
Total. oo 258,144 (215,706 | 49,413,686.40 | 74, 446,930.88 | 6,449, 586.72 | 12,408,716, 22

1 Listed as pay roll taxes In 1930 report.
? Listed as ‘S)ogi.al Zecurity, Title VIIL in 1939 report.
3 Listed as Sncial Becurity, Title IX, in 1939 raport.
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Number of claims paid and the amount of refunds, payments, and repayments, includ-
ing interest, during the fiscal years 1939 and 1940— Continued

Number of s Interest allowed (included
Class of tax claims Amount refunded or repaid in amount refunded)
. 1039 1940 1939 1840 1939 1940
Repayménts (not refund
of taxes erroneously
collected):
Redemption of
stamps:
Distilled spirits_.| 2,268 | 2,112 $60, 113, 34 $54, 232. 68 $1, 016. 26 $507.80
Miscellanecus_....| 2,360 1,984 379, 230. 13 215, 588,17 46, 310, 52 18,892, 44
Narcoties... _._. 101 57 1,008.70 20843 | L
Bilver ______..__._ 3 2 104. 61 B5.00 | [ ae
Tobacco. ... 1,746 1,485 1, 338, 945. 73 1,832,670.38 |.____ ... | ...
Total ... ... 6,478 8, 140 1.779, 501. 60 2,102, 764, 66 47, 326. 76 | 19, 490, 24
Drawbacks
Aleohol.. ... ... 656 640 178, 167, 78 177, 180.48 | ...
Tobacco. ... 13 17 2,736. 63 382377 | .. .
Total.... ... 668 857 178,804.41 | 181, 003.25 | . e ..
Grand total._..[265,291 (222,508 | 51,372, 082, 41 \ 76, 730, 708. 79 \ 6,496,013, 50 | 12, 420, 206. 46

*~Nore.—Therc were also refunded from Philippine coconut oil tax collections (trust fund) the amonnts of
$91,359.68, including $3,471.10 interest, covering 700 claims, during the fiscal yoar 1839, and $175,292.66,
tncluding $1,054,19 interest, covering 45¢ claims, during the fiseal year 1940,

The figures in this takle will not agree with those in later sections of this repert for the reason that the
amounis shown {n the later sections relate to clalms disposed of by the units, whercas this table shows the

actual payments made.
COST OF ADMINISTRATION

The amount of $59,877,500 was appropriated for the fiscal year 1940
for salaries and expenses in connection with the assessment and col-
lection of internal revenue taxes and the administration of the internal
revenue laws. The expenditures and obligations against this appro-
priation were $59,675,518, leaving an unexpended balance of $201,982,
The expenditures do not include amounts expended for refunding taxes
illegally or erroneously collected and for redeeming stamps. The cost
of collecting a total of $5,340,452,347 during the year was $1.12 per
$100, compared with $1.13 per $100 for 1939,

The amount of $4,250,000 was appropriated for the fiscal year 1940
for salaries and administrative expenses in connection with making

refunds authorized by Titles IV and VII of the Revenue Act of 1936, °

The amount expended and obligated from this fund amounted to
$3,635,549, leaving an unexpended balance of $614,451.

Personnel —A comparative statement of the number of cmployees
in the various branches of the Internal Revenue Service on June 30,
1939, and on June 30, 1940, is given in the following table:

Incraase or
: June 30, Junc 30,
Branch of service 1939 1940 degf;a.se

Employees in the departmental sarviee. ... ... ... ... 4, 202 13 993 —209

Offices of collectors of internal revenne. .. _.______ . .~ 8, 355 28,376 21
Internal revenue agents’ forces:

Income and estate taXes. .. ... ..o 4, 804 34,884 30

Miscellaneons and salestaxes. .. ... T 47 61 14

Offices of district supervisors______....._____ 4,147 14 0R3 -4

Miscellaneous field force (Aleohol Tax Unit) 16 -1

SBupervisors of accounts and collections. . 46 46 | s

Field force (Intelligence Unit) ____.__._____ . . 208 206 -2

Fleld force (Assistant General Counsel’s Office). ... . _ .~ . 178 177 -2

Field force (Technieal Staffy. ... ___. ... __ "0ttt 528 541 13

TObBl e 22,623 22,423 —200

! Exclusive of 108 temporary employees on tha internal revenua roll and 483 employees on the refunding
processing tax roll, =

! Exclusive of 548 temporary employess on the internal revenue roll, 251 permanent and 8( temporary
employees on the refunding processing tax roll.
;]Exclusive of 27 temporary employees and 459 general deputy colleclors on the refunding precessing tax
roll,
+ Exclusive of 2 temporary employees.
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There were 99 employees retired on annuity during the fiscal year
1940, of whom 48 were retired on account of disability.

IMPORTANT LEGISLATIVE AND OTHER CHANGES AFFECTING THE
BUREAU DURING THE FISCAL YEAR 1940

Public, No. 242, approved July 28, 1939, amends the Bankruptcy
Act by conferring onginal jurisdiction on courts of bankruptey with
respect to any proceeding initiated by the filing of a petition on or
befI())re July -31, 1940, Wiél respect to modifications of the securities
or capital structures of railroads; provides that the provisions of sec-
tions 1801, 1802, 3481, and 3482 of the Internal Revenue Code shall
not apply to the issuance, transter, or exchange of securities or the
making or delivery of conveyances to make effective any plan or
adjustment confirmed under the Act; that no income, gain, or profit
taxable under any law of the United States or of any State shall in
respect to the adjustment of the indebtedness of any petitioner be
deemed to have accrued or to have been realized by such petitioner
by reason of a modification of or cancellation in whole or part of the
indebtedness of & petitioner affected by such proceeding; gives the
court power to determine the amount and legality of claims of the
United States for taxes and to order payment thereof, the order of
the court to have the effect of adjudication of bankruptey of the
petitioner for the purpose of section 274 of the Internal Revenue
Code; and suspends the running of the statute of limitations on the
assessment or collection of any internal revenue tax while a proceed-
ing under the Act is pending and until it is finally dismissed.

Public, No. 259, approved August 4, 1939, amends the Merchant
Marine and Shipping Acts to provide for the exemption from Federal
income taxes of the gain resulting from the transfer of an obsolete
vessel to the Commission under the provisions of the Act, and for an
adjustment of the basis for gain or loss upon a sale or exchange and
for depreciation of a new vessel acquired in connection with such
transfer,

Pubhe, No. 264, approved August 4, 1939, authorizes the Com-
missioner to make certain allowance for loss by leakage and evapora-
tion upon withdrawal of packages of brandy or fruit spirits filled from
storage tanks prior to June 26, 1936. .

Public, No. 334, approved August 7, 1939, amends section 2857(a)
of the Internal Revenue Code by eliminating the requirement that
records of receipt and disposition of distilled spirits be kept by whole-
sale liquor dealers who are such dealers only by reason of their dealings
in wine at wholesale, but do not deal in distilled spirits at wholesale.

Public, No. 361, approved August 9, 1939, provides additional
time for the filing of claims for refund of taxes pald under the Bank-
head Cotton Act, the Kerr Tobacco Act, and the Potato Act of 1935.

Public, No. 379, Social Security Act Amendments of 1939, approved
August 10, 1939, comprehensively amends the Social Security Act and
the tax provisions of that Act which were incorporated in the Internal
Revenue Code. The most important changes made in the taxes under
subchapter A of chapter 9 of the Code are the reduction of the rate on
both employers and employees for the years 1940, 1941, and 1942 from
1% percent to 1 percent; the extension of coverage, effective January
1, 1940, to services of seamen on American vessels and of employees of
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certain Federal and State instrumentalities (chiefly bank employees);
the removal, effective January 1, 1939, of the previous exemption of
services by individuals after they attain age 65; and the provision
for refund to an employee who because he has two or more employers
pays tax on more than $3,000 of wages earned in any year after 1939,
With respect to the tax under subchapter C of chapter 9 of the Code,
the major changes are the measurement of the tax for 1939 and subse-
quent years by “wages paid” as distinguished from ‘“wages payable’’
under the prior law; the limiting of the application of the tax to the
first $3,000 paid after 1939 to an employee by an employer for services
rendered in any calendar year; the liberalization of the conditions of
allowance of credit against the Federal tax for 1939 and subsequent.
years for contributions paid to State unemployment funds; and the
extension of coverage, effective January 1, 1940, to services of em-
ployees of certain Fedeléal and State instrumentalities (chiefly bank
employees). The amendments also provide for the liberalization of
the conditions of allowance of credit against the Title IX tax for the
yvears 1936, 1937, and 1938 for contributions paid to State unemploy-
ment funds. Effective January 1, 1940, certain services previously
taxable are exempt from the taxes under subchapters A and C of
chapter 9 of the Code, principally services in the field of agricultural
labor, certain services performed in the employ of nonprofit organiza-
tions exempt from income tax, and certain services performed by
students and newsboys. Public, No. 379, also extends the time for
filing claims for payment with respect to floor stocks, held on January
6, 1936, of certam articles processed from commodities subject to the
processing tax under the Agricultural Adjustment Act.

Publie, No. 654, approved June 24, 1940, amends sections 2803(c)
and 2903 of the Internal Revenue Code to remove unnecessary re-
strictions upon the redemption of red strip stamps for containers of
distilled spirits and to authorize the redemption of case and strip
stamps for containers of spirits bottled in bond.

Public, No. 655, approved June 24, 1940, amends seciions 3030(a)
(1)(A) and 3031(a) of the Internal Revenue Code as of July 1, 1940,
to eliminate the tax of 10 cents per proof gallon imposed on spirits
uged in the fortification of wines, and to compensate for the loss of
revenues thereby occasioned by increasing by 5 cents per gallon the
tax on all wines containing more than 14 percent and not. exceeding
24 percent of absolute alcohol by volume. The Act likewise amends
section 3030(a)(2) of the Internal Revenue Code to correct a clerical
error made in the Liquor Tax Administration Act, approved June
26, 1936, where the tax on artificially carbonated wine was fixed at
“1¥% cents on each one-pint or fraction thereof.” The words under-

scored, descriptive of the quantitative basis of the tax, should have
been ““one-half pint.”

" Public, No. 656, Revenue Act of 1940, approved June 25, 1940,
amends the Internal Revenue Code by increasing the rate of tax on
corporations; increasing individual surtax rates; increasing the rates
of tax on nonresident alien individuals; increasing the taxes on dis-
tilled spirits, wine, fermented malt liquor, etc., and on certain occu-
pations; amending the withholding of tax at source provisions to
conform to the rates on nonresident alien individuals and foreign cor-
porations; decreasing the personal exemption; changing the require-
ment for filing returns in the case of individuals and fiduciaries to de-
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pend on the amount of gross income rather than net income; amendir
the provision relating to information returns to conform to the r
quirement for filing individual returns; and imposing in addition |
the increase in individual and corporate income tax rates a flat tax
10 percent of the tax computed under the Internal Revenue Code, .
amended, designated as a “Defense T'ax,” effective for a 5-year perio
This Act also increases by 10 percent for a 5-year period the exces
profits, capital stock, estate and gift taxes, and tax on transfers |
avoid income taxes. 'The Act continues in effect until June 30, 194
certain of the manufacturers’ excise taxes and miscellaneous tax
which would have terminated on June 30 or July 31, 1941, It al:
increases the rate of numerous miscellaneous taxes and lowers certa;
exemptions applicable to the miscellaneous taxes. The Act also pr
vides that the 10 percent defense tax shall be set aside as a speci
fund which shall be available only for retirement of obligations a1
thorized by the Act to the extent of $4,000,000,000, the proceeds
which are to be used for the national defense. The Public Salar
Tax Act of 1939 was amended to relieve certain individuals receivir
compensation paid indirectly by the United States from penalties di
to failure to make return and pay tax due.

Public, No. 671, approved June 28, 1940, amends section 3 of tl
Act of March 27, 1934 (48 Stat. 505), as amended by the Acts of Jur
25, 1936 (49 Stat. 1926), and April 3, 1939 (53 Stat. 560; U. S. (
Supp., V, Title 34, sec. 496), and as made applicable to contracts f
aircraft or any portion thereof for the Army by such Act of April
1939, to limit to June 30, 1942, the allowable profit on naval vessels
Army or Navy aircraft or portions thereof to 8 per centum of tl
contract price, or 8.7 per centum of the cost of performing the contra
or subcontract on other than prime contracts made on a cost-plus-
fixed-fee basis, in lieu of 10 percent and 12 percent specified in Publi
No. 18, approved April 3, 1939. It limited the application of tl
Act to the period of the national emergency declared to exist bg tl
President on September 8, 1939, and to those contracts and subco:
tracts in which the award exceeds $25,000. Provision was also mac
for charging against a contract or subcontract a percentage of tl
cost of special additional equipment and facilities acquired to facil
tate, during the national emergency, the completion of naval vesse
or Army or Navy aircraft or portions thereof in private plants pu
suant to a certification to be made to the Commissioner by the Seer
tary of War or the Secretary of the Navy, as the case may be, afts
agreement with the contractor or subcontractor. Such certificatio
is to be made under regulations prescribed by the President and
Tequired to state the necessity for such special additional equipmer
and facilities, the cost thereoi, and the percentage of the cost to |
charged against the contract or subcontract. .

The practical operation of the plan of decentralizing the determ
nation of income, profits, estate, and gift tax liabilities, consummate
during the fiscal year 1939, has been further perfected and standardize
during the past fiscal year. In continuation of this policy, the juri
diction to handle a substantial volume of the offers in compromuse ¢
income, profits, and unjust enrichment taxes, including cases arisir
under the Vinson Act and other similar legislation, and certain relate

-offers of other taxes, under section 3761 of the Internal Revenue Coc

(formerly Revised Statutes 3229) was delegated, with the approval
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téhe 9Sgegcretary, to the Technical Staff field divisions on September
, 1 .

Under the provisions of section 4 of Public Resolution No. 75,
Seventy-sixth Congress, approved June 4, 1940, section 2 of Re-
organization Plan No. III, transmitted to the Congress by the Presi-
dent on April 2, 1940, became effective June 30, 1940. In conformity
with Order No. 30 of the Secretary of the Treasury, issued June 12,
1940, pursuant to the plan of reorganization referred to, the functions
heretofore performed by the Federal Alcohol Administration, the
Administrator and officers thereof, are administered by the Deputy
Commissioner of Internal Revenue in charge of the Alcohol Tax
Unit, under the supervision of the Commissioner of Internal Revenue
and the Secretary of the Treasury.

ACCOUNTSAND COLLECTIONSUNIT

The Accounts and Collections Unit is the central administrative
organization for the 64 internal-revenue collection districts and makes
the administrative audit of all expenditures for the Internal Revenue
Service. The Unit also administers the taxes imposed under Chapter
9 of the Internal Revenue Code, the taxes under Subchapter A being
with respect to employment by others than carriers, Subchapter B
with respect to employment by carriers, and Subchapter C with
respect to the tax on employers of eight or more. Since enactment
of the Social Security Act Amendments of 1939 (Public, No. 379,
approved August 10, 1939), Subchapter A of Chapter 9 of the Code
has been known as the Federal Insurance Contributions Act and
Subchapter C as the Federal Unemployment Tax Act. Prior to
enactment of the Internal Revenue Code the provisions of Sub-
chapters A, C, and B of Chapter 9 were contained in Titles VIII
and IX of the Social Security Act and in the Carriers Taxing Act
of 1937, respectively, and the taxes imposed thereunder are now
generally designated as "Employment taxes."

There were 19,199,932 tax returns filed in collectors' offices during
the fiscal year 1940, an increase of 1,491,075 over the previous year.
Of the total returns filed, 8,988,412 were income tax returns, an in-
crease of 1,416,729 during the year. The increase in tax returns filed
may be largely attributed to the Public Salary Tax Act under which
employees of States and political subdivisions thereof were required
to file income tax returns.

A total of 13,351,512,052 revenue stamps, valued at $1,188,107,282,
was issued to collectors of internal revenue and the Postmaster Gen-
eral during the year, compared with 12,594,476,279 stamps, valued at
$1,144,003,042, issued during 1939.

Revenue stamps returned by collectors of internal revenue and by
the Postmaster General, and credited to their accounts, amounted to
$31,206,229. There were 390 applications allowed for restamping
packages from which the original stamps, had been lost, mutilated, or
destroyed, compared with 431 applications in the preceding year.

During the year 34,774 income tax, 4,700 miscellaneous tax, and
77,472 employment tax returns were investigated by field deputy
collectors, and 10,505,875 information returns were verified. At the
close of business June 30, 1940, there were outstanding in the 64 collec-

tion districts, for field investigation, 3,212 income tax returns, com-
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pared with 5,205 as of June 30, 1939. The number of information
returns on hand June 30, 1940, was 5,315,926, compared with 6,026,786
as of June 30, 1939. On June 30, 1940, there were 212,701 warrants
for distraint in the custody of the collectors' field forces for collection,
compared with 205,980 as of June 30, 1939.

Collectors of internal revenue, after having taken the necessary
administrative action, transmitted to the Bureau or otherwise dis-
posed of 249,007 claims, as compared with 312,429 claims in 1939, a
decrease of 63,422. The number of claims on hand in collectors'
offices at the end of the fiscal year was 14,126, compared with 22,627
at the close of the previous fiscal year, | i

During the year 379,228 warrants for distraint were served by field
deputy collectors of internal revenue, which resulted in the collection
of $52,220,175. An average of 2,718 producing field deputy collectors
made a total of 1,622,104 revenue-producing investigations, including
the serving of warrants for distraint, compared with 1,889,579 such
investigations made by an average of 2,704 producing field deputy
collectors in the preceding year. The total amount collected and
reported for assessment by field deputy collectors was $84,566,072,
as compared with $97,826,243 in the previous year. The average
number of investigations made per field deputy and the average
amount of tax collected and reported for assessment were 597 and
$31,113, respectively, as compared with 699 and $36,178 in 1939.

