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NOTES

All yearly data are on a fiscal year
basis, unless otherwise specified.
For example, data headed “1959”
pertain to the fiscal year ended June
30, 1959, and “July 1” inventory
items under this heading reflect in-
ventories as of July 1, 1958.

In many tables and charts, figures
have been rounded and therefore
will not necessarily add to the
printed totals which are based on
unrounded figures.

INTERNAL REVENUE

- COLLECTIONS

General

- Internal revenue collections amounted to $79,797,973,000 in the
fiscal year 1959. This represents a decrease of $180,503,000, or

0.2 percent, under the $79,978,476,000 collected in the previous

fiscal year.

Collections of individual income taxes increased by $2,166,-
185,000, or 5.6 percent, and employment tax collections increased
by $209,358,000, or 2.4 percent. However, these increases were
not sufficient to offset a decrease of $2,441,807,000, or 11.9 per-
cent, in corporation income tax collections. Amounts collected
from estate and gift taxes and from excise taxes showed only
slight decreases from the preceding year.

A comparison of collections by major categories follows :

Internal revenue collections
{In theusands ef deliars. Far details, sae table 3, p. 106)

Source 1959 1958
Grand total b e 79,797,973 79,97, 476
Income taxes, tobak ... ooaoaemmeoooe 58, 826, 254 59,10, 874
Corperation . ' e 18, 091, 509 20, 533, 316
Individual, total. . e [~ 28,734, 784 38, 568, 559
Withheld by empleyer 3. ... s 29,001,375 27,040, 911
Dther 2 e ammmme—amasmmmemeae 11, 733, 359 11,527,648
mplayment taxes, 181 __ i aan 8,853,744 8,644,386
0ld-age and disability insurance ? - 8, 004, 355 7,733,223
Unempleyment insurance___._ oo aooaoo- . 324,020 335, 888
- Reilvoad retivement . __. .. .o ae - 525, 369 5§75, 282
Estate and gift taxes . 1,352, 982 1,410, 925
Excise taxes, total . e 10,759, 549 10, 614, 268
Alcohal texes. . ____._._. . 3,002, 09 2,946, 461
Tobecce taxes. ___._....._. 1, 808, 816 1,734,021
Other excise taxes_ _._____. 5,950, 637 6,133,786
Taxes nat atherwise classified 3 5, 444 7,024

Ngte.—Calendar year figuras by regiens, districts, Statas, and Territories, far selacted types af taxes, méy be obtained
from the Public Information Divisian, Internal Ravenue Service, Washington 25, D.C.

1 Collections are adjusted to exclude amounts transferred te the Gavernment af Guam. Far details, see table 1, p. 88,
and foatnota §, p. 110. . —
_ 3Estimated. Callectiens of individual income tax withheld are not reported separately from aid-age and disability
insurance taxes an wages and salaries. Similarly, coblections of individual income tax nat withheld are net reperted
separately fram 2|d-age and disability insurance taxes on self-emplayment income. _The emaunt ef a!d-aghe xnd disability
insurancs tax collectians shewn is basad 2n estimates made by tha Secretary of the Traasury pursuant tet e_lprovm[ens af
sec. 201(a) ef the Sacial Security Act, as amended, and includes il old-age and disability insurance taxes. The estimates
shawn far the 2 classes af individual income taxes were darived by subtracting the old-age and disability insurance tax
estimates from the cambinzd tetels reported.

* Includes amaunts ef ynidentified and excess collectizns and prafit from sale of acquired preperty.
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TOTAL

The use of the depositary receipt method of paying taxes con-
tinued to expand during 1959, with depositary receipt purchases
totaling $31,946,440,000. This represents an increase of $1,537,-
542,000, or 5.1 percent, over last yvear’s purchases. The 1959
depositary receipt purchases accounted for 40 percent of total
internal revenue receipts and 71 percent of the employment taxes
collected. In the excise tax area, nearly 89 percent of the taxes
shown on Form 720 returns were paid by depositary receipts.

Corporation Income Taxes

Corporation income taxes collected during 1959 totaled $18,-
091,509,000, and acecounted for about 28 percent of the total in-
ternal revenue collections. As compared with 1958, this repre-
gents a decrease of $2,441,807,000, or 11.9 percent. The decrease
resulted from the sharp decline in corporate profits in the first
half of calendar year 1958.

All other

(estate, gift,
and excise)

T

Employment
taxes

Individual Income Taxes

Reflecting the rise in personal incomes, collections of individual
income tax withheld showed a gain of $1,960,464,000 and other
individual income tax collections increased by $205,721,000. In-
dividual income taxes accounted for 51 percent of the total internal
revenue receipts. Withheld taxes accounted for over 71 percent
of all individual income taxes.

Employment Taxes

Employment taxes collected during 1959 totaled $8,853,744,000,
an increase of $209,358,000, or 2.4 percent, over the preceding
year. Old-age and disability insurance taxes increased by $271,-
132,000, due mainly to the increase in the tax rate of one-fourth
percent each on employers and employees and the increase in the
maximum amount taxable from $4,200 to $4,800 effective January
1, 1959. Collections of unemployment insurance taxes and rail-
road retirement taxes showed slight decreases.

Other Internal Revenue Collections

Other internal revenue collections, including estate and gift _
taxes, aleohol and tobacco taxes, other excise taxes, and taxes not t
otherwise classified, amounted te $12,117,975,000. This amount '
represents a decrease of $114,241,000, or 0.9 percent, under similar
collections last year. Excise taxes other than alcohol and tobacco

Corporation
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‘ quividual ‘
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2
taxes dropped by 3.1 percent. A new system for payment of all % } oS
Federal liquor and tobacco excise taxes by means of returns is %;,,g% §
described on page 43. Wmﬂ,m"““\w\\\*\“}

INTERNAL REVENUE
COLLECTIONS
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Electronic computer used to process tax returns ot Northeast Service Center, Lawrence, Mass.

RECEIPT AND PROCESSING OF
RETURNS

Number of Tax Returns

In the 1959 fiscal year, 92,852,000 tax returns of all classes were
received by the Internal Revenue Service. This was 679,000, or
0.7 percent less than the number received in the preceding year.

Most of the decrease occurred in individual income tax returns
where the combined total of Forms 1040 and 1040A numbered
59,185,000 and showed a decline of 822,000, or 1.4 percent, from
the previous year. This decrease was due largely to economic
factors. While the number of Forms 1040 declined by 3,859,000,
there was an increase of 3,037,000 in the number of Forms 1040A.
The increase in number of Forms 1040A received was due partly
to the efforts of the Service to increase the use of this simplified
card return form and partly to a revision in its coverage to include

~ salary-and wage incomes up to $10,000. In previous years, the

Form 1040A could only be used by persons with salary and wage
incomes under $5,000.

Individual declarations of estimated tax numbered 6,102,000,
which represented a gain of 107,000 from the preceding year.

Employment tax returns filed in 1959 totaled almost 20,000, 000,
about the same number as in the preceding year.

Major changes among other classes of tax returns were an in-
crease of 70,000 in occupational tax returns and a decline of
144,000 in ali other excise taxes.

7
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92.9
3
TOTAL

2
A comparison of the number filed in fiscal 1959 with the num-

ber filed in fiscal 1958, by prineipal types of returns, follows:

Number of returns filed, by principal type of return

= =
S _9=3 [Figutes in thousands. Fer details, see table 5, p. 112]
as —t
b=
‘S = Type of retura . 1959 1958
> o
L Crand to8al. . e e e 92,852 £ 93,532
e . Income tas raturns, tetal. e emnennaaaan 68, 593 69, 202
P = Individual and fidueiary, total ... 60, 008 60, 793
o3 o) Individual—citizens and resident aliens, total .. . _______ 59, 185 60, 007
—
E Form 1040 41,959 45,818
. =) Ferm 1040A T s 17,226 14, 138
] ‘E— Al other individuat and fiducialy. ... 824 788
- Lt Declarations of estimated tax, tetal .. ______________ e, 6,120 5,015
Individual e 6,102 5,995
Corporation . . i 18 20
. S PABISRID - e e e e 1,016 1,047
— CoMpOration V.. i 998 971
=1 Other 3. e 451 in
—
g_ Employment tax returns, total ... ... .. ... 19, B47 19, 856
E Withheld income tax and oid-age and disability insurance___._.... .____________ 18, 645 18,618
[ Railroad retirement and unempleyment insurance . ... ... 1,202 1,238
Estate beX ..o e 61 54
Gifttax _........________ 85 80
Special occupatienal taxes 1,338 r 1,268
All other excise taxes 2,928 3,071

r Revised,

1 |neludes 30,000 cerporetien returns, Form 11208, filed in the period Jan. 1 threugh June 30, 1959, by small business
corporations electing to have their undistributed taxable income taxed te shareholders.

2 Consists principally of exempt erganizetien returns, tentative returas, and setf-employment tax returns filed in Puerte
Rico and Virgin Islands.

Partnership

Service Centers

Large-scale centralized machine processing of individual income
tax returns and declarations of estimated tax was further extended
this year both as to area served and volume of returns processed.

The area served was extended to cover 63 districts. The Mid-
west Service Center at Kansas City, Mo., served all districts in

of estimated
%)
(individual)

Declarations

the Atlanta, Chicago, and Cincinnati regions. The Northeast
Service Center at Lawrence, Mass., served all districts in the
Boston, New York, and Philadelphia regions. The Western Serv-
ice Center at Ogden, Utah, served all districts in the Dallas,

- Omaha, and San Francisco regions except Honolulu.
In addition to extended district coverage, the centers processed

60.0 60.8
Individual
and
fiduciary

a larger portion of the individual income tax workload for districts
served in the past and undertook the processing of other returns
on an experimental basis to determine how they may be adapted
to machine processing.

14/
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During 1959, the three service centers processed an aggregate
of 41 million Forms 1040 and 1040A, or approximately 70 percent
of the total number filed.

Mathematical Verification

During the year, 52,465,000 income tax returns of individuals
filed on Forms 1040 and 1040A were mathematically verified. This
was a decrease of about 9 percent from the preceding fiscal year.
The decrease is due primarily to the fact that some verification
originally scheduled for 1959 was performed in 1958 and to an
increase in the number of returns made available for prerefund
audit. In addition there was less manpower available for veri-
fication work during 1959,

The number of error cases disclosed by mathematical verifica-
tion declined by slightly more than 5 percent, as compared with
the 9-percent decline in the number of returns verified. Among
the error cases, the number with a tax increase declined by 7 per-
cent, while the number with tax decreases dropped 2 percent.
The increases averaged $73 while the average decrease was §65.

The results of mathematical verification of individual income
tax returns during the last 2 years are shown in the following
table:

Individual income t£ax returns mathematically verified

Type of return
{tom Total Form 1040 Form 1040A
1959 1958 1959 1958 1959 1958
Numbar of returns verified__.__.___ thousands__| 52, 465 57,372 39,534 47,919 12,831 9,454
Number of returns on which changas were

made_ . . ... thousands __ 1, 800 1,904 1,278 1,566 522 237
Returns with increase;

Number_.___ thousands_ . 1,153 1,244 857 1,001 295 153

Amount____._______._. lhousand dollars__| 84,688 | 107,256 52, 664 95, 360 22,023 11,087
Returns wilh decrease:

umbet. ... thousands. _ 647 653 421 575 226 84

Amount._____ . ______ thousand dollars .| 42,268 45, 480 25, 406 38,401 16, 862 7,078

Information Returns

More than 302 million information returns were received by the
Internal Revenue Service during 1959. The majority of these,
numbering over 200 million,' were Forms W-2 (employer’s state-

1 Includes number of Forms W—2, Copy B, involved in instances where two
or more of these forms are attached to one income tax return. This differs
from reporting bagis employed in earlier reports, which, in such instances,
took into account only the number of “sets” of Form W-2, Copy B.
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‘ments of wages paid and tax withheld) and included both copies

A, filed by employers, and B, filed by employees. Forms 1099 (in-
formation returns on payments of dividends, interest, and various
other items) totaled nearly 96,000,000. The remaining informa-
tion documents processed consisted of nearly 5,500,000 Forms 1087,
Ownership Certificates—Dividends on Stock, and small numbers
of other types of documents.

Collection Activity Reorganization

The new organizational alinement of collection division office
branches which had been developed and tested in the Pittsburgh
and Phoenix districts during 1958 was extended to all district
offices prior to the 1959 filing period. The new organization estab-
lishes a balanced grouping of office functions and provides a
straight line workflow with fewer control points and reduced
transportation costs. An important feature is a Taxpayer Service
Branch which provides prompt service at one central point on
many of the inquiries and requests for assistance received from
taxpayers.

Continuing the development of a “Blue Ribbon” Service in all
functional areas, a study was undertaken which has as its ob-
jective improvement in organization and management in the Fle—
linquent accounts and returns branches of the district collection
divisions.



