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Interior view showing
Computer installa-
tion. At right is ob-
servation booth from
which visitors may
watch operation.

Internal Revenue Service National Computer Center,
Martinsburg, W. Va. The Center is the heart of the
Service’s automatic data processing system. Here will
be maintained and kept current on magnetic tapes
accounts of all U.S. taxpayers.




mmary and Transmittal

TREASURY DEPARTMENT,

~ OrFicE oF THE COMMISSIONER OF INTERNAL REVENUE,
Washington, D.C., September 20, 1962.
MR. SECRETARY:
year 1962 marked the one hundredth anniversary of the In-
Revenue Service. On this occasion, I am happy to submit the
d annual report reflecting record results in gross receipts, re-
ed, refunds, and collections of taxpayer delinquent accounts.
orcement efforts were vigorous this year, but of equal importance
the initiation of new programs and the improvement of existing
ams directly related to attaining higher levels of voluntary

ce.
reinforce taxpayer compliance—which is the cornerstone of our
ent system of taxation—we have worked closely with busi-
_ profcsmona.l and community service groups all over the country,
taken part in many of their meetings. We have tried to assure
rs at all levels that the aim of the Service is honest, fair and
ble tax administration. Closely related to this have been our
1 efforts to attain a high degree of integrity in all phases of tax
istration, and our cooperation with legal and accounting organi-
in their projects to articulate acceptable standards of conduct in
practice, and to make them known to the public.

1g this past year, progress was made toward strengthening various
ts of tax administration. This is covered in the report, but I would
to mention a particularly important development—the beginning
operations under an automatic data processing system. As you know,
National Computer Center is a reality, and the Atlanta Regional
e Center began processing business returns last January. The
 Philadelphia Regional Service Center will begin its returns processing
in January 1963. Atlanta is now occupying its permanent space, and
uilding plans are under way for five more regions—Philadelphia, Dallas,
Cincinnati, Omaha, and Chicago. The remaining sites will be con-
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VIII Summary and Transmittal

sidered after further discussions with the Appropriations Committees,

At the rate we are now proceeding, every Internal Revenue district
in the country will be involved in ADP by 1965, and every taxpayer
in the United States will have his returns processed under this new
system by 1966. We are taking great care to see that our procedures
are perfected before they are installed in other service centers. While
many problems will have to be solved before the system is installed
nationwide, I am confident we will complete the job within the estab-
lished timetable.

Our efforts this past year have thus followed two main lines: improved
enforcement and more reasonable administration, with due regard for
the rights and conveniences of taxpayers. While we cannot measure
exactly the contribution these programs are making to improved com-
pliance, the evidence on hand is encouraging. Taxpayers have been
voluntarily reporting an impressive number of past delinquencies; they
have written many letters praising the just and fair disposition of their
tax cases; they have stressed unusual cooperation by Service personnel
as well ‘as courtesy and kindness; they have expressed gratitude for re-
ceiving information concerning their rights and responsibilities, even
when it has meant an increase in tax liability.

As we enter a new fiscal period, the Service is in the midst of a thor-
ough resources utilization study—to help us make a fresh appraisal of
our organization and of how our appropriations are being spent. In
the words of President Kennedy, we want to operate “a lean, fit and
efficient” organization. We hope that the completion of these studies
by the end of this calendar year will guide us in our moves in this

direction.

MortiMER M. CAPLIN,
Commissioner of Internal Revenue.
Hon. Doucras DiLLon,
Secretary of the Treasury.
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Interpretation and
Communication of Tax
Law to Taxpayers

General

One of the primary tasks of the Internal Revenue
Service is to see that public confidence in the tax
system is sustained and strengthened. In seeking
this goal, the Service focused attention on doing
everything reasonably possible to encourage more
effective self-assessment and voluntary compliance.
Taxpayer education and service is one of the major
steppingstones to the attain-
ment of this goal. The
Service redoubled its efforts
throughout the year by ini-
tiating programs and ex-
panding others which had
as their objective service to
all—the wage earner,
farmer, small proprietor,
professional man, and the
corporation. In carrying
out the program greater
emphasis was placed on
personal relations existing
between Service employees and taxpayers. At the
same time vigorous action was taken to raise the pro-
fessional competence and stature of Service per-
sonnel and bring about the highest possible level of
integrity among Service employees, tax practitioners,
and taxpayers in all aspects of tax administration.

During the past year the Service intensified its
program of tax education, starting with students in
the high schools and extending to civic and other
groups. Last fall kits and manuals were distributed
to virtually every high school in the country. The
public information program was expanded in recog-
nition of its value in helping taxpayers understand
all their rights and obligations under the tax laws.

Report on Operations 3



4 Annual Report

Quality was the keynote in an expanded taxpayer assistance program in
recognition of the major role it plays through rendering assistance to
taxpayers who need information to correctly prepare their tax returns,
comply with filing requirements, or meet payment deadlines.

Other services performed included the preparation and distribution of
basic regulations, rulings, tax forms (which included reducing the basic
Form 1040 tax return from four pages to two), and instructions; publi-
cation of a series of tax guides; dissemination of tax information through
the various news media; and a nationwide program of speeches by Na-
tional Office, regional office, and district office officials before accounting
societies, bar associations, and other civic-minded groups aimed at
acquainting the public with the mission of the Service and informing as
many taxpayers as possible of their rights and responsibilities under the
tax laws,

Taxpayer Publications

This is basically a self-help program for taxpayers. In addition to
the return forms instructions, the Service issues approximately 50 pub-
lications in plain everyday language for the guidance of taxpayers on
practically all aspects of Federal taxation (see page 112 for a partial list).
As part of the Service’s “New Direction” for greater emphasis off volun-
tary compliance through a more informed taxpaying public, numerous
improvements and expansions of the program were accomplished during
the year.

A total of 39 other miscellaneous taxpayer assistance documents,
ranging in size from 1 to 16 pages, were distributed free to taxpayers.
Distribution ranged from 1,000 to 110,000 copies. Each publication
contains detailed and easy to understand explanations of the laws appli-
cable to a particular problem area. Objectives of this program are to
expedite and increase the effectiveness of our Taxpayer Assistance Pro-
gram, and to minimize the necessity for individual assistance to tax-
payers by Internal Revenue personnel. The booklets are used as inserts
by the National Office and by our field offices in replies to requests from
taxpayers, and are also available upon request in local offices of our
district directors. They are also used as supporting statements for ad-
justments made in revenue agents’ reports. These booklets are listed
on page 114.

The “Mr. Businessman’s Kit,” a package of all the tax forms and
instructions needed by a businessman to comply with the requirements
of the Federal tax laws, was developed for presentation to new business
entities. It is intended to save the taxpayer the time and effort required
to inquire about his various tax obligations, to encourage voluntary
compliance, and to avoid inadvertent noncompliance.
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lic Information Program

ERAL.—Recognizing that information about taxes is vital to main-
and strengthening our self-assessment tax system—and in response
creasing demand for information about tax laws and data on
> operations—the Service conducted an active nationwide public
at'ton program.
he amount of radio and television time, theater and group showings
press reporting of speeches made by Internal Revenue officials,
overage of other Service activities indicate the growing scope of
Service’s efforts to achieve public understanding of Federal tax
s and taxpayers’ rights and obligations.
ws RELEASES AND INQUIRIES.—During the year 63 technical and
than 125 general news releases were issued by the National Office
ding reports on the Service’s nationwide gambling raids, develop-
ts in the conversion to automatic data processing, and articles about
ervice’s Centennial. These were supplemented by releases issued
- field offices dealing largely with taxpayer assistance information
local areas.
er 500 requests for information relating to tax exempt organiza-
, offers in compromise, texts of officials’ speeches, and Service issu-
were answered. An estimated 26,000 inquiries (correspondence,
e, or personal) from news media, national organizations, and
offices were handled during the year, many requiring extensive
or background drafts for feature articles in publications and
and TV scripts and speeches.
ILMS, Rapio, aND TV Spor ANNounceEMENTS.—The Service’s doc-
tary films were shown more than 6,000 times to an estimated 64.5
on viewers on television or before local groups. Those films—with
> selected TV spots—were shown approximately 4,000 times in
IS to an estimated total audience of 4 million. Filmed spot an-
ents were used by 402 television stations, radio spots by 2,103

FHER.—A revised “History of U.S. Taxes and the Internal Revenue
Ivice” was prepared for publication during the Centennial Anniversary.
‘Lhe Service cooperated with three major television networks in the

on and presentation of programs about Federal taxes and their
istration.

hing Taxes Program

“Teaching Federal Income Taxes Program” which serves to
duce students to their tax responsibilities is now in its ninth year of
ation. Over 2.7 million student handbooks and 82,000 teacher
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manuals were distributed. Recipients included not only secondary
schools, colleges, and universities, but also professional organizations,
Agricultural Extension Service county agents, and adult education
groups throughout the country. Because of the tremendous scope of the
program, the processing of orders of program materials and the mainte-
nance of program records were converted to automatic data processing.

NUMBER OF TAXPAYERS ASSISTED
(Thousands)

509
- 408

Individual
assistance

Self-help
assistance

Telephone
assistance
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Taxpayer Assistance Program

The prime objective of this program is to give courteous and compe-
tent help to each taxpayer who secks assistance from the Service. It
is of paramount importance that employees assigned to the program
create and maintain favorable relations with the public, since personal
contact is made with more taxpayers through this program than all
other Service programs combined. Thus, the 1962 Taxpayer Assistance
Program placed emphasis on quality, as well as quantity, of assistance
rendered. Over 11 million taxpayers visited or telephoned the field
offices for assistance during the 1962 filing period, an increase of 8 per-
cent over last year. About one-half million more taxpayers took ad-
vantage of the expanded telephone facilities in 1962 than during the
prior filing period.