The supervisors of accounts and collections submitted 113 reports
covering their examination of the accounts of collectors of internal
revenue during the year, compared with 115 reports submitted during

1939. Every collector's office was examined at least once, and all but
18 of the collectors' offices were examined twice during the year. The
internal-revenue stamps in the office of the United States internal-
revenue stamp agent for the Philippine Islands were verified twice,
by the auditor general for the Philippines during the year. Four
new collectors and two acting collectors were installed during the
fiscal year. Nine collectors' offices were transferred under renewal
bonds and one under confirmation bond.

In administering the personnel of the several collection districts the
provisions of the Classification Act of 1923 and amendatory Acts,
and decisions of the Comptroller General relating thereto, have been
closely adhered to. The policy has been continued of making such
appointments as have been authorized in the field collection service-
at the minimum salary rate of the appropriate grade and all applica-
tions for positions have been carefully scrutinized and investigated
with a view to maintaining the usual high standard of requirement

forr%rg%l?gg{lﬁgément Accounting Division administratively examined
and recorded 1,553 monthly accounts of collectors of internal revenue,
internal revenue agents in charge, district supervisors, including the
Philippine branch of the district of Maryland, the internal revenue-
salary payments made by the special disbursing agent, San Juan,
P. R., and the special disbursing agent, Paris, France, comprising a
total of 127,646 vouchers, in addition to which 8,351 expense vouchers
of employees and 14,015 vouchers covering passenger and freight
transportation and miscellaneous expenses were audited and passed'
to the Chief Disbursing Officer, Treasury Department, or General'
Accounting Office for payment.
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Assessments of employment taxes .—During i, year 5,479 assessment
lists, an increase of 423 over the previous year, consisting of 8,049,247
items totaling $785,973,246, were approved by the Commissioner.
These lists included original and additional assessments of taxes under
Chapter 9 of the Internal Revenue Code, formerly Titles VIII and
IX of the Social Security Act and Carriers Taxing Act of 1937.
Included in this total were 1,631 lists prepared by the collectors'
offices and adjusted by the Bureau, consisting of 8,004,830 items
totaling $779,347,929, and 3,848 lists prepared in the Bureau, con-

Isisting of 44,417 items totaling $6,625,317, as further analyzed in the
ollowing tabulations:

Analysis of employment tax assessments appearing on collectors lists
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Claims under the Federal Insurance Contributions Act and/or Title VIII of the
Social Security Act received and disposed of during the fiscal year 1940—Con.

Sources Items Tax and penalty| [Interest Total
Federal Insurance Contributions Act - - _ _ _ 7,606, 764 | $572, 534. 357.08
Federal Unemployment Tax Act - - - - - - - - 305 135 | 52300, 705 83 | 308, 03 8 | 3 b o 61
32,033 | 123,652,057.71 | "15,471.00 | 123 667, 508. 71
Total ----------mmmmaaa oo
8,004, 830 | 778, 527, 120. 62 820, 808.40 | 779, 347, 929. 02

Analysis of employment tax assessments appearing on Commissioner's lists

Sources Items Tax Penalty Interest Total

Federal Insurance Contributions Act
Federal Unemployment Tax Act 212: g%g 435%3: ggg gg $315%§: 23?62913 $50,922.91 | $1, 154, 158. 24

Carriers taxes = - - - - - oo oo oo 70| 7047, 543 94 1730 | 0l te| Rk
Total « === -=--cc---xx-
o 417 | 5,734,595. 66 | 454, 136. 52 | 436, 584.68 | 6,625, 316. 86

Taxes under the Federal Insurance Contributions Act.—Collections
of taxes imposed under the Federal Insurance Contributions Act
amounted to $605,350,176 for the year, as compared with $529,835,534
for 1939, an increase of $75,514,642. These amounts include both the
employees' tax and the employers' tax, each of which was imposed
at the rate of 1 percent of taxable wages paid. Returns under the
Act are required on a quarterly basis, 7,868,402 being filed during the
fiscal year, as compared with 7,520,711 filed in the preceding year.
The complete and final audit of returns under the Act is conducted
in the offices of collectors of internal revenue.

The following table sets forth information relative to claims disposed

o% Lhnder the Federal Insurance Contributions Act and[or Title. VIII
of the Social Security Act:

Claims under the Federal Insurance Contributions Act and/ or Title VIII of the
Social Security Act received and disposed of during the fiscal year 1940

Claims:
. - Number
Pending at beginningof year - - - - - - - - - - - __________

Filed during year (new claims) - _ - - _ _______________ 5,180
Received from other sources - - - _ _ - - _______________ 15, ggg

Total to be disposed of - - - - - - - - - _________
20, 829
Allowed in fullorinpart - - - - - - - - o - _________ -
Rejected - - - o= DIt ~--oorroororIooIiiIo 14,391
Canceled - - -« - - - o C D oo __ 3,597
197

Total disposed Of - - - - - - - - - - o oo oo
18, 185

Pendingatendofyear - - - - - - - - - - _______________ ,
Certificates of allowance issued when no claims were filed( T[] g 6;'2‘]"

Overassessments settled by: Amount
Abatement - - - - - - - - - - - - oo $810, 583. 44
Credit e e oo oo 70, 554. 57
Refund - - - ----------m i oo 467, 614. 03

TOtaAl - - = = = = = = & e e e e e e e e e oo 1, 348, 752. 04
Interest - == = = = c c e c e e e e f et e e e e e e e - 49, 556. 04
Grandtotal - -------- -« “““ - “ &+~ 1, 398, 308. 08

NOTE.__The amount involved in claims filed during the year 1940 was 81,364,682.99. Included in the
allowed claims shown in the above tabulation were 6,206 collectors' claims for abatement, of which 160 were
multié)le—item claims involving 3,953 items. There were also allowed 372 collectors' claims recommending
refunds of $7,963.14 plus interest of $298.05. The amount involved in the claims rejected during the year

totaled $295,138.17.

Offers in compromise.—On July 1, 1939, there were on hand 51 offers
in compromise, aggregating $4,876, which had been submitted in
settlement of an aggregate liability of $14,458 incurred under Title
VIII of the Social Security Act. There were 267 offers received, in
the total amount of $39,626, involving an aggregate tax liability of
$118,465 incurred under Title VIII of the Social Security Act andJor
the Federal Insurance Contributions Act; 121 offers in the amount of
$9,931 were accepted in settlement of tax liability of $27,010; 68
offers, amounting to $7,744 and involving tax liability of $34,449, were
rejected, leaving on hand at the close of the year, 129 offers totaling
$26,827 and involving tax liability of $71,464.

Coordination with Social Security Board.—The Bureau and the
Social Security Board continued to coordinate their decisions on
questions involving provisions common to Title II of the Social
Security Act and the Federal Insurance Contributions Act. At the
beginning of the fiscal year, 77 inquiries from the Board relating to
such provisions were pending before the Bureau. During the fiscal
year, 613 similar inquiries were received from the Board, and 512 were
disposed of, leaving 101 pending at the close of the fiscal year. Copies
-of 423 opinions of the general counsel of the Federal Security Agency
were furnished to the Bureau, and copies of 90 opinions of, or rulings
approved by, the Chief Counsel for the Bureau were transmitted to
the Federal Security Agency.

Tax under the Federal Unemployment Tax Act—The tax under the
Federal Unemployment Tax Act is imposed on employers of eight or
more. The rate is 3 percent on taxable wages paid during 1939 with
respect to employment. Collections amounted to $106,123,156, as
compared with $101,166,703 for the fiscal year 1939, an increase of
$4,956,453. There were 367,670 returns filed during the fiscal year,
as compared with 367,235 filed during the preceding fiscal year.

The return for each calendar year is due on January 31 following the
.close of the year unless an extension of time for filing is granted.

Against the tax imposed by the Act, a taxpayer is entitled to a credit
(not exceeding 90 percent of the tax) for contributions paid to unem-
ployment funds under a State law approved and certified by the Social
'Security Board to the Secretary of the Treasury. With certain
exceptions the contributions, to be allowable as credit, must be paid
into the State funds on or before the date the Federal return is required
to be filed. The Social Security Act Amendments of 1939, enacted
August 10, 1939, extended the time within which contributions could
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be paid into a State fund in order to be allowable as credit against the
Federal tax. With respect to the calendar years 1936 to 1938,
inclusive, the amendments provide that contributions paid before the
sixtieth day after enactment could be allowed as credit. For the
year 1939 it is provided that contributions may be credited against the
Federal tax, in addition to contributions paid on or before the last day
the Federal return is required to be filed, if paid after such last day but
before July 1 next following. However, with respect to contributions
paid after the last day the Federal return is required to be filed but
before July 1 next following, the taxpayer may only credit an amount
which does not exceed 90 percent of the.amount which would have been
allowable as credit on account of such contributions had they been
paid on or before such last day.

The amendments made a further important change in the law,
beginning with the year 1939, by imposing the tax on a wages "paid"
basis as distinguished from a wages "payable" basis as used in the
prior years. Beginning with January 1, 1940, numerous changes
were made by the amendments in exemptions from the tax, excepted
services, and the amounts which constitute taxable wages.

For the calendar year 1939 unemployment compensation laws of
the 48 States, the District of Columbia, and the Territories of Alaska
and Hawaii were approved and certified to the Secretary of the
Treasury by the BoarcF

For the purpose of enabling the Bureau to determine whether the
amount of credit claimed by a taxpayer for contributions to a State
fund is correct, each State furnished the Bureau with a statement for
each employer, showing the amount of contributions paid by the
employer on or before the date the Federal return is required to be
filed and the amounts and dates of payments made thereafter. During
the fiscal year 1940 there were received from the States 1,172 such
statements for the year 1936, 4,446 for 1937, 55,564 for 1938, and
440,888 for 1939.

In addition to the credit against the Federal tax for contributions
actually paid into State funds, the taxpayer may be entitled to an
additional credit under section 1601(b) of the Act. This additional
credit is allowable to an employer if, by reason of having stabilized
the employment of his employees in a State, he is granted a "merit
rate" under the laws of the State and is thereby permitted to pay
contributions at a lower rate than that paid generally by other
employers. Certain conditions with respect to a State law are imposed
by the Act that must be met before an employer is entitled to the
additional credit. For the calendar years 1938 and 1939 the State of
Wisconsin was the only State having a law that complied with the
conditions imposed by the Act. For the year 1938 there were 110
employers with employment in that State who were granted a "merit
rate," and for the year 1939, 2,804.

Field investigations conducted by the States in connection with the
administration of State unemployment laws resulted in numerous
correction statements being submitted to the Bureau, showing
changes in the amounts standing to the employers' credit in the State
funds. This caused a considerable number of cases to be reopened for
audit by the Bureau.
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Number of Federal unemployment tax returns (annual) received, reopened, and dis-
posed of by the Bureau during the fiscal year 1940 and the number pending at the
beginning and close of the year, by tax years

On hand | Received | Reopened Disposed | On hand
Tax year July 1, during during Total of during | June 30,
1939 year year year 1940

1936 - - - ----- - - - - - 2,984 5,424 9,999 18, 407 16, 846 1,561
1937 - - s mm e e e e oo 39,378 15,241 19,479 74,098 61,829 12, 269
L 308,789 20,248 19,512 348,549 323, 906 24,643
1939 - - - - - None 326, 757 None 326, 757 None 326, 757
Total - ----------- 351, 151 387,670 48,990 767,811 402, 581 365, 230

The Bureau submitted 249 returns to the field for investigation
during the fiscal year. Independent of these cases, the field force
submitted reports, prepared in connection with income tax investiga-
tions, for the years 1936, 1937, and 1938, which are included in the
following table:

Revenue agents reports received and disposed of by the Bureau during the fiscal year

1940 and the number pending at the beginning and close of the year, by tax years
On hand Received Disposed On hand
Tax year July 1, during Total of during | June 30,
1939 year year 1940

1936 304 2,272 2,576 2,506 70
1937 1,101 4,141 5,242 4,845 397
1938 None 4,382 4,382 3,542 840
Total - 1, 405 10, 795 12,200 10, 893 I, 307

Of the total of 10,893 revenue agents' reports disposed of during the
year, 1,904 were closed showing no change in tax liability, 7,777 show-
ing deficiencies in tax amounting to $1,158,859, and 1,212 showing
overassessments of $216,205.

The following table sets forth information relative to claims ad-
justed and certificates of overassessment or of allowance issued under
the Federal Unemployment Tax Act andlor Title IX of the Social
Security Act:

Claims under the Federal Unemployment Tax Act and/or Title I X of the Social
Security Act received and disposed of and certificates of overassessment issued
during the fiscal year 1940

Number

Claims:

Pending at beginning of year - - - - - 8,439
Filed during year (new claims) - ------------------- 22,984
Received from other sources - -------------------- 53

Total to be disposed of - - - -------------------- 31, 476
Allowed in fullorinpart - ----------------------- 18, 074
Rejected - - - - - - - - - m oo oo e oo 4, 534
Canceled - - - ----------- oo 250

Total disposed of - - - - - - - - - - - - - - - oo oo oo 22, 858
Pendingatendofyear - - - - - - - - - - - - - - - - 8, 618

Certificates of overassessment and certificates of allowance
issued when no claims were filed @ ------------- 7,829
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Claims under the Federal Unemployment Tax Act and/or Title IX of the Social
Securit%Act received and disposed of and certificates of overassessment issued'

during the fiscal year 1940—Continued
Overassessments settled by: Awmount

Abatement - - - - - - - - - - oo $2, 338, 112. 84
Credit e e 65, 235. 65
Refund - - ------------------ - 1, 833, 301. 74

Total 4, 236, 650. 23
Interest ----54,178. 86

Grandtotal - - - - - - - - - - - - oo 4, 290, 829. 09.

NOTE.—The amount involved in claims filed during the year 1940 was $4,891,260.46. Included in the
allowed claims shown in the above tabulation were 3,051 collectors' claims for abatement, of which 38 were
multi(g)le—item claims involving 613 items. There were also allowed 4,665 collectors' claims recommending
trett;llrh 502f7$461§‘,§§f6.79, plus interest of $1,715.59. The amount involved in the claims rejected during the year
otale: 41421

Offers in compromise.—On July 1, 1939, there were on hand 81 offers
in compromise, aggregating $8,226, which had been submitted in set-
tlement of an aggregate liability of $46,454, incurred under Title IX
of the Social Security Act. There were 222 offers received, in the
total amount of $28,895, involving an aggregate tax liability of
$191,992, incurred under Title IX of the Social Security Act andCor
the Federal Unemployment Tax Act; 74 offers in the amount of
$6,364 were accepted in settlement of tax liability of $36,731; 127
offers, amounting to $14,249 and involving tax liability of $96,232,
were rejected, leaving on hand at the close of the year 102 offers total-
ing $16,508 and involving tax liability of $105,483.

Carriers taxes (Chapter 9, Subchapter B, I. R. C.).—Collections of
employers' tax and employees' tax under Chapter 9, Subchapter B, of
the Internal Revenue Code (employment by carriers) aggregated
$122,037,661, as compared with $109,419,458 for the previous year,
an increase of $12,618,203. Each tax was imposed at the rate of 2%
percent of the taxable compensation earned during 1939, and at the
rate of 3 percent earned during 1940. Collections of employee repre-
sentatives' tax, which was imposed at the rate of 5% percent of the
taxable compensation earned during 1939, and at the rate of 6 percent
earned during 1940, amounted to $9,982, as compared with $7,169 for
the previous year, an increase of $2,813. Returns are required on a.
quarterly basis, 31,915 being filed by employers and 1,698 by employee
representatives, an increase of 1,294 and 291, respectively, over the.
previous year. The complete and final audit of these returns is con-
ducted in the offices of collectors of internal revenue.

The following table sets forth information relative to claims dis-
posed of under Chapter 9, Subchapter B, Internal Revenue Code,
andlor the Carriers Taxing Act of 1937:

Claims under Chapter 9, Subchapter B, Internal Revenue Code, and/or the Carrier&
Taxing Act of 1937 received and disposed of during the fiscal year 1940

Claims: Number
Pending at beginningofyear - - - - - - - - - - - - - _______ 92
Filed during year (new claims) - -------------------- 273
Received from other sources - - - - - - - - - - - - - - _____ 9

Total to be disposed of - - - - - - - - - - - - - oo oo oo oo 374
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Claims under Chapter 9, Subchapter B, Internal Revenue Code, and/or the Carriers
Taxing Act of 1937 received and disposed of during the fiscal year 1940—Con.

Claims—Continued. Number
Allowed in full or in part oo 257
Rejected [ 56
Canceled oo 17

Total disposedof ~ —------ 330
Pending at end ofyear - 44
Certificates of allowance issued when no claims were filed @ -------- 21

Overassessments settled by: Amount
Abatement - - - - - - - - - - - oo o oo $104, 737. 36
Credit - - - - - - - - - - oo oo 115, 095. 14
Refund ---8,794. 11

Total - ---228,626.61
Interest - --- 405.57
Grandtotal - ------------““--““- - -------- 229, 032. 18

NOTE.The amount involved in claims filed during the year 1940 was $168,245. Included in the allowed
claims shown in the above tabulation were 50 collectors' claims for abatement. There were also allowed 4
collectors' claims recommending refunds of $940.27, plus interest of $63.72. The amount involved in the
claims rejected during the year totaled $56,279.07.