ENFORCEMENT WORK
Audit of Returns

. General—The volume of returns examined was increased dut-
ing 1959 for the fourth consecutive year, notwithstanding the fact
that t_here was a slight decrease in audit personnel. The gain in
({.-.xammations resulted from steps taken to streamline audit opera-
tions and permit more effective utilization of manpower.

Emphasis was concentrated on audit procedures to accelerate
the closing of older cases and assure prompt examination of re-
turns currently filed. Savings in clerical manpower were achieved
through expanded use of service center machine facilities in the
preparation of questionnaires to taxpayers and in the compilation
of audit management reports. Post-audit-review operations also
were strengthened to provide for a more effective coordination of
the audit work throughout the nine regions.

A reorganization of district audit divisions was initiated which
will redistribute middle management positions according to the
needs of the respective offices. The audit training program was
extended to provide for the training of office auditors, estate and
gift tax agents, and pension trust specialists, and to provide ad-
vanced training for revenue agents.

Studies were undertaken to determine the best possible distribu-
tion of technical personnel among the regional and district offices;
to improve the office audit operations in district offices by making
guides, techniques, and related instructions available for use of
office auditors; and to outline the duties and responsibilities of the
regional audit staff in assisting district audit management in the
development and execution of audit programs.

Post-audit-review operations.—A new program has been initi-
ated to improve the coordination of the Regional Post Review
operations and to achieve a high level of uniformity in the appli-
cation of the Code, regulations, and procedures. Information ob-
tained will provide an improved basis for appraising the quality
of audit work, preparing training materials, and determining the
needs for changes in the Code or regulations.

12
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g Reorganization of district audit divisions.—Changes in the or-
i ganizational structure of district andit divisions were authorized
" in May 1959 to provide greater flexibility, a more effective span
° of control, and better utilization of both supervisory and technical
personnel. The new organization provides for variations in the
number of branches and the extent of intermediate supervision,
" to fit the size and scope of the district’s andit mission.

Returns examined.—The number of returns examined totaled
2,888,000, representing an increase of 59,000 or 2 percent as com-
' pared with the 2,829,000 returns examined in 1958.

" A comparison of the number of returns examined during the last
2 years follows:

Number of tax returns examined

[Figures in thousands]

Type of return 1959 1958
Brand total . e ammmmm e 2,888 +2,829
Income tax, t01al ... e maeaaaoes 2,595 2,496
COTPRTalion . . ..o oemea oo 173 159
Individual and Rduiany . . i 2,422 2,336
Estateand gift Q% .. e 29 28
Excise and employment %1 e 264 r 306

r Revised.
1 Excludes examinalions resulting in no lax change where such examination was made frem the laxpayer's copies of

returns in 1he course of an audil covering beth income and excise and/for employment tax. The number of such "'no
change' returns thus excluded is 819,000 %or 1959 and 871,000 for 1958,

The district audit divisions also completed action on 13,678
offers in compromise involving income, profits, estate, gift, excise
(other than aleohol), and employment taxes. For general discus-

sion on offers in compromise activity, see page 40.

Fraud Investigations

Continued emphasis on identification and completion of cases of
substance, combined with a decrease of 3 percent in technical per-
sonnel, resulted in a decline of 5 percent in the number of full-
scale investigations completed and 16 percent in the number of
prosecution recommendations. Additional tax and penalties in-
volved in completed cases decreased slightly as compared with
1958, but remained well above totals for 1956 and 1957. The
presentation to courts and juries of larger fraud cases of broad
significance, while time consuming, is accompanied by more wide-
spread news coverage and creates greater deterrent effect among
would-be violators. However, in maintaining a balanced enforce-

" ment effort, cases involving the smaller, less complicated tax
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frauds, usually committed by taxpayers in the lower income brack-
ets, are recommended for criminal action whenever the violation is
of such flagrancy as to warrant prosecution as a felony.

" There was only a slight decrease in the number of investigations
of applicants for enrollment to practice. This work and the in-
vestigation of charges against enrollees to practice will be trans-
‘ferred early in the next fiscal year to the Inspection Service,
thereby permitting the Intelligence Division to devote its efforts
exclusively to the identification and investigation of possible tax
fraud violations.

A comprehensive training program for special agents was de-
veloped which is aimed at bringing the newly appointed special
agent into production more quickly and at improving the per-
formance of incumbent special agents (see p. 70).

A summary of investigations by special agents follows:

Tax fraud and other investigations completed by Intelligence Division

Type 1959 1958
Grand total e 25,417 25,923
Suspected fraud and miscellaneous type cases investigated :

Unnumbered (preliminary) investigations, tetad.______ .. . .. 14, 237 14,416
FRAUE . o oo oo e e e 12,368 12,736
Wagering. .. ... oo ——— 1,499 1,247
Coin-operated gaming devices 242 306
Miscellaneous .. o mm e 136 127

Numbered (full-scale) investigations, 1otal _____ ... ..l 3,969 4,184
Preseculion fecommended, lotal_. ____ . ___ __________.__.._ 1, 640 1, 945

Framd e 1,026 1,280
Wagering . _ . ... ____.. . — 514 547
Goin-operaled gaming devices ] 88
Miscellaneous _ . .. . e k) 31
Prosecution net recommended, total 1,399 1, 426
Fraud . . oo e I 1,251 1,254
Wagering_ ... ..o O R 89 75
Coin-operaled gaming devices N 41 a3
Misceltaneous . .. - 18 14
Invesligalions disconlinued, total . ___ ... ... 830 812
Fraud o ——— 889 748
Wagering . .. oo —— 31 52
Coin-operated gaming devices R . 10 E

Olher investigations, lolal . __ e 7,211 7,323
Applicatiens fer admission to practice before the Treasury Department___________ 17,160 7, 241
Charges against enrollees to practice____ ... o e 51 82

1 | addition te the applications fer admission 10 practice before the Treasury Departmenl, 1here were 3,698 renewal
applicalions processed and renewal cards issued during fiscal year 1959.

’
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Federal-State Cooperation

Further steps were taken to develop the program for coordina-
tion of Internal Revenue and State tax enforcement efforts, The
potential value of joint uses of information by both jurisdictions
is receiving wider recognition. More States have shown an inter-
est in obtaining the adjustments made in Federal audit of tax
returns. State efforts to reciprocate, but not their willingness,
have been limited in a number of respects, particularly in the audit
area. Because the Revenue Service cannot reach all returns need-
ing audit, it has encouraged State tax authorities to develop sup-
plemental audit programs geared to the Federal limitations. Tt
has been found also that the States can provide many auxiliary
types of information that may be useful in Federal enforcement.

All existing exchange relationships between Internal Revenue
field offices and State tax administrators, which still predomi-
nantly reflect informal arrangements made on a local basis, are
being carefully reviewed. This review is intended to bring out
ways in which improved planning would facilitate expansion of
the benefits that may be cbtained from exchange of information
and assistance,

The recent rapid adoption of mechanized systems by the States
has provided a broader opportunity for meshing sources of tax
information. For example, one State recently carried out a me-
chanical match of its sales tax returns and Federal income tax
returns, with gratifying results. It is expected that the inter-
changeability of data on taxpayers will have more scope as systems
for rapid data processing develep.

Alcohol and Tobacco Tax Progfam

This was the second complete year for the new enforcement
program which continues to produce very tangible results in the
effort to combat production and sale of illicit alcoholic beverages..
This program places primary emphasis on—

(1) a concentrated drive to detect and prosecute organized
groups of large-scale operators;

(2) the extension of investigations and the planning of raids
80 as to arrest groups of violators together (more arrests
per seizure) ;

(3) an intensified raw materials preventive program.

Field and case reports show marked success in the efforts to de-
tect and prosecute large-scale violators. In connection with the
second area of emphasis, the percentage of stills seized with de-
fendants increased over the past two years by more than one-third.
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Arrests
(number)

The pressure of the preventive raw materials program, the
third area of emphasis, caused increasing disruption of the “moon-
shiner’s” traditional sources of supply. The cost of sugar used in
the manufacture of nontaxpaid distilled spirits rose to a level ex-
ceeded only during World War Il sugar rationing. Substitutes are
frequently used and major violators often have several employees
whose only duty is to make small retail sugar purchases and ac-
cumulate enough to operate. Consequently, the uninterrupted op-
eration of the larger stills is the exception, not the rule.

The success of the new enforcement program is indicated in the
unusual interest of the courts and the U.S. attorneys as evidenced
by their many favorable comments on the soundness of the pro-
gram, more successful convictions, and the imposing of longer
sentences for violation of Federal liquor and raw materials laws.

Qeizures for violations of alcohol, tobacco, and firearms tax
laws decreased generally, and arrests decreased also during the
year. As compared with the preceding year, the seizure of stills
decreased only nominally; seizures of nontaxpaid distilled gpirits
increased by 4 percent; and the appraised value of property seized
decreased 12 percent, from $3,403,778 to $2,998,054. The number
of vehicles seized decreased 1 percent, from 3,229 to 3,193.
Seizures of nontaxpaid wines decreased from 7,448 gallons to
4,301,

The number of arrests decreased from 11,631 to 10,912, includ-

(gallons)

=
@
B
o
7
=
o
]
=

lilegal liquor
seized (gallons)

ing 42 arrests for tobacco tax violations and 597 arrests for fire- o =
. 1 e =
arms violations. :. B
A comparison of seizures and arrests follows: @ =
o e
Seizures and arrests for alcohol, tobacco, and firearms violations m 'E =
o
Item 1959 1958
seimstr‘ilslf'-_ ___________________________________________________________ number.__ 9,225 9,272
Montaxpaid dislilled sparits___ . ..o gallens. . 225,232 216,216
Nantaxpaid WiNBS_ ... ..o esammem oo oo omae do_.._ 4, 301 7,448
Mash . o e mmmam—ammar o mmmam-——mmmea— oo o===n do._.. 4,655, 572 5, 140, 846
N e | et
i e rs._ , 993, , 403,
Arrenoperty ppmised value) ..o numbar - 10,912 11,631

Noto.—Includes seizures and arrests in cases adopted, as well 2s oniginated by the Atcohol and Tobacco Tax Division.

1 Includes 42 arrests for tobacco tax vielations end 597 arresls fer firearms violations in 1959, and 9 arrosts fer tobacco
tax vielatiens and 513 arrests for firearms vielations in 1958.

1959

SEIZURES AND ARRESTS

FOR LIQUOR LAW
VIOLATIONS
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Action under the Liquor Enforcement Act of 1936 (now 18
U.S.C. 1261, 1262, 3615) against persons attempting to import
liquor inte the State of Oklahoma resulted in 28 arrests and the
seizure of 1,367 gallons of taxpaid liquor and 20 vehicles, valued
at $42,952. This act ceased to apply to any State, upon the repeal
of the Oklahoma Prohibition Ordinance and the enabling act by a

" vote of the electorate on April 7, 1959, and the signing of the House
Bill 825 of the Oklahoma Legislature, on June 23, 1959, by the
Governor.

During the year, 4,459 case files were examined in connection
with preparation and submission to the wardens of Federal insti-
tutions under the jurisdietion of the Bureau of Prisons, Depart-
ment of Justice, of background information required by prison
officials and pardon and parole boards for classifying persons
serving sentences resulting from convictions in alcohol, tobacco,
and firearms cases, and/or considering applications from such
persons for pardon and parole.

Firearms Program

During 1959, registration of firearms totaled 52,156 compared
with 9,254 in 1958. This substantial increase in registrations re-
sulted from the importation in 1959 of large quantities of rifles
which, because of their barrel length of less than 18 inches, are
subject to the provisions of the National Firearms Act. Investi-
gational work under the National and Federal Firearms Acts, and
the Act of August 9, 1939 (49 U.S.C. 781), resulted in 597 arrests,
the seizure of 161 vehicles, the seizure of 887 firearms, and the
completion of 611 criminal prosecution cases.
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Rewards to Informers

Individuals who sought rewards as informers submitted 4,157

f. claims during 1959. Of the year’s receipts and those still on hand

at the end of the prior year, 5,102 were closed. A majority of the

L. claims closed were disallowed either because they could not be
i substantiated or because they did not fulfill the eligibility require-

ments of the regulations.
Although 708 of these claims were approved, the recommended

.. payments of $416,704 decreased by $76,831 from last year. Taxes,

interest, and penalties recovered on the strength of informants’
disclosures were nearly 30 ti_mes the amount of rewards

¥ recommended.

Continued emphasis on disposing of these claims as rapidly as
possible has resulted in a substantial decrease in the number of
unprocessed claims as compared with the prior fiscal year.