The increase in number of taxpayers assisted was accompanied by an
increase of 21,400 man-days expended on direct assistance. Of course,
this increase in man-days was due, in part, to an improvement in the
quality of assistance rendered.

Approximately one-half million taxpayers had their returns fully pre-
pared by individual-type assistance, an increase of 25 percent. In gen-
eral the assistance provided the public went beyond the point of merely
aiding the taxpayer in entering income and deduction items on the re-
turn. Sufficient time was taken by assistors to explain the status of
items of income, deductions, and exemptions.

Indirect assistance which includes time spent in (1) conducting schools
and preparation of material for such schools, (2) participation in radio
and T.V. programs, (3) answering correspondence relative to the pro-
gram, (4) giving out forms, pamphlets, etc., and (5) supervision of
the program, increased 4,500 man-days, or 33 percent. This increase
is consistent with the Taxpayer Assistance Program policy of encouraging
person-to-person contact between Service personnel and the public to
better educate the taxpayers in their duties and responsibilities under
our self-assessment system.



8 Annual Report

In addition two pilot tax clinics jointly sponsored by the Service and
the Small Business Administration were conducted at Syracuse, New
York and Peoria, Illinois. These clinics enabled owners and managers
of small businesses to discuss various aspects of taxation that enter into
management decision-making. These were very well received by the
participants. As a result, a nationwide program of such clinics will be
instituted in 1963.

Tax Return Forms Program

The Service has long recognized that every effort must be made to
develop technically correct forms which impose the least reporting burden
on the taxpayer. Accomplishment of this objective presents a most dif-
ficult problem due to our complex tax system and the fact that a change
to automatic data processing is now taking place.

In keeping with the continuous effort to simplify and improve the tax
return forms and instructions, members of the Tax Return Forms Com-
mittee visited certain service centers and selected regional and district
offices to observe first-hand the problems encountered in the processing
systems. In addition to obtaining a keener insight into many of the tech-
nical, operational, and administrative aspects of our major return forms,
the committee worked out a number of solutions to urgent problems. As
in prior years, numerous suggestions and recommendations for revising
the forms and instructions were received from taxpayers, practitioners,
and Service employees. These were carefully studied and many valuable
suggestions were adopted.

New anD RevisED Tax ForMs Issuep.—As the result of the Service’s
conversion to an automatic data processing system in the Atlanta Region,
the format of several forms had to be recast and the method of distribution
changed. For example, a special Form 1120 package (U.S. Corporation
Income Tax Return) containing the corporate return and instructions
(calendar year 1961) was developed for the Atlanta Region. The pack-
age was changed to accommodate the pre-addressing of Form 1120,
reflecting the corporate name, address, and account number.

Other forms for which special versions were prepared for ADP proc-
essing are shown on page 115.

A major change was made in the format of Form 1040 (U.S.
Individual Income Tax Return) which reduced the number of pages
from four to two with all tax computations provided for on page 1.

A total of 255 other forms, instructions, and documents were revised
or reviewed. Some of the more significant changes are indicated on
page 115.
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In keeping with President Kennedy’s directive, increased emphasis was
ced on inventory valuations and methods, and five questions relating
ese items were added to all business income tax return forms.

' GenerRAL.—During the year 32 Treasury Decisions, 5 Executive Or-
, and 19 notices of proposed rulemaking, relating to matters other than
hol and tobacco taxes, were published in the Federal Register. These
ulations were issued under provisions of the Internal Revenue Code of
4 as originally enacted, subsequent public laws, or on the basis of an
nistrative determination.

ight hearings on the provisions of the proposed regulations, which
ere published this year, were held in accordance with the provisions of
Administrative Procedure Act. Approximately 250 taxpayers or
representatives participated.

The more important regulations are described on page 116.
Arconor anp Tosacco Taxes.—The final phase of the program for
e full implementation of the Excise Tax Technical Changes Act of
8 was completed. This phase consisted of a complete revision of
ternal management guides covering the supervision and administrative
ulation of the liquor and tobacco industries to recognize changes in
law and in the regulations issued pursuant thereto.

. Changes in regulations were held to a minimum. New regulations
were issued in 26 CFR Part 270, “Manufacture of Tobacco Products,”
in 26 CFR Part 275, “Importation of Tobacco Materials, Tobacco
ducts, and Cigarette Papers and Tubes.” The former instituted the
cco products factory concept as contemplated by the Excise Tax
echnical Changes Act, allowing for the manufacture of all tobacco prod-
‘ucts on the same premises under one permit and one bond, and making
tpttonal the supervision of the disposition of tobacco products withdrawn
from the market and the verification of related schedules pertaining to
ms for refund or allowance of tax on such tobacco products. The
er provided for Collectors of Customs to collect the taxes on imported
obacco products and cigarette papers and tubes at the same time and by
the same method as duty is collected. Several significant Treasury Deci-
ms were issued (see p. 118).

.
Depreciation Reform Program

During the year the Service cooperated with and assisted Treasury
' representatives in their studies on depreciation and in the development
- of the Department’s depreciation reform program.
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On May 2, 1961, the President announced a program of assistance
to the textile industry designed to meet a wide range of problems re-
sulting from rapid technological changes, shifts in consumer preference,
and increasing international competition. Included in the overall pro-
gram was a request to the Treasury Department to expedite review of
existing depreciation allowances on textile machinery.

To carry out this directive, an intensive review was made by Treasury
and Service officials of the average useful lives of machinery and equip-
ment used in the domestic textile industry. This review included
studies by Service engineers, inspection trips to several textile mills and
textile machinery manufacturing plants, meetings with representatives
of the industry, and a careful evaluation of the recent technological in-
novations. As a result of these studies, revised average useful lives for
machinery and equipment used in the textile industry were announced
by the President and published in the Internal Revenue Bulletin.

Service engineers also made studies of the following seven industries
at the direction of the Secretary to aid in the Department’s overall con-
sideration of depreciation reform: Aircraft, automobile, -electrical
machinery and equipment, machine tool, railroad, steel, and mining
and beneficiation of low-grade iron ore. As in the case of the textile
industry, these studies involved inspection trips to manufacturing plants,
meetings with representatives of industry, and a careful evaluation by
the Service engineers of the technological developments. Three-man
teams of Service engineers conducted each of these studies, and their
reports and recommendations were submitted to the Secretary early in
1962.

In addition the Service worked with Treasury representatives in com-
pleting their studies on depreciation and in developing the Revenue pro-
cedure setting forth the new depreciation guidelines and rules scheduled
for release on July 12, 1962.

Tax Rulings and Determination Letters

RegursTs For Tax Rurmes.—During the year, 35,956 requests
from taxpayers for rulings and requests from field offices of the Service
for technical advice were processed. These included 33,055 requests
which had been received from taxpayers or their representatives and
2,901 requests from field offices. At the close of the year, 6,681 re-
quests for rulings and technical advice were on hand. A reorganization
of the Corporation Tax Branch, Tax Rulings Division, resulted in an
improvement in procedures which enabled that Branch to reduce a
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ficant backlog of old cases and bring its inventory of requests relat-
g to changes in accounting periods and accounting methods to a cur-
it operating basis.

In addition to the processing of rulings and technical advice, 11,528
rmal and informal technical conferences were held with taxpayers or
their representatives.

~ An analysis of the requests for rulings and technical advice processed
subject matter follows:

Requests for tax rulings and technical advice processed

Subject Total Taxpayers' Field
requests requests

L e e S e e 35, 956 33,055 2,901

Income and excess profits taxes. e e T 27,151 26,033 1,118

- Employment and self-employment taxes___ 1,008 978 30
Estate and gift taxes il 737 530 207
Alcohol and tobaceo taxes ... . 4,443 3,491 952
Other excise taxes__._._____ T5oiras Ehiiay = 2,065 1,543 522
Engineering questions (depreciation, ete.). - .. 552 4 72

DETERMINATION LETTERS.—Based upon established rules and regula-
- tions district offices issued 10,413 determination letters involving the
~ initial qualification or termination of employee benefit plans. The Na-
tional Office considered 28 appeals; 12 were decided in favor of the
taxpayer, 13 were adverse to the taxpayer, and 3 were partially in favor
-~ of the taxpayer. In addition district offices issued 4,970 determination
letters pertaining to organizations seeking to establish their exemption
from the Federal income taxes.

~ Below is a table which provides additional details as to the types of
employee benefit plans involved and the nature of the determination.

Determination letters issued on employee benefit plans and exempt organiza-

tions
Employee benefit plans
Exempt
Item organiza-
Profit- Pension or Stock tions
sharing annuity bonus
~Initial qualifications:
L e e S 4,610 4,848 | 22 4,554
Employees part:cmaf.m 136, 782 421,179 4 B H PRI
Total number employe 375,795 | 1,145,987 61,950 |-
T T e, T Y S N 75 2all e S 1] 416
TS e ) O P 383 396 1l L P e
ed without issuance of determination letter_______________ 306 280 2 1,359
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Crosine AcreEMENTs.—Closing agreement cases involving the tax
status of prospective transactions are considered by the Tax Rulings Di-
vision of the National Office. Seven cases were received during the
year, 9 were closed, and 18 are pending. Seventeen of the pending cases
are related and are awaiting information from field offices.