Coordination with Railroad Retirement Board.—The Bureau and the
Railroad Retirement Board continued to coordinate their decisions on
questions involving provisions common to the Railroad Retirement
Act of 1937, the Railroad Unemployment Insurance Act, and Sub-
chapters B and C of Chapter 9 of the Internal Revenue Code, as
amended. At the beginning of the fiscal year, 2 inquiries from the
Board relating to such provisions were pending before the Bureau.
During the fiscal year, 13 similar inquiries were received, and 12 were
disposed of, leaving 3 pending at the close of the year. Copies of 263
opinions of the General Counsel of the Railroad Retirement Board
were furnished to the Bureau and copies of 18 opinions of, or rulings
approved by, the Chief Counsel for the Bureau were transmitted to

the Board.
INCOME TAX UNIT

General functions.—The Income Tax Unit is charged with the
administration of the internal-revenue laws with reference to taxes
on income, excess profits of corporations, excess profits on Navy and
National f8e nse Act contracts, unjust enrichment tax, and refunds
of certain processing taxes. The administration includes interpreta-
tive instructions and rulings regarding the provisions of the revenue
laws relating to such taxes and the verification and adjustment of
the returns through audits and field investigations for the purpose of
securing the correct determination of tax liabilities as required by law.'

INCOME AND EXCESS-PROFITS TAXES

Collections.—During the fiscal year 1940, collections of income and
excess-profits taxes amounted to $2,121,073,129. This compares
with $2,178,430,970 collected in the fiscal year 1939, a decrease of

$57,357,841, or 2.6 percent. The comparison in detail is as follows:

' Returns on Form 1040-A, individual income tax returns for net incomes of not more than $5,000 derived
chiefly from salaries, wages, dividends, interest, and annuities, and Form 1040-C, individual income tax
returns of departing aliens, are audited by the collectors of internal revenue and not by the Income Tax
Unit.
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Collections during the fiscal years 1939 and 1940

Fiscal year
Source dglércgegqsge(cll—)
1939 1940
Corporation income tax:?
Curmmmllgetions e e i o e $963,353, 166 $058, 260, 442 —3$86, 092, 724
Back collections #._ ..o e 159, 187. 835 162, 321, 108 3, 1337473
B S 1, 122, 540, 801 1, 120, 581, 550 —1,8509, 251
Excess-profits tax:
Current eollections 2 ... 24, 484, 167 15, 388, 825 —9, (95, 342
Back collections #. ... R 2, 572, 206 3, 085, 378 513,172
Total ... .. .oomen e e 27, 056, 373 18, 474,203 —8, 582, 17
Individual income tax:
Current colleetions #. ..o 937, 380, 280 801, 754, 12t —485, 626, 156
Back collections 1__. . 91,453, 516 90, 263, 265 -1, 190, 261
Total. ..o - 1, 028, 833, 796 982,017, 376 —46, 816, 420
Total income and excess-profits tax .- o o] 2,178,430, 970 | 2,12%, 073,29 | —57, 357,841
Unjust enriehment taxes. . .. ... o ... 6, 683, 335 8, 536, 178 1, 852, 843
Grand total. ... ..o e s 2,186, 114,305 | 2, 129, 608,307 | —55, 504, 608

. ! The corporation income tax colleetions for the fiscal year 1930 inelude $9,775 and for the fisoal year 1040
taclude $2,031 paid by the Alasica Railwavs under sections 1300 and 1301 of the Toternal Revenue Code,
This figure differs from the ecrresponding item in the report for the fiseal year 1639, due to the fact that the
ineome tax colleetions of 39,775 patd by the Alaska Raiiway were omitted from this item but were included
in the grand total. In addition, these collections also imclude tax withheld at source under sections 143
and 144 of the Internal Revenue éode, and reported by withholding agents, although mueh of this tax was
withheld from taxpayers other than ecrporations. The exact amount of theso colieetions cannot be stated
a5 it has not heen tabulated separately.

2 The term “‘current™ collections means in general taxes paid within 12 months after the close of the tax-
able year for whieh the return was filed. The term ‘“back’ eollectinns means in general taxes paid more
than 12 months after the elose of the taxable yvear for which the retarn was filed.

Returns filed.—The number of all types of income tax returns filed
during the past fiscal year on which tax was assessed was 4,324,275,
compared with 3,439,041 returns filed in the fiscal year 1939, an
increase of 885,234, or 25.7 percent. In addition, 4,664,137 tax-
payers filed ‘returns during the fiscal year 1940 showing no income
subject to tax, compared with 4,132,592 such returns for the preceding
fiscal year. The total number of income tax returns filed by indi-
viduals was 7,840,079, which is larger than the number filed in any
previous fiscal year in which substantially similar filing requirements
existed. Details on the number of returns {iled are as follows:

Fiscal year
Inecme tax returns of 1930 1 1940
Tazable |Nontazahle| Total Taxable {Nontaxable| Total
Individualst . ___ .. ... ._ 3,009, 449 3,314, 864 6,414, 313 3, 970, 543 3, 869, 636 | 7,340,07%
Domestic and foreign corpora.
tions.______ e amaen 170, 547 373, 140 543, 696 200, 715 340, 220 540,935
Personal holding eompanies. 654 5, 767 6, 421 357 5,471 6, 868
Nonresident alien individnals. - 10t, 339 ® 101, 339 73,783 ® 73,783
“Withhelding agents for tax with-
held at Source........_... . 186, 167 O] 15, 167 14, 628 [O] 14, 928
Fiduciaries_ ... 5%, 885 160, 303 212,278 63, 900 157, 376 221, 285
Partnerships [ I 207,573 200,673 | L. 290, 704 290, 104
ANother. oo U, 866 896 | 830 230
Total e 3,436, 041 4,132,642 | 7,571,683 | 4,324,275 | 4,664,137 | &, O'BE, 412

1 Tneludes 1,831,331 taxahle and 2,228,063 nontaxahle Forms 1050-A filed during the fiscal vear 1939 and
2,465,118 taxahla and 3,748,046 nentaxahle Forms 1040-A filed during the fiscal year 1040. In the 1639 repert
the taxable fiduciary returns wers included with returns of individuals, whereas in this repert these returns
-are sShown separately.

¢ Roparted with the taxable returns.

. * Returns of nontaxable fidueiaries and partnarships and the group designated *“All other” are included
in this table for the first time and, therefors, the total nontaxable returns shown as filed for 193¢ is larger
than the corresponding item in the 1939 report by the rumber of sueh returns.

1 Including in ench fiscal year the delingnent returns filed during that year relating to prior years.

hadie
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Ezamination of inecome tax returns upon receipt by the Income Tax
Unit.—The returns described in the foregoing table, with certain ex-
ceptions, are forwarded by the collectors to the Income Tax Unit at
Washington.!

Ag of June 30, 1940, substantially all the returns filed within the
fiscal year by taxpayers had been transmiited to the Washington
office of the Income Tax Unit and examination had been completed
of all of these returns, with the exception of those not accepted as filed.
The number of returns of individuals, taxable fiduciaries, and corpora-
tions which were not accepted as filed was 747,198, The returns not.
accepted as filed are transmitted to the field offices of the Income Tax
Unit for further consideration. In the main this represents the work
load of the field offices for the fiscal year 1941. Prior to shipment
of these returns to the field offices various information at the source
forms and other documents hearing upon the audii of these returns
are associated with them for use in the investigation work of these
offices. The number of information at the source forms filed during
the fiscal year showing income payments was approximately
21,350,000.

Investigations and adjustments of income lax returns by the field
offices,—The number of income tax returns, including partnerships
and fiduciaries, investigated during the fiscal year 1940 was 424,072,
as compared with 490,673 for the previous fiscal year. These figures.
include all returns for which the examiner’s report has been subnuitted,
whether or not the case has been finally disposed of by the reviewing
officers. Notwithstanding this decrease in number of investigations,
the additionsl tax assessments (excluding jeopardy and duplicate
items) increased, being $200,342,371 for 1940, as compared with
$195,278,426 for the previous year.

In relation to the total technical personnel assigned to the field
offices, the average amount of additional tax assessed for each agent
was higher for 1940 than for 1939, being $59,573 for the fiscal year
1940 as against $58,695 for 1939. The actual number of individual,
taxable fiduciary, and corporation income tax returns disposed of by
the field offices during the fiscal year 1940, with and without inves-
tigation, was 858,32I-—consisting of 588,631 returns in which no
change in tax liability was made, 211,629 returns in which additional
tax was recommended, snd 58,061 in whichk a reduction of tax was
recommended. In addition, the field offices disposed of 550,842

artnership and nontaxable fiduciary returns. There was a net
improvement in the position of the field offices as indicated by the
following inventory.

Inventory of relurns on hand in the field offices as of June 30, 1940.—
The number of open income tax returns on hand in the field offices as
of June 30, 1940, was 406,616, as compared with 455,256 for June 30,
1939. The net reduction as between the end of the two fiscal years
was 48 640, or 10.7 percent, The net reduction in prior-year work
was 10,264 in number of returns, or 15.6 percent, The percent of
open prior-year work to open current-year work at the end of 1940 was
15.8, as compared with 16.9 percent for 1939.

1 Returns on Form 1040-A, individual income tax returns for net incomes of not more than $3,000 derived
chiefly from selaries, wages, dividends, interest, and annuities, and Form 1040-C, individusl income tax
returns of departing aliens, are audited by the collectors of internal revenue and not by the Inceme Tax

Unit. Nontaxable fidueiary returns, Form 1041, and partnership returns, Form 1065, are retained in the
offiees of the collecters for examination by representatives of the field offices of the Income Tax Unit.
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Number of income taz returns on hand in the field offices for investigation and in
proceas of settlement, by tax years, as of June 30, 1939 and 1940

Number of [ncome

Number of income
tax returns on

tax returns on
hand as of June

hand ss of June
Tax years 30— Tax years 30—

1939 1840 1938 1840
I 3 535
36 ] g: 620
37 76 18, 041
43 84 26, 432
79 104 116,789
114 1 Ho08
Boa ~
3 408, 615
365 508 Ml L
618 572 || Total prior year returns. ... 65, 693 55,429
666 741 || Total current year returns._..| 389, 563 351, 187

Unagreed adjustments pending.—The number of returns involving
unassessed back taxes was materially reduced during the year. The
number of examined income tax returns involving adjustments not
agreed to by the taxpayers and pending action by the Bureau and its
field offices on June 30, 1940, was 31,507.! This compares with
45,033 ! adjusted returns pending without taxpayers’ agreement on
June 30, 1939, a decrease of 13,526, The number of returns for 1939
shown as 45,033 is the revised figure. It was shown in the previous
report as 43,984,

Revenue results of audit and investigative e&‘forts of the Income Tux
Unit—The total additional assessments made during the fiscal year
1940 was $284,442,733, Excluding jeopardy and duplicate items, the
amount was $242,856,510, which was the largest for any fiscal year
since 1929. An analysis of the assessments %or the fiscal year 1940
as compared with the fiscal year 1939 follows:

Additional income tax assessmenis made during the fiscal years 1940 and 1939, by
nature of assessment

Natore of gssessment 0?;?1?:53 Addtiigoual Interest Penalty Total

FISCAL YEAR 1840

Regular. . ... 212,797 | $200,342, 371 | $30,621, 242 $2,882,807 | %242, 868,510
Jeopardy .. 1, 568 18, 676, 342 4, 307, 076 4, 800,346 25, 783, 763
Duplicate ... .. 642 11,132, 989 1, 570,829 88, 632 12,802, 460

Totald . o e 214,907 | 231,151,712 45, 509, 147 7, 781,874 284, 442,733

FISCAL YEAR 1939

i 240,317 | 195,278,426 | 39,102, 210 1,883,504 | 236, 264, 230
Jeopardy 1 1,904 | 20, 301, 348 5,059, 731 3, 668, 826 23, 929, 903
Duplicata 1. 854 2,377,633 | . 1,009,318 194, 960 3,578,611

......................... 243,075 | 217,957,405 45, 171, 268 5,644, 380 268

-y
(2

73,05

Z]

! Duplicate assessmeats made under the Jeopardy provisions are included with the Jeepardy assessments,

! Inctudes 5,273 incoma tax returns, on which statutory notices have not been issned, which were pendi
before the fleld offices of the Technical Staff as of June 30, 1940, and 4,950 such reterns as of June w?faao.ng
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For a distribution. of the additional income tax assessments made
during the fiscal year 1940 by tax years to which fhe assessments
relate, see pages 103-107.

Stage at which additional tax was assessed.—Further progress was
made in effecting settlement of additional tax liabilities by agreement
with the taxpayers prior to the issuance of the statutory notice re-
quired in those cases in which the taxpayers desire to exercise their
right of appeal to the Board of Tax Appeals and the appellate courts.
O% the total number of 213,339 returns on which regular additional
agsessments (including duplicate-regular) were made, 199,044, or 93.3
percent, was by agreement with the taxpayers without the necessity of
a statutory notice. Of the total regular additional tax assessed
(including “duplicate-regular), aggregating $211,475,370, the amount
assessed by agreement was $165,810,823, or 78.4 percent.

A comparison of the assessments by stages at which made as between
the fiscal years 1939 and 1940 follows:

Number and amount of additional income tax assessments made by the Income Tax
Unit during the fiscal years 1940 and 1939 by stages at which assessment was made

Num- it
8tage at which additional assess- Percent| Additional [Percent
nee ment was made berof %1 tatal tax of total | LUterest | Pemalty ¢ Total
returns
FISCAL YEAR 1040
On agreements executed prior to Dollars Dollars | Dollars 1 Dollare
taailing of 90-day letter..._...__ 198, 044 93.3 165,810,823 78,4 (25,386,376 |1, 250, 158 102, 456, 357
Default or agreement after issu-
anece of H-day letter. ... .. 1y, 522 4.9 | 12,714, 788 6.0 | 2,500,731 | 821,881 | 16,037,400
In appesaled cases, after trial pn
the merits and decision by the
Board of Tax Appeals, or upon
stipulatio:glbgrorgvtheTBOﬁr? og
cases  gettle 3 echniea
Staff and/or Cbief Counsel....| 3,773 1.8 | 32,940,750 15.6 [13,314,0684 | 900,400 | 47, 165, 213
Total. .. 213,336 ¢ 100.0 (211,475,370 100.0 |41,202,071 (2,981, 520 |255, 668, 970
Jeopardy provisions of the Code._| 1,568 i........ 19,676,342 ... 4,307,076 4,800,345 | 28, 783, 763
Grand total ... ... .. 214,907 joaeaaass 231,151, 782 |_._...__ 45, 509, 147 |7, 781,874 |254, 442, 73_3
FISCAL YEAR 1939
On agreaments executed prior to
malling of 90-day letter..__..__. 228, 216 93.8 |44, 506, 648 73,1 |20,443, 922 | 643,655 (165, 564,225
Default or agreement after issti
ance of 90-day letter ... __ 10, 840 4.5t 17, 767,854 9.0 | 3,738,315 |1,063,206 | 22, 568,373
In appealed cases after trial on
tha merits and decision by the
Board of Tax Appeals, or upon
stipulatipnh before the Board of
cases settled by Tachnleal
Staft and/or Chlef Counsel....| 4,115 1.7 ] 35,381, 557 17.9 |15, 929,300 | 368,662 | 51,670, 549
Total. o ... 241, 171 | 100.0 (197,856,059 | 100.0 |40, 111,537 |2, 075, 553 (239, 843, 149
Jeopardy provisions of the Coda..; 1,804 | ___.___ 20,801,348 ... ___ 5,059, 731 |3, 568, 826 | 28,920, 004
Total. oo 243,076 |oooorenn 217,867,405 (. _._.. 45,171, 268 |5, 644, 370 |268, 773,063

For a distribution of the additional assessmaents made during the
fiscal year 1940 by tax years for each stage at which assessment was
made, see pages 103-107.
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_An historical comparison of the progress in settlement of addi-
tional tax liabilities by agreement with the taxpayers without the
necessity of issuing a statutory notice follows:

Percent of lotal additional fazx, interest, and penalites assessed by agreement with
laxpayers withoul the necessity of issuing a statutory notice to total regular addi-
tional tax, inlerest, and penalties assessed for the fiscal years 1931 through 1940

Fiscal years: Percent | Figcal years; Percent
. 1936, . e 6l. 4

1087 e 73. 3

1938 .. 73. 2

1939 __ ... 69. 0

1940 ___ 75.3

Petitions to the Board of Tax Appeals of income tar cases.—Income
tax cases petitioned to the Board during the fiscal year 1940 involved
5,386 returns and proposed tax deficiencies of $69,970,847. This
compares with 6,197 returns and tax deficiencies of $84,191,420 for
the fiscal year 1939. For a statement showing the number of returns,
proposed tax, interest, and penalties in petitioned cases, classified by
tax years, see pages 103-107.

Refunds, abatements and credits —The number of income tax cases
which involved refunds or credits of tax or interest to taxpayers or
abatement of tax audited and closed by the Income Tax Unit during
the fiscal year 1940 was 81,711, by comparison with 76,834 such cases
closed during the fiscal year 1939, an increase of 4,877, or 6.3 percent.
Of the total of 81,711 overassessments for 1940, 38,771 were made to
taxpayers without the necessity for filing claims. This compares
with 41,930 in the previous year.

Of the overassessments setitled by the Income Tax Unit in 1940,
71,648 represented refunds or eredits of tax or interest involving
$55,810,102, by comparison with 58,422 involving $38,020,839 in 1939,

The amount invoelved in overassessments of all types for 1940 repre-
sented by refunds, credits, interest, and abatements for income tax
cases audited in the collectors’ offices as well as by the Income Tax
Unit was $185,936,641, as compared with $90,601,200 the previous
year.