A comparison of results for this activity during the last 2 years
is shown below:

Receipt and disposal of claims for informers’ rewards

Status 1959 1958
Panding July 1o e nn number__ 5,689 1,076
Received dUNing ¥ear. . . i imcm e eemccam e m——m e do._._ 4,157 4,173
Disposed of during year, folel . ___________________ ... do.___ 5, t02 5,560
Re’octod ................................................................ do___. 4,394 4, 66
Allowed_ . a do.__. 708 694
Pending June 30 . do.___ 4,744 5, 689
Amount allowed on claims disposed of during year ... _.. . _ e dollars. _ 416, 704 493,535

Cases Involving Criminal Prosecution

Total additional taxes and penalties of $87,622,773 were in-
volved in cases received in the Chief Counsel’s office with recom-
mendations of criminal prosecution. This reflected an increase of
about $5,500,000 over the amount involved in the prior year.

An analysis of criminal tax cases of all types (other than wager-
ing-occupational tax cases handled at the District level) flowing
from the Assistant Regional Commissioner, Intelligence, through
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the office of the Chief Counsel and the Department of Justice
follows:
Receipt and disposal of cases in Chief Counsel’s office

Status 195% 1958
O € RO 2,132 3,148
Received during year, total . nm e mmmo o 1,640 1,565
With recommendation for prosecution 1,552 1,501
With requests for opinion 28 64
Disposed of during year, totai 1,64t 2,573
Prosecution not warranted 325 285
Department ef Justice declined. - 69 208
Prosecutions_.___._ - 985 1,770
Orinions delivered__ . 91 84
All ather closings ... 171 226
Pending JUNE 3B 1_ .. oo mmrr e S Smsm o 2,131 2,132

Di ;islilgﬂrndes cases awaiting action in Depariment of Justice exclusive of wagering tax cases refarred by Inteiligence

A total of 823 income and miscellaneous criminal cases, with
prosecution recommendations involving 905 prospective defend-
ants, was forwarded to the Department of Justice. Compared
with the prior year, this was a decrease of 13 percent in the volume
of referrals. Indictments in such cases were down 23 percent in
1959 and the total disposal of cases in these categories in the dis-
trict courts decreased by 25 percent.

In income, excise, and wagering tax cases reaching the court-
room, 796 defendants pleaded guilty or nolo contendere, 113 were
convicted after trial, 72 were acquitted, and 177 were dismissed.
In aleohol, tobacco, and firearms tax cases, 5,694 pleaded guilty,
789 were convicted after trial, 360 were acquitted, and 724 were
dismissed.
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A comparison of indictments and courtroom actions for the last
2 years follows:
Results of criminal action

Number of defendants
Action
1059 * 1958
Total

Indiciments and iBTOFMAtiONS . . .- o mmm o mmmm oo tnmossmaro oo mmsn 8,770 8,105

Disposals, total ...« - 872 8,647
Plea—guilty of nolo contendere. . ... oo emnoemn e 6, 190 6, 243
Convicted after trial . .. oo ocneeiimm e cmmmncomn e - 902 962
Acquitted.___ .- B 432 53t
Nel-prossed or dismissed 12901 91

Income tax and miscellaneous cases *

Indictments and inforMations . . .. ..o .n-ooccmarammmzmmmnr oo ommmmmo o smns 702 9t8

[ weey Ny 1A ) RRSMERTREEEEEESESSSS S 43 395
Plea—guilty of nalo contendBre .. ... oo onnooonasoommroemmnso oo 543 720
Convicted after trial___ .- - ] 87
Acquitted e . . a8 46
Nol-prassed of diSmissed. . _nw-oocmomoowmmomsmrooommosssenooonmomenon 164 142
: Wagering tax cases

Indictments and informations . .. ..ooo-emooaarocenmmonn s oomm o 483 441

Disposals, WoTBl oo mro o ommnmmmmoooemmemmr s samooanno o 415 532
Plea—guilty of nofo cantendere 253 248
Convicted after trial ... 25 41
Acquittesd .. ... . 24 60
Noi-prossed or dismissed - 113 183

Alcohol, tobacco, and firearms taxes

Indictments and iNfOrmations. ... cocoooemommmmm oo 1,585 1,346

[T ) ) DO EE SSEEES S 1,567 1,120
Piea—guilty or nolo contendere 5,694 5,275
Convicted after tral ... .- R 789 834
Acquitted ..o - 360 425
Noi-prossed or dismissed - 3724 586

1 includes cases dismissed for the following reasons: 7 because of death of principal defendant, 1 because of sefious
iliness, and 44 because major defendant had pleadad guitty of had been convicted in 3 related case.
: ::g;:gg ?Jéﬁgig‘:gi;r{:ﬂa": ::(}iggllsai:egt:t?lreﬁsr&sﬁ wagering, alcohol, tobaceo, and firearms taxes.

Supreme Court decisions in eriminal cases.—Certiorari was de-
nied and rehearing was refused in the case of Paul DeLucia, a no-
torious gambler and racketeer, convicted and sentenced to im-
prisonment for 3 years and fined $5,000 on charges of attempted
evagion of taxes on income alleged by the defenge to represent
expenditure of a cash hoard on hand in the 1940’s after a conspiracy
to extort money from the movie industry.

The Supreme Court, in affirming a tax evasion conviction in
Palermo v. United States (360 U.S. 343), restricted the extent to
which defendants can inspect prior statements of government wit-
nesses under section 3500, Title 18, U.S.C., by excluding memo-
randa of interviews prepared by special agents from the scope of
the Jencks Act.
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A major decision in the field of conspiracy to violate the Fe(!eral

wagering tax statutes affirmed the conviction of two principals
engaged in evasion of the wagering taxes and reversed the con-
vietion of two minor employees of the lottery not shown to haiwe
knowledge of the principals’ failure to pay the Federal gambling
tax. Ingram etal.v. United States (360 U.S. 672).
" Other court action of significance.—The further hearing on the
motion to suppress in United States v. Shotwell Manufacturing
Company et al,, ordered by the Supreme Court (355 U.S. 233) on
the basis of newly discovered evidence impugning the truthfulness
of trial testimony as to an alleged voluntary disclosure, was held
and the motion was denied, and the defendants were resentenced
for the attempted evasion of income taxes.

The trial of Dave Beck, former president of the International
Brotherhood of Teamsters, Chauffeurs, Warehousemen and Help-
ers of America, resulted in his conviction on charges of the at-
tempted evasion of about $240,000 in income taxes for the years
1950 to 1953, inclusive, and assisting in the preparation of false
information returns on behalf of the union’s Joint Council Build-
ing Association. Judge Boldt imposed a sentence of 5 years’ im-
prisonment and the maximum fines in the total of $60,000.

Eugene James, secretary-treasurer of Local 46 of the Interna-
tional Union of Laundry Workers, was convicted and sentenced to
3 years’ imprisonment for the attempted evasion of approximat-e]y
$563,000 in income taxes on unreported moneys received by him,
including substantial diversions of funds from welfare payments
made by union members,

Collection of Delinquent Accounts

The number of delinquent accounts on hand was reduced in
1959 to the lowest point reached in nearly 7 years. Dollar amounts
outstanding also showed a substantial reduction, with the year-
end figure dropping below that of any year since 1954.

The inventory of delinquent accounts on June 30, 19569, tota_led
1,202,000 cases and $1,206,005,000. This represents a reduction
of 20 percent in number and 18 percent in amount, compared to
a year ago. ]

In order to bring this work as nearly up to date as possible,
efforts were continued to reduce the number of older accounts,
without diminishing the attention given to current cases. By June
30, the proportion of cases with balances 2 years old and over had
dropped to 18 percent, compared with nearly 20 percent a year
earlier. .
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This year 2,656,000 delinquent account assemblies (each as-
sembly consists of a notice to the taxpayer and 2 office records)
. were issued, which is 11 percent less than the alltime high reached
last year. The amount of tax on these cases was $1,195,919,000,
- which was 12 percent lower than last year.

Delinquent accounts disposed of totaled 2,960,000 cases and
$1,456,137,000 this year. Both the number and dollar value of
these disposals are slightly higher than last year. This disposal
action reflects the effort which resulted in the reduced delinquent
accounts’ inventory even though employment in the delinquent
accounts and returns branches of district offices was slightly lower
than last year,

The collection of delinquent accounts by office collection methods
‘was further expanded, with the result that the Office Collection
Force was responsible for over one-half of all delinquent aceounts
closed during the year. The increased use of office ¢collection meth-
ods on easier cases has made it possible for the revenue officer
staff to concentrate on the more difficult cases. This year revenue
officers closed 16 percent fewer cases than the Office Collection
Force but 69 percent more in dollars.

The amount collected from delinquent accounts in 1959 totaled
$978,283,000, which was 3.3 percent lower than 1958.

A comparison of the results of delinquent account activity for
the last 2 years is shown below:

Taxpayer delinquent accounts

Number (lhousands) Amounl (lheusand dollars)
Stalus
1959 1958 1959 1958
Assembliesissued 1. __.________ . __________. 2,656 2,978 | 1,195,919 L, 352,478
Closed, lotal____ ... 2,960 2,90 | 1,456,137 1, 446, 785
By tycpe of action:

ollecled ... 2,39 2,434 978, 283 1,001,948
Otherdisposals 2. _ ... __ ... ... 565 526 477,854 434, 837

By method of handling:
Revenue officers_. _._...__ . e 1,288 L, 205 791,278 754,734
Office Collectien Force 1,533 L, 487 469, 533 436, 085
Oth 139 178 | 195,326 255, 966
Pending June 30, total 1, 202 1,505 | I, 206, 005 I, 466,223
Adive 1,079 1,368 762, 024 976, 466
Inagtive + 122 137 443, 981 489, 156

! The assembly comprises sevaral parts, all fer office use, excepl ene which is a netice le the taxpayer indicaling legal
actian unless immediate payment is made. -

1 Includes adjust to reflect us end duplicate assessments, uncollectibility, etc.

¥ Consists of closings by the office group designated to handlo inactive sccounts.

. 4Consists ef inactive accounts on which collection has baen deferred, such as cases involving military personnel, offers
W compromize, etc,
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Delinquency Investigations and Delinquent Returns

Approximately 1 million investigations were completed involv-
ing individuals or firms on which preliminary information indi-
cated a failure to file some type of return. There were 440,000
delinquency investigations pending at the end of this year com-
pared with 585,000 last year.

During the year 761,000 delinquent returns were secured in-
volving $92,020,000 in tax, penalties, and interest. Most of these
were quarterly returns of employment and excise taxes. This is
a decrease of 15 percent in number and 14 percent in amount as
compared with last year. The decrease is due principally to the
fact that, during 1959, emphasis was placed on the collection of
delinquent accounts, with the result that less manpower was avail-
able for securing delinquent returns.

APPEALS AND CIVIL LITIGATION

General

The number of protested income, profits, estate, and gift tax
cases received in pre-90-day and 90-day status by the regional
appellate divisions from the district offices during 1959 was some-
what higher than the number received during 1957 or 19568. How-
ever, during 1959 the upward trend in receipts showed signs of
leveling off. This is in contrast to the 195457 period when re-
ceipts were increasing rapidly each year.

The larger volume of protested cases referred to the regional
appellate divisions is reflected in increases in both the number of
cases disposed of and the number pending. Notwithstanding the
larger workload, the policy of considering protested cases promptly
has continued with the result that disposals increased and the
inventory at the close of the year was in current condition.

The number of petitions filed with the Tax Court of the United
States also increased during the year. This is attributable to the
larger volume of regional appeliate division dispesals of protested
cases and to an increase in the number of cases which were not
considered by the regional appellate divisions prior to the issuance
of the statutory notice. Disposals of petitioned cases also in-
ereased, but did not equal receipts.

Income, Profits, Estate, and Gift Taxes

The following tables reflect case receipts, dispositions, and pend-
ing inventories for the regional appellate divisions as a whole
during the last 2 fiscal years:

25
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.- Appellate Division processing of protested income, profits, estate, and gift tax

cases prior to issnance of statutory notice of deficiency (pre-90-day cases)

Number of cases

Stalus
1959 1958
Pending in pre-90-day status July 1__.__________________ ... ... 12,394 11,123
Nel receipls from district directors during YEAT. e 17,379 18, 512
Precessed dwring year, dotal. .. .. ... 16,475 15,241
Agreed e e 11,785 10, 109
Unagreed everassessment and claim rejeclions ... ... _ 825 604
Appellate Division statulory notices issued—lransferred to 90-day status. 4, 065 4,528
Pending in pre-90-day status June 30 ... .. .. .. i 13,298 12, 394

Appellate Division processing of protested income, profits, estate, and gift tax
cases In which statutory notices of deficiency were outstanding (90-day m)

Number of cases

Status

1959 1958
Pending in 90-day status July 1. ... . s 1,874 1,453
Net receipts during year, total. .. e 4,384 4, 945
Statulary nolices issued by Appallate Division ' ... ... . ______ ... 4,004 4,469
Cases resulting from dislrict directers’ statulory netices. ...._._.___________________ 380 476
Processed during year, total . .__________ ... ... ... . 4,928 4,524
606 728
1,124 1,095
L1 2,701
1,330 1,874

-1 Difference from preceding lable is caused by cases being cambined or splil for 1he puspose of issuing lhe statutory

nelice, cases in transil, etc.