PUBLICATION OF RULINGS, PROCEDURES, AND ANNOUNCEMENTS.—
Two hundred rulings and 38 procedures were published, as follows:

Revenue rulings and procedures published

Type Number

Income tax

Administrative and miscellaneous.__ 10
Alcohol and tobacco taxes. ... E 50
Employment taxes_.. = 8
Engineering issues__ ... 12
Estate and gift taxes_____._. 5 6
Other excise taxes. . .- .o - ccmmeommommmmmmemmmmmmee——amas o i 57

Firearms . —cccooremmn-

The more significant rulings and procedures are summarized on
page 118.

In addition to notices with respect to proposed regulations, 115 an-
nouncements of general interest were published in the Internal Revenue
Bulletin. The more important ones are described on page 120.

Of 63 technical information releases issued, 8 announced the position
of the Service as the result of court decisions having widespread effect on
tax administration (see p. 121 for summaries of the more significant
releases).

A new Finding List has been prepared to assist in locating the publica-
tion of technical information releases in the Bulletin. The first list in-
cludes all such releases issued since their start in 1956. A similar list
will be published from time to time in the Bulletin as a reference to the
publication of current releases (Announcement 62-13, I.R.B. 1962-6,
41).
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A second Index-Digest Supplement, a research and reference tool for
scating documents published in Cumulative Bulletins 1957-1960, was
iblished as IR—Publication No. 401 (Announcement 62-54, I.R.B.
2-22,21).
A special project has been undertaken to review all alcohol tax rulings
render obsolete those that are no longer applicable under current law
1d regulations. Also, those that need only a modification to promote
current applicability will be revised accordingly (Revenue Ruling 62—
: i[gl?B 196222, 13; and Revenue Procedure 62-17, I.R.B. 1962—
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Internal Revenue
Collections and

Refunds

General

A record $99.4 billion was collected in fiscal year
1962, an increase of $5 billion or 5 percent over
1961. Collections from all major sources of internal
revenue were higher than last year. The increases
were: Income taxes $4 billion, or 6 percent; em-
ployment taxes $0.2 billion, or 2 percent; estate
and gift taxes $0.1 billion, or 6 percent; and excise
taxes $0.7 billion, or 6 per-
cent.

The increase in income
taxes was the net effect of
a $4.5 billion rise in indi-
vidual income taxes and a
$0.5 billion decline in cor-
poration income taxes.
The gain in individual in-
come taxes, 89 percent of
the increase in total revenue
collections, reflected a con-
tinued rise in the national
level of personal income,
particularly in wages and salaries. Corporation in-
come taxes dropped approximately 2 percent. The
decline is attributed to significantly lower pay-
ments from fiscal year corporations whose tax lia-
bilities were affected adversely by the 1960-1961
lower profit levels.

Employment taxes increased slightly more than
$0.2 billion, or 2 percent over 1961. Gains in
these taxes reflected not only the higher level of
personal income, but also increases in tax rates. The
old-age, disability and survivors insurance tax rate,
payable by both employers and employees, increased
from 3 to 3% percent, effective January 1, 1962.
The Federal unemployment insurance tax rate on
Report on Operations 15
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employers of 4 or more increased from 3 percent on the first $3,000 of
wages paid during calendar year 1960 to 3.1 percent on the first $3,000
of wages paid during calendar year 1961.

Refunds of all classes of taxes, comprising amounts of both principal
and interest, aggregated $6.3 billion in fiscal year 1962. This was ap-
proximately $0.3 billion more than in the preceding year.

Gross collections less refunds were $93.1 billion in 1962, compared
with $88.4 billion in 1961. This represents an increase in net internal
revenue of $4.7 billion, or 5 percent. It is significant to note that internal
revenue collections are not the same as budget receipts. Budget receipts
include not only internal revenue taxes but certain other miscellaneous
receipts and customs duties. Net budget receipts exclude taxes ear-
marked for trust funds (which are included in internal revenue receipts),
interfund transfers, and refunds of all types including customs duties.
In 1962, approximately $12 billion of employment tax collections and
$3 billion of excise tax collections were transferred to trust fund ac-
counts earmarked for specific purposes; these are not included in net
budget receipts.

A comparison of collections in 1962 and 1961 by principal categories
is shown below. Internal revenue refunds are compared by year and

by type on page 19.

Internal revenue collections

{In thousands of dollars. For details, see table 3, p.152]

Source 1962 1961
L Rl Dl et e L I e R e s 99, 440,839 | 94,401,086
o e e MOBl I SR B RE L e e ] 71,945,305 | 67,917,941
Rkl e B R
Corporation..... 21,295,711 21,764,940
T T R e e I ISR e e = e et e 50, 649, 594 | 46, 153, 001
st B edl] | i T
Withheld by employers 2. 36, 246, 1 32,977,654
a2 e S SRS e e E 14,403,485 | 18,175,346
Employent 1aXe8, fO1AL. . oneosmadooenmmemnepas o nm R EE 12,708,171 | 12, 502, 451
Bt fuc S r e
Old-age and disability insurance 2. 11,686,231 | 11,586, 283
Unemployment insurance...—.--- 457,629 345, 356
Railroad retirement. ..o —--ooemoocommmmmmmsmos 564, 311 570,812
Estate and gift taxes. 2,035,187 1,916, 392
Excise taxes, total .. .-a--cememamommanmommmmas 12,752,176 12,064, 302
i ) (B
Alcohol. - 3,341,282 3,212,801
Tobaceo.. 2,025,736 1,991,117
Other.__. 7,385,158 6, 860, 384

Note.—Calendar year figures by regions, districts, States, and other areas, for selected types of taxes, may be obtained
from the Public Inf tion Division, Internal R Service, Washington 25, D.C.

1 Collections are adjusted to exclude amounts transferred to the Government of Guam. For details, see table 1, p. 134,
and footnote 6, p.156. . -

2 Estimated.—Collections of individual income tax withheld are not reported separately from old-age and disability
insurance taxes on wages and salaries. Similarly, collections of individual income tax not withheld are not (emft_e
separately from old-age and disability insurance taxes on self-employment income. The amount of old-age and dlsa_b}llt)'
insurance tax collections shown is hased on estimates made by the Secretary of the Treasury pursuant to the provisions
of sec. 201(a) of the Social Security Act, as amended, and includes all old-a&e and disability insurance taxes, The esti-
mates shown for the 7 classes of individual income taxes were derived by subtracting the old-age and disability insurance
tax estimates from the combined totals reported.
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poration and individual incom

1 7.2 percent of total internal re:e;lafg; ltgggthcr SR
c »af;on ﬁtfa:lc]esfcom'prlscd almost 30 percent of all income tax

one-fifth of all internal revenue. Collections from this =
P_Pec(l};ibout 2 percgnt. Refunds of corporation incotns: l;.rcg
_ l,ess mﬁl I)ée:;:i);escr}tmg carrybacks of operating losses, wcr:-e
o an in 1961. Gross corporation tax collections
g 2g prn_ac'lpal- and interest) resulted in net revenue

. of $20.5 billion in 1962 compared with $20.9 billion in

i r._:a(ll income taxes accounted for 70 percent of all incom
o_;u;] : Eﬁf’e. than'half of all internal revenue. More theata);?
: ividual income taxes in 1962 were coll i

n salaries and wages. S A

I:;,]t_l ;?cil:;dﬁl 1:ico'me tax refunds were attributable to excessive

e ostly in the form of over-withholding. In 1962

o prepayments totalefi $5 billion, or 6 percent rnoré

o tmCi;'ssyireatr. Gross collections of individual income taxes

St ve prepayments resulted in a net revenue from thi
5. on in 1962 compared with $41.4 billion in 196 1S

of other individual income and
1d- AT v
sere less than $0.2 billion in each ¢ :rfi age and disability insurance

'- ‘ment Taxes

ay::[mdtis ;a;;ii accc:iunted. for 13 percent of all internal revenue
ol }lf and survivors insurance taxes, comprising about-
pm_the inac l,‘.‘:u"mrt;ased $0.1 billion over 1961. This increase
loyers and cmplc?;zesr?vn;nightigfmpegfmt -l'ﬂ it
: A € etiective Janu
.2):;1:;t ;.rtllzuranfie taxes, 're:presenting about 4 gcrcezrt-yofl ’a]igcsni
e t},le . ;::ase $0.1 billion.  This increase was due primaril
o frorat:h to 3.1 percent on taxable wages paid durin;
il mmf ;1 3 percent rate in effect during calendar year
i i of the increase, $158,000, was attributable to
o Railropd );Rme_nt tax paid by Alaskan employers. Collection:
ad Retirement Tax Act declined slightly. :
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Excise Taxes

Excise taxes in all categories which comprise almost 13 percent of total
internal revenue rose about $0.7 billion, or 6 percent, in 1962. Gains
from this source reflect, for the most part, the general rise in business
activity. There was a sizable increase in collections of the Federal Use
Tax on highway motor vehicles, mainly due to the higher tax rate effec-
tive with the taxable year beginning July 1, 1961.

Alcohol taxes increased $0.1 billion, or 4 percent.
lections increased 2 percent.

Retailers’ excise taxes on the sale of toilet preparations, jewelry, etc.,
showed sizable gains in 1962. There were also gains in collections of
manufacturers’ excise taxes on motor vehicles and most durable goods.
Refunds of Federal excise taxes approximated $0.2 billion in each of
the years 1962 and 1961. Gross collections of excise taxes less refunds
amounted to $12.5 billion in 1962 compared with $11.9 billion in 1961.

Estate and Gift Taxes

Estate and gift taxes combined which comprised about 2 percent of
total internal revenue increased $0.1 billion, or 6 percent over 1961.
Estate taxes, which accounted for 88 percent of the estate and gift tax
total, rose $50.7 million, or 3 percent. Gift taxes increased 40 percent.
Gross collections of estate and gift taxes less refunds amounted to $2
billion in 1962 compared with $1.9 billion in 1961.