There follows & table showing a comparison of claims and certifi-
cates of overassessments issued for the hscal years 1939 and 1940 by
the Income Tax Unit:

Number of cerlificales of overassessment issued and claims disposed of during the
fiscal years 1989 and 1940

1939 1940

Allowances: i
Certifleates of overassessment isstied when no claims had been filed. ... __
Claim allowed in full or in part

41,930 38,771
34, 904 42,940

Total elloWanees . ... ..o e 76, B34 81,711
Btatus of claims:
Pending at beginning of Year. . ... 32,415 40, 140
Filed during year (new Claila) . ..o e e 51,825 53, 080
Total to he diSPOSEd O -« oo e et ettt a et et e m e 84, 340 93, 220
Allowed it full or I8 PAIb. .. . oo e e e ae 34, 904 42,040
)Tt = o PO 9, 206 16,775
Total disposed Of. . oo e an 44, 200 59,715
Pending of end of Year . . .o en 40, 149 33, 505

-
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. There were also allowed 30,950 collectors’ claims, of which 14,364
recommended abatements or credits and 16,586 recommended re-
funds. These claims were largely multiple-item claims, or elaims for
refund to numbers of taxpayers, and involved 27,648 items for abate-
ment or credit and 72,777 items for refund.

There follows a table showing the amount involved in tax overassess-
ments settled during the years 1939 and 1940 resulting from audit of
income tax returns, including cases settled by the collectors’ offices as
well as the Income Tax Unit:

Amounts of overassessment, by method of settlement, and interest allowed on all income
tax cases closed during the fiscal years 1989 and 1940

Fiscal year ending June
30—

1939 1940

Overassessments settled by—
bement:

Regular $33, 908, 690 $08, 764, 513
Duplicate. - a_— P - . 18, 663, 843 20, 527, 965
Credit......... o I 1Zmmms | mis
Refund ... . - 22,772, 014 36, 824, 426
BT - OIS 85, 693, 302 176 828, (13
Interest_ ..... e T S e e 4,907, 898 9, 108, 623
Grand tota). .. oo i i ras e e am 0, 601, 200 185, 836, 641

NOTE.—~The amount involved in elaims filed during the year 1940 was $156,272,676, compared wlth $117,-
408,145 the preceding year. Of the claims disposed of during the year, the amount rejected totaled
$143,847,884, compared with $85,236,675 thoe preceding year.

Depreciation.—Depreciation deductions claimed by taxpayers on
returns filed were disallowed in the aggregate amount of $103,132,078.
Additional tax resulting from such disallowances was proposed in the
amount of $14,661,992, of which $14,553,217 was agreed to by the
taxpayers.

: MISCELLANEOUS TAX UNIT

The Miscellaneous Tax Unit is concerned with the administration
of all internal revenue taxes except the income and excess-profits
taxes, the taxes applicable to alcoholic beverages, and those relating
to employment. Detailed statements concerning the particular taxes
administered in each of the five divisions of the Miscellaneous Tax
Unit are set forth in the pages that follow.

Collections of miscellaneous taxes for the fiseal year 1940 amounted
to $1,753,068,908, an increase of $84,837,826 as compared with col-
lections for the preceding year.

EstatE Tax Division.—The Estate Tax Division administers the
laws applicable to the estate tax and the gift tax. '

Collections of estate tax for the year amounted to $330,886,049, a
decrease of $1,393,564 as compared with collections for the preceding
year,

Collections of gift tax amounted to $29,185,118, representing an
increase of $749,521 over the previous year.

~ Assessment and collection of additional taxes amounting to $14,-

410,452 proposed in 321 estate tax and gift tax cases were deferred
pending the adjudication of appesals filed with the United States
Board of Tax Appeals.
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Returns—There were 18,908 estate tax returns and 14,435 gift tax
returns filed during the year. _

The close of this fiscal year marked the end of the first full year in
which the decentralization program was in effect throughout the entire
field. In addition to the results obtained through the post-audit
review of the cases closed in the field, appropriate steps were taken to
furnish the field officers with information designed to secure greater
uniformity of action and to explain or clarify the procedure and
practice. Formulas and tables were furnished field officers to be used
in the determination of the tax in the more complicated cases.

As a result of Bureau and field investigations and audits, deficiencies
in tax amounting to $47,874,115 were assessed in estate tax cases and
$5,693,999 in gift tax cases.

Number of estaie tar and gift tax returns on hand, received, and audited during the
e / fiscal years 1939 and 1940 '

Estate tax Gift tax
1939 1040 1930 1040
DD O YBBT .. e o e e o e mmn s s 12,878 | 14,173 5,094 4,814
%gcgfv’:%it,})ﬁi ....... : AR 1%,' 265 | 18008 | 13.614 | 14435
........................ 31,143 | 33,081 [ 18,708 19, 240
Disposq&;?‘lt?)]f.t? .‘.’?ff’f‘.’f‘.‘.’fiiﬁ: """" s 16,970 | 20,174 | 13,804 | 113,857
On hand st and of Fear .. coucerinrrmennccmctm b baa 14,173 12, 607 4,814 5, 692

t gure t include any cases in which field investigations were made. There were filed with
theg?:i?egu Bﬂlig%sc:?t% reflecting the field settlement of gift tax cases; post-audit reviews were made in 804
eases, and on June 30, 1940, there remained 26 cases on .and awaiting the Bureasu pos_t-aud:t review,

Claims.—Claims for refund of estate tax and gift tax, with interest
thereon, were allowed in the amount of $8,997,204 in 2,003 cases.
The amount allowed included $3,612,654, the refund of which was
authorized as a result of court decisions.

Estate taz and gift tax claims recetved and disposed of during the fiscal year 1940

Estate tax claims Qitt tax claims

Refund Abatameat Retund Abatement

- - . Num-
Num- 4 pmonpt Nb%? Amount Nb‘;’:l Amount | Amount

Claims filed:

L 1030.| 435 lss, 71800648 | 6 $2,456.38 | 177 |$18,712,713.40 |oce.foe
%gegﬁt?if?.]{]_-.??. 793 ﬁism,sss.ss 300 |4,018, 176,34 | 393 | 3,640,078.91 | 64 |857, 52155
Reopetied oo a0 | Losa7es 1z [l 34| 100,725.01 || _
T%t:;edt%ff-.d.if_ 1,277 |19,209,307.13 | 326 [4,020,632.72 | 804 | 17,552, 517.42 | 68 | &7,562L.55
. 597,080.03 | 204 [3,976,938.54 | 219 | 2,608,000.60 | 63 | 18,622.40
ﬁi‘i’aﬂ&%_::::::::::__ 5 1832,363.79 41" 1 BAL47 | 208 | 11,000,502 41 | oo fooemoo oo
Totel disposed of..| 840 | 7,230,844.42 | 208 13,978, 480.01 | 427 | 13,708,563.01 | 63 | 18.622. 40

Ongmhl_‘?fi__{?f-??.’_ 437 [12,008,552.71 | 281 4z 1m2.71| 177 3,843,954.41 | 5 [ 38,800.08

1
N&é‘*&‘;ﬂi’tsﬁé"u‘h‘é‘é"?ﬁ:_ 1,007 | 2,015,380.08 | 346 3,570,125, 51 | 202 | 264,325.90 | 44 (112,793.18

Interest allowed._ ... .. |.-..-- BBO,308. 78 | ] 541, 20797 oo |ooioia

Totsl amoulil%htfl
ionaﬁ'deétl?f.u..-f_ 1,582 | 5,493,660, 49 | 640 |7,850,084.05 | 421 | 8 503,5634.53 | 107 |131, 405.85
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Court decisions.—On November 6, 1939, the Supreme Court of the
United States handed down a decision in the case of Sanford’s Estate
v. Commissioner (308 U. 8., 39), which involved the question of whether
in the case of a transfer in trust the gift tax was applicable when the
donor relinquished a power to revest title in himself although he re-
tained the right to change the beneficiaries, or whether the gift was
completed at a later date when he relinquished the right to change the
beneficiaries. The Court held that the gift was completed and the
tax attached at the later date.

On January 29, 1940, the Supreme Court decided, in the case of
Helvering v. Hallock (309 U. S., 106) and certain related cases, that
an intervivos transfer of property in trust, with provision for return
or reversion of the corpus to the donor upon a contingency terminable
at his death, comes within section 302(c) of the Revenue Act of 1926,
and that section as amended by section 803 of the Revenue Act of
1932, relating to transfers intended to take effect in possession or
enjoyment at or after death.

oBacco Divisiow.—The Tobacco Division is concerned with the
administration of the laws and regulations relating to the taxes on
tobacco, snuff, cigars, cigarettes, cigarette papers and tubes, the pur-
chase and sale of leaf tobacco, and the removal of tobacco products
without the payment of tax, for export, for use of the United States
and as sea stores.

The collections of tobacco taxes for the year amounted to
$608,518,444, which amount represents an increase of $28,359,238, or
a,pproximatefy 5 percent over the collections for the preceding year.

A comparison of the collections of tobacco tazes for the fiscal years 1939 and 1940

Increase or decrease (—)
Source 1939 140
Amount Porcent

Cigars (large):
Class A .o $9, 748, 672. 51 $9, 804, 869, 58 $145, 907. 07 LS
Clags B.. - 139, 641. 82 127, 370. 68 —12,271.24 —8.8
Clags C_ . 2,472,023.36 2, 435,029. 80 —37,002. 58 —1.5
Class Ir__ 374, 686, 98 378, 882. 52 4, 185. 54 L1
Clasgs E__. 57, 525.82 61, 820, 09 4,204, 27 7.5
Total. e 12,792, 550. 49 | 12,807, 763. 57 105, 213.08 .8
Cigars (small) 120, 452,82 97,885.78 | - ~22,767.03 —18. ¢
Cigarettes {large)__ 18, 267. 04 16, 854. 96 —2,412.08 -12.6
Cigarettes (smell). - 504, 036, 932. 48 1 533,042, 544. 34 | 20. 006, 611,86 5.8
Tobacco, manufactured 54,757, 043.76 | 54,383,802, 70 —373, 240. 97 -7
2] 111 i (S 6,932,018.20 8, 798, §36. 53 —133, 462, 67 -1&
Total . o e 01,689,002.96 | 61,182 359.32 —508, 703. 64 -8
Leaf tobaceo sold... o _....oon o 7,163.25 1,727.71 —B5, 425. 54 —76.8.
Clgarette papers. ... ___.....____.____. 1,477, 981.78 1, 252, 252. 40 - 225, 670. 36 —15.%
Cigarette tubes_____ ... _____. ... .. 15, 864. 04 27, 265. 50 11, 401. 46 1.8
Grand total ... e 580, 159, 205. 74 | 608, 518,443. 59 | 28,350, 237.85 4.9

The tax on small cigarettes amounted to $533,042,544, an increase
of $29,005,612, or 5.8 percent over the previous fiscal year, repre-
senting 87.6 percent of the total tobacco taxes collected during the
current year. '

The withdrawals of tobacco products tax-free for use of the United
States amounted to 66,407,000 cigarettes and 313,460 pounds of
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manufactured tobacco. During the year 2,352 permits were issued
for such withdrawals.
Number of claims for the refund and abatement of tobacco tawes, for the redemption

of tobacco stamps, and for drawback, received and disposed of during the Jiscal
year 1940

Refund Redemption Abatement | Uncollectible ~ Drawback

Ng’e’?' Amount; 1\%;’:" Amount N‘z‘f' Amount N&T‘ Amount Ngg:l- Amount
.0n hand Jeiy 1, 1930, 3f sa12. 73| 274 $170, 457,37 18{$3, 420, 86 1 $19.63
Received. . o --caven 11] 3,303.80| 1,8641,842, 808. 77 73111, 530. 28 16| 3,804.21
B T e P B T 12 1,694. 75 1 T | O e B T
Allowed . - 6| 136440, 1,9851, 832,870 38| 66| 7, 536, 00 2] 651,89 17] 3,828, 77
‘Rejected . ._ooooa- 4| 550,59 27 3, 776.06 10| 6,658.61 7 b W | (—— .07
On hand June30, 1940 4| 2,602.54) 238 178, §12. 45/ 7] 828 39{ ..............................

1 Tn addition, interest in the amount of $14.68 was allowed.

The sum of $1,832,670, representing claims allowed for- the redemp-
tion of stamps, includes the following: Stamps which were rendere
useless, $1,366,697;stamps for which the owner alleged he had no fur-
ther use, $13,787; and the value of stamps affixed to packages of

1

tobacco products withdrawn from the market by the manufacturer
or importer, $452,186.

Under the provisions of section 317 of the Tariff Act of 1930, manu-
facturers are authorized to withdraw from their factories tobacco
products, without the payment of tax, for use as sea stores. These-
products are delivered directly to vessels or to bonded tobacco sea
stores warehouses for subsequent delivery to vessels. There are 26
such warehouses now in operation.

Detailed statistics covering the manufacture and removal of manu-
factured tobacco, snuff, cigars, and cigarettes, the receipt and shipment
of leaf tobacco, and the removal of cigarette papers and tubes will be
found in the tables in the appendix.

SaLes Tax DivisioN.-—The functions of the Sales Tax Division
inelude the work relating to the manufacturers’ excise taxes, the taxes
applicable to the transportation of 0il by pipe Iine, electrical energy,
telegraph, telephone, cable and radio communications and facilities,
safe deposit boxes, admissions and dues, pistols and revolvers, the

rocessing of coconut and other vegetable oils, bituminous coal, silver,

ydraulic mining, narcotics and marthuana, the documentary stamp
taxes, special occupationsl taxes, and the enforcement of the National
Firearms Act and the Federal Firearms Act.

Collections during the fiscal years 1939 and 1940

Hource 1939 1940 dﬁgﬁe(‘f)

- —

Doecumentary stamps: . .
Bonds of indebtedness, eapital stock issues, ete._|  $19, 366, 420,92 $18, 145, 227,94 | —$1,221, 201. o8
17, 064, 488, 08 15,527,050.19 | —1,536, 537,89

Caplial stock sales or transfers_.. .
Sales of producae (future delivery) 1248,982.30 (. oooeaeooenoe —248,982. 30
Playing cards. . —.---o-—-z---—- 4,141, 166. 60 4, 814, 430, 40 673, 263. 80
&ilver bullion, sales or transfers. . .. ..-e.--c=v 3 261, 772. 52 193, 736. 79 —68, 035, 73

L1\ 7 DR EEEL L, Shb e

s N
41,082, 839. 42 38, 681,345.32 | —2,401, 494.10
1 F

1 Repealed as of June 30, 1038. o . .
1039 collections reported 1n text under Bituminous Coal end Silver Tax Division.
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Collections during the fiscal years 1938 and 1840—Continued

Bource
1939 1940 Increase or
decrease (—)
(leomargarine:
£38, 657, 40 $31, 116. 52 -
822, 417,87 750, 463. 51 —g,' 3452: ?g
1,349, 310. 98 1,223, 020, C0 —126, 260.98
L Y U RS, 2, 210, 386.05 2,013, 600. 03 —196, 786,02
%gﬁé?;?et,gdbgltlt%:er 6, 661.06 13, 275,31 6, G14. 25
Renovated but 8 5.5 7,002.89 —1, 485,97
T S 271 o 155,94
17:1 P .
b 07 71 S PRI RS 21,364. 83 26, 675. 27 6,310.64
Manufacturers’ excise taxes (Title 1V, Revenus Act
(I)lfl [13?2, a3 gmende%, gnd Suhti_tlctei %, Chapter 29,
nal Revenue Cods, a5 amended). ... ... 356, 965, 318,61
%‘{g:éﬁ:ﬁtggg;& ;lf oll hy pipe line. .. _....- - 10, 954’, 732 go 4(1)%’ :5,‘1;3, égg 32 £ ggg; é?g 31
e YY) AT T 39,850, 173.55 , 338, 50L. 6 .
Telegrapb, telephone, cable and radio messages, ete 22 631, e o081 b
é;e?és(:ld& Wll:?;sﬁe c. (telegraph and telephnne%.f . 1:5%%: ?‘.’ig% 2?’ ggg (Blgg gi Zﬁ, ;2; ;g
afe AepOSIE DOXES. - . nocr e ccemm o 1, 980, 525. 08 1,988, 933. 79 8, 408.76

.'Tf)tal 433,853, 468. 64 486, 504, 526. 64 52, 651, 058, 00
S ation foss 11T et hRrees| HEReR
TTOEBL. + - oo ane 25,687,702 14 | 28,222824.82 |  2,535122.68
Pistols and re
%D%iugsm”‘““ o Bk 0 608, 305, 66 e
e ander repealed Jaws - ) S R . N U
Tota.]. ............................. 734, 893,84 1, 201, 928. 91 467, 035, 07
O o PR v i R | e
To.ta]_.‘ _______________________________________ 27,780, 064, 02 92,756, 743.16 | —&, 025,320.87
et -t T PR V-1t Y
Other miscellaneous reodipts. .o} o MRERI | L WIS | ss ke 0m 00

; %{e{)egledtas of June 30, 1938.
ncludes. taxes of $83,348.18 on jewelry, $5,361.79 oD soft drinks, $4,288.24
Bxe y , $4,288.24 on ch
$1,204 64 on dividends, and $1.06 on grape concentrate. Does not include taxes une(;];lsés$(§f5ggﬁ?iﬁug:al 8?1??1{6

delivery), brewer’s wort and malt, teothpastes and toilet s i
v oaps, ete., articles made of fur rti
el C 5P0
izm;’s;ras, chewing gam, and crude petroleum processed, refined, etc:, which were repea!e’d gs o]t‘ujgui%oggz
ncludes taxes of $150,810.67 om fur, $143,005.47 on sporti
1 s, s porting goods, $71,655.
jggﬂ;gﬁ $40,240.33 o toothpastes cﬁud totlet s,oa&s, Ugicébsﬁmz.m on camﬁa’s angglg:fsecsﬁgika%’:?ﬁﬁa??
308, , $2,075. ewlng gum .60 tn soft drinks, $1,688.1 s W )
cm1 %ruﬁc petroleum processed, refined, etc., 52370.0’9 on grape eoucentrates; and $3003'E g?gf\fitsi;?in’ 805530
' ~ollections for fiscal year 1940 included in *'Delinquent under repealed laws Za 5
1930 collections reported in text under Biteminous Coal and Silver Tax Divisions.