Appeliate Division processing of income, profits, estate, and gift tax cases

petitioned to the Tax Court (docketed cases)

Number of cases

Slalus
1959 1958

Pending in deckeled slalws July 1. _________________ ... . 10, 395 8, 761

Nel receipts during year, total.______. e e e 7,002 6,272
Petitions filed in response lo—

Dislrict directors” statulery nelices 4,131 3,677

Appeliale Division's statutory nelices : 2,824 2,546

Cases reconsidered after trial. 47 49

Pracessed during year, total . _______________________ 5,649 4,638

Agreed—stipulated . . ________________________. 4,478 3,478

Dismissed or defaufted . ... . 310 353

Tried befare the Tax Ceurtenmerils. .___.__ ______________________ ... ... 861 807

Pending in docketed slalus June 30_____ .. 11,748 10, 395

! Difference from number shewn as petilioned in preceding table is caused by excluding districl direclors’ stalulery

notices cansidered by Appellale in 90-day stalus, cases in transil, elc.

ALS (INCOME,
ITS, ESTATE,
GIFT TAXES)

Unagreed | Agreement | Taxpayer | Settlement | Dismissed Tried in
Tax

Agreement

)D OF DISPOSAL

hy
Tax Court
or taxpayer

reached

defaulted

reached

over reached
while

assessment

_ hefore
Issuance of

PELLATE
DN CASES

~ after
tssuance of

TOTAL

Court

after

statutory

or claim
rejection
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statutory

noﬁce_

statutory
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Excise and Employment Taxes
The receipts of excise and employment tax cases increased over
prior years. The increase in 1959 was offset to some extent by an

increase in disposals.
The following table reflects the results in excise and employment

tax cases:

Appellate Division processing of protested excise and employment tax cases

Number of cases
Status
1959 1958
Pending July 1. oo RSP TR TR 799 628
g T T R YT RIS SR 1,656 1, 488
Processed during year, total. .. e e ar s t, 4i8 1,327
T U ——————— TSP ELE S 675 591
Closed wrthoutagreamsnt,d J R R 743 136
PONINg JURB 30. ..« o ceeeraer s mmmmmenommemoremooesms s ssosnoomssnSnmoimos 1,087 799

Effect of New Settlement Procedure

The new procedure for settling Tax Court cases in various field
offices has been in effect for approximately a year. As indicated
in last year’s report, under this procedure a determination as to
settlement of a “presession” case is within the joint responsibility

of the regional counsel and the regional appellate division, while a

determination as to settlement of a “session” case is within the re-
sponsibility of the regional counsel. The results of this year’s
operation under the new procedure show that cases are being dis-
posed of more efficiently, thus enabling the taxpayers and the Gov-
ernment to close cases at an earlier date. One of the effects of this
new procedure has been to close cases at trial sessions of the court
without a continuance, and it has enabled the court to dispose of
more cases at motion sessions of the court in Washington without
resetting such cases at trial sessions. This, of course, has enabled
the court to set cases for trial which otherwise could not have been
get atan early date.

Claims for Relief From Excess Profits Tax

Substantial progress was made during the year in the disposition
of the remaining claims for relief from the World War II excess
profits tax (sec. 722, Internal Revenue Code of 1939). The num-

ber of cases pending in the Tax Court was reduced 62 percent, from

99 to 38 ; and no nondocketed cases were pending before the Excess
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Profits Tax Council by the close of the year. The results for the
year were as follows:

Claims for relief from excess profits tax

Cases net petitioned te Cases petitiened te the
the Tax Ceurt ax Court
Status

Ameunt Ameunt

Number of tlaimed Number of claimed

cases (thousand cases (theusand

dellarsy dellars)
Pending July 1, 4958, L e t 255 99 341,983
Roceived . e t [ R, R, L
2 268 99 341,983

Clesed 2

Pending June 30, 8959 .o [ e 268 glli %ig, i‘l;g

Compromise and Closing Agreement Cases

Final closing agreement cases relating to completed transactions
are considered by the Appellate Division. The table shown below
reflects the activity in this area during the year 1959. (Rulings
on proposed closing agreements involving prospective transactions
are discussed on p. 54.)

The table below also shows the number of offer-in-compromise
cases appealed to the regional appellate divisions and the results
of such appeals. This information is also included in the data on
compromise cases appearing on pages 40 and 41.

Appellate Division processing of compromise and final closing agreement cases

Cempremise cases Final clesing agreement
cases
Status
1558 1958 1858 1958
Pending July 1. 212 210 12 15
Received during year. .. ... ..o---- 447 388 3t 2?
Processed during year, tetal 448 336 36 30
Accepted, granted, or appreved _ __ . . ... _...- 134 )3 T Y FE .
Rejected . . e cocmemmeienoen 272 27 I8 P U
Withdrawn. ... oo i 43 1) N PO (R
Pending June 30 .. ..o iieimeeeeeaes 2t0 212 7 12

Civil Litigation
Litigation results.—The Supreme Court decided 23 tax cases
last year, sustaining the Government’s position in all of the cases.

The circuit courts of appeals decided 405 tax cases (exclusive
of bankruptcy, receivership, insolvency, compromise, and liquor
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cases). The Government’s position was supported in 230 of these
cases.

In most cases, a taxpayer who has paid a disputed tax can, if he
wishes, sue for refund in the Court of Claims or in a U.S. district
court. Last year the district courts decided 168 cases for the
Government, 200 for the taxpayer, and 46 cases partly for the
Government and partly for the taxpayer. The Court of Claims
decided 57 cases for the Government, 18 cases for the taxpayer,
and 3 cases partly for each,

There were at year-end 2,334 civil cases (principally suits for
refund of taxes, other than those relating to aleohol, tobacco, and
firearms taxes) involving tax questions pending in district and
State courts, and 467 pending in the Court of Claims.

For details of the cases in courts other than the Tax Court, see
tables 20, 21, and 22 on pages 130 and 131.

Decisions of Supreme Court—Among civil tax cases (see “En-
forcement” section for criminal cases) decided by the Supreme
Court were the following:

On November 10, 1958, the Supreme Court decided three cases
in favor of the Government: Commissioner V. James E. Peurifoy,
Commissioner v. Paul V. Stines and Betty O. Stines, Commissioner
v. John S. Hall and Doris D. Hall, 358 U.S. 59. These cases in-
volved the deductibility of travel and living expenses of construc-
tion workers while away from home (where their families re-
gided). The Supreme Court upheld the decision of the Court of
Appeals for the Fourth Circuit which had reversed the Tax Court’s
allowance of these expenses. The Fourth Circuit reversed because
one of the men had worked on the project for 20 months, another
for a year, and a third for 8 months, and since each had left this
project for either personal or undisclosed reasons while work was
still available, the Court decided the work was for an indetermi-
nate duration rather than just temporary. The Supreme Court
held that the question was one of fact, and inasmuch as the court of
appeals had made a fair assessment of the record, it refused to
intervene.

Also on November 10, 1958, the Supreme Court decided the case
of United States v. Hulley (1958), 3568 U.S. 66, reversing, per
curiam, the Supreme Court of Florida (102 So. 2d 599). The trial
court had held that mechanics’ liens became effective on the date of
the visible commencement of operations for improvement of certain
property belonging to the taxpayer, a date prior to the filing of the
notice of Federal tax lien, and therefore had priority over the
Federal tax lien even though such mechanies’ liens were not filed
until after the date of the filing of the notice of Federal tax lien.
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This.decision was affirmed, per curiam, by the Supreme Court of
Florida. The decision of the Supreme Court in this case cited the
case of Uniled States v. Vorreiter (1957), 356 U.S. 15, reversing
t_he Supreme Court of Colorado (307 P. 2d 475) together with the
line of cases dealing with this problem beginning with United
States v. Security Trust & Savings Bank (1950), 340 U.S. 47.

On February 24, 1959, the Supreme Court affirmed the decision
of the Ninth Circuit in William B. Cammarano, et uz. v. U.S. and
th? d_ecision of the Eighth Circuit in F'. Strauss & Son, Inc. v. Com-
missioner (see 358 U.S. 498). The decision was for the Govern-
ment. The issues involved the interpretation and validity of Treas-
ury Regulations 111, section 29.23(0)-1 and section 29.23(q)-1
to deny deductions, as “ordinary and necessary” business expenses
under section 23(a) (1) (A) of the Internal Revenue Code of 1939,
of sums expended by taxpayers in furtherance of publicity pro-
grams designed to help defeat initiative measures pending before
the voters of Washington and Arkansas. Certiorari was granted
!)ecause of the recurring nature of the problem and because of its
importanece in the administration of the revenue laws. The Court
held that these regulations had acquired the foree of law and were
applicable to the situations involved in these two cases.

On April 6, 1959, the Third Circuit decisions in favor of the
Government in Parsons v. Smith and Huss v. Smith (six cases)
were affirmed (see 359 U.S. 215). Involved was the question of

- whether strip-coal miners (petitioners) had a depletable economic

%nterest in the mineral in place. The Court reviewed the economie
interest doctrine from its enunciation in Palmer v. Bender (1933),
?87 U.8. 551, and reaffirmed the distinction between an economic
1nt<?rest in the minerals in place and a mere economic advantage
derived from production, citing Helvering v. Bankline Oil Co.
(19.38), 303 U.S. 362, and section 29.23(m)-1, Regs. 111. Ap-
p‘h{mg the principles set down in the Palmer decision and later de-
cisions, the Court concluded that under the contracts involved in
f:he instant cases, petitioners did not make any capital investment
In or acquire any economic interest in the coal in place.

On March 9, 1959, the Supreme Court decided the case of United
States v. Embassy Restaurant, Inc. (1959), 359 U.S. 29, reversing
the Court of Appeals for the Third Cireunit (254 F. 2d 475) which
had upheld the Distriet Court. The District Court had held that
unpaid eontributions to a union welfare fund were “wages . . .
duse t.o workmen” and as such were entitled, in bankruptcy, to
priority under section 64(a) (2) of the Bankruptey Act. The
Supreme Court held that the contributions were not due to the
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workmen but to the trustees of the welfare fund and further that
they did not have the customary attributes of wages. In so doing
the Court distinguished its prior decision in United States v. Carter
(1957), 353 U.S. 210. In Carter the Court was concerned with the
right of trustees of a welfare fund to sue on a contractor’s payment
bond “for sums justly due” under the Miller Act which does not
limit recovery on the statutory bond to “wages.” In the instant
case it was concerned with the Bankruptey Act and the relative
priority of claims of classes of ereditors.

On March 23, 1959, the Supreme Court decided the case of
Edgor B. Sims v. United States of America (1969), 359 U.S. 108,
affirming the decision of the Court of Appeals for the Fourth Cir-
cuit (252 F. 2d 434) upholding the District Court. The District
Court had held that the failure of the petitioner, the State Auditor
of West Virginia, to honor levies served upon him to reach the
salary due certain State employees who were indebted to the Gov-
ernment on account of unpaid Federal tax assessments, rendered
him personally liable in a sum equal to the amount he refused to
surrender pursuant to the levies. The decision of the Supreme
Court rejected the petitioner’s argument that a State is not a
“person” upon whom a levy could be served. It also rejected the
argument that the petitioner was not a person “obligated with
respect to” the salaries involved and therefore not personally liable,
citing several decisions of the Court of Appeals of West Virginia
involving the petitioner and his power to control the disposition of
salary funds. This is the first U.S. Supreme Court decision on the
questions involved and should do much to clarify these particular
aspects of Federal and State relationships.

The so-called “dealers’ reserve” cases were decided in the Gov-
ernment’s favor by the Supreme Court under date of June 22, 1959,
79 8. Ct. 1270, in Commissioner v. John R. and Shirley G. Hansen,
Commissioner v. Burl P. Glover, and Commissioner v. Clifton E.
and Violet B. Baird, representing appeals from the Courts of Ap-
peals of the Seventh, Eighth, and Ninth Cireunits. In these cases
the taxpayers, two automobile dealers and a house trailer dealer,
were required fo acerue, as income, the percentage of the price
withheld on sales by them to finance companies and banks of in-
stallment payments received from customers and credited to the
dealers’ reserve accounts. The Court overruled the dealers’ con-
tention that the substance of the transaction was a loan from the
finance companies or banks to the buyer who then authorized
payment to the dealer of the full amount of the paper less that
portion retained in the dealers’ reserve. The substance of the
transaction, as viewed by the Supreme Court, was to the effect
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that the dealer takes the buyers’ notes and then sells them to the
finance company or bank; hence, the retention of the amount
placed in the reserve was found to depend upon the note-sales
agreements between the dealer and the finance companies or

~ banks. And, since these amounts would ultimately either be paid

to the dealer or used for his benefit in satisfying his obligations
to the finance company or bank as guarantor of the installment
paper, the amount retained for the reserve was held to be properly
accruable at the time the finance company or bank credited it to
the dealer’s account.