Tobacco tax col-

Internal Revenue Refunds

In 1962, refunds increased in number and in amount. The number
totaled 40.4 million, an increase of less than one-half of one percent, and
the amount, including interest, was $6.3 billion, a 4.5 percent increase.
Interest allowed on all types of refunds was $68 million, a drop of §15
million, or 18 percent.

Individual income tax refunds resulting from excessive prepayments
comprised 94 percent of the number and 80 percent of the total amount.
This pattern is consistent with that of the past several years.

Corporation refunds accounted for only one-fourth of 1 percent of
the number, but more than 13 percent of the total amount refunded in
1962. Interest on corporation income tax refunds dropped from $59
million in 1961 to $48 million in 1962 and accounted for most of the
$15 million drop in total interest. There were about 1.4 million gaso-
line tax refunds to farmers, transit systems, and users of nonhighway
vehicles aggregating $132 million.
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ollowing table compares refunds in the past 2 years, by type of

Internal revenue refunds, including interest

[For refunds by region and district see table 5, p. 158)

Amount refunded Amount of
Number Cprincipal and interest— | interest included

Type of tax thousand dollars) (thousand dollars)

1962 1961 1962 1961 1962 1961

refunds of internal revenue ' ___|240, 362,231 | 40,197,251 | 6,302,993 | 6,031,107 | 67,868 | 82,798

.................. 104, 298 97,818 820, 831 869,274 | 47,778 | 58,781
......................... 938,829,827 | 38,663,182 | 5,242,444 | 4,933,026 | 17,236 | 19,679
8 prepayment income tax_______ 137,946,218 | 37,805,997
'_L‘Inma: L asnd D i sm, i i 997 | 5,070,118 | 4,766,490 | 6,285 8,529
nsurance d______ 8,411 167,3
e e s 6! g}’ 163,721 10,892 l(l..)OSIJ
________ 23,514 18,712 4,897 2,716 51 60
5,638 6,441 19,008 23,073 1,514 3,415
504 713 ; ‘002 | 222 95
1,421,874 1,429,097 219, 164 204,833 1,119 828
R o e 9,492 10, 253 73,073 67,120 9 5
1,215 1,277 3,598 4,629 *) )

......................... 1,395,479 | 1,403,430 135, 594 127, 257 513 312
Gasoline used on farms____________ 1,372,817 | 1, 383 898 107, 171
Gasoline, non-highway_____________ 19,371 6,425 24, 575 gg }l'ég o e L
B R 3,291 3 107 3,848 3 412 g13 312
er excise taxes ¢ 15, 688 14,137 6,900 5,827 597 512

have not been reduced to reflect reimbursements from the Federal Old-age and Survivors and Fed
_m:e Trust Funds amuunm:f tnzglan ,668,000 in 1962 and $95,740,000 in IQEEI from the Highway Tnfsrta IFEﬁd
éﬁ&g 323 ggnzég 3%2 703,000 in 1961; and from the’ Unemployment Trust Fund amounting to
63,658 undeliverable chacks tuta!mg $3,347,000.
ncludes refunds "not otherwise classified.
ncludes dr g stamp 1
narcotics, smrer wagering tax (excise and stamps), capital stock, and other excise refunds.
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NUMBER OF RETURNS FILED
(Millions)

Excise and
all other

Individual | Declar-
and ations of | ship
fiduciary | estimated

tax
(Individual)
1962 Totals 1961

Receipt and Processing
of Returns and Related

Documents

Number of Returns Filed

In the 1962 fiscal year, 96.4 million tax returns
of all classes were received. This was 0.6 million,
or 0.6 percent, more than the number received in
1961.

The total of individual income tax returns on
Forms 1040 and 1040A increased 0.2 million, or
0.4 percent over last year.

Declarations of esti-
mated individual income
tax numbered 6.2 million.
in 1962, a decrease of al-
most 0.1 million, or 1.2
percent.

Employment tax returns
totaled 20.9 million, 1.3
percent more than in the
preceding  year. Almost
three-fourths of the increase
was in employers’ returns
for household employees.

Excise tax returns num-
bered 4.0 million, an increase of 1.7 percent.

A comparison of the number of returns filed in
fiscal years 1962 and 1961 follows:
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Number of returns filed, by principal type of return

[Figures in thousands. For details, see table 6, p. 160]

Type of return 1962 1961
FE sl | o o8 Se T R e A S L e S e 96, 435 r 95, 856
TGO AN O e o e e N 71,325 r 71,091
Individual:and fiduciary, dotal- oo = oo e o 62,326 r 62,122
Individual—citizens and resident aliens, total - - . - - - ____.___ 61, 566 r 61,344
| L e e e S e B S B S e i S Sl T 42,531 r 42,526
Forms DSOS MRl 1L o e e e e L A 19, 036 r 18,818
Allatherindividual andidUciany . o v oo e oo o e e e s e e 760 778
Declarationsof astimate b tota) s s e o o e e 6,211 6, 286
Individual 6,194 6,270
Corporation 17 16
Partnership____________ 3 994 1,003
[T B IR i 1,231 1,179
el e - L Y ORI TS 564 501
Em Doy e at | - 20,932 20, 660
Employ s R s e e e e e o 14,903 14,853
Employers’, Form 942 shnusehnld employees). . 4,106 3,508
Emplayers', Form 943 (agricultural employees)._ 642 632
Railroad retirement, Forms CT-1, CT-2________ — 23 23
Unemployment insurance, Form 940_______ o ieaoo. 1,258 1,244
Estate tax 73 69
Gifttax: 96 94
Excise tax, total 4,009 3,942
T | e o e 1,277 1,297
Form 720 (retaifers, manufacturers, ete.) . _ ol 2,293 2,316
[ s R R e P, . 24 27
TORATGO.. RS I 08 ety L ORI T, NP T = 14 19
DEfepiE s i e SR e e R S R R e S e 401 283

r Revised.
1 Appl’i'catfans for license, Federal Firearms Act, formerly included in “‘Other'' are now included in “‘Occupational tax
returns.

Information Returns

Over 340 million information returns were received. Slightly under
two-thirds of these were Forms W-2 (employers’ statements of wages
paid and tax withheld) including copies filed by employers, and by em-
ployees as attachments to their income tax returns. Forms 1099 (in-
formation returns on payments of dividends, interest, and various other
items) accounted for one-third of the information returns received. The
remainder included nearly 6 million Forms 1087 (Ownership Certifi-
cates—Dividends on Stock).

Area Service Center Functions

The three area service centers located at Lawrence, Mass.; Kansas
City, Mo.; and Ogden, Utah, processed 60.5 million individual income
tax returns, Forms 1040 and 1040A. Of these, 49.5 million were 1961

Report on O perations 23

returns filed during the 1962 filing period and 11.0 million were 1960
returns filed during the 1961 filing period but processed after June 30 of
that year. The number of returns processed in the first half and in the
second half of this fiscal year represented a decrease of 18 percent and
an increase of 6 percent, respectively, compared with the number proc-
essed during the comparable periods last year. These changes were
attributable primarily to accelerated processing of returns. The total
volume processed in 1962 was 0.5 million, or nearly 1 percent, above the
preceding year.

In addition, 4.8 million declarations of estimated individual income
tax were processed. Accounts receivable were established for appropri-
ate individual income and estimated tax returns. Mailing and delin-
quency check operations were performed on all employers’ returns,
Forms 940 and 941, except calendar year 1961 Forms 940 and 941
for the quarter ended March 31, 1962, required of taxpayers located
in the Atlanta Region.

The initial transfer of work from the present area service centers to
regional service centers under the automatic data processing program
occurred during this year. Mailing and delinquency check operations
on Forms 940 and 941 filed in districts of the Atlanta Region were
shifted from the Midwest Service Center to the new Atlanta Regional
Service Center.

During the first half of the year new high-speed magnetic tape com-
puters were installed in the Midwest and Western service centers. Com-
pletion of this conversion program, which was initiated last year in the
Northeast Service Center, made it possible for all area service centers to
process individual income tax returns filed for the tax year 1961 on this
advanced equipment during the 1962 filing period.

From January 1 through June 30, 1962, area service centers received
55.0 million individual income tax returns for processing, or 90.0 per-
cent of the total filed. This was an increase of more than 0.8 million or
1.5 percent over the same period last year.

Refunds Covering Excessive Prepayments

In the 6-month period ended June 30, 1962, nearly 36.8 million re-
funds were scheduled on individual income tax returns filed for the 1961
tax year. This was an increase of over 0.8 million or 2.4 percent above
the same period last year. The average refund scheduled for tax year
1961 was $132 compared with $124 for tax year 1960. The number of
credits allowed on tax year 1961 returns decreased 11 percent, and the
amount allowed increased 12 percent.

The following table shows the number and amount of refunds and
credits and the amount of interest paid as a result of excessive prepay-
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ments of individual income tax on returns filed for the tax years 1956
through 1961 (usually received and processed by June 30 of the following
year) :

Refunds and credits resulting from excessive prepayments of individual
income tax

Refunds Credits
Number y| P : (tlr?terestd g B,
Tax year thousands rincipa ousan t
: ¢ (thousand dollars) Number (#,ngannd
dollars) (thousands) | “dgliars)
36,758 | 4,846,040 1,089 1,614 798, 576
37,036 | 4,679,757 3,963 1,925 813, 364
35,830 | 4,194,939 4,970 1,667 671,068
35,154 | 3,978,226 3,933 1,756 756, 887
35,155 | * 3,726,000 23,192 1,828 732, 840
34,006 | 3,323,779 3,936 1,602 599,012
1 Figures are preliminary and reflect refunds or credits to June 30, 1962. Revised figures to December 31, 1962, will
apgaar in next year's report.
Estimated,

Carryback Allowances

During 1962, there was an increase in the filing of applications for
tentative adjustments of prior years’ income taxes to give effect to
operating loss carrybacks. The increase consisted principally of filings
by corporate taxpayers.