Admission tares.—Considerable attention has been pai
where attempts have been made to avoid payment of thé) ?Jlrcci)pteor 1?:;2:
on tickets or cards of admission to theaters, operas, and other places
of amusement, sold at prices in excess of the established price thereof
Investigations were likewise conducted with respect to the delinquenij,
taxes on admissions to cabarets. Collections of delinquent taxes from
these sources were materially increased and a number of theater ticket
brokers and proprietors of places of amusement and cabarets were
prosecuted for evading payment of appropriate taxes and for failure
properly to stamp tickeis. Convictions were obtained and fines and
terms of imprisonment were imposed in a number of cases.
269670—40——3
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Documentary stamp taxes.—The collections of documentary stamp
taxes applicable to the issue and transfer of corporate bonds, the issue
and transfer of shares of stock, deeds of conveyance, passage tickets,
and foreign insurance policies amounted to $33,673,178, as compared
with $36,679,900 for the preceding year.

Playing cards.—There were 67 manufacturers, repackers, or im-
porters of playing cards registered during the year. There were
manufactured, repacked, or imported a total of 51,667,930 packs of
playing cards, as compared with 45,143,829 packs manufactured,
repacked, or imported during the preceding year.

Oleomargarine; adulterated, process, or renovated butter.—At the
beginning of the year there were 40 manufacturers of uncolored oleo-
margarine engaged in the business, and at the end of the year there
were 41 such manufacturers. The number of manufacturers of colored
oleomargarine was 24 at the beginning of the year and 24 at the close
of the year. The production of colored oleomargarine amounted to
1,859,931 pounds and the production of uncolored oleomargarine
amounted to 301,857,570 pounds, as compared with 1,380,891 pounds
of colored and 331,591,928 pounds of uncolored oleomargarine pro-
duced during the previous fiscal year. During the year 17,378 returns
were filed by manufacturers and wholesale dealers in oleomargarine.

The withdrawals, tax free, for export of colored oleomargarine
amounted to 649,489 pounds, as compared with 155,748 pounds of
colored oleomargarine withdrawn for export during the preceding
year, and the tax-free withdrawals of colored oleomargarine for use
of the United States amounted to 896,387 pounds, as compared with
867,925 pounds so withdrawn during the previous year.

There were no registered manufacturers of adulterated butter en-
gaged in business during the year. Four manufacturers of process or
renovated butter were in business, producing 2,706,852 pounds of
process or renovated butter, as compared with a production of
2,906,117 pounds in the previous year.

Mixed flour.—There were 21 makers, packers, or repackers of mixed
flour engaged in business during the year, who made, packed, or
repacked a total of 25,468,470 pounds of mixed flour, as compared
with 23,767,230 pounds for the fiscal year 1939.

Firearms, under the National Firearms Act and the Federal Firearms
Act.—There were registered with the Bureau during the year, in
accordance with the requirements of the National Firearms Act,
11,223 machine guns and other firearms subject to the provisions of jthat
Act, and 141,768 transfers of firearms were made under applications
for such transfers. The total number of firearms registered in
accordance with the provisions of the Act from July 26, 1934, the
effective date of the Act, to June 30, 1940, is 59,399. The collections
of taxes under the National Firearms Act, including .special taxes,
amounted to $12,389.

The total number of licenses issued during the current year to
manufacturers and dealers in firearms, in accordance with the pro-
visions of the Federal Firearms Act, was 27,352.

Narcotics and marihuana.—The collections of taxes on narcotics,
including special taxes, amounted to $605,396, as compared with
$567,550 collected during the preceding year. Collections of taxes
on marihuana, including special taxes, amounted to $4,703, as com-
pared with $4,538 for the preceding year.
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Bituminous coal.—Under the provisions of the Bituminous Coal.
Act of 1937, now Chapter 33 of the Internal Revenue Code, two
taxes are imposed with respect to the sale or other disposal of bitu-
minous coal by the producer—a tax of 1 cent per ton on all sales or
other disposals and a tax in an amount equal to 19% percent of the
selling price or fair market value of the coal while the producer is not a
member of the Bituminous Coal Code if the transaction is subject to
the provisions and conditions of the code.

During the current year, 63,624 returns of tax were filed by pro-
ducers and the collections of bituminous coal taxes amounted to
$4,161,664, as compared with 69,243 returns and $3,317,259 in collec-
tions for the preceding year.

Silver tax.—Section S of the Silver Purchase Act of 1934, now
section 1805 of the Internal Revenue Code, imposes a tax equal to 50
percent of the net profit realized on the transfer of an interest in
silver bullion, with certain exemptions and rights of abatement avail-
able to registered dealers and producers. The collections of silver tax
amounted to $193,737 during the year, as compared with $261,773
for the preceding year.

Hydraulic mlnlng_The Act of March 1, 1893 (as amended by an
Act of June 19, 1934), known as the California Debris Control Act,
imposes a tax with respect to certain hydraulic mining, the debris
from which flows into or is in whole or in part restrained by dams or
other works erected for the detention of debris by the California
Debris Commission. The first of four dams to be erected has been
completed and one mining operation performed. The tax is paid
annually and the rate of tax for the completed darn has been determined
by the California Debris Commission to be 2.6 cents per cubic yard
mined. The collections of taxes for the year amounted to $2,326.

Assessments.—A total of $1,109,316,701, representing 990,074
items, was assessed on 2,503 miscellaneous tax assessment lists, which
included original and additional assessments of all miscellaneous
internal revenue taxes. Included in the lists were 42,015 additional
assessments resulting from office audits and field investigations,
representing taxes of $66,692,980, and the interest assessed and paid
amounted to $7,650,060.' o

Field reports and returns.—At the beginning of the year there
were on hand 266 field reports, representing additional taxes in the
amount of $7,479,833. During the year, 8,496 field reports were
received, representing $8,408,339 in additional taxes. At the close
of the year there were on hand 119 reports which were awaiting
additional data or which had not yet been reached for consideration.
In addition to the foregoing, 439,292 sales tax returns, representing
$524,353,288, were received and examined during the year.

As a matter of administrative convenience, the Sales Tax Division completes assessments, schedules
claims and certificates of overassessment, and Basses on offers in compromise for the Estate Tax Division,
the Tobacco Division, the Capital Stock Tax Division, and the Processing Tax Division with respect to
sugar-tax claims.
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Claims—The number of claims received and disposed of by the
Sales Tax Division during the fiscal year ended Jume 30, 1940, 1s
shown in the following table:

Number of claims received and disposed of by the Sales Taz Division during the fiscal

year 1940
Refund Abatement Redemptien Uncollectible
Clafms N N um: Num
- am- - -
];]é? Amount ber Amount ber Amount [“yer Amount
Sales taxes:

On hand Jaly 1, 1939..._| 1, 342|$10, 355, 146. 40 4771$5,733,000. 65| ... .. $9, 540, 64
Rgce{lvg - v _| 1,980 7,526,381 55  831] 2,960, 108, 21 659, 513. 90

Re d 100 76533357 42| 259,386, 47| L LT|ieeommenn e o
Allowed. - | 1,508 2338 369.43, 795 3, 645, B16. 86|
Rejected 10200 260,098,838, 1970 2,083,037 07| 1| -ceoemrnnc|smmensfomeee
On hand June 30, 1940 .|  906] 8,045,503.26| 358 3,374,120.30| ...

Miscellansous stamps:
On hand July 1?19394“_ 206  513,052.73| 02| 290,390.08

261 317,338.72| 220 344,903.88
54,396.79 10 42, 483. 97 5| 28,605.43). .. |- asaeao

450,084, 23| 104| 288, 904.63

289, 763.73 76| 211,677,14

144, 950. 28 52| 1856,225.16) 516(183, 400.96). ... |eeomeaninn

F 30011 [ R
180. 75, 8 223,25
""""" éiifgi """“ig.’g& TTap| T 218
jected [ S X
M ?};1 hand Juna 30, 1940... 9 13.25 1 202. 50 3
arlugna: L b e 11| 28, 500. 00
ggcgfv‘%% Jaly 1, 1688 - 37T 600.78] 78| 28,900.96 7 1600, 87| 145,955.26
Reopened 1
Allowed ... ... 3
Rejected 5
On hand June 30, 1940. - 1
Bilver:
Qn hand July 1, 1939.. .
Received. ... . __.--
Reopened . .
Allowed__._

Rejocted. ... .. .-
On hand June 30, 1940__.
Coal:

) s 3,330, 37
ly 1, 1939, ._. .
%ﬁﬁlfﬂz ___________ 101 12,8376 901 32, 7838 ) oI 73 67.446.6
1 452. 55 . 1 I IR
ﬁﬁ%‘vﬁfﬁ"_ 106 6,390.84) 834 302,044.04] |0 s s 0
Resected ... .. 12 6o87.43)  67] 2L,240.70 32 6,82
On hand June 30, 1840. . 8 309.69, 100 31, 625. 00| 3
Total claims: . 1 40, 616, 51
o1, a0} 10, 568, 562. 28! 3 667126,055,196. 20 1381/878,762.65| 115/ 240,616,
g’écgf?e?lmy 1 1998 2',233 7985, 034, 13 2 048| 3, 684, 768, T4 2,616,377, 122 82| 2,481) 966, 470,21
Reopened. . : Gs| sz el 55 80330277 16| 2800543 | -
Allowed 2,103} 2, T9%318.0| 1,910] 4. 152,850, 97) 1, 0051107, 507. 84 2, 438) 988, 903.69
Refected ... | U121 sesssrroo| 345 226767242 497 93,3472 33 IT.600.%

On hand Jung 30, 1840, - sssl &, 190, 886, 26 513i 3, 592, 534. 91 520L193,555.24. 5‘ 573.78

2 Ome clajm for $28,800 transferred from narcotics uneollectibles on hand to marihuana uncollectibles on
d.

VT itumi i isf July 1, 1939,

L ir Bitumineus Cosl and Silver Tax Division to Bales Tax Division on July 1, 1339,

2 ITJg?JSég% c‘l)arinmslinvu]ving $24,331.58 transfarred from Bituminous Coal and Silver Tax Division to
Sales Tax Division on July 1, 1939

Interest was allowed in connection with the claims shown in the
foregoing table in the amount of $286,801.

Credit cases.—At the beginning ‘of the fiscal year there were on
hand 1,172 sales tax credit cascs involving $1,001,077. During the
year 8,546 cases involving $11,957,624 were received and 8,741
cases involving $11,743,173 were disposed of by allowances totaling
$11,708,560 and rejections in the amount of $34,604. At the close
of the year there were on hand 977 sales tax credit cases involving
$1,215,428. In addition, 2,673 bituminous coal tax credit cases were
disposed of during the vear.
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Offers in compromise.—On July 1, 1939, there were on hand 553
offers in compromise, aggregating $463,036, which had been submitted
in settlement of civil and criminal Liabilities incurred in connection
with the various miscellancous taxes. There were received 6,206
offers, aggregating $994,287; 5,971 offers, aggregating $744,905, were
accepted; 234 offers in the amount of $89,397 were rejected, and 36
offers totaling $12,158 werc withdrawn during the year. At the close
of the year there were on hand 518 offers aggregating $610,863
awaiting additional evidence or under consideration.

Miscellaneous tax special squads—The group of internal revenue
agents and general deputy collectors assigned to duty under the
direction of the Miscellaneous Tax Unit and operating as a mobile
force investigating delinquent taxes on gasoline, lubricating oil, ad-
missions, documentary stamps, oleomargarine, tobacco, and various
other miscellaneous and manufacturers’ excise taxes, continued to
obtain excellent results in eonnection with these activities. During the
year field officers reported a total of 2,640 cases involving $4,855,673
m additional taxes, penaliies, and interest.

Carirar Stocx Tax Division.—The capital stock tax is imposed
upon corporations carrying on or doing business during any part of
the taxable year and is measured by the adjusted declared value of
the capital stock of domestic corporations or by the adjusted declared
value of the capital employed in the United States in the case of foreign
corporations.

The collections of capital stock tax during the year amounted to
$132,738,537, an increase of $5,535,528 as compared with collections
for the preceding year.

During the year domestic and foreign corporations filed a total of
530,584 returns. Of the total number of returns received during the
year, 30,609 were filed by corporations organized subsequent to June
30, 1938, and 31,573 were delinquent returns covering the years 1933
to 1938, inclusive.

As a result of the review and audit of veturns during the year,
16,457 assessments were made, involving tax in the amount of
$1,732,327, as compared with 15,772 assessments totaling $1,302,785
made during the previous fiscal year.

Number of capital stock lax clatms received and disposed of during the fiscal year 1940

Refund Abatement Uncollectible Total
Nl:l»lerru Ameunt I‘%LT Amount iNl;lerr“' Amount N&‘f‘ Amount

497 $635,066.42| 108|341, 622.97 09($11,207. 20|  704| $688, 836, 59
19, 750 |45, 433, 665. 46| 876337, 171. 36| 1, 526|103, 749. 22|22, 15145, 875, 586. (4
- 77 58, 086. 28 11| L3317 .t B8 60, 325. 45-
.| 2,195] 351,782.65| 617|162, 555.10| 1,3171100, 400. 18
Rejected _...... —--|17, 40744, 448, 488, 78| 162 77, 502. 52 1,0i8.03
On hand June 30, 1940, ... 722| 1,328,346.73| 216150, 075.88| 303] id4, 728.21

4,120) 604, 737. 93
17, 573144, 527, 909, 33
1,241] 1, 493, 150,82

e

Of the 19,750 claims for refund filed during the year, 16,407 were
based on the contention that the capital stock tax statute is uncon-
stitutional.

Processing Tax Division.—The Processing Tax Division is con-
cerned with the administration of the tax imposed on the manufacture
of manufactured sugar under Chapier 32 of the Internal Revenue
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Code, and the adjustment of several types of claims arising as a result
of the invalidation of the taxing provisions of the Agricultural Adjust-
ment Act and the repeal of related legislation,

Sugar Tax.—During the fiscal year 1940 monthly returns numbering
1,927 were filgd by manufacturers and tax was collected in the amount
of $68,145 358, as compared with 1,950 monthly returns and collec-
tions of $65,414,058 for the fiscal year 1939, a gain in collections of
$2,731,300. There were 1,614 claims in the total amount of $2,048,263
filed for refund of tax applicable to sugar exported, as compared with
1,151 claims filed, in the total amount of $842,541, during the preced-
ing fiscal year.

Olaims —The following types of claims are handled by the Process-
ing Tax Division:

(¢) Claims under section 601 of the Revenue Act of 1936 with
respect to certain articles exported or delivered for charitable distri-
bution or use. ‘

() Claims under section 602 of the Revenue Act of 1936 for pay-
ment with respect to floor stocks held on January 6, 1936, of certain
articles made from commodities subject to processing tax under the
Agricultural Adjustment Act. The period of limitations for filing
these claims, which originally expired on December 31, 1936, was
extended by section 911 of the Social Security Act Amendments of
1939 to December 31, 1939. This extension resulted in the reopening
of 1,000 claims and the filing of 1,022 claims during the year.

(¢) Claims under Title VII of the Revenue Act of 1936 for refund
of processing tax, floor stocks tax, and ecompensating tax paid under
the Agricultural Adjustment Act. There were reopened 1,467 of these
claims and 10,678 were filed during the fiscal year in pursuance of the
provisions of section 405 of the Revenue Act of 1939, which extended
the filing date to December 31, 1939, During the same period 723
elaims filed by persons who were also liable for the unjust enrichment
tax imposed by Title 111 of the Revenue Act of 1936 were transferred
to the Unjust Enrichment Division of the Income Tax Unit.