On June 29, 1959, the consolidated cases of Hine Pontiac v. United
States, Modern Olds, Inc. v. United States, and Commissioner v.
Kilborn, and of Colonial Chevrolet Corp. v. United States and Ma-
rine Chevrolet Co. v. United States were decided in per curiam
opinion in favor of the Government; see 79 S. Ct. 1443 and 1444.
The Court followed its decisions in the Hansen, Glover, and Baird
cases. The Courthas thus adopted the position taken by the Board
of Tax Appeals and the Tax Court in a long line of decisions, and
has resolved a conflict which had existed among the courts of
appeal.

Statement on adverse Taxr Court decisions.—There were pub-
lished in the Internal Revenue Bulletin acquiescences of the Com-
misgioner in 211 adverse decisions of the Tax Court and non-
acquiescences in 41 adverse decisions.
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: = = = Additional tax, interest, and penalties assessed as the result
— ® of enforcement activities totaled $1,821,616,000. This represents
* an 8-percent increase over 1958 and marks the highest total
—_— reached since the reorganization of the Service in 1952,
Assessments resulting from audit of returns rose to $1,619,-
o = 148,000, showing a gain of $169,584,000 as compared with last year.
= =2 The major portion of this gain is attributable to the increase of
i % = $110,726,000 shown in the corporation income tax area. In the
) Pt case of individual and fiduciary income taxes, the increase over
;:;.; ol E 1958 amounted to $20,981,000 and occurred in the area of regular

audit. Estate and gift tax assessments rose by $35,716,000, while
smaller gains were reported.in the amounts resulting from audit
of employment tax returns and excise tax returns. ]

Other types of enforcement activities, such as the mathematical
verification of returns and the securing of delinquent returns,
showed decreases in assessments during the year. Mathematical
verification resulted in assessments of $85,233,000, or 22 percent
less than 1958. Delinquent returns secured decreased to $117,-
235,000, which is 9 percent less than 1958.

The amount saved through the audit and disallowance of im-
proper refund claims totaled $259,002,000 as compared with
$271,168,000 in the preceding year.

1,450

1,619

36

o
o —
< ESQ
| o £ = 58 5
S TS =, =2
N SN W CE=EE

O X O SE=EZ

R xELMEZ
S a




36 Annual Report
Results for the last 2 years are shown in the following table:

Tax, interest, and penalties resulting from enforcement efforts
[In thousands ef delars)

Item 1959 1958
Additional tax, interest, and penalties assessed, total ... . . .. 1,821,616 v 1,687,671
Fremaudit, total ... 1,619, 148 1,449, 564
{ncome and prefits taxes, total. ._______________ 1,422 657 1,240, 949
Corporation income and profits...._________._ 147,426 636, 700
Individual and fiduciary
Prerefund audit. __ 97,775 102, 595
Ragular audit___ 577, 455 551,654
Etateand gifttaxes..._.. . __ . . . 164, 528 128, 812
Employment taxeg 1 0 "7 17T TTTT e 6,338 r 5,351
Excisetaxes.. .. T ISR, . 25, 624 24,452
From mathematical verification of income tax returns, total. ... 85,233 109,674
Individual ?Ferms 1040 and 1040A) 84, 688 107, 256
Fiduciary (Form 1041). ... " 777 1TTTTITTTTR e . 176 510
Cemporation..__________ T S TTTTTmetemmTee BT 2470 1,907
Frem delinquenl returns secored, tota). .. ... 117,235 128, 433
Sy Collection Division 92,020 r107, 124
By Audit Division_.. 7777 TTITTI I e 25,214 21,308
Cloims disallewed _______._ ... ... 259,002 271, 168
* Revised.

UIncludes withheld income tax,
* July-December 1958 enly. Not availxble for perieds subsequent to Dec. 31, 1958,

Overassessments and Overpayments

Refunds.—The number of internal revenue refunds totaled
37,580,000, representing a slight decrease as compared with 1958,
However, the amount refunded, including interest, increased 10.9
percent to a total of $5,156,969,000. The amount of interest al-
lowed on the refunds was $69,480,000, which was 5.7 percent below
last year’sfigure.

The increases in amount of refunds occurred chiefly in the “pre-
payment” refunds of individual income taxes, which increased 4.8
Percent, and in the refunds of corporation income taxes which rose
by almost 64 percent as the result of a sharp increase in allowances
of loss carryback claims (see p. 38). A significant factor in the is-
suances of refunds was the decrease in the amount of interest paid
even though the amount of refunds increased considerably. This
is the result of a more efficient processing of claims and overpaid
returns by both the audit and collection divisions of district offices.

Included in the manufacturers’ and retailers’ excise taxes were
1,407,000 refunds made to farmers, transit systems, and users of
nonhighway vehicles, which aggregated approximately $99,700,000,

The following table shows by class of tax the number and
amount of refunds and interest allowed during the last 2 years.
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Internal revenue refunds, including interest

Amount refunded Amount of inter-

Number . (principtahl ang d estinc‘!jugel? (th)nu-
interest—thousan sand dollars
Type of tax dodlars)
1959 1958 1959 1958 1959 1958

Tetal refunds af internal revenuet. 237, 579,642 | 38,097,839 {25,156, 969 4,651,656 | 69,480 | 73,675

Corporalien income and profits taxes ____ 96, 577 g, 79t 829, 083 505,799 | 46,617 | 4%, 588
Individual income and employment taxes,
olab . 736,032,736 | 36,609,118 {74,122, 110 | 3,947,574 | 19,108 | 23.725

Excessive prepayment income tax__ . __ 235,873,009 | 35,528,081 | 23,956,326 | 3,777,919 6, 568 7,850
Other income tax and old-age and

disability insurance.. _____ " . 930,008 | 1,053, 867 162,203 165,953 | 12,449 | 15, 701
Railroad retirement_..____ e 158 158 149 383 21 2
Unemployment insurance. ... __ 29,471 27,012 3,431 3,318 68 82

Estaletax.. ______ ... . 4,730 4,304 21,827 19,024 | 2 487 2, 061

Gifttax._______ ... IlT1TTC 5§90 692 806 1,199 73 154

Excise taxes, total . _____... . _____ 1,435,535 | I, 406,601 182, 366 177,360 | 1,08 1,129
Aicohet taxes® . ______ . 8,838 9,170 63,716 64, 526 4 1
Tobacco taxes?. . ... . __ 77" 2,063 2,111 8, 46 6,388 ... ____ *)
Manufacturers’ and retailers” excise

@XBS ..o ... 1,410,033 | 1,380, 056 102,703 99, 512 in 363
All other excise taxese______ - 14,551 15, 264 7. 502 6,934 fat:s 764

Not otherwise classified . ___.______ ... 9,474 10, 333 177 100 9 18

r%'i!ss:rg‘sa“asvsl??;et been reduced te reflect reimbursements from the Fedaral Oid-age and Survivors Insurance Trust
Fund, amuupting te $83.430,000 in 1959 and $75,465,000 in 1958, and frem the Highway Trust Fund, amounting to
$96,300,000 in 1959 and $89,913,000 in 1958,
2 Net of 177,072 undeliverabie chechs totaling $8,290,000.
2 includes drawbacks and stamp redempftions. .
CInctudes nareotics, silver, wagering tax (excise} and stamps, capital steck tax, and other excise refunds.
Ezxcessive prepayments of individual income taz.—During the
six-month period ending June 30, 1959, 34.2 million refunds were
scheduled on individual income tax returns filed for the 1958 tax
year. The bulk of the refunds relating to tax year 1958 were
scheduled by the end of May, just 6 weeks after the filing deadline.
The refunds scheduled on the tax year 1958 returns averaged $111
per item as compared with an average of $104 per item for the
refunds issued through June 1958 on the 1957 tax year returns.
The number and amount of credits allowed on tax year 1958 returns
decreased 14 percent and 2 percent, respectively.
The following table shows the number and amount of refunds
and eredits, and interest paid as a result of excessive prepayments
of tax on returns filed for the tax years 1953 through 1958 (usually

received and processed by June 30 of the following year) :
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Refunds and credits resulting from excessive prepayments of individual

income tax

Refunds Credits
Tax year
Number Principal Interest Number Ameunl
(thousands) | (thousand | (thousand (thausands) | (lkousand

doHars) doliars) daliars)

34,183 | 3,777,519 482
35,155 | 23, 726, 000 13,192

1,323 539,614

11,828 732, 340

34,09 | 3,323,779 3,93 11,602 599,012
33,274 | 3,004,128 3,589 1,59 543, 501
33,138 | 2,932,261 3,558 1,681 573,243
31,591 2,739,932 3,87 1,130 462,818

inlns’iguyr:r,n:er pr-rlitmlnary and reflect refunds er credils ta June 30, 1959. Revised figures to Dec. 31, 1959, will appear
:rr:::?:' 3'2.48,335. mr:‘fmu%mrlgi?ﬂmmgﬂil 1o ensuing tax year (or prio ry and curren] sfund
¢ Includes 262,000 relurns requiring split between cradit to ansu'm: tax ;ur Egr gm: mrg ::a :urr::t ;::: :ﬂ::d:

Carryback allowances.—As a result of the temporary decline
in business activity during calendar yvear 1958, there was a sub-
stantial increase in the filing of applications for tentative adjust-
ments of prior years’ income taxes to give effect to operating loss
carrybacks. The increase consisted principally of filings by cor-
porate taxpayers.

Applications adjusted in 1959 numbered 67,280, with tax re-
ductions amounting to $619,095,000. As compared with 1958, the
number of cases handled rose by 34 percent and the dollar allow-
ances were twice as large.

Notwithstanding the larger volume of applications filed, the

‘required tax adjustments were made promptly and the inventory
of cases under consideration was reduced by 20 percent during
the year.

A comparison of the carryback applications received and ad-
justed in the last 2 years is shown below:

Receipt and disposal of tentative carryback applications

Numbar Ameunt (thousand doltars)
Status Claimed Adjusted
1959 1958
1959 1958 1959 1958
Pending July 1 ... . ... __ 10, 338 1,107 76, 316 43,270 oo
Applicationareceived. . ___________ .. . _ 85,178 53,514 1 651,047 | 360,230 | ... ...\ ________.
Applications adjusted total. . .. .. . 67,230 | 50,285 | 658,744 (327,184 |_.... . | .. ...
Mowed na. na fee. L 619, 095 308,139
Disaliowed . _______..._ . . ______ na. na | feeaea | 42,465 19,724
Pending June 30 __________ ... ________ 8 284 10, 336 68, 619 76,316 |

r Revised,
n.a.—Net svailable.
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Claims for refund.—During 1959 district audit divisions closed
more than 485,700 claims, an increase of about 67,000 over the
preceding year’s closings. *

Claims activity in the individual income tax area was increased
by reason of claims filed by teachers and others in connection with
educational expenses. Income tax regulations issued April b, 1958,
permitted the deduction, on income tax returns for 1954 and sub-
sequent tax years, of certain educational expenses not previously
allowable. As a result, many taxpayers filed claims involving this
issue. :

Based on number of claims, over 89 percent of the closings in-
volved individual income taxes and about 6 percent involved Corpo-
ration income taxes, while the remaining 6 percent was spread
among estate, gift, excise, and employment taxes. However, over
56 percent of the total dollar amount of claims closed involved
corporate income faxes, while individual income tax claims
amounted to but 32 pereent.

The amount claimed was disallowed to the extent of 26 percent
on individual income tax claims and 60 percent on corporation in-
come tax claims,

Data on claims for refund closed during 1959 are reflected
below:

Claims for refund closed by district audit divisions

Amount (thousand doilars)
Class of tax “Number
Ciaimed b ;
laxpayer. | Allowed Disaliowed

Talal 485,758 415, 685 210,974 204, 711
Individual income lax ... ....... . __._ .. - 432,226 134, 292 99, 199 35,093
Corporolien income lax.._... ... _______ - 24,574 234,077 o, 194 139,383
Estatatax. .. ... ___ . 1,223 12, 982 6,231 6,751
Gifttax_ ... .__ 217 939 323 616
Excise taxes.__.... 16,063 30, 453 8,162 21, 291
Empioyment laxes 11, 458 2,943 1,885 1,078

Review of overassessments exceeding $100,000.—A total of 300
cases involving overassessments of $373,187,168 was reported to
the Joint Committee on Internal Revenue Taxation in accordance
with the provisions of section 6405 of the Internal Revenue Code
of 1954 which requires review by the committee of all refunds and
credits of income, war profits, excess profits, estate, or gift tax
exceeding $100,000. These figures compared with 278 cases in-
volving $245,260,358 reported in the preceding year.
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Offers in Compromise

Offer-in-compromise inventories reached an alltime low by the
end of the year. This downward trend, which has been continuous
since 1953, is due primarily to the emphasis which all management
levels have placed on the accelerated compromise program. This
program provides for better management through a more thorough
understanding of the responsibilities connected with compromise
functions. Its accomplishments include: (1) Developing investi-
gative and review techniques to improve the quality of field re-
ports; (2) providing more effective coordination between regional
and district offices to maintain technical consistency in the decen-
tralized compromise activity; and (8) emphasizing the need for
specialized training of district technical personnel in basic policies
and evalvation techniques.