Compared with 1961, the number of applications adjusted rose 7.6
percent and the dollar allowance increased 5.1 percent.

The number of applications pending was 9 percent greater than in
1961, primarily due to the heavy filing during the last quarter of the year
when almost one-third of the total were filed.

A 2-year comparison of the carryback applications received and ad-
justed follows:

Receipt and disposal of tentative carryback applications

Number Amount (thousand dollars)
tus Claimed Adjusted
e 1962 | 1961
1962 1961 1962 1961
i | I PG I T RS 6, 530 3,493 53, 880 29,056

K?Jg?::a i{:ﬁ!syre:eived__...__ 2220 73,351 70,676 | 679,010 | 654,279 |...

Applications adjusted, total i 72,763 67,639 | 684,757 629,456 120 i)- =
Allowed.____ AL e n.a. I i Be R Ea g e e 636, 383 605, 631
Disallowed. —a] mas bl RS - | 49,277 24,746

PandingJine a0 il 7,118 6,530 48,133 T e ] P SN

n.a.—MNot available.
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Automatic Data Processing

Automatic machine processing of tax returns is being installed by the
Service in order to keep abreast of its ever-growing returns processing and
revenue enforcement workload. One principal objective of the pro-
gram is to insure a fairer distribution of the tax burden by making it more
difficult for people to evade their tax responsibilities. Installation of the
system is proceeding on a carefully phased basis, with major attention
being given to avoiding adverse effects on employees to be redeployed.

Some of the significant highlights were—

Establishment of the Office of Assistant Commissioner, Data
Processing,

Completion of systems design, and programs for processing business
returns,

Timely completion and dedication of the National Computer Center
in Martinsburg, W. Va., and the new Atlanta Regional Service
Center building,

Activation of the Philadelphia Regional Service Center,

Processing of business returns in the Atlanta Regional Service Center
and the National Computer Center,

Initiation of systems design for processing individual returns,

Selection of sites for the Dallas, Cincinnati, and Omaha regional
service centers, and

Continuation and improvement of the plan for personnel redeploy-
ment.

The automatic data processing master file was started during the year
when the Atlanta Regional Service Center began processing corporation
income tax returns and certain employer and excise returns. This major
effort required the completion of systems development, computer pro-
gramming, and necessary testing to assuré proper systems performance
and involved the combined team work of over 100 digital computer sys-
tems analysts and programmers.

As a result, the Service is now able to make automatic checks on com-
pliance by business entities in filing required returns; electronically verify
the mathematical accuracy of the returns, the credits claimed, and the
balance of tax due or any allowable credit or refund; and mechanically
apply overpayments to any other taxes due from the taxpayers.

Progress was made on systems development for returns filed by indi-
vidual taxpayers. This phase of the system is scheduled for installation
in the Atlanta Region in 1963.
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Located at

(Above) One of the

(Below) Accounting Division.

Chamblee, Ga., the Center will process returns of taxpayers in the seven

southern states which comprise the Atlanta Region.

Interior views of the new Atlanta Regional Service Center.
Transeribing Division Units (Keypunch).
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As the automatic data processing program has progressed, the Se
has continued and intensified its massive effort to redeploy district o
personnel whose work is affected. Special authorities obtained from
Civil Service Commission have proved helpful in minimizing pers
placement problems. An intensive information program was initi
to provide employees with information regarding the impact of autom
data processing on their jobs, opportunities for training and reassig
and other facets of the program. Several films were produced, a
newsletter was inaugurated, and a program of employees’ info:
conferences was set up to meet the needs of employees during the trz
tion period.

Enforcement Activities

General

The enforcement activities include correcting
errors in tax liability on returns voluntarily filed, se-
curing delinquent returns, collecting delinquent ac-
counts, investigating evidence or allegation of fraud,
suppressing the traffic in illicit liquor, conducting a
firearms program, providing collection litigation
services to district offices, administering a taxpayer
appeals system, processing
civil litigation cases and
those involving criminal
prosecution, conducting the
Federal-State Cooperative
Exchange Program, and
managing the Service’s tax
program abroad.

Voluntary payments of
taxes flow through three
broad channels—estimat-
ing, withholding, and re-
porting. Voluntary com-
pliance by the taxpayers is
the heart of our revenue-raising capacity; therefore,
major attention was devoted to it throughout the
past year.

In correcting errors in tax liability, returns were
selected in a manner that provided for audit cover-
age among all types and groups of taxpayers, with
appropriate emphasis in those areas where noncom-
pliance is known to exist. The major objective was
to insure a just and fair disposition of each tax case.
Linked to this responsibility was the need to take
vigorous enforcement action to curb abuses in re-
porting income and claiming deductions to assure
honest taxpayers that all are treated alike. In this
area the tax enforcement program involving trans-
actions between domestic companies and foreign
affiliates was given increased attention in recognition
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of the fact that expanding activity of American business in foreign invest-
ment and commerce has been accompanied by numerous illegal
tax-avoidance schemes.

In the collection field new streamlined procedures were put into effect
which trigger enforced collection procedure more quickly when timely
deposits or prompt payments of trust fund collections (excise taxes and
taxes withheld from employees) are not made. Voluntary compliance
was emphasized by inaugurating a procedure whereby each revenue offi-
cer’s personal contact with a taxpayer was used as a means to explain the
filing, depositary, and payment provisions of the Internal Revenue Code.

The fraud investigation program gave special attention to cases re-
lated to the drive against organized crime and to the identification and
investigation of income tax evasion cases of substance with prosecution
potential. Strenuous efforts were made to gain widespread news cov-
erage of completed cases in order to realize a maximum deterrent effect
and thereby improve voluntary compliance with the tax laws.

Enforcement efforts in the liquor taxing area were directed toward
the prevention of frauds on the revenue through the detection, arrest,
and prosecution of liquor law violators, with the apprehension of major
violators as the primary goal.

Since a vital part of a successful tax system is an effective administra-
tive appeals system, the Service continued, during the past year, to direct
its efforts in this area to a prompt resolution of tax controversies, without
litigation, on a basis fair and impartial to both the Government and the
taxpayer.

Mathematical Verification

Nearly 58.8 million income tax returns of individuals filed on Forms
1040 and 1040A were mathematically verified during the year, a de-
crease of 0.7 million, or 1 percent from the preceding year. The de-
crease mainly reflects an acceleration in the processing of tax year 1960
returns, which reduced the number carried over to the first half of fiscal
year 1962 by 3.6 million, or 27.6 percent. This decrease was offset in
part during the last half of fiscal year 1962 by an increase of 2.9 million,
or 6.2 percent, which reflects the continued acceleration in the process-
ing of tax year 1961 returns.
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The number of error cases disclosed by mathematical verification was
2.4 million, a decrease of 2.8 percent from the preceding year. The
number with a tax increase dropped 4.3 percent, while the number with
a tax decrease was about the same as last year. The tax increases aver-
aged $90, while the tax decreases averaged $70. The aggregate amount
of tax increases was $134.6 million, compared with $132.0 million in
1961, while tax decreases totaled $69 million, compared with $66 million
in the preceding year.

The results of mathematical verification of individual income tax re-
turns are shown in the following table:

Individual income tax returns mathematically verified

Type of return

Item Total Form 1040 Form 10404
1962 1961 1962 1961 1962 1961

Number of returns verified________ thousands_.| 58,787 59, 495 41,875 46, 191 16,912 13, 304
MNumber of returns on which changes were made

thousands__ 2,431 2,501 1,639 1,739 792 762

BRF e S s s thousands.__ 1, 502 1,570 1,067 1,134 435 436

Amoun ----thousand dollars__| 134,583 | 131,981 | 101,980 96, 808 32,604 35,174

Returns with decrease:
T T ey LN thousands__ 929 931 572 605 356 325
Ao e sl thousand dollars..| 69,013 65, 598 41,278 40,478 27,735 25,119

Examination Program

GeNERAL.—The examination program was directed toward the over-
all Service mission of encouraging and achieving maximum voluntary
compliance. Steps were taken to curb tax abuses such as incorrect
travel and entertainment expense deductions, improper inventory re-
porting, and tax avoidance in the international area.

An improved system for managing and evaluating the office audit
operations was developed and implemented during this fiscal year. In
addition, guidelines were issued for the establishment of a new career
program for office auditors. Objectives of the program are to increase
the emphasis on the quality of audits and to improve voluntary com-
pliance through the auditors’ contacts with taxpayers.

The need for increased emphasis on exempt organizations has been
apparent for some time. Guidelines have been developed for carrying
out the audit program as it relates to this area.

658004 O—62——+4
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CLASSIFICATION AND SELECTION OF RETURNS FOR EXAMINATION.—
The selection of returns for examination through the classification p;
gram is a key part of the direct enforcement activity. Under prese
classification procedures, it is not practicable to classify all returns f;
Because of this the classification program contemplates the selection o
In addition, sufficient
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returns with indications of noncompliance.

turns in other areas are selected to insure appropriate audit coverage.

In developing a good classification program, consideration must
given to the number of returns that will be received from sources otk
It is essential that all factors be considered in o
to have a well-rounded audit workload program.

About 71 million income, estate, and gift tax returns are filed a
Of the 22.5 million returns classified by district audit divisi
about 3.1 million were selected for examination.