(d) Claims for refund of taxes paid under the Bankhead Cotton
Act, the Kerr Tobacco Act, and the Potato Act of 1935. The period
of limitations for filing these claims, which originally expired on June
30, 1939, was extended by the Third Deficiency Appropriation Act,
fiseal year 1939, to June 30, 1940,

Claims for refund or payment received and disposed of during the fiscal year 1940

Revenuse Act of 1938

Section 601 Section 602 Title VII

Number | Amount | Number Amonnt Number Ameoeunt

Onhend July 1, 1089._........ 2 | $15, 494,33 102 | $2,912,467.13 2,708 | $14,024,283.73
Received_ . . ... ceeuiiaenas 7 2,058. 33 1,022 ; 2,213,804, 80 10,678 | 185,383,354, 87
Recpened. ...l 13 5,827.20 1,406 | 1,567,981 62 1,656 3,087, 586, 24
TOtA e s iinnan 22| M,270.86 2,580 | 6,604,233,45 15, 242 | 203,375, 224.84

14, 852. 62 1,251 | 2,249,764.58 9,035 2,838, 520. 94

9, 427. 24 937 | 2,841, 156.63 3, ;% 19,540,742, 16

..................................... 171, 479, 840, 89
____________ 342 | 1,603, 283.24 2,319 9, 516, 111,83

24, 279, 86 2,530 | 5,604,233.45 15,242 | 208,375, 224. 84
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Claims for refund or ?
poyment received and disposed of during th
: e fisc —
Contmueg  the fiscal year 1940
Cotton Qlaning Act Tabacoo Aet Potato Act
Number | Amount | Number Ameunt Number Amount
.'1012 cgi?e% July1,1080.._ . ... 2,481 | $51,174.04 | 5,542 |  $271,850.20
_____________________ 1,933 | 842,666.20 | 14,352 | 48458602 | Ty TR
- 158 | 2, 486.67 501 21,102, 13 1 s%%'éé
o ’I(‘iotal ___________________ 22,572 | 996,327.00 | © 20,305 777,628. 35 3 86110
T e — i G| Ym| memw : 240,09
Transfertedio Tnocme T Gaic | &0 | 90678828 | ‘3,943 | 22445036 1 249,09
-On hand July 1, 1940, . 563 | R TRy FroN 18,785001 | 0L
» , 766,91 | ...l
17 F 22,572 | 006,327.00 | 20,305 77,628, 35 3 681. 10
Grand total

Number Amount

10,835 | $18, 175, 260, 43
45,004 | 180,027, 801.42
3, 835 4, 666, 303, 75

60,764 | 211,868,374, o
44, 954 5, 068, 847, 75
11,415 | 23,272, 813,87

728 | 171,479, 840.89
8,672 [ 11,145,672.00

60, 764 | 211,868, 374, 80

Sugar taz claims received and disposed of during the fiseal year 1940

Export Overpayment Livestock
Number | Amount Number | Amount Number | Amount
98 | 247,773, 40 3 $37.48
1,614 | 2,048 262, 7 A N Y
At 4N Bl A Emew
Totab_.. ... .. ___. 1,717 | 2,116, 285. 60 37| 149,015.27 4 1,200, 3;1
e I— T 1 o H 207 o8
“On hand July 3, 104027707 42 | 10, 668,64 2% }gi"gf i .07
Totab ..o .. 1,17 | 2,118, 28560 37| 140,015 27 4 1 390“;)
Abatement Grand total

Number [ Amount | Number | Amount

$280. 07 100
83,367, 71 1,574 2, gg?' gggl g’?
31, 113,55 1 31,652, 08

115,061.33 1,785 | 2,381, 653.00

112,692.20 | 1,665 | 2 207, 172.65
2 260, 04 7 157,331, 80
______________ r 17,148, 56

............................................ 27 115, 0681. 83 1,785 | 2,361,653 00
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ALCOHOL TAX UNIT

Collections of the liquor taxes amounted to $624,253,156 in the
fiscal year 1940, as compared with $587,799,701 in 1939, an increase
of $36,453,455, or 6.2 percent. In comparing the yield from the excise
taxes on liquors (see table 1, pp. 54 to 61 for taxes grouped under
this heading), it is found that the largest increase was in distilled
spirits, for which collections increased 12 percent over the previous
year. The collections from the excise tax on wines increased 26 per-
cent, while the collections from the excise tax on fermenied malt
Hquors increased 1.9 percent.

Of the total liquor taxes collected, $346,833,775 came from distilled
spirits, $9,643,194 came from wines, and $267,776,187 ecame from fer-
mented malt liquors. Taxes collected from distilled spirits con-
stituted 55.6 percent of the total in 1940, compared with 53.8 percent
in the previous year.

On June 30, 1940, the following producers and distributors of aleohol
and aleoholic beverages, and users of tax-free alechol, were under the
supervision of the Alcohol Tax Unit:

Digtilleries: , Number
ALCORO] o e o e e e m e m e m e 38
Brandy oo e e mmmmemesm e mans oo 127
AT ObDET - oo e dmm s m oo 124

Bonded warehouses:

ALEOMOL . o o e e m e 61
TR tEENAL-TEVEIUE . oo oo e s m o tsim m A T m e 283

TVATLETIER . o o o e e e e R m e 1, 036

Bonded wine stOrero0mIS oo o vwmmmmmmmam e mmmm e 98

B WETIO8 . o e e e e m i mamm e m e 580

Rectifying plants. o oo s 250

Wholesale liguor dealers. . ..o 3, 531

Wholesale malt liquor dealers_ e e 10, 597

Denaturing plantsA_m____”u_u____,_w_--___,,“m_u____uu' _____ 37

Bonded dealers in specially denatured aleohol oo on o 52

Bonded manufacturers using specially denatured aleohol. .. oo woveuan 4,193

Hospitals, laboratories, and educational institutions using tax-free alecohol.. 6: 482

During the year a number of regulations were revised and several
new regulations issued. A general revision of regulations of this Unit
had not previously been accomphished since the repeal of the sighteenth
amendment.

Prooepure Diviston.—This division is reponsible for planning
and developing procedure for the headquarters and field offices of the
Aleohol Tax Unit; assists in drafting regulations, Treasury deeisions,
mimeographs, and circulars; reviews for revision all forms preseribed
by the Alcohol Tax Unit; and is charged with the administration of
regulations relating to traffic in containers of distilled spirits and the
supervision of the %tatistical Section.

egular monthly and annual statistieal reports and releases con-
cerning the activities of the Alecohol Tax Unit were prepared. Special
statistical research work was performed relating to proposed legisla-
tion and inquiries from officials and the pubhe. tatistical tables
covering the operations relating to distilled spirits, fermented malt
liquors and wines, and enforcement activities are contained in the
Appendix.

Statistics.—The following data summarize operations of the legiti-
mate liquor industry under the supervision of the Alcohol Tax Unit:

g — e
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Ethyl and denatured alcohol.—More ethyl alecohol was produced
during the fiscal year 1940 than in any prior year. Production
amounted to 243,727,766 proof gallons, which is 44,710,210 proof
gallons more than the previous year’s fisure. Tax-pald withdrawals
increased from 22,150,969 proof gallons in 1939 to 24,344,306 proof
gallons in 1940: Of the denatured aleohol produced, 15,352,033 wine
gallons were completely denatured and 111,409,797 wine gallons were
specially denatured. This compares with 17,179,433 wine gallong of
completely denatured and 83,561,077 wine gallons of specially de-
natured alcohol produced during the fiscal year 1939.

Distilled spirits.—The total production of whisky, rum, gin, brandy,
and other distilled spirits in 1940 was 143,455,192 tax gallons, a
decrease of 1,870,984 tax gallons, or 1.3 percent, from the production
in 1939. Compared with the previous year, whisky production in-
creased by 5,989,386 tax gallons, or 6.4 percent, while brandy produc-
tion decreased by 9,019,471 tax gallons, or 32.9 percent.

Tax-paid withdrawals of domestic distilled spirits, other thar
alcohol, increased from a total of 92,427,100 tax gallons in 1939 to
103,981,635 tax gallons in 1940, or 12.5 percent. Each kind of spirits
exceﬁ){t brandy shared in this increase. Tax-paid withdrawals of
whisky increased 12.8 percent, and withdrawals of high-proof spirits
used in rectification increased over 19 percent. The trend toward the
consumption of more mature whiskies continued, the withdrawals of
bottled-in-bond whisky, for example, being increased from 6,316,668
tax gallons to 13,569,728 tax gallons, or by approximately 115 percent.

Withdrawals of distilled spirits for tax payment are permitted ir
packages and tank cars direct from distillery cistern rooms. During
the fiscal year, tax-paid withdrawals direct from distilleries were as
follows: In packages, 438,621 tax gallons;in tank cars, 10,069,763 ta
gallons. A 'total of 103,981,635 tax gallons were withdrawn on pay:-
ment of tax during the fiscal year (see table 58), of which 93,472,592
tax gallons were withdrawn from internal-revenue bonded warehouses
and 750 tax gallons from export storage warehouses. Withdrawals
from internal-revenue bonded warehouses consisted of 821,599 tax
gallons from tanks, 11,981,487 tax gallons in cases, and 80,669,52¢
tax gallons (including 1,717,695 tax gallons for bottling in bond
after tax payment) in packages.

Total stocks of spirits in internal-revenue bonded warehouses at the
close of the fiscal year aggregated 525,394,924 tax gallons, of whiek
480,937,609 tax gallons were whisky.

Rectified spirits.—The produetion of rectified spirits increased from
43,401,295 proof gallons to 47,656,570 proof gallons, or an increase o
9.8 percent. The quantity of rectified whisky produced increasec
from 33,593,409 proof gallons to 37,977,224 proof gallons, or an in
crease of 13 percent. The production of cordials and ligueurs in
creased 11.2 percent, while the production of rectified gin decreasec
5.1 percent.

ermented malt liquors.—Tax-paid withdrawals of fermented mal
liquors inereased from 51,816,874 barrels to 53,014,230 barrels in th
fiscal -year 1940, or an increase of 2.3 percent. The percentage o
beer withdrawn by pipe line for bottling increased from 47.7 percen
of the total in 1939 to 50.9 percent during the current fiscal year.

Wines —Production of still wine decreased from 231,959,287 ga
lons to 212,367,737 gallons. Tax-paid withdrawals of still win
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aggregated 82,176,586 gallons, or an increase of 22 percent over the
previous fiscal year. The withdrawals of domestic sparkling wines
increased by 32 percent, and tax-paid withdrawals of domestic ver-
mouth produced at wineries increased from 187,288 gallons to 394,245
gallons, or by 110 percent.

ENFORCEMENT DIVISION.—The activities of the Enforcement Divi-
sion include the investigation, detection, and prevention of willful and
fraudulent violations of the internal revenue laws relating to distilled
spirits, wines, and fermented malt liquors.

During the fiscal year, 10,663 stills were seized, having an aggre-
gate mash capacity of 1,653,775 gallons,"' and in connection therewith
6,480,240 gallons of mash were seized and destroyed. Investigators
also seized 264,594 gallons of spirits and 4,523 automobiles and trucks.
The total appraised value of the property seized amounted to $2,042,-
851. A total of 25,638 persons was arrested for Federal liquor law
violations. Compared with the previous fiscal year, still seizures de-
creased 11.6 percent, mash seizures decreased 19.8 percent, and arrests
decreased 11.1 percent. These decreases applied generally throughout
the country and are in contrast to the increases reported in the pre-
vious year. Enforcement progress during the past five years may
be measured by mash seizures, which declined from 21,373,107 gallons
in 1935 to 6,480,240 gallons in 1940, a reduction of 67 percent.

The control of raw materials through enforcement of Regulations
No. 17 and Regulations No. 92 has continued to be effective as a pre-
ventive measure. Reports from distributors of raw materials have
supplied data leading to the apprehension and conviction of illicit
distillers who are being forced to secure materials in small quantities
at scattered points which require transportation over considerable
distances. This has been an important factor in reducing the number
and size of illicit distilleries. Information furnished by dealers under
Regulations No. 17 has led to the seizure, during the year, of more
thant 500 illicit distilleries and 150 vehicles, and to more than 700
arrests.

During the fiscal year, 193 automobiles were seized and 276 per-
sons convicted for violations of the Liquor Enforcement Act of 1936.
in connection with the importation of tax-paid liquors into the dry
States of Kansas and Oklahoma. These seizures and convictions
followed the passage by these States of enabling legislation as pro-
vided in the Act. Two major conspiracy cases under this Act were
perfected, involving 140 and 169 defendants, respectively.

During the past year 288 applications for pardon and 3,845 appli-
cations for parole were examined and reports submitted. A total of
288, a%plications for pardon and 3,804 applications for parole were
received.

FIELD INSPECTION DIVISION.—This division lans, coordinates, and
supervises the permissive functions in the field offices of the 15 field
districts. A group of technically trained field inspectors, who serve
as representatives of the Alcohol Tax Unit in maintaining an efficient
permissive organization in the field offices, are assigned and directed
by this division. They make frequent examinations by actual in-

I Represents the cubic capacity of still pots and cookers. Column stills which operate without a still
pot or cooker are not reflected in this total. The size of illicit stills is reflected more properly by the mash

§%§%l%essg,5§5,§§éb§§1 o nesgsurement of the mash fermenters o fall the illicit stills seized during the fiscal
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spection of records, documents, etc., to determine whether law,
regulations, established policy and procedure are being followed,;
devise and recommend plans and methods for greater efficiency and
economy in the conduct of the work; supervise the installation of
new procedures which have been approved by the headquarters
office; coordinate and standardize the functions and work in the
various units of the permissive divisions; determine the adequacy
and efficiency of the personnel and suitability of space and equip-
ment and the practicability of its reallocation for the proper handling
of the work; make recommendations relative to the judicious expendi-
ture of public funds; and confer with district supervisors on problems
of organization, management, and service.

The division maintains general supervision over the activities of
inspectors and storekeeper-gaugers in the field districts and provides
for the general instruction of these groups. A total of 64,197 inspec-
tions of plants and permittees was made during this period by general
inspectors in the supervisory districts. All inspections of retail
dealers during the fiscal year 1940 were conducted by junior inspectors,
due to the fact that the W. P. A. inspection projects were discontinued
prior to the beginning of the fiscal year. The following comparative
statement shows the results accomplished by junior inspectors during
the fiscal years 1939 and 1940:

Fiscal gear Fiscal tg)lear
193 194

Number of inspections made - ----------------------------_ - 204, 362 284,081

Number of dealers violating - - - - - - - - - - - - - oo 21,750 28, 057
Number of violations found - - - -------- oo 23,776 31,618
Percent of dealers found violating - - - --------------------------- 10.6 9.9
Amounts collected - - - - - - - - - T - - oo oo $366, 577.81 $542, 453.40

This division is also responsible for the final determination for the
approval or disapproval of applications for the establishment of
industrial alcohol plants, alcohol bonded warehouses and denaturing
plants, distilleries, fruit distilleries, distillery denaturing bonded
warehouses, internal revenue bonded warehouses, and rectifying
plants. Final review of qualifying documents submitted in connection
with the establishment of bonded field warehouses, bonded storerooms,
bonded wineries, and breweries is handled by the division.

Many changes were made in the premises, construction, and equip-
ment of established plants during the fiscal year, requiring examina-
tion of applications, notices, bonds, consents of surety, plats, plans, and
other documents submitted in connection with such changes. The
total number of such examinations, including those covering 117 new
plants and 218 plants discontinued, was 18,970.

The schedule governing the return of master meters from the various
field districts to the National Bureau of Standards for recalibration
was revised. Previously master meters were used for approximately
50 tests of brewers' meters before return to the Bureau of Standards.
The revised schedule, based upon the history of each meter, prescribes
the extent of use in terms of barrels, and meters are returned to the
Bureau of Standards at such time as the continuous counter reaches
the prescribed limit. The use of each meter is predetermined and
assures that the meter will remain in use during the cycle of maximum
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efficiency. This program will result in greater accuracy and longer
use of individual meters, and will reduce the frequency of return of
master meters to the Bureau of Standards, with corresponding
savings in transportation costs.

LABORATORY DIVISION. ” The Laboratory Division comprises a
central laboratory in Washington, D. C., and 15 branch laboratories
located throughout the country.

The division performs all the chemical work for the Bureau of
Internal Revenue and Bureau of Narcotics; it frequently assists the
Bureau of Customs, Secret Service, Federal Bureau of Investigation,
Coast Guard, Post Office Department, State alcoholic beverage control
boards, and police departments. The greater part of the work,
however, has to do with the permissive and enforcement features of
internal revenue and narcotic laws.

The Washington Laboratory is primarily concerned with basic
problems, such as the development and modification of methods of
analyses for the great variety of products submitted and the formula-
tion of denatured alcohol. This necessitates intensive research as to
the actual components for all alcoholic products; a knowledge of the
effect of diverse manufacturing processes on related products; abstract-
ing current technical publications; and the testing of proposed
denaturants.

Routine activities of the Washington laboratory include the exami-
nation of the formulas for all preparations and processes in which
denatured alcohol is used before permits are - issued by the district
supervisors for the withdrawal of alcohol.

Preparations manufactured with tax-paid alcohol and wine are
examined for the purpose of determining whether they are fit for use as
a beverage and thus subject to the tax levied on rectified spirits.
Processes used in distilleries, wineries, breweries, industrial alcohol
and rectifying plants are reviewed by the laboratory.

For the Miscellaneous Tax Unit the laboratory examines such
commodities as oleomargarine, mixed flour, filled cheese, adulterated
butter, lubricating oils, soaps, etc.

Members of the laboratory staff frequently conferred with the Fed-
eral Alcohol Administration concerning standards of identity and
labeling of alcoholic beverages; they appeared as witnesses for the
Government in many cases involving the refund of taxes; they assisted
in the revisions of regulations and the drafting of Treasury decisions.
Several members served as associate referees in revising "The Methods
of Analysis of the Association of Official Agricultural Chemists."

Except for the research features, the work of the field laboratories
parallels that of the Washington laboratory. The chemists act as
advisors to the district supervisors on technical matters; they inspect
breweries, distilleries, rectifying plants, and places seized by enforce-
ment officers.

The problem of finding or developing a compound which could be
used to prevent the beverage use of bay rum, rubbing alcohol, and
similar preparations has been earnestly investigated.

The methods for the detection of grape wine in blackberry wine
have been greatly improved so that the chemists are now in a position
to give positive evidence in such cases.

A major portion of the whisky samples submitted every six months
by all distilleries have been analyzed and the data obtained are being
studied for interoretation of its sienificance.
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During the year, 80,006 samples were received by the branch labora-
tories, which is an increase of 2,127 over the preceding year. The
laboratory in Washington, D. C., examined 8,893 samples, which is
1,863 more than during floe preceding year.

AUDIT DIVISION.  This division is responsible for the tax account-
ing, assessment, claim, and compromise work of the Alcohol Tax Unit.
It administers the provisions of internal revenue laws and regulations
pertaining to the manufacture, storage, tax payment, exportation, sale,
and use of alcohol, denatured alcohol, distilled spirits, wines, and malt
liquors.

qusessments.—During the fiscal year, 18,886 reports of violations of
the internal revenue laws pertaining to alcoholic liquors were received
from the field offices, reviewed and audited, and tax liabilities dis-
closed thereby were assessed, including ad valorem penalties. There
were certified to the Commissioner for assessment 13,808 items, total-
ing $3,854,693, listed in the Bureau, and 155,793 items, aggregating
$92,691,905, listed by collectors.