An important administrative development during the year
placed in district collection divisions the sole responsibility for
processing all specific penalty offers and those delinquency penalty
offers involving employment-withholding taxes. This realinement
will provide a smoother workflow, more efficient and effective use
of district personnel, and better managerial planning,

During the year district offices received for consideration 6,121
tax offers, 5,685 delinquency penalty offers, and 3,336 specific
penalty offers. The district offices, together with the National
Office’s Compromise Branch and regional appellate divisions, dis-
posed of 15,985 offers, leaving 4,797 on hand as of June 30, 1959.

Tax offers in cases in which court proceedings (except those of
the Tax Court of the United States) are involved, or eriminal
prosecution is pending, are considered by the Chief Counsel or
by the appropriate regional counsel. These offices received 811
offers, disposed of 317, and had 192 offers on hand as of June 30,
1959,

In the alcohol, tobacco, and firearms categories, the National
Office’s Alcohol and Tobaceo Tax Division and its regional offices
received 501 offers and disposed of 481, leaving a total of 85 cases
on hand as of June 80, 1959.

The overall compromise workload as of June 30, 1959, consisted
of 5,074 cases awaiting consideration at all Revenue Service levels.

Report on Operations

41

A comparative summary of compromise cases tlosed in the last

2 years follows ;
Offers in compromise disposed of
Amounl (thousand dotlars)
Number
Type of lax or penaily Liabitities Offers
1959 1958 1959 1958 1959 1958
Offers actepted, lotal. ... __.___________ 11,192 14,648 48,718 47,340 10, 570 12,528
Income, profils, estate, and gift taxes. . __ 1,297 1,326 37,447 35,643 7,727 9,313
Employment and withholding taxes. ______ 1,275 1,261 6,060 8, 007 1,761 1,803
Alcohol taxes________.___.__ . ___.. ____ 1 178 588 605 120 117
Other excise taxes ... __.___________ 7 286 2,459 2,655 483 711
Detin?uency peralties on afl taxes_....____ 4, 569 6,393 2,164 2,430 413 487
Specific penalties__.____________________ 3,619 5,208 ||l 66 97
Offers rejected or withdrawn, total . ._._______. 5,591 5, 458 81,647 77,414 14,719 12,099
income, profits, estate, and gift taxes. .____ 2,825 2,183 65,283 64,403 11,738 9,615
Empioyment and withholding taxes __..__. 1, Ség 1,316 9,102 7,659 1,804 1,544

Alcohol laxes . ___________________.____
Dther excisetaxes__ . ... ____.________._
Delin%uency penalties on all taxes__.._.___
Specihc penalties. ... .. _________.

175 811 297 78
] 424 5,565 4,018 940
1,196 1, 3% 886 137 1590




SUPERVISION OF THE ALCOHOL
AND TOBACCO INDUSTRIES

General

On September 2, 1958, Public Law 85-859 (H.R. 7125), the
Excise Tax Technical Changes Act of 1958, was enacted. It in-
corporates the Revenue Service’s recommendations for moderniza-
tion of the distilled spirits provisions of the Internal Revenue Code,
together with minor revisions in the wine, beer, and tobacco
statutes.

A semimonthly return system for the payment of Federal taxes
on aleohol and tobacco products was instituted on June 24, 1959,
thus eliminating the use of stamps for this purpose, The abolition
of the historic stamp system (in use since 1868) marked a signifi-
cant change in the method of collecting these taxes, from the
purchase of stamps before removal, to a return system, similar to
the methods employed to collect most other excise taxes. This
change will effect considerable savings to the Government by
eliminating the cost of printing, distributing, stocking, and aec-
counting for the stamps.

Detailed tabulations relating to the production of alecohol, dis-
tilled spirits, beer, wine, and tobacco manufactures during the
fiscal year 1959 are presented in a Separate Internal Revenue
Service publication entitled “Statistics Relating to the Alcohol and
Tobacco Industries,” which may be obtained from the Superin-
tendent of Documents, Washington 25, D.C.

Authorization of Operations

The number of permits issued during the year under the pro-
visions of chapters 51 and 52 of the Internal Revenue Code and
sections 3 and 4 of the Federal Alcohol Administration Act totaled
2,611, of which 2,353 covered operations relating to alecohol and
liquors and 258 involved tobacco. Permits terminated during the
year numbered 5,304 comprising 2,699 relating to alecohol and

43



44 Annual Report

liquors and 2,605 in the tobacco area. The last-mentioned figure
includes the automatic termination of 2,478 permits of dealers in
tobacco materials and 4 permits of cigarette paper and tube manu-
facturers, these groups having been removed from the scope of
the permit system by Public Law 85-859, effective September 3,
1958. Details ag to permit actions during the year are shown in
tables 9-11 on pages 115 and 1186,

The number of establishments qualified to engage in the produc-
tion, distribution, storage, or use of alcohol and aleoholic liquors
totaled 469,122 as of June 30, 1959, showing a slight increase as
compared with the 463,436 establishments reported at the close of
fiseal 1958. Corresponding figures for tobacco manufacturers and
distributors show 3,209 qualified establishments on June 30, 1959,
as compared with 3,301 a year earlier. A breakdown of these
figures by class of establishment is shown in tables 7 and 8 on
pages 114 and 115 of this report.

A total of 38,129 applications for approval or exemption of
alecoholic heverage labels were considered in 1959, with 36,241
receiving certificates of approval, 801 found exempt from label
approval, 401 disapproved, and 1,186 applications returned without
action. For additional information, see table 12, page 117.

Sixty applications for approval of interlocking directorates were
favorably acted upon during the year.

On-Premises Supervision

Storekeeper-gauger supervision was provided at distilleries,
warehouses, denaturing and rectifying plants, bottling houses,
and other facilities which accounted for the production of
494,132,066 proof-gallons of ethyl alcohol, the denaturation of
478,412,160 proof-gallons of ethyl alcohol, the warechousing
of 32,746,616 proof-gallons of ethyl aleohol, the production of
260,406,618 tax-gallons of distilled gpirits of various kinds, the
warehousing of 888,778,713 tax-gallons of distilled spirits, the tax
payment on 167,756,627 tax-gallons of distilled spirits including
aleohol, the rectification of 81,511,553 proof-gallons of distilled
gpirits and wines, and the bottling of 198,315,347 wine-gallons of
distilled spirits.

Inspection of Establishments

Inspections of establishments for the fiseal year agpregated
40,855, of which 29,703 related to plants and permittees other than
dealers. During the previous fiscal year total inspections num-
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Internal revenue bonded warehouse, with inierior view of storage racks
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E: - bered 45,957, of which 33,124 related to plants and permittees
;. other than dealers. The reduction in the number of inspections
was caused primarily by a change in emphasis on certain agpects
' of brewery meter tests and investigation of nonbeverage drawback

~ claims, the necessity of extensive training of field officers to imple-
Y. ment the provisions of Public Law 85-859, and to make the return

 system for payment of taxes on aleohol and tobaceo products
effective.

During the year, the plants and permittees (other than dealers),
subject to inspection and having no on-premises supervision, pro-
duced alccholic beverages and tobacco products as follows:
90,973,768 barrels (of 31 gallons each) of beer, 165,749,699 gal-
lons of still wines, 3,047,661 gallons of effervescent wines,
8,975,047 gallons of vermouth, and 10,954,183 gallons of special
natural wines other than vermouth. Tobacco plants, also subject
to inspection, produced in the 1958 calendar year 6,395,432,691
cigars, 470,067,919,673 cigarettes, and 180,067,394 pounds of other
tobacco products (including smoking and plug tobacco, and snuff).

Chemical Analyses and Research

_ The national and regional laboratories of the Alecohol and To-
bacco Tax Division received approximately 39,000 samples for
examination during the year. This reflects very little change from
the volume of samples received in past years, and the percentage
of illicit alcohol and narcotic samples also remained about the same,
28 percent and 13 percent, respectively.

Formulas using taxpaid spirits were approved for 2,431 medi-
cines, flavors, and foods, while 6,416 formulas and 5,210 labels were
approved for products and processes using specially denatured
alcohol. .

Several new analytical procedures were developed and were
reported in five articles published in periodicals of national circu-
lation. A number of other procedures were improved and reported
as Internal Revenue decuments.

In collaboration with industry, the laboratories worked on a
number of problems of mutual interest. Of most importance were
testing procedures for carbon dioxide in wine and congeners in
distilled spirits.

National Laboratory of the Alcohol and Tobacco Tax Division, Washington, D.C.




TECHNICAL SERVICES
Regulations Program

Enactment during the fiseal year of the Technical Amendments
Act of 1958 (Public Law 85-866) and the Excise Tax Technieal
Changes Act of 1958 (Public Law 856-859) required the issuance of
numerous temporary rules—pending the issuance of final regula-

tions—to permit taxpayers to conclude necessary business trans-.

.?ctions, make tax elections, etec. Four Treasury Decisions, provid-
ing :-:,uch temporary rules, were issued under each of these acts
within a few weeks following their enactment.

- Three complete new regulations under the 1954 Code were pub-
llshed during the fiscal year, as follows:

Gift Tax Regulations (T.D. 6334) to supersede Regulations 108.
Documentary Stamp Tax Regulations (T.D. 6351} to supersede Regula-
tions 71.

Wagering Tax Regulations (T.D. 6370} to supersede Regulations 132,

- In all, 61 Treasury Decisions and 28 notices of proposed rulemak-
Ing were published during the fiscal year. In addition to the
temporary rules and the new complete regulations noted above,
some of the more important regulations published related to the
following topics and sections of the Code:

Regulations under subchapter F, chapter 1 of the Code, relating to
exempt organizations. These regulations, published in final form as
Treasury Decision 6301 on July 9, 1958, and Treasury Decision 6391
on June 26, 1959, provide the regulations required under the statutory
provisions which deal with gemeral rules for exemption from tax,
taxation of business income of certain exempt organizations, ete.

Regulations under section 162 of the Code, relating to the reporting and
substantiation of traveling and other business expenses of employees.
These regulations, published in final form as Treasury Decision 6308,
on August 28, 1958, provide rules for the reporting of information on
Income tax returns by taxpayers who pay or incur ordinary and neces-
sary business expenses in conection with the performance of services
as an employee.

Regulations under section 6104 of the Code, relating to publicity of in-
formation required from certain exempt organizations and certain
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trusts. These regulations, published in final form as Treasury De-
cision 6331 on November 1, 1958, provide rules relating to public in-
spection of applications for tax exemption.

Regulations under section 481 of the Code, relating to adjustments re-
quired by changes in method of accounting. These regulations, pub-
lished in final form as Treasury Decision 6366 on February 20, 1959,
provide important rules relating to transitional adjustments.

Fourteen public hearings in relation to proposed regulations
were held in accordance with the provisions of the Administrative
Procedure Act. Approximately 275 taxpayers or their represent-
atives participated in these public hearings.

Aleohol and tobacco tax.—A total of 33 regulations, implement-
ing the aleohol and tobaceo tax provisions of the 1954 Code, have
been issued. A new regulation, 26 CFR Part 296, “Miscellaneous
Regulations Relating to Tobacco Materials, Tobaceo Produets, and
Cigarette Papers and Tubes,” was issued, and two additional to-
bacco regulations, 26 CFR Part 285, relating to cigarette papers
and tubes, and 26 CFR Part 290, relating to the exportation of
tobaceo materials and products, remain to be issued.

Treasury Decisions of major import issued during the year
included—

T.D. 6307, effective September 2, 1968, which preseribed requirements
regarding the extension of the bonding period on distilled spirits from
8 to 20 years; changed the conditions of certain bond forms; and
removed the restriction that the bottling of gin in bond for export
must be within 8 years after entry in bond. The amendment also
authorized the consolidation of packages of spirits for further storage
in bond.

T.D. 6315, effective September 3, 1958, which provided procedures for
the payment of amounts by the United States equal to the taxes or
duties paid on losses of aleoholic liquors caused by a disaster occurring
after December 31, 1954, and before September 3, 1958: and for the
period on and after September 3, 1958, and not later than June 30, 18569.