One of the objectives of the automatic data processing system is
identify returns with certain characteristics by use of mechanical mea
and thus improve the classification and selection of returns for exa
tion. With the potential of automatic data processing, the Service
be in a better position to direct its efforts toward encouraging

than classification.

nually.

achieving a higher degree of voluntary compliance.

Individual
income

i

Number

NUMBER OF TAX RETURNS EXAMINED AND
ADDITIONAL TAX AND PENALTIES RECOMMENDED

P R P TR B R T

ng the year.
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' 804,000 by field examination.
field examinations decreased 113,000,

The decrease in field examinations is attributable to (1) advanced
training of incumbent agents, (2) participation in the organized crime
drive, (3) increased time expended on the taxpayer assistance program,
‘and (4) special Service projects such as the Audit Research Program.

- In connection with the office audit activity, the installation of elec-
ronic report writing equipment was completed in all district offices dur-
These machines not only compute the tax, but also select
. standard explanatory paragraph for inclusion in the report to the
axpayer.

In addition to the returns examined, the Service closed 855,000 re-
urns without examination.
he following table shows the number of returns examined :

Number of tax returns examined
[Figures in thousands]

33

NumBER OF RETURNS Exammep.—During 1962, nearly 3.5 million
returns were examined of which 2.7 million were by office audit and
Office audits increased 99,000, and

Total i i i
Tips of return | Field audit Office audit
1962 1961 1962 1961 1962 1961

___________________________ 3,473 3,486 304 917 2,668 2,569

............................ 3,248 3,242 612 703 2,635 2,539
_____________________ 127 163 125 161 2

_________________ 3,120 3,079 487 542 2,633 2, 53?
_____________________ 30 32 27 29 3

195 212 164 185 3 2?8,

IOPIJ 2000

Corporation

income 163

Estate 30

and

gift 32

Excise 195

and -

employment fg' 212
0 3000 5l|ll] IUPD
1 1

(Thousands)

i

{Millions of

n the course of an mmnna ion covering b

Xaminations rasultm in no tax change where such examination was made from the taxpayer's copies of
income and excise and/or employment taxes.
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AppiTioNAL Tax anp PENALTIES RECOMMENDED.—Adjustments on
returns examined during the year resulted in the recommendation of
additional tax and penalties amounting to $1,884.5 million, a decrease
of $66.4 million from the $1,950.9 million recommended last year. The
amounts recommended are the result of examinations and informal con-
ferences with taxpayers by audit field personnel. In some instances
further adjustments are made as a result of appeals action or court
decision.

Additional tax and penalties recommended on corporation and indi-
vidual income tax returns decreased $45.9 million and $63.2 million,
respectively, compared with 1961. These decreases were partly offset
by increases of $37.2 million recommended on estate and gift tax returns
and $5.5 million on excise and employment tax returns over amounts
recommended last year.

Cramvs ror ReErFunp.—During the year 304,647 claims for refund
were closed by district audit divisions, of which 128,831 were closed on
examination and 175,816 without examination. This is approximately
the same as in 1961 ; however, the amount actually claimed by taxpayers
was $106.5 million less than last year.

Details are given in the following table:

Claims for refund closed by district audit divisions

Amount (thousand dollars)

Class of tax Claimed by taxpayer Allowed Disallowed

1962 1961 1962 1961 1962 1961 1962 1961

175} B U e ' 302,690 | 367,238 | 473,780 | 154,606 | 159,205 | 212,633 | 314,575

Individual income._. 264,287 | 96,538 | 99,736 | 63,518 | 65,330 | 33,020 34, 406
Corporation income 24,169 | 209,427 | 288,133 | 74,235 | 79,377 | 135,193 | 208,755
Estates ol 1,630 1,529 | 15,635 | 13,895 6,138 6,645 9,437 7,250
i 231 277 3,525 864 479 347 3,045 17

Tk e A i 12,039 7,890 | 38,488 | 69,350 7,360 6,208 | 31,129
Employment.__ 9,338 4,538 3,625 1,802 2,876 1,298 749
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OvEerAssESSMENTS OF Tax Excrusive oF CLAIMS FOR REFUND.—
Examination of returns other than those involving claims for refund,
resulted in the recommendation of $98.2 million in overassessments
(decrease in tax liability). This represents a decrease of 15 percent
from the prior year. The corporate income tax area accounted for
the major portion of this decrease. The following table shows the
amounts of overassessments recommended :

Overassessments of tax exclusive of claims for refund

Amount recommended
(thousand dollars)
Type of tax

1962 1961

Fotaleroorrcr oD e e B e S o) DO T o S 98, 197 115,719
Individual and fiduciary i STy R TR, TRILLY D R e e

Corporation income oy gg: égg %g: g;}%
Eg}tate ............ 6,589 6,129
ift____. 499 707
Excise. .—_... 40 1,030
EriplonEnierrsmtae s s R s R de e s e S S T A\ 220 '254
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e et S b S s T S T R
APPEALS
(Income, Profits, Estate, and Gift Tax Cases)
Method of Disposal
i e e e e R S e s A R S

BEFORE ISSUANCE OF STATUTORY NOTICE
10,368

Agreed

Unagreed over- '
assessment and
claim rejection

Agreed

Defaulted

PETITIONED TO TAX COURT

4,682
5,614
Dismissed 231
or defanlted
Tried 831
on merits 1,039
1962 Totals 1961

Appeals

General

The primary purpose of the administrative appeals procedure is to
provide a means whereby a taxpayer who disagrees with a proposed de-

termination of his tax liability may promptly obtain an independent

review of his case.
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The appeals function is decentralized and operates at two organiza-
tional levels, the district and the region. A taxpayer who disagrees with
the findings of the examining officer may request a conference in the
audit division of the district director’s office. If he does not reach an
agreement at the district level, he may ask that the appellate division of
the regional office consider his case. Conference opportunities are
available in the appellate division even after the case is docketed in the
Tax Court of the United States.

The jurisdiction of both the audit divisions of the district directors’
offices and of the appellate divisions of the regional commissioners’ offices
extends to all internal revenue taxes except those involving alcohol,
tobacco, firearms, narcotics, and wagering. It extends to disagreements
involving overassessments as well as deficiencies.

Income, Profits, Estate, and Gift Taxes

Cases not before the Tax Court (pre-90-day cases) —At the conclu-
sion of negotiations at the district level, the district director issues a pre-
liminary notice, commonly called a “30-day letter,” informing the
taxpayer of the proposed determination of tax liability and advising him
of his right to file a protest and request a hearing in the appellate division.
Cases received in the appellate division by reason of such protests are
referred to as “pre-90-day cases.” The appellate division’s activities for
1962 in the processing of such cases are summarized below. (For addi-
tional information, see table 15, p. 174.)

Appellate Division receipt and disposition of protested income, profits, estate,
and gift tax cases prior to issuance of statutory notice of deficiency (pre-90-
day cases)

Number of cases
Status

1962 1961
Pending in pre-90-day status July 1 S Ul ig et £y 9,711 10, 564
Received. .. ___ " "~ Lo o 2 oL Pllens=, R AR a 15,513 14,871
Disposed’of; ot SN ISR RRSE SF 8 I S 14,492 15,724
By agreement with taxpayers e U L M e N 10, 368 10,939
Unagreed overassessment and claim rs;ectinns __________ 629 729
By issuance of statutory notices—transferred to S0-day.status.__._____ . . . _ . 3,495 4,056
Pending in pre-90-day status June 80____.._.__..______ ... 10,732 9,711
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The number of pre-90-day cases on hand June 30, 1962, was somewhat
higher than a year ago, principally because of an increase in referrals
from audit divisions.

Cases not before the Tax Court (90-day cases).—Ifra taxpayer does
not accept the district director’s proposed determination, or if he files a
protest but does not settle his case at the appellate level during pre-90-day
consideration, a statutory notice of deficiency is issued. Such a notice
is frequently referred to as a “90-day letter,” because the taxpayer is al-
lowed 90 days from the date of the letter to petition the Tax Court of the
United States. A case which is pending in the appellate division during
this period is called a “90-day case.” The following table shows the
results of processing these cases in the appellate divisions. (Additional
details are shown in table 16, p. 174).

Appellate Division receipt and disposition of protested income, profits, estate,
and gift tax cases in which statutory notices of deficiency were outstanding
(90-day cases)

Number of cases
Status

1962 1961
Pending-inSD-dayistatis iy Fos il e e ) 1,211 1,268
Recergat oia iy . Vil W sy Sl S s e e 3,786 4,410
Statutory notices issued by appellate division . . 3,336 3,883
Statutory notices issued by district directors and received during 90-day period______. 450 527
TR vy et oo e e LS e L el e =S w ke e L e 3,924 4,467
By agreement with taxpayers. 746 660
Byfaxpavdrdefaiit oot s e e e e s 944 987
By petition to the Tax Court—transferred to docketed status__..___.________________ 2,234 2,820
| L o Y IR T s e o Tl s s cusse o0 e S iyl it 1,073 1,211

nutligeif'ceargg;?nﬂt?gln gglecl;?éi.ing table is caused by cases being combined or split for the purpose of issuing the statutory

The number of 90-day cases petitioned to the Tax Court was lower
than any year since 1954.

Cases petitioned to the Tax Court (docketed cases).—A taxpayer who
does not agree with a deficiency determined by the Servicé in a case in-
volving income, profits, estate, or gift taxes, may file a petition with the
Tax Court of the United States asking for a redetermination of his tax
liability. These cases are referred to as “petitioned” or “docketed”
cases. The Tax Court is an independent agency of the Government and
has no connection with the Internal Revenue Service.