Number of claims received and dispasedo«¢f by Audit Division during fiscal

year
Red: - Uncol-

teiogn(l) Refund Abati» lect- Total Amount

stamps men ible
Onbend July 1,1939_  ---------- 79 8} 217 110 723 | $2, 700, 733.65
Rgceiexrlled (1iluyring year - ---------- 2,371 N o 1,627 12,657 22,482 | 9,695,320.05
Allowed -------------------- 2,084 R 5§ 1,282 12, 506 21,528 | 5,456, 661.59
Rejected - ------------------- 304 e 331 132 1,006 | 2,605, 0K 22
On hand June 30, 1940 - - --------- 62 z 231 129 671 | 4,334,292.89

Offers in compromise.—At the beginning of the fiscal year there
were on hand 580 offers, aggregating $40,487. During the year,
11,010 offers, amounting to $344,765, were received, of which 226
were forwarded to the Department of Justice and 319 were returned
to the field offices. During the year, 9,461 offers, aggregating
$239,807, were accepted, and 1,001 offers, totaling $37,310, were
rejected, leaving 583 offers on hand at the end of the fiscal year.

. Number | Amount

Drawback claims received allowed
Alcohol used in flavoring extracts, and toilet and medicinal spirits exported - - - 530 $168, 333.49
Distilled spirits bottled for export - - - - - - - === - 91 9, 533.02
Stills eXported - = = = = = = = = = == m e e e e 5 100.00
Total 626 177,966.51

ALCOHOL TAX DIVISION OF THE OFFICE OF THE CHIEF COUNSEL.
This division handles the legal work arising in connection with the
administration and enforcement of the internal revenue liquor laws.
The work includes the preparation of opinions and briefs relating to
assessment, collection, abatement, and refund of liquor taxes and
penalties; compromise of civil and criminal liabilities; and the remis-
sion or mitigation of forfeitures. This division prepares citations to
revoke industrial and denatured alcohol permits, conducts permit
hearings, and reviews revocation records. It assists the Department
of Justice in connection with civil and criminal cases arising under the
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internal revenue liquor laws; gives legal advice to the Deputy Com-
missioner of the Aleohol Tax Unit, district supervisors, and other
officials on questions involving interpretation or construction of said
laws; and reviews all correspondence prepared in the Alcohol Tax
Unit involving legal questions.

Work performed by this division, in Washington and in the field,
during the fiscal year included preparation of 6,818 memoranda, 413
briefs, 5,242 opinions, 27 parole cases, 247 libels, and 48 indictments.
Review work included 7,450 case reports, 73 claims of over $5,000
each, and 10,684 compromise cases. In addition, 6 revocation cases
were handled, and 912 petitions for remission or mitigation of forfeiture
were examined and finally passed upon.

TECHNICAL STAFF

The Technical Staff is the appellate agency of the Bureau of.In-
ternal Revenue in the determination of mcome, profits, estate, and
gift tax Hability. In general, its work relates to the classes of tax-
ation which fall within the jurisdiction of the United States Board of
Tax Appeals. It is an independent organization in the Commission-
wer’s office and performs its work under the Commissioner’s super-
vision. It consists of an administrative office in Washington and
10 field divisions comprising 37 local offices distributed throughout
the United States at points chosen with a view to taxpayers’ conveni-
ence. The principal duties of these field divisions are (1) to determine
for the Commissioner the Liability of taxpayers who have protested
the revenue agents’ preliminary findings m their cases but have not
vet filed with the United States Board of Tax Appeals petitions for
the redetermination of their liabilities, and (2) to consider proposals
submitted by taxpayers for the settlement of cases docketed by the
Board. In performing both of these functions the heads of the field
divisions act as the exclusive representatives of the Commissioner n
cases coming within their territorial jurisdiction, subject to the con-
dition that proposed settlements in cases docketed by the Board must
be concurred in by representatives of the Chief Counsel for the Bureau
who are attached to the field divisions as division counsel.

The formal procedure preseribed for the handling of income, profits,
estate, and gift tax cases under the plan of decentralization grants the
taxpayer distinct procedural rights, within his election, respecting
the reference of such cases to a Staff field division prior to the issuance
of a statutory notice. In the case of deficiencies arising from returns
investigated by the collectors of internal revenue where the collector

and the taxpayer are unable to agree, after protest, as to the amount
of the deficiency, the letter of protest together with the return and
complete file pertaining thereto will be forwarded by the collector to
the appropriate internal revenue a%ent in charge for consideration.
Opportunity will then be granted the taxpayer to request a hearing
before the internal rovenue agent in charge, and from that time, as
regards potential reference of the case to a Staff division, it 1s governed
by substantially the same procedure as 1s applicable to a dispute arising
from a return investigated by the office of the internal revenue agent
in charge. . i

In the case of protested deficiencies found by the internal revenue
agents in charge, as well as protested decisions by such agents In
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charge in overassessment and claim cases, the dis
where criminal prosecution is involved , at t,he ele((:ltig);l (t)? tl;ﬂg {ﬂé;};cee;;t
be referred to a Staff division for hearing. The procedure re ufree’;
that the internal revenue agent in charge will notifg)r the taxpaqer f
his adverse conclusions and advise him that upon request the ca,s{a W?ll
be referred to the appropriate office of the Staff division for hearin
but that in the absence of such a request the statutory notice gf
deficiency will be mailed at the expiration of a specified time. This
notice to taxpayers is contained in the letter whereby the internal
revenue agent in charge advises the taxpayer of his action on the
protest. In conferences held in the office of the agent in charge it is
regular procedure to submit to the taxpayer a form wherewith the
latter may request that the case be referred to the Staff for hearin
It is thus seen that the procedure for reference of cases to the ﬁelg(i
divisions of the Technical Staff requires that the taxpayer be notified
lolfnl:ése ]Ii"]%}fltt?huz the prgmlsles .&Iklld be given opportunity to elect to avail
\ at procedu i I
no%c%of dBﬁCiBII)ng’. ral right prior to the issuance of the statutory
Under date of September 14, 1939, there was issue
missioner of Internal Revenue, and approved by th: %%c?gtg'l; o(fjolﬁ?ll(;
Treasury, a Commissioner’s mimeograph governing the functions

- and jurisdiction of the field divisions of the Technical Staff. This

mimeograph supersedes the separate orders theretofore jssued
ing such field divisions. The consolidated " ptember 14,
1939, 1s here given in its entirety. charter” of September 14,

SEPTEMBER 14, 1939
Collectors of Internal Revenue, Internal Revenue Agents in Ch ol 2 s
Charge, Heads and Counsel of Field Divisions %f the Teci?;?z&lsgsggﬁ? l tﬁ%n&:hﬁ
Officers and Employees of the Bureau of Internal Revenue Concerneds

1. (ﬂ) ThEIE shall be 10 field lellellS of the Iechﬂlcal Staﬂ 0‘ the (:tll]l]]lls—
0 ] 0 h H f d & Staﬂd"' 'hd H i : 3
sloner's fﬁce, erein rererre: 0 A3 1V1s10ons, wit es1gnations and ‘el‘l‘lbﬂ[‘]al
Jur 1Sdlct10n, Iespecbl ¥ EIJ‘ y 8BS follo Wa!

Stafl division [ Territorial jurisdiction

New England . __________._ l Maine, New Hampshire, Vermont, Massachusetts
N Connecticut, Rhode Island, ’
]13 :S“treYork ________________ %ew York State.
IO .. ew Jersey, Pennsylvania.
Atlantic. ._______________ Maryland, ’Delsfwa_,re, District of Columbia, Vir-
Souther ginia, West Virginia, North Carolina. '
1 Sc’]l;’.fh Carolina, Georgia, Alabama, Tennessee,
orida.
gﬁptral __________________ Michigan, Ohio, Kentucky.
iCaAgo. .. . ____._ -----| Illinois, Indiana, Wisconsin, Minnesota, North

Dakota, South Dakota,

Western_ ... __.____.___ Towa, Missouri, Kansas, Nebraska, Wyomin,

Southwost Colorado, New Mexico. &

Souths stern._____.___.__ Mts_sxsslppl, Louisiana, Arkansas, Oklahoms, Texas
___________________ California, Qregon, Washington, Idaho, Montana;

Nevada, Utah, Arizona, Alaska, Hawaii,

Except as otherwise provided herein, the St ivisi i

X rov aff divisions will i

csigtles under the Commissioner’s superi’ision, through the He:g of I;%r:o%:?}h;l}gu']
aff, Bureau of Internal Revenue, Washington, D. C. o
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(b) Local and branch offices will be maintained at the following places, and at
such other places as in the judgment of the Commissioner may appear advisable:

Stan division Local and branch offices
New England - -------- Boston, Mass.
New Haven, Conn.
New York - ---------- New York City, N. Y.
Buffalo, N. Y.
Eastern - - ----------- Newark, N. J.

Philadelphia, Pa.
Pittsburgh, Pa.
Atlantic - ------------ Baltimore, Md.
Wilmington, Del. (branch)e
Washington, D. C.
Richmond, Va.
Huntington, W. Va. (branch).
Greensboro, N. C.
Southern - - ---------- Atlanta, Ga.
Jacksonville, Fla.
Birmingham, Ala.
Nashville, Tenn. (branch).
Central - ------------ Detroit, Mich.
Cleveland, Ohio.
Cincinnati, Ohio.
Louisville, Ky. (branch).
Chicago - ------------ St. Paul. Minn.
Chicago, Ill.
Milwaukee, Wis. (branch).
Indianapolis, Ind.
Western - ------------ St. Louis, Mo.
Kansas City, Mo.
Wichita, Kans. (branch).
Omaha, Nebr.
Denver, Colo.
Southwestern - - - ------ Dallas, Tex.
Houston, Tex.
New Orleans, La.
Oklahoma City, Okla.
Pacific - - - - ---------- San Francisco, Calif.
Los Angeles, Calif.
Seattle, Wash.
Portland, Ore. (branch).

' The Wilmington (Del.) office has been discontinued.

(c) The personnel of each Staff division will consist of a head and an assistant
head, to be designated by the Commissioner, a division counsel and an assistant
division counsel, to be designated by the Chief Counsel, and such technical'
advisors, attorneys, auditors, clerks, and other employees as may be necessary.

(d) The assistant head of each Staff division will assist the head of the division
as the latter may direct, and, during the absence of the head from duty within the
division, will serve as acting head of the division and as such will perform the
duties of the head in his own name. During the absence of the head from any
local or branch office on official business within the division, the assistant head
may perform at such local or branch office, in the name of the head, such of the
duties of the head as the latter may direct.

(e) Each local office, including all branches thereof, will be under the immediate
supervision of a technical advisor in charge, to be designated by the Commissioner,
except that the duties of technical advisor in charge at one local office in each
division will be performed by the assistant head of the division ex officio. ~During
the absence of the technical advisor in charge from any local office, or during the
absence of the assistant head of the division from the local office at which he
performs the duties of technical advisor in charge ex officio, such office will, unless
the head or the assistant head of the division is there present for duty, be under -
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the immediate supervison of a technical advisor designated temporarily by the
head of the division as acting technical advisor in charge. Each branch office
will be in the direct charge of a technical advisor designated by the Commissioner.

The assistant division counsel will assist the division counsel as the latter
may direct, and, during the absence of the division counsel from duty within the
division, will serve as acting division counsel, and as such will perform the duties
of the division counsel in his own name. During the absence of the division
counsel from any local or branch office on official business within the division, the
assistant division counsel may perform at such local or branch office, in the name
of the division counsel, such of the duties of the division counsel as the latter may
dlreCt'There will be an assistant counsel in charge for each local office to which
counsel may be permanently assigned, including all branches thereof, to be desig-
nated by the Chief Counsel, except that the duties of assistant counsel in charge
at one local office in each division will be performed by the assistant division
counsel ex officio. During the absence of the assistant counsel in charge from any
local office to which counsel may be permanently assigned, or during the absence
of the assistant division counsel from the local office at which he performs the
duties of assistant counsel in charge ex officio, the duties of the assistant counsel
in charge will, unless the division counsel or the assistant division counsel is there
present for duty, be performed by an attorney designated temporarily by the
division counsel as acting assistant counsel in charge.

2. (a) The head of each Staff division will exclusively represent the Commis-
sioner in the determination of Federal income, profits, estate, and gift tax liability
(whether before or after the issuance of a statutory notice of deficiency) in all
cases originating in the office of any internal revenue agent in charge situated
within the territorial jurisdiction of the division, in which the taxpayers have
finally protested the preliminary determination of liability made by that officer,
excepting cases in the pre-90-day status in which the special azccgienjc in charge has
recommended criminal prosecution: Provided, That the Staff division shall not
eliminate the ad valorem fraud or negligence penalty in any case in the so-called
90-day status, or the pre-90-day status, except with the concurrence of the special
agent in charge. o . . .

(b) The head of each Staff division will also have exclusive authority to settle
by stipulation (1) all cases docketed by the United States Board of Tax Appeals
and placed upon a calendar for hearing at any place, other than Washington,
D. C., within the territory comprising the jurisdiction of the division, and (2) all
cases originating in the office of any internal revenue agent in charge situated
within the territorial jurisdiction of the division, which are placed on the Washing-
ton calendar of said Board of Tax Appeals: Provided, That he shall not make or
approve a stipulation for settlement in any docketed case except with the con-
currence of the division counsel: And provided further, That in the absence of the
head and the assistant head of the Staff division, the technical advisor in charge
of any local office shall have authority to settle by stipulation any such docketed
case, but only with the concurrence of the division counsel or of the assistant
counsel in charge, in which the deficiency determined in the statutory notice does
not exceed $500 and the basis of settlement does not involve an overassessment
in excess of $500.

3. (a) The division counsel will perform his duties under the general supervision
of the Chief Counsel. He will advise the head of the Staff division, upon request
upon legal questions arising in the determination of income, proft ¢state, an
gift tax liability. He will advise the head of the Staff division also with respect
to any proposed settlement of a docketed case. He will prepare answers to peti-
tions filed with the Board of Tax Appeals, copies of which will be furnished him
by the Chief Counsel, in cases originating in the offices of the internal revenue
agents in charge situated within the territorial jurisdiction of the division; and he
will have exclusive authority to represent the Commissioner in the defense before
the Board of (1) cases placed upon a calendar for hearing at any place, other than
Washington, D. C., within the territorial jurisdiction of the division, and (2)
cases originating in the office of any internal revenue agent in charge situated
within the territorial jurisdiction of the division which are placed on the Washing-
ton calendar of said Board of Tax Appeals, but he shall not stipulate before the
Board for the settlement of any case except with the-approval of the head of the
Staff division. The division counsel will consider all memoranda prepared in the
Staff division directing the issuance of statutory notices of deficiency prior to
their approval by the head of the division.

269679-40 — =+
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(3 In the absence of the division counsel and the assistant division counsel, the
agsistant counsel in charge at any local office will have authority fo concur with
the head of the stafl division or with the technical advisor in charge of that office,
in a settlement hy stipulation of any docketed ease in which the deficienoy de-
termined in the statutory notice does not exceed $500 and the basis of settlement
does not involve an overassessment in excess of $500.

PROCEDURE 1IN PRE-N-DAY CASES

4. Fach Staff division will accord hearings upon protested cases referred o it in
accordance with preseribed procedure by the internal revenue agents in charge
situated within the territorial jurisdiction of the division. It will not, however,
consider before the fssuance of the statutory notice of deficiency any case in which
no protest has been filed with the internal revenue agent in charge. It any case
in which protest has been filed with the internal revenue agent in charge, 1t will
not be required to consider prior to the issuance of the statutory notice new con-
tentions or new evidence that may be decisive with respect to any major issue, but
upon the presentation of such countentions or evidence, may refer the issues In-
volved to the internal revenue agent in charge for further comsideration and for
conference with the taxpayer if advisable . .

5. When the head of a Staff division has reached a final conclusion with respect
o any case, he will prepare a memorandum thereof setting forth the exact grounds
upon which his conclusion rests. This memorandum will be transmitted with all
the papers in the case to the proper internal revenue agent in charge, who will—

(a) Certify a deficiency to the collector in accordance with Mlmengra-ph
3552;
(b): Issue & statutory notice of deficiensy; or . )

{¢) Transmit the case to the Bureay for the preparation of a certificate of

overassessment, or other appropriate action.

JURISDICTION AFTER STATUTORY NOTICE

6. The Staff divisions will have complete jurisdiction of all cases affer the
igsuance of the statutory notice. Upon the taxpayer’s request, the head of a
Staff division may take up for settlement any case in which a sta.ﬂtutory notice has
been issued, and may grant the taxpayer & hearing thereon. Except in unusual
circumstances, however, he will not grant a hearing in such a case prior to the
filing of the petition if a hearing has been had in the office of the internal revenue
agent in charge, or if the taxpayer has refused an opportunity to be heard there.

7. After the filing of the petition in any case, the head of the proper Staff
division will continue to have sole authority, subject to the provisions of paragraph
2 shove, for the settlement of the case, and will have the custody of all files,
papers, and documents relating to the case, which will, however, at all times be
available to the division counsel for the preparation of the answer to the petition
and for the defense before the Board of the Commissioner’s determination.

HEARINGS

8. At any hearing granted by a Staff division, whether at a local or branch office
or on circuit, the internal revenue agent in charge will be represented if he so de-
gires, or if the head of the Staff division, or the fechnical advisor in charge of a
local office, as the case may be, deems it advisable; and at any such hearing on &
cage involving the ad valorem fraud or negligence penalty, the special agent in
charge will be represented if he so desires. Except as may be otherwise directed
by the Commissioner, through the Head of the Technical Staff, the conduct of
hearings and other proceedings by the Staff division will be in accordance with the
procedure customarily followed by the Technical Staff.