T.D. 6316, effective September 3, 1958, which provided procedures to
permit continuation of the terms of existing distillers bonds to cover
operations from May 1, 1959, to June 30, 1959, both dates inclusive,
and for payments which might be made by the United States of amounts
equal to taxes paid on beer lost, rendered unmarketable, or condemned
by reason of the floods of 1951 or the hurricanes of 1954.

T.D. 6323 and T.D. 6359, effective May 1, 1959, prescribed regulations
to implement Public Law 85-323 to prevent unjust enrichment by pre-
cluding refunds to persons who have not borne the ultimate burden
of the alcohol or tobacco tax involved.

T.D. 6325, effective September 3, 1958, provided regulations relating to
losses of tobacco products and cigarette papers and tubes caused by
disasters occurring after December 31, 1954, and not later than Sep-
tember 2, 1958.

529014 O—60——5
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\D.. 6392, effective September 3, 1958, provided similar regulations for

. -disasters occurring after September 2, 1958.

'T.D. 6381, effective June 24, 1959, provided temporary regulations for
the payment of taxes on beer, wine, and distilled spirits and rectified
products by a semimonthly or prepayment return.

T.D. 6382, effective June 24, 1959, similarly provided temporary regula-

tions for the taxpayment of cigars, cigarettes, and manufactured to-

baceo by return on. either a semimonthly or prepayment basis.

Tax Return Forms Program

Numerous changes in forms and instructions were made during
the year under a continuing program seeking to improve forms to
achieve more simplicity, to promote more efficient procesging and
audit, and provide legal accuracy. In addition, many changes were
made and some additional forms were developed to reflect changes
inthe tax law.

A total of 236 tax return and information forms and instructions
were prepared, reviewed, or revised. Some of the noteworthy
changes in old forms and some of the new forms developed are
as follows:

Form 1040A was revised so as to permit its use by employees with
incomes up to $10,000 consisting of wages subject to withholding and
not more than $200 of dividends, interest, and wages not subjeet to
withholding. Previously, the form could be used only by employees
with incomes of less than $5,000,

Form 1120. A line for entering the amount of depreciation deducted
under the new additional first-year depreciation allowance was added
to the summary of schedules I and J.

Form 1065 was revised so as to reflect adjustments in the computation
of net earnings from self-employment for gain or loss from the sale
or exchange of property other than capital assets.

Form 1041. A new line (29) was added to page 1 to provide a specific
entry space for the tax paid with a tentative return and tax withheld
from wages and salartes of a decedent.

Form 11208, U.S. 8mall Business Corporation Return of Income. This
is a new form required to implement subchapter S of chapter 1 of the
Code, as added by the Technical Amendments Act of 1958, Subehapter
8 permits a “small business corporation” to elect not to be subject to the
corporate income tax., If the election is made, the corporate ineome
is taxed to the shareholders whether or not distributed. Form 11208
is not a tax return form inasmuch as it does not provide for the com-
putation of any tax; rather, it is a return of income and includes such
information as items of gross income and allowable deductions and
the supporting schedules, names and addresses of shareholders during

the year, number of shares owned by each shareholder and amounts
of money and property distributed to each, and beginning and ending
balance sheets.

Form 2553, Election by Small Business Corporation. This is also a new
form required to implement subchapter S,
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Form 2555, Statement to Support Exclusion of Income Earned Abr(fad.
This is a new form required to implement section 72 of th‘e Technical
Amendments Act of 1958, which amended the Code to provide that the
exelusion for income earned abroad is not to apply for I?urposes of
determining whether a taxpayer is required to file an income tax

return.
Numerous suggestions for improvements in returns and instrue-
tions, received from Revenue Service personnel, taxpayers, pro-
fessional groups, and other sources, were analyzed and many were

adopted.

Tax Rulings

During the year, 38,596 requests from taxpayers_, for ruli'ngs and
requests from field offices of the Service for technical advice Wt'are
processed. The number processed included 33,670 reques_ts which
had been received from taxpayers or their representatives and
4,926 requests received from field offices. At the close'of the fiscal
year, 10,037 requests for rulings and technical advice were on

be processed. _

ha;]r? ;(c)lditilzm to the processing of rulings and technical advmfz,
15,881 technical conferences were held with taxpayers or their

representatives. . ' .
An analysis of the rulings and technical advice proceaged, by sub-

ject matter, follows:

Requests for tax rulings and technical advice processed

j tal Taxpayers’ Field
Subject Tota regugsls requests
oAl - oo o e A mmmmm—am e mmm s 38,59 33,670 4,926
(1] .| e
28, 058 2,594
Income and excess profits lanes. . _______ . aeme-oie 3? ?3% Pra: .
Employment and self-employment takes. . .. . ceeoioieiiaooounn Y A 290
Estate and gift taxes_ . o - [ Lo e 1013
Alcohol and tobacco taxes. . __..._. . Yo% 2.5 i
Othar excise taxes____..__ .. e meamemmmmmmeoommesmeooeeoeo—o- 2% o 63
Engineering questions (depreciation, ete.) . ____

Determination Letters

District audit divisions issue determinatior} letters 'in cases
where a reply can be based on clearly‘establlshefi ruhpgs and
regulations. Rulings requested of distrl'ct offices 1nvolv1ng.new
or complex issues are referred to the National Office for c0T131dfar-
ation. During 1959 the audit divisions issued 12 716 determination
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ters involving pension trust
: plans and exempt o izati
The following table reflects the activity in thesepareggsra'lmzatmns.

Pensi .
nsion trust and exempt organization determination letters issued

ltem Pension trust plans E
xempt
“ . organiza-
Profit- Pension or Stock tions
sharing annuity benus
lnitiahl qualifications : o
pproved ... ______
_____________________________ 3,097 3,834
_E_:}glroymhpaﬂicipating underplan________ 3% . "
nuriber employed..._______ T TTTTTTT = 63{?3% 1 ﬁ' & -
I s , 088, 157 4398 ..
Terminat_ions _________________ ) 33 i "
Closed without issirance of detormi lzg; it :
118 3 1,87

ﬁegn{;letr esﬁabli.shed Procedure taxpayers may appeal adver
Cians e Ic;rm.umtmns relating to pension trust and proﬁt—sharilf:
tjona]- Ongln% tfhe year, 31 appeals were considered by the Na-
iy 12. de(:is:};ise, 16 appeals were decided in favor of the
; 8 were against th igi
were partially in favor of the taxpayer. © taxpayer, and § declstons

Technical Publication Program

an’lll‘sﬁ}lllx:ic:lal Informat_ion Release No. 164, issued on June 16 1959
S noue eS a Eew policy designed to promote prompt publi’catioxi
o i in the Int_ernal Revenue Bulletin. The previous polie
as o da.veball ruhng_,rs published in the Bulletin reviewed an(lir
oo ed in by the Chief Counsel. Under the new policy, Reve
unle:sgihwﬂl not be referred to the Office of the Chie% Coul?s!:;
] ey come under standards governi
vidual taxpayer letter rulin is will ne aften gy oF ind
. gs. This will
Re:rIenue Ru}lngs as oﬁ‘iv::ialpronouncements.mt #ffect the status of
s lil:g:;)lgels;t Sl‘lpp].ement to Cumulative Bulletins 1953-19656”
v pmmOtea: S;:élcah;n No. 401 as a research and reference aid
] ematic and reasonably simpl i
c ple locatio
f};lélggs, p]ro?edures, d_emsmns, and other authorities pub;;sl(izdﬂile
e lzlgu até\;e Bulletins for 1963-58, inclusive. Itisa consolidan
1gest form and by topical arrangement ‘ ific i s
and princsao e and b gemen o_f the specific issues
v in the matters so published during thoge
letgger;:;:gg (1))f r'zllilings published in the Internal Revenue Bul
. y 21 percent during 1959. Th inci ine
was in the number of income tax i ‘ ol od which e
: rulings published i
224 as compared with a peak total of 842 in 1958. e which totaled
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A comparison of the rulings published in the last 2 fiscal years

follows:
Revenue rulings and procedures published

Type 1959 1958

B o | I TR PP PR 546 637
FMEOME 18X . o o e e emmeamommmmsmmerooo oo 224 342
Employrient taxes. __ .o . 21 35
Estate and gift taxes_.._____ ... 10 13
Alcohol and tobacco taxes .- 7l 71
Dther excise taxes.______ - 191 196
L T it Rl 4
Fil@aIM3 . o . o oo o oo mmmm oo mrmmmas . 4 2
ENGINEBFING ISSUBS oo eesiomaeooesmemmeoooeas - 6 10
Administrative and miseellanBous . .o oo oo . 19 16

Among the more significant Revenue Rulings and Revenue Pro-
cedures published during the year were the following:

Generally, contracts and claims to receive indefinite amounts, such as
those received in exchange for stock in liquidation of a corporation,
must be valued for Federal income tax purposes (Rev. Rul. 58-402,
C.B. 1958-2, 15).

An employee, governmental or otherwise, receiving a fixed mileage al-
lowance or a per diem allowance in lieu of subsistence at rates not in
excess of 125 percent of the maximum mileage rates or per diem rates
authorized to be paid by the Federal Covernment in the locality in
which the travel is performed is considered, for purposes of section
1.162-17 (b) of the Income Tax Regulations, as having been required
to account to his employer for his business travel and transportation
expenses (Rev. Rul. 58-453, C.B. 1958-2, 67). He therefore is not
normally required to itemize such expenses in detail on his tax return.

A ruling was published which discusses the tax consequences of the

ent by stockholders to a corporation of the excess of Federal

proceeds over the cost of prop-
had previously been distributed

C.B. 1958-2.

repaym
Housing Administration mortage loan
erty covered by the loan which excess
by the corporation to its stockholders (Rev., Rul. 58-456,
415).

Payments as commissions by 2a marine supplier to masters, or other
personnel, of “tramp steamers” of foreign registry when normal, usual,
and customary in the industry, appropriate and helpful in obtaining
business, and with the knowledge and consent of the shipowner, con-
stitute ordinary and necessary business expenses, Such payments are
subject to the withholding of income tax under section 1441 of the
Code (Rev. Rul, 58—479, C.B. 1958-2, 60).

A timely filed claim for refund of amounts erroneously paid as manu-
facturers’ excise tax is not rendered invalid because the required
written consents of ultimate purchasers were filed after the expira-
tion of the statutory period of limitations {Rev. Rul. 58-563, C.B.
1058-2, 892).

The Service compiled and published a list of the categories of tires that
are subject to the manufacturers’ excise tax, indicating whether they
are taxable at 8 cents a pound or at 5 cents a pound (Rev. Rul. 58-583,

C.B. 1958-2, 776).
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The Service set forth the criteria or tests for determining whether an

organization qualifies for exem
section 501(a) of the Code as a club or
and other nonprofitable
of the Code (Rev. Rul. 58-589, C.B. 1958-2, 264).
The retailers’ excise tax o
actions involving merchandise obtained b
plates or through the use of fietitious n
credentials (Rev. Rul. 58-608, C.B. 1958-2, 748)
Standards of conduct, extent of authority,
ditionz governing the recoghition of une
tax returns are preseribed pursuant to s
ment Circular No. 230 (Rev. Proc. 59-3, IRB 1959-7, 29).

The value of a turkey, ham, or other item of
- nominal value, distributed b
or other comparable holiday, does not constitute “wages”
ment tax purposes and need not be treated as inco
However, the cost of such items is ded
Rul. 59-58, IRB 1959-8, 7).

For purposes of the statutory provisions relating to involuntary con-
versions involving the “destruetion” of property,
that the taxpayer satisfy the test of *
destruction otherwise fall within the general concept of a casualty.
This modified the position the Service had taken in two previously pub-
lished rulings (Rev, Rul. 59-102, IRB 1959-13, 20).

For the purposes of the “sick pay” exelusion under section 105(d) of

the Code, “sickness” exists from commencement of labor to the termi-

hation of the period during which a woman is physically ineapacitated

as a result of childbirth or miscarriage, regardless of the place of
delivery, Wages, or payments in lieu of wages, received by a taxpayer
during such a period of incapacity are excludable from gross income
in the manner and to the extent provided under section 105(d) of the
Code (Rev. Rul. 59-170, IRB 1959-20, 8).

Where a corporation purchases life insurance on the lives of its stock-
holders, the proceeds of which are to be used in payment for the stock
of the stockholder, the premiums on such insurance do not constitute
income to the stockholder, even though the stockholder has the right
to designate a beneficiary, provided the right of the beneficiary to re-
ceive the proceeds is conditioned upon the transfer of the corporate
stock to the corporation (Rev, Rul. 59-184, IRB 1959-21, 8).