A taxpayer may discuss the possibilities of settling his case with the
Service even after it is docketed in the Tax Court, regardless of whether
he has previously availed himself of conference opportunities with the
audit division of the district office, or with the appellate division at the
regional level. Settlement negotiations in docketed cases may be con-
ducted by the appellate division at any time before the case is called for
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trial by the Tax Court. Regional Counsel for the Service may also be
represented in such negotiations, since a settlement at this level requires
his concurrence.

Further progress has been made toward achieving the principal objec-
tives of Revenue Procedure 6018, namely, earlier conclusion of settle-
ment negotiations and earlier trial preparation in docketed cases. During
1962, the second year the procedure has been in effect, much of the rush
and delay which was previously caused by last-minute settlement negotia-
tions and trial preparations in cases set on trial calendars was avoided.

The table which follows shows the processing of docketed cases. (For
additional information see table 17, p. 175.)

Appellate Division receipt and disposition of income, profits, estate, and gift
tax cases petitioned to the Tax Court (docketed cases)

Number of cases
Status

1962 1961
Pandingin docketed status July: 1o o oo mmemmmmmemmemmmo—ooooa 9, 957 11,489
Receivgd, b e R S R R e e e B e e T e SR 4,752 5,451

Petitions filed in response to—

District directors’ statutory notices. .o 2,657 2,895
Appeliate Division's statutory notices 1_ . oo 2,095 2,556
Disposid of atal . eeiiimmemaiiioodhenbadoiadieiiendis 5,744 6,983
By stipulated agreement with taxpayers_ . o oo ceicineaes 24,682 5,614
By dismissal by the Tax Court or taxpayer default_____________.__________________. 231 330
Ttied before the Tax Court on the merits. oo ooo oo 831 1,039
Pending in docketed status June 30. e 8, 965 9, 957

1 Difference from number shown as petitioned in preceding table is caused by excluding district directors’ statutory
notices considered by Appellate in 90-day status, cases in transit, ete. i . -
¢ Difference from the number shown in the table on p. 50 and in table 19, p. 176, is due to cutoff dates in respective
reporting systems.
With docketed case receipts during 1962 being the lowest since 1954,
and dispositions at a relatively high rate, the number of cases on hand

June 30, 1962, was lower than any yearsince 1957.

Excise and Employment Taxes

This year 1,378 cases were received in the appellate divisions and
1,430 disposed of, approximately the same volume as in the preceding
year. There were 777 cases on hand at the end of the year.

Claims for Relief From Excess Profits Tax

The Service program for the disposition of claims for relief from the
World War II excess profits tax (Section 722, Internal Revenue Code
of 1939) has practically been completed. The number of cases pend-
ing in the Tax Court was reduced during 1962 from 12 to 7, and no
nondocketed cases were pending before the Excess Profits Tax Council.
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Closing Agreement Cases

During the year, 65 final closing agreement cases were received and
54 processed to a conclusion. The inventory on June 30 was 16 cases.
(Rulings on proposed closing agreements involving prospective trans-
actions are discussed on p. 12.)

Overassessments Reported to Joint Committee
", il

A total of 439 cases involving overassessments of $238.2 million was )

reported to the Joint Committee on Internal Revenue Taxation in
cordance with the provisions of section 6405 of the Internal Revenue -
Code of 1954 which requires a report to the Committee of all refunds
and credits of income, war profits, excess profits, estate, or gift tax
exceeding $100,000. These figures compare with 723 cases involving
$372.6 million reported in the preceding year. '
Civil Litigation

LiticaTioN REsurLts.—The Supreme Court decided 7 tax cases, st .
taining the Government’s position in 5. In 3 other tax cases the Co
took dispositive action without entering opinions on the merits.

The circuit courts of appeals decided 414 tax cases (exclusive of b
ruptcy, receivership, insolvency, compromise, and liquor cases). T
Government’s position was supported in 268 of these cases.

In most cases a taxpayer who has paid a disputed tax can, if he wishe
sue for refund in the Court of Claims or in a United States district co
This year the district courts decided 192 cases for the Government, 2
for the taxpayer, and 44 partly for the Government and partly for
taxpayer. The Court of Claims decided 27 cases for the Governm
23 for the taxpayer, and 6 partly for each.

At the close of the year 2,748 civil cases (principally suits for refu
of taxes, other than those relating to alcohol, tobacco, and firearms tax
but also including erroneous refunds, perpetuation of testimony,
damage actions) involving tax questions were pending in district cous
and 494 in the Court of Claims. :

The Tax Court decided 275 cases in favor of the Government, 9
the taxpayer, and 163 cases partly for the Government and partly for
taxpayer.

For details as to civil litigation see page 69 and tables 21 and
page 178. For descriptions of Supreme Court decisions in ci
cases see pages 122 through 125.

Apverse Tax Court Deaisions.—There were published
Internal Revenue Bulletin acquiescences of the Commissioner in
verse decisions of the Tax Court and nonacquiescences in 18 ad
decisions for the fiscal year ended June 30. '
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Delinquency Investigations and Delinquent Returns

The Service is charged with the responsibility of ensuring that all tax-
paying entities satisfy the filing and payment requirements under the
Internal Revenue laws. One of the major sources for detecting nonfilers
is delinquency investigations which result primarily from a check of office
records of previously filed returns. This year 1.5 million delinquency
investigations were conducted. This was about 15 percent greater than
the record number of 1.3 million in 1961.

The amount of tax, penalties, and interest due on 935,000 delinquent
returns secured was $165 million compared with $159 millionin 1961, It
‘was necessary during the year to redeploy some manpower from delin-

_quent returns to delinquent accounts due to a substantial build-up in the
‘delinquent accounts workload. This resulted in a sizable increase in the
‘number of accounts closed (discussed on p. 47), which more than offset

~ the decline of 3 percent in the number of delinquent returns secured.

Revenue officers have been instructed to use each taxpayer contact in
connection with a delinquent account investigation or with returns com-
ce ac‘tivity as an opportunity to determine whether the taxpayer is
ent with regard to his other Federal tax responsibilities and to assist
Wit!‘l any information needed. To better equip revenue officers in
orming this aspect of their duties, a comprehensive returns compliance
ng program covering all internal revenue taxes was developed. It
nticipated that all revenue officers will have received this training in
1years 1962 and 1963. J
addition, district audit divisions secured 73,000 delinquent returns
 C nnection with tax examinations compared with 95,000 secured last
car. Tax, penalties, and interest on these returns amounted to $39.2
nillion, a decrease of 23 percent.

I

Fraud Inves tigations

orts in the detection and investigation of tax law violations were
throughout the year to the development of significant criminal
€ases in all sections of the country involving all types of taxes and all
of society.

furtherance of the Service’s objective of encouraging and achieving
highest .degree of voluntary compliance with Internal Revenue laws,
attention was given to the enforcement of the criminal statutes ap-
able to all Federal tax laws with added emphasis in the wagering and
"Operated gaming device tax areas. Also, important cooperation
en to the Department of Justice’s drive on organized crime

the initiation of a number of major tax investigations involving
eer element.
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While the number of both preliminary and full-scale investigations
declined, a slight increase occurred in the total number of prosecution
recommendations. The added emphasis given to investigations of the
tax affairs of the racketeering element has resulted in a substantial in-
crease in the number of prosecution recommendations for wagering and
coin-operated gaming device tax violations and in the successful comple-
tion of a number of criminal tax cases involving notorious racketeers such
as Michael “Mickey” Cohen, Los Angeles; Michael “Trigger Mike” :
Coppola, New York and Miami; Frank “Buster” Wortman, East St.
Louis, Ill., and Abe Minker, Reading, Pa. As investigations involving
racketeers require substantially more manpower per case than other tax
investigations, concentration of effort in this area during the past year
resulted in a smaller number of investigations and prosecution recom-
mendations in the nonracketeer area.

A summary of investigations by special agents follows:

Tax fraud investigations

Type 1962 1961
Grand 108 oo e emmmmemc—mmmemmmmmmmemm-moomemmmseeosemoos 13,698 16,543
Unnumbered (preliminary) investigations, total .. oeemiioee 10,229 12,866
e S-S 8,312 10,839
Wagering , 547 1,650
Coin-operated gaming devices 228 245
Miscellaneous. - - - e ceeeemcemrmmmcccc s amememmmeemeem———— 112 132
ed (full-scale) g 3,469 3,677
Prosecution recommended, total_ o eiimemememmoee 2,128 , 096
9 1,240
g‘agering._t.,d,___ : i 0351} 781
oin-operated gaming
Miscellanenusf ____________________________________________________________ 44 42
P not 1,341 15

In enforcement of the wagering and coin-operated gaming device tax
statutes, special agents of the Service in 1962 conducted raids at 630
Jocations in 277 cities throughout the country. These raids resulted in
the seizure of 151 automobiles, $377,000 in currency, and considerable
gambling equipment, and the arrest of 743 tax violators.

To aid in the detection and investigation of potential criminal
violations the Intelligence Division initiated steps to utilize the addjtiona_lf_
information that will be available through the automatic processing of

-
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returns. It is expected that these data on each taxpayer’s filing record
and sources of income will greatly facilitate the development of prose-
cution cases for criminal violation of the tax laws.

The Service is proud to report that the President on January 3, 1962,
sent a congratulatory message to Special Agent Nathan Zeldin, of the
Intelligence Division, commending him for his work and service in the
criminal income tax evasion case against Grant Foster, a nonresident
American citizen. Mr. Foster was convicted of tax evasion on Decem-
ber 1, 1961, at Baltimore, Md.

Cases Involving Criminal Prosecution

Additional taxes and penalties of $108.1 million were involved in cases
received in the Chief Counsel’s office with recommendations of criminal
prosecution. This was an increase of $11.3 million over the amount

~ involved in the preceding year.