GENERAL

9. The intent of the arrangements and procedure above preseribed is to provide
oue single, unified agency, with office facilities at or near the taxpayers’ residences
or places of business, to exercise on the ground, for the Commissioner, all the
authorlty which the bepartment or any of its branches may have under the law
in the review of protested tax determinations made by the internal revenue agents
in charge, in the settlement of contested cases, and in the defense of such cases,
when necessary, before the Board of Tax Appeals.
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10. The term “profits-tax liability” as used herein will be construed to include
{a) the liability of contracting parties for excess profits on Navy contracts arising
under section 3 of the Aot of March 27, 1934 (48 Stat. L. 505; U. 5. C. Title 34,
section 496), and under that Act as amended by the Act of June 25, 1936 (49 Stat.
L., 1926; U. 3. C. SBup. II, Title 34, section 496), and as further amended by section
14 of the Act of April 3, 1939 (Public, No. 18, S8eventy-sixth Congress, first ses-
sion), and (b) the liability of contracting parties for excess profits on contracts for
aircraft for the Army arising under section 14 of the Act of April 3, 1939 (Pubilic,
No. 18, Seventy-sixth Congress, first session).

11. Notwithstanding the provisions of paragraphs 2 and 3 hereof, the head of
each Staff division will have exclusive authority to settle by stipulation, subject

* to the concurrence of the divigion counsel, all cases docketed by the United States

Board of Tax Appeals which originated in the office of any internal revenue agent
in charge situated within the territorial jurisdiction of such division, which may be
placed upon a calendar of said Board for hearing at a place within the
territorial jurisdiction of any Staff division adjoining sueh division; and the
division counsel for such division will have exclusive authority to represent the
Commissioner in the defense of such cases before the Board, subject to the condi-
tions contained in paragraph 3 hereof with respect to the approval of stipulations
for settlement hy the head of the division,

12. Notwithstanding any of the foregoing provisions, should the Commissioner
determine that it would better serve the interests of the Govercment, he may,
by order in writing, withdraw any case not docketed before the United States
Board of Tax Appeals from the jurisdiction of any Staff division, and provide for
its disposition under lLis personal direction. Similarly, should the Commissioner
and the Chief Counsel jointly determine that it would betier serve the interests
of the Government, they may, by order in writing, withdraw any case docketed
before the Board of Tax Appeals from the jurisdiction of any Staff division, and
provide for its disposition under their joint direction. A copy of each order igsued
under the provisions of this paragraph will be promptly furnished to the Secre-
tary, with a statement of the reasons for the action taken.

13. The instructions contained in this mimeograph supersede prior instructions
to the extent that such prior instructions are inconsistent herewith.

14, Correspondence from internal revenue agents in charge in regard to the
procedure described herein should refer to the number of this mimeograph and to
the symbols IT:F. Correspondence from heads of field divisiens of the Technical
Staff should refer to the number of this mimeograph and to the symbols C-TS:
ARM. Correspondence from counsel for field divisions of the Technical Staff
should refer to the number of this mimeograph and to the symbols CC: A:QOWS,

15. The instructions contained in this mimeograph will be effective October 1,
1939,

Guy T. HeLvErinG, Coemmissioner.

Approved: September 14, 1939,

H. MoRrGENTHAT, Jr.,
Secretary of the Treasury.

Field operations under decentralization.—The work of the 10 Staff
field divisions is divided into two main classifications: (1) income,
profits, estate, and gift tax cases not before the United States Board
of Tax Appeals, including cases in the pre-90-day status, cases in the
90-day status, and cases involving overassessments and claims; and
{2) cases docketed by the United States Board of Tax Appeals. This
work now includes the settlement activities heretofore conducted by
various agencies of the Burean in Washington, particularly the former
conference division of the Income Tax Unit. It also covers all
settlement work connected with docketed cases, which work was
previously handled by the Staff, by the Chief Counsel's oflice, or by
the two agencies acting jointly. Under the new system all closings by
agreedlstipulation of docketed cases require concurrence of division
counsel.

The fiscal year ended June 30, 1940, is the first complete fiscal year
in which the plan of decentralization has been In operation in all
respects. All 10 field divisions functioned throughout this period
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with both docketed and nendocketed jurisdiction. (For statistical
data reflecting the work of the field divisions for the fiscal year 1940,
. see table 88 on page 173.) The Pacific Division, however, is the only
division which has been operating under complete decentralization
for two entire fiscal years, 1t having been organized on July 1, 1938,
For that reason the results of the Pacific Division for the past fiscal.
vear are given separately. (See table 88 on page 175.) Similarly,
since the New York Division is the largest Staff division both in
number of personnel and volume of work handled, the results of that
division for the past fiscal year are given separately. (See table 88
on page 175.) . ) '
The statistical data of the Technical Staff are divided in general into
two parts: (1) the record of the work on eontested cases in a non-
docketed status; and (2) the record of the handling of cases docketed
before the United States Board of Tax Appeals. As to contested
income, profits, ete., tax cases not pending before the Board, the

Stafl opened the year with 3,772 nondocketed cases awaiting Staff”

action, and had net receipts (less transfers and returns without action
to the agents in charge) of 9,802 cases. The dispositions during the
fiscal period were 5,852 by settlement and 4,330 on which no agrecment
was secured at that stage, Respeeting the nonagreement cases, there
were 3,572 cases in which statutory notices were directed or sustained
by the Staff. On June 30, 1940, there were 3,487 nondocketed cases
on hand awaiting Stafl action, which represented a decrease in in-
ventory with respect to the beginning of the period of 285 such cases.
On the basis of the number of cases, the field divisions of the Technical
Staff disposed of nondocketed cases, on the average, in about four
months {rom date of receipt. '

With respect to docketed cases, there were on hand July 1, 1939,

4,982 dockets. Net receipts during the fiscal year were 4,256. The-

dispositions included 3,315 dockets stipulated, 267 dockets dismissed
by the Board for various reasons, and 1,301 submitted to the Board on

the merits. There were on hand June 30, 1940, 4,355 dockets, repre--

senting a decrease in the inventory of such cases by 627 doeckets.
The year’s work shows a decrease in pending balances mn both
classes of cases.

As to the nondocketed work, there were 380 cases on hand July 1,.

1939, in which the statutory notice of deficiency had been sustained
by the Staff after consideration within the 90-day status or in which
the statutory notice was directed to be issued by the Staff, but no

petition had as yet been filed with the Board nor had the 90-day

period for filing expired, During the year there were added 3,572
cases in which the statutory notice issued by the agent in charge was

sustained by the Stafl upon consideration within the 90-day status or-

in which the Staff had directed the statutory notice to be issued. In
the same period, 82 such cases were closed by agreement without
petition being filed with the Board; there were 761 cases on which
the taxpayer defanlted, that is, did not file any petition with the
Board; in 1,549 such cases petitions were filed with the Board; and
there remained on June 30, 1940, 1,556 such cases awaiting the actual
issuance of the statutory notice or awaiting the taxpayers’ action
thereon after issuance.

Of the total number of petitions filed with the United States Board .
of Tax Appeals during the year, the number of 1,549 dockets repre- -
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sents cases considered by the Staff prior to the filing of such petitions.
According to the Staff records, 35.3 percent of the cases in which it
directed the issuance of the statutory notice were not petitioned to
the Board., Furthermore, of the petitions filed with the Board, 64.3
percent thereof filed within the year were not previously considered
by the Stafl.

Coordination of Staff field activities.—It is considered essential to
the success of the decentralization of the appellate activities within
the Bureau that the operation of the 10 field divisions of the Technical
Staff be subjected to careful examination and analysis by a central
group in Washington. This control is deemed important in order to
Insure consistent treatment of similar issues by all divisions, uniform
procedure in the handling of cases and keeping of records, and proper
distribution and utilization of personnel. Suech a central group, op-
erating as the Washington headquarters office under the direction of
the Commissioner, through the Head of the Stafl, is composed of
three coordinators, each with one technical advisor as chief assistant
and & number of technical employees as general assistants. This
group, in the exercise of their supervisory functions above outlined,
were called upon to (&) originate procedure in the handling and control
of cases in field divisions, (§) coordinate the procedure of field di-
visions with other units and divisions of the Bureau, {¢) outline or
clarify Bureau policies as to questions not clearly covered by Bureau
rulings or Board and court decisions, and (d) personally inspect
various field divisions and the offices in such divisions for the purpose
of submitting a report to the Commissioner.

The Washington headquarters office makes a careful post review of
all decisions rendered by the field divisions of the Technical Staff
whether or not they constitute settlements of tax controversies. It
is through this post review work that the group is enabled to analyze
the work of the various field divisions and to suggest modifications or
corrections for their guidance in the comsideration of future cases,
with a view to securing uniformity in the administrative application
of the revenue laws.

During the fiscal year coordinators of the Washington office, in-
cluding the Head of the Stafl, made a total of 74 visits of inspection
to the 87 field offices. In making these visite the coordinators have
made a special effort to talk with all the technical men of cach offige
and the various trips have mantained the personal contact necessary
to a mutual understanding of the problems connected with the work,
Visits were also made in the course of these trips to offices of internal
revenue agents in charge to discuss mutual problems and to ascertain
prospective flow of work from these offices.

The Washington headquarters office maintains records and gives
continuous study as to production and inventories of the various field
offices and the personnel needs of each office in the light of existing
inventories and trends indicative of prospective receipts. Necessary
details and transfers of personnel are arranged to meet the needs of
the work.

General operating policies for the organization as a whole are de-
termined in the Washington office. These include technical matters
of general interest to the entire organization and matters of admin-
istrative practice, including the amount of emphasis to be given to
the various classes of work as conditions change from time to time,
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OFFICE OF THE CHIE¥ COUNSEL

The activities of the office of the Chief Counsel for the Bureau of
Internal Revenue include the defense of all Federal tax cases appealed
to the United States Board of Tax Appeals; the review of refunds,
credits, and abatements in excess of $20,000; consideration of various
administrative and internal-revenue tax matters referred to that office
by the Secretary, the Under Secretary, an Assistant Secretary of the
Treasury, the General Counsel for the Department of the Treasury,
the Commissioner, the assistant to the Commissioner, the heads of
units of the Bureau, collectors of internal revenue, and other branches
of the Department. They include also the preparation, at the re-
quest of the Department of Justice or of the United States attorneys,
of data for use in the prosecution or defense of tax cases (civil and
criminal) in suit, and compliance with requests for assistance in such
cases; and the preparation, revision, and review of regulations,
Treasury decisions, mimeographs, and rulings for the guidance of the
officers and employees of the Bureau of Internal Revenue and others
concerned. The office is divided into seven divisions, viz, Appeals,
Civil, Interpretative, Penal, Review, Legislation and Regulations, and
Aleohol Tax.!

The Chief Counsel’s committee, consisting of tliree members, serves
in an advisory capecity to the Chief Counsel, Assistant Chief Counsel,
general assistants, and special assistants, who refer to the committee
cases from all divisions of the office. The committee considers these
cases and makes written recommendations as to their proper disposi-
tion. Since February, 1938, the committee has been charged with
the final review of cases involving compromises and closing agree-
ments, previous to their being sent to the Secretary of the Treasury
for his approval. At the beginning of the fiscal year 1940 the com-
mittee had on hand 36 cases; during the year it received 1,905 and
closed 1,878, leaving 63 cases pending at the close of the fiscal year.

The Reorganization Section is charged with the duty of protecting
the interests and claims of the United States in bankruptey and
receivership proceedings, including particularl proceedings instituted
under sections 77, 77B, Chapters X and XV of the National Bank-
ruptey Act, and arrangement proceedings under Chapters XI, XII
and XTIIT of the Act.

Number of corporale reorganization and errangement cases handled during the fiseal

year 1940

Cases pending on July 1, 1939 s 2,612
New cases received during fiseal year. el 1, 571
4, 183

Cagea disposed of:
08865 Cloged . _ o e e m e m e —mmme e ———— 1, 369
Consoldated. . . oo e cemamame e m————— 4
Changed to bankruptey or receivership... e 423
Changed £0 BITAREEIMENE . o o <o o dtmrec e e - 16
Changed to reorganization_ ... . iecmiiio e 2
1,814
Cases pending June 30, 1940 . . e e 2, 369

i Reported under Alcohol Tax Unit, p. 32.
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In 369 of the corporate reorganization cases closed during the
vear, claims were filed in the amount of $10,023,359.80, and were
settled for $3,340,581.91.

In 272 of the arrangement cases closed during the year, claims
were filed in the amount of $71,050.06, and were settled for $64,820.93.

In addition to these, there were 728 cases closed in which no tax
claims were filed.

Number of bankrupicy and receivership cases closed during the year

Cases pending July 1, 1939 ______ . . __ ... 6, 272
New cases received during the fiscal year___________._.. ______._ . 5: 327
11, 599

Cages disposed of:
Cases elosed_ ... .. 4,277
8

Cases pending Jure 30, 1940 . .. __ . ... ___________.___ 7,314

In the 4,277 cases closed relating to bankruptcy and receivership,
claims were filed in_the amount of $6,950,061.06, and the sum of
$1,642,845.91 was collected.

During the fiscal year, 5,135 new bankruptey and receivership cases
were received, and 192 cases in which tax was involved were added
in which the debtor companies were originally involved in reorganiza-
tion proceedings but later went into liquidation. The eight bank-
ruptey or receivership cases which were eliminated were found to be
involved in reorganization proceedings.

There were pending during the year 15,782 reorganization, arrange-

ment, bankruptey, and receivership cases. Of these cases, 6,099 were
closed with a total tax collected of $5,048,248.75. There are now
pending 9,687 cases.
. Appeavs Drviston.-—This division has charge of all cases involving
income, excess profits, unjust enrichment, estate, and gift taxes
pending before the United States Board of Tax Appeals. Counsel
assigned_to the various field offices which were created under the
decentralization program of the Bureau of Internal Revenue prepare
answers to petitions filed with the Board and advise the various Staff
divisions upon legal questions arising in the determination of income,
profits, estate, and gift tax liability. All proposed settlements are
concurred in by counsel prior to final approval Il))y the head of a Staff
division. Counsel also have exclusive authority to represent the
Commissioner in the defense of all cases set for hearing before the
United States Board of Tax Appeals.

The division has immediate charge of all cases involving refunds of
amounts collected under the Agricultural Adjustment Act pending
before the United States Processing Tax Board of Review. It pre-
pares all pleadings in such cases and appears for and represents the
Commissioner of Internal Revenue at the trial thereof. In addition,
the division has the same jurisdiction, duties, and activities in matters
involving Titles ITL, IV, and VII of the Revenue Act of 1936 as have
the Civil, Interpretative, Legislation and Regulations, and Review
Divisions and the Reorganization, Bankruptcy, and Receivership
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Section with respect to questions involving income, excess profits,
capital stock, estate, gift, and miscellaneous taxes.

This division also has a general supervision of the preparation of the
contents of the records on review in all cases wherein are filed petitions
for review by the United States circuit courts of appeals of final deci-
sions of either the United States Board of Tax Appeals or the Process-
ing Tax Board of Review. In such proceedings where the Commis-
sioner of Internal Revenue is petitioner, this duty is performed in the
division subject to approval by the Department of Justice; in cases
where a taxpayer is petitioner, the division has sole charge of the
preparation of the record.

ables showing the methods of closing cases appealed to the
United States Board of Tax Appeals and the United States Processing
Tax Board of Review will be found on pages 179-180.

CIVIL DIVISION. The work of the Civil Division includes the
preparation of statements of fact for the Department of Justice
in all actions brought by taxpayers to recover taxes and for injunctions
in the Federal courts, which statements set forth the position of the
Bureau on the issues involved and contain references to applicable
sections of the Revenue Acts, regulations, and decisions of the courts.
The division also assembles the evidence, obtains witnesses, and assists
at the trial of cases when requested by the Department of Justice;
prepares recommendations for or against the institution of suits in
connection with claims of the Government against taxpayers, trans-
ferees, bonding companies, and others; and, when suits are recom-
mended, prepares statements for the Department of Justice similar
to those in actions brought by taxpayers. Stipulations of facts for the
use of the Department of Justice and for submission to the courts in
actions in the district courts and in the Court of Claims are examined
and approved, modified, disapproved, or new stipulations prepared;
and the division makes recommendations for or against an appeal
from adverse judgments of district courts and for or against applica-
tions to the Supreme Court for writs of certiorari in cases of adverse
decisions rendered by the circuit court of appeals and the Court of
Claims. The division makes recommendations for or against accept-
ance of offers submitted for settlement or compromise of cases pending
in court.

It also handles all cases in which liens for taxes are involved in
mortgage foreclosure actions pending in Federal and State courts.
The division also considers all applications for the release of Federal
tax liens and the discharge of property for such liens which are per-
missible under section 3186 of the Revised Statutes as amended by
section 613 of the Revenue Act of 1928 and section 509 of the Revenue
Act of 1934.

Compromise Section.—The prosecution of claims filed by collectors
(a) against the estates of deceased taxpayers, (b) against insolvent
banks, and (? in liquidation proceedings, including assignments for
the benefit of creditors, is handled by the Compromise Section. At
the request of the Department of Justice, this section assists in trials
involving the above types of claims.

INTERPRETATIVE DIVISION.” The Interpretative Division prepares
legal opinions on questions arising under the internal revenue laws.
It reviews material submitted to it by other divisions of the General
Counsel's office and by the administrative branches and units of the
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Bureau of Internal Revenue. It also reviews closing agreements
covering proposed transactions, and edits the material submitted for
publication in the Internal Revenue Bulletin.

PENAL DIVISION. The Penal Division deals with practically all
classes of internal revenue tax cases when criminal liability is alleged,
including among others income and profits tax cases, miscellaneous
tax cases, and social security tax cases; considers offers in compromise
of liability where criminal proceedings have been instituted or recom-
mendations for prosecution have been made to the Bureau or by the
Bureau to the Department of Justice, and prepares opinions constru-
ing the criminal and percentage penalty statutes. It also prepares
oginions as to whether cases closed by agreement under section 606
of the Revenue Act of 1928, and similar provisions of other Revenue
Acts and the Internal Revenue Code, should be reopened because of
"fraud or malfeasance, or misrep