Closing Agreement Cases

Closing agreements involvin
transactions are considered b
National Office. (For
transactions, see p.
the year were comp
the year.

for employ-
me by the employee.
uctible by the employer (Rev.

it is not necessary
suddenness” if the causes of

2 the tax status of prospective
y the Tax Rulings Division of the
information on cases involving completed
29.) Two cases pending at the beginning of
leted, but no new cases were received during

ption from Federal income tax under

ganized for pleasure, recreation,
purposes as described in section 501(e) (7)

n jewelry and related items applies to trans-
¥ fraudulent uses of charge
ames, addresses, and forged

and cireumstances and con-
nrolled preparers of Federal
ection 10.7(a) (7) of Depart-

merchandise of similar
¥ an employer to an employee at Christmas,
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Civil Advisory Legal Services

Five years have now elapsed sipce the commencemfngs]icznidﬂ;s
F O B e tha ey work connected with the
the regional counsels much o e, ‘ fed with e
functions of the district directqrs offices. This 'pertel has Wit
nessed an inerease in cases received from approximately f)espite

1955 to nearly 11,000 for the 'curre.nt fiscal year.
{ti}?;:; lincrease in case receipts, ':il}e civ:i ad\tr;sc;zytra\:y:}:es ‘I:(a)xl\lrﬁlloeeiril:
able to maintain a sufficient disposal ra ' yolume of
i as not been increased but has in fe?.ct decline
ﬁ::gll; g('; (:)E;)s(’)3 Sa}c‘l the beginning of fiscal 1955 to slightly mfrt?si}ilj;
4,800 at, the end of the current ﬁ:%ca] year. (F'or at }feacurrent
r;port of the cases received and disposed of cilu;;gg)
N e ety tﬁbles ?33;:24’2;:1?‘1332:521)1';iisznreceil;ts, the offices
ith this substan I
of %;ane‘;iﬂ:na] counsel have steadily in_cr.'easefl the1rt;2:sbf(:;1iln'{)a;
assistance to the district directors’ offices in daﬂ{' coriln \;isitation
telephone and in person, and through the contll-im igﬂ oy

rogram under which the lawyers .Wh(') har_ld]e e,c e
IcJ:a.ses make periodic visits to the dlSFI‘lCF directors’ o ce(wideS X
their respective regions. This vigitation prc;g{)a;t; e};; vides
means for establishing direct pe.I‘SO.nal (Eontac ’eﬂices e

inistrative personnel in the d1‘str1ct dlrectox;s o o
“_1 il advisory lawyers in the regional counsels Qﬂic?s'. us
e ‘? N nd-answer sessions during these periodic v1s1t_s, trouble-
quesuon_?)lems are threshed out which would, under ordinary pric:)}-l
zzgzar:smrequire extensive written correspondence back and for
betwegn b Ezsﬂz(;éveﬂ?? :::fjll advisory lawyers in t'he reg'iopal

Agaln: a;ices part,icipated in the expanded inservice training
B fo revenye officers. The lectures given by these ]awye;s
pl‘ograé‘n tl‘?r roblems involved in proceedings un.der the' B?;]-
Taptes A te sceiverships and other insolvencies, suits tf).quzet i ;
il i? : 1.closure by mortgagees, applications for dlschargefor
ot c;rem the effect of Federal tax liens, and 'requests 0
I;glc:a%esl:yof rsouch liens. These lectures also d(:ialt “;“c}l: (ggier:'lss 11;

i suits to reduce

<."0mp1'0mlse, dd:iefgf'rct I?‘Set(;l:faﬁiis’]iens, suits for failu?e to horzlor
Ju;igl;lezlii:s? to establish transferee liability and set as;cli]ed fil;la:e:
et 1y inj i nd summonses, °h-
lent tranSfersi:t?:sugzgl?;jz" :rl;'tc)lllairllla:o?)llection of t'axes by admin-
(:H'a] t¥105€ oo dures as well as those matters relating tq mstax;ces]
lsz‘;’tévfhzrgjginary administrative processes may be ineffectua
W
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+'or inadequate. During the current fiscal year this activity was
- further expanded to include a limited participation in the in-
service refresher training program for the more éxperienced rev-
ente officers.

During the fiscal year 1959 three cases pertaining to problems
considered in connection with civil advisory legal work were de-
cided by the U.S. Supreme Court. For a summary of these cases,
see United States v. Hulley, page 30, United States v. Embassy

Restaurant, Inc., page 31, and Edgar B. Sims v. United States of
America, page 32.

1959
J1958

1957
[11956

2B TAXPAYERS
3§ ASSISTED

,000

5,003,300

§ 5,171,400
5,031,700
5,083,600

] 5,434,500

4

] 4,826,800
4,551,600

[ ] 1,508,500

Telephone Self-help Individual

assistance assistance assistance

AIDS FOR TAXPAYERS

Direct Taxpayer Assistance

Each year more and more taxpayers are preparing their tax
returns without help from the Revenue Service. This has been
the trend for the past 4 years despite an increase in the number of
returns filed.

During the 1959 filing period, 10,173,000 persons received assist-
ance compared with 10,988,000 in 1958. The number of taxpayers
requiring individual assistance decreased by 21 perecent, from
779,000 in 1958 to 618,000 in 1959, while the number receiving
“gelf-help” showed a 10 percent drop from 5,038,000 to 4,552,000,
The number of inquiries handled by telephone, the most economical
method, decreased only about 4 percent, from 5,171,000 to
5,003,000.

10,
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Fjactors contributing to the self-sufficiency of taxpayers in pre-
paring returns include the educational programs sponsored by the
Re\.renue Service in secondary schools and colleges, an improved
series of tax guides and related publications, and the expanded use
of the simplified card return, Form 1040A.

The average number of taxpayers assisted per man-day was in-
creased from 90.9 in 1958 to 96.4 in 1959. This increase resulted
partially from wider use of self-help and telephone assistance and
par_tial]y from better utilization of the time available. Most offices

‘designated certain days of the week for taxpayer assistance in

ordgr to minimize time lost due to slack periods.

19T518n];e igingzgn the program declined from 144,012 man-days in
0 , man-days in . i

19,98 or L1 rrmoat y 1959. The decrease in man-days was

The program cost amounted to $2,896,318, which is 11 percent
less than the cost in 1958,

Taxpayer Publications

Further improvements were m i ice’
Assistance Publications. ade i the Serviee's Taxpayer

Y?ur.Fedeml Income Tax, IRS Publication No. 17, is an au-
thor}tat.w-e and comprehensive manual on Federal income taxes
f?r 11:1d1v1dua1 taxpayers. The booklet contains 128 pages of
s1r.nphﬁed explanations and examples of thousands of problems
with which taxpayers are confronted when they prepare their in-
come tax returns. Some 180 new rules resulting from changes in
law or administrative rulings were discussed and illustrated. Re-
arrangement of material and an expanded index added to its utility
as a ready-reference book. More than 612,000 copies were sold
approximately 12,000 more than the previous year. ,

Tax Guide for Small Business, IRS Publication No. 334, a
128-page booklet, explains and answers most of the Federal 1;ax
problems confronting the small business and professional man
Altl}ough the 1959 edition was written primarily for use in pre-'
paring the 1958 returns, it is also designed for use as a ready
reference all during the year. It includes detailed explanations
of the ta}x results of the establishment, operation, and disposition
of a b‘usmess, whether it is a proprietorship, partnership, or a cor-
poration. The explanations cover income, excise, emijloyment
self-employment, and withholding taxes. A Federal Tax Ca]endar:
for 1959 and a detailed Federal Tax Check List (of especial in-
tert-’:‘st to new business) are also included. Approximately 200,000
copies were sold, about the same as the previous year. ,
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Farmers' Tax Guide, IRS Publication No. 2256, a 64-page pam-
phlet designed especially for farmers, was revised and improved as
the result of suggestions received from readers, and discussions
with representatives of the Agricultural Extension Service of the
U.S. Department of Agriculture. One million copies of this book-
let were distributed to farmers.

Tax Guide for U.S. Citizens Abroad, IRS Publication No. 54, was
revised to include the new rules applicable to citizens residing
abroad which resulted from changes in law. This 24-page booklet
tells the U.S. citizen who resides or works abroad the extent to
which he has to pay Federal taxes on his income. Coverage in-
cludes discussions of pensions and annuities, dependents, royalties,
foreign tax problems peculiar to the marital relationship, and
estate and gift taxes, in addition to a comprehensive explanation
of the Federal income tax laws as they relate to such citizens.
Nearly half a million copies of this edition were distributed through
consulates and other Government offices to U.S. citizens abroad.
This is an increase of more than 400,000 over the previous year.

Motor fuel tax pamphlets—These publications were revised and
issued to explain the Highway Revenue Act of 1956 as it relates

to—
“#Federal Use Tax on Highway Motor Vehicles” (IRS Publication No.

349)
“Federal Gas Tax Refund for Nonhighway and Trangit Users” (IRS

Publication No. 378)
“Farmer’s Gas Tax Refund” (IRS Publication No. 308)

Other publications—Thirty-one other publications were printed
and distributed free to taxpayers. These publications contained
modified versions of separate chapters of Your Federal Income
Tazx and Tax Guide for Small Business. In some instances, ma-
terial from both booklets was combined to present a more compre-
hensive discussion of the subject matter. In other instances, two
or more related chapters or parts of chapters were included in a
single publication. Some of the more important publications

include—

Filing Your Return Excise Taxes
‘What Is Income Net Operating Loss
Sick Pay, Disability Pay, ete. Employee and Travel Expenses

Personal Exemptions and Dependents Entertainment for Business

Selling Your Home Casualty and Theft Losses

Medical and Dental Expenses Installment and Deferred Payment Sales
Depreciation, Amortization, Depletion Tax Withholding and Estimated Tax

‘What Are Business Expenses
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Information Program

The public information program to improve taxpayer under-
standing of Federal tax laws and to provide filing information for
taxpayers wag carried out in several ways.

“Since the Beginning of Time,” a public service documentary
film, was produced and distributed for bookings through Revenue
Service field offices.

Showings included 201 telecasts before an estimated audience
of more than 40 million and over 1,000 other bookings before
schools, civic groups, and luncheon clubs with an estimated audi-
ence of 35,000. Advance bookings extending to the next filing
period have been made with district offices.

The film was selected for later showing at the International
Film Festival in Edinburgh, Scotland. Another honor was its
selection by the television stations of the country as one of the 50
best films in the news and documentary category.

During the year, approximately 175 releases were issued to news
media. These releases contained national office policy statements,
announcements of personnel changes and other administrative mat-
ters, actions on technical matters, and items of interest for release
by field offices,

In addition to press releases, the Public Information Division
answered inquiries and acted as a clearinghouse for writers work-
ing on special articles. One of the results of this function was the
appearance of several articles on enforcement activities in national
magazines.

The annual public information kit containing releases, scripts,
radio and TV spot announcements, and other material for use
during the filing period was prepared and distributed to field
offices.

A sample survey by the National Association of Broadcasters
of free public service broadcast and telecast time during the 1958
filing period revealed that Revenue Service spot announcements
received the second greatest amount of time of all organizations,
and the highest amount of time of any Government agency.

In its sixth vear, the “Teaching Taxes” program of student
handbooks, teacher’s guides, and other teaching aids was used in
22 308 high schools and colleges. Approximately 2,648,000 stu-
dents received this tax instruction under 72,000 teachers.

Schools and classes in adult education, other Federal agencies,
U.S. Armed Forces, industry, veterans’ hospitals, and even prisons
are using these materials free of charge.

INTERNATIONAL ACTIVITIES

International Operations

Responsibility for administering the internal revenue laws in
areas of the world outside the United States is centralized in the
International Operations Division. Through this Division, the
Revenue Service devotes attention to the special tax problems in
this area and endeavors to raise the level of voluntary compliance
among U.S. taxpayers residing abroad.

The Division has permanent foreign posts at Paris, France;
Ottawa, Canada; Manila, Philippines; and London, England, with
one or two technical employees assigned to each post. A field
office in Puerto Rico collects social security taxes in Puerto Rico
and the Virgin Islands, and performs other Internal Revenue
functions to the extent applicable in Puerto Rico. The bulk of
the work of the Division is conducted by correspondence from
Washington or where necessary by temporary vigits to foreign
countries by agents assigned to Washington. The Division also
secures a substantial amount of information from foreign countries
for other offices of the Internal Revenue Service.

Since the establishment of the Division in 1955, international
tax activities have been transferred to the Division as rapidly as
they could effectively be absorbed within planning, recruiting,
and budgetary limitations. During the past year this assimilation
of foreign tax work was nearly completed. Over 10,000 delin-
quent tax aecounts with foreign addresses were transferred to the
Division from district offices for specialized collection action. Re-
sponsibility was assumed by the Division during the year for
certifying compliance with the death duty provigions of the t