An analysis of criminal tax cases of all types (other than wagering-
‘occupational tax cases handled at the district level) flowing from the
Assistant Regional Commissioner, Intelligence, through the Office of the
‘Chief Counsel and the Department of Justice follows:

Receipt and disposal of cases in Chief Counsel’s office

Status 1962 1961

Pending July 10 e 2, 506 2,270
Received, total______ o 2,003 1,966

With 1 dation for prosecuti

With requests for opinion, etc h %gg b igl‘:‘
R o tobal. s R e R e 1,696 1,730

Prosecution not warranted_______________

gapartm_ent N N T e S e et s o el lg; 1;?

Prosecutions_.___.______ 1,143 1,244

Opinions delivered. ' 103 *:91

Al other closings__ ... b 208 162
Fﬂ_l_ldirlg Jume 30t e 2,813 2,506

1 =2 o R 3
!lncludes cases awaiting action in Department of Justice exclusive of wagering tax cases referred by Intelligence Division.
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A total of 1,021 income and miscellaneous criminal cases, with prose-
cution recommendations involving 1,081 prospective defendants, were
forwarded to the Department of Justice. Compared with last year this
was an increase of 1.6 percent in the volume of referrals. Indictments
of such cases were down 11.8 percent and the total disposal of cases in
those categories in the district courts decreased 11.7 percent.

In all criminal cases reaching the courtroom 5,263 defendants pleaded
guilty or nolo contendere, 866 were convicted after trial, 402 were
acquitted, and 760 were nol-prossed or dismissed.

A comparison of indictments and courtroom actions for the last two
years follows:

Results of eriminal action

Number of defendants
Action
1962 1961

. Total
Indictments:and informationss s sy s e s e s s Casn sy 7,681 7,556
Disposals A e e T TN ST SRS 7,291 7,364
Plea, guilty or nolo contendere. - - oo oo ccacammeseemmemmm—meem—mommann 5,263 5,199
Convicter aer Al e T e R et 866 764
P TIT  Brte L  dgl] opan 1 Sgt  EUS NNES [ ™ e = =t s fEeei ) 402 364
Nat-prossed ar dismissad: oo o fo sl el Tt Ll o 760 1,037

Income, estate, gift, and excise tax cases
e and informations: ol s e T e e e e ST S e R e AR F e e e 836 948
Disponals Motal oo i e e e L S R e S S Ll 734 829
Plea, guilty or nolo contendere. _ . - ccceeeomoocooo oo ciiccmmsammmem————e 529 662
Convietod atter el et e s paamp s 94 66
F T e e i e R TR e 41 34
Nol=-brossed or dismissed. - ocooot i s L L St s L L70 67
Wagering tax cases
Indictments and informations. - - - oo e eemececm e e ccmeccemmmm——————— 866 761
Disposalsriitalmes L 8 st it e S e b A L s 703 645
Plea, guilty or nolo contendere. - . oo mmmmen 484 467
I T R e et e O S e R S O 84 36
T e e R L L SRS e e SR 24 15
Nol-prossed or dismisse0o v omecocceccmeccemcramcmm e cmccmmemamm—————————— 111 127
Alcohol, tobacco, and firearms taxes

Indictments and informations. . icieeeaaas 5,979 5,847
DA O s s o i 8 P e i e S i i i et m 5, 854 5,890
Plea, guilty or nolo contendere_ - - oo maaaae 4,250 4,070
Canvicted BHEEATIAN o oo i et ] 688 662
Acquitted ____._____.______ " 337 315
Nol-prossed or dismissed.______ o icecieaaaaas 579 843
1 Includes cases dismissed for the 8 b of death of principal defendant, 6 because of serious

iliness, and 54 because principal derendant had pleaded guilty or had been convicted in a related case.
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; RDDITIONAL TAX FR[IM DIRECT ENFURCEMENT i
2 (including interest and penalties) &
- {Mlllmns of duliars) §
%ﬁ.ﬁ%‘f‘» R T e B O T e R ==
From audit

From mathematical
verification

From delinquent
returns secured

From taxpayer 1,152
delinquent accounts
collected 1,092

Summary of Additional Tax From Direct Enforce-
ment

While practically all taxes are voluntarily reported and paid by tax-
payers under our self-assessment system it is nevertheless essential for
the Service to maintain direct enforcement programs to maximize cor-
rect reporting and thereby strengthen compliance with the tax laws.

During the year $2.0 billion of additional tax, penalties, and interest
were assessed as a result of these efforts, a decrease of $160.7 million
from 1961.

Certain overpayment returns filed by individuals are examined and
adjustments of tax liability made prior to refunding the amount of over-
payment. Additional tax resulting from these adjustments decreased
$10.5 million from $130.9 million in 1961 to $120.4 million in 1962.
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There was a decrease of $146.5 million in additional assessments of tax,
penalties, and interest on examined returns (exclusive of prerefund
examinations). These assessments are made when the correct tax
liability is determined upon examination or after appeals action or court
decision, and consequently are not comparable with tax increases on
returns examined during the current year. The time required for con-
sideration of administrative appeals or litigation in cases on which agree-
ments are not reached at the audit division level may delay the settlement
for a year or more. Therefore, while these amounts reflect assessments
on examined returns they do not accurately measure the results obtained
from current year operations.

Additional tax resulting from mathematical verification of individual
income tax returns increased $2.6 million over 1961 while tax, penalties,
and interest on delinquent returns secured during the year decreased
$6.2 million.

Tax, penalties, and interest resulting from direct enforcement

{In thousands of dollars]

Item 1962 1961

e W o et

| 1,969,498 | r2,130, 159

aetd o o —————

Additional tax, penalties, and interest assessed, total. .- -

From examination of tax returns, total 1,631,236 | * 1,788, 305

Income tax, total 1,408,959 | r1,573,311
Corporation 726,600 825, 284
Individual and fiduciary:

Prerefund audit. .- - e G R 120, 386 130,916
Regular audit....------ B S e e, e R S e L 561,973 617,111

Estate and gifttax_ .- —coooo-oconoo-mooos L e P R 5 i P 175,779 178, 243

Employment tax (including withheld income tax N 4,959 5,33

Rl e e e e e 41,539 31,420

From mathematical verification of income £aX FEUINS. = cccsomsmmmmmmmmmmmmmmsmoms 134, 583 \ 131,981
From delinquent returns secured, totals L= e 203,679 209,873

By district collection diVISIONS. oo cmcmmmmmmmmm === 164, 506 159, 194

By district audit divisions. ... —---oenooooomomee 39,173 50, 679

Claims disallowed

e A e e e R S e e 352, 285 649, 471
By district audit divisions. ... ...------ovo-- 212,633 314,575
By regional appellate divisi T R e e 139, 652 334, 896

Amount collected 1,152,373 1,092,332

¢ Revised.
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TAXPAYER DELINQUENT ACCOUNTS
(Millions of dollars)

Issued

Closed

Inventory
June 30

Taxpayer Delinquent Accounts

we]iu;:;lugedthf yc};lr nearly 3.2 rfuil‘lion delinquent account assemblies
e :ac dassembly consisting of a notice to the taxpayer and
e issue{;:;orlsé ), about 9 percent greater than the unusually high
e b_ﬂl_n 61. HOWf.:V.eI', the amount of delinquent tax in-
incrcas,ed :3 1h 1(?‘13, was $20 ‘mllhon less than last year. Although the
ey thmP asis on reducing the delinquent accounts inventory re-

ed in the closing of 3.1 million accounts, 6 percent more than 1?1( t}?c

pre\flou.‘, }‘Cal, accounts ClOSCd ha\r' (0] {I]I pa.l:e ltll th(: COIltlIlllf:d
grc‘”th !‘].] New acco tS by

658004 O—62——35
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At the end of June, the inventory of 1.1 million delinquent accounts
was 10 percent above last year. The delinquent tax dollars, however,
aggregated $1,036 million, an increase of only 1 percent. The nominal
percentage increase in dollar value as compared with the 10-percent
increase in number reflects the emphasis on the large accounts.

Contributing to the increase in new accounts were the normal growth
in returns filed, depressed economic conditions in various parts of the
country, and a late accumulation of delinquent accounts in the prior
fiscal year that were not actually issued until early in fiscal year 1962.
Another contributing factor was the accelerated program under which
assemblies on delinquent trust fund accounts, that normally would be
issued in July, were actually issued earlier and counted in the June 30
inventory.

The delinquent accounts activity for the last 2 years is shown in the

following table:

Taxpayer delinquent accounts

Number (thousands) Amount (thousand dollars)
Status
1962 1961 1962 1961
I e e e L S L e Rl e 3,187 2,931 1, 453, 568 1,473,956
(R e i S e e e 3,090 2,913 1,478, 422 1,470,431
2,622 2,412 l.lé;.;gg ”5?23;
Additional collections 1. - - oo ceamm e |- Al ¥ ;
Otht;rl disposaés 2!_ 468 501 326, 050 378,099
By method of handlin
e S TR B R
Office collection force 3. . oo ee . i A A
Dth:? AL _I_OH._u__ R A R e b o 148 94 163, 818 r 158, 709
Pending June 30, total .o aeeiaeae 1,056 960 1,036,337 1,023, 263
e e i e T 851 786 542,276 543, 766
Inackie e e e e 101 94 448, 853 436, 206
[iad Hiria LS R ] e tia 104 80 45, 208 43,292
r Revised. .
! Collections of d ts and on ts previously written off which are not reported by method of handling ;
not available prior to Jan. 1, 1961. )
% Includes disposals due to Ilectibility and erroneous and duplicate assessments.

s Two years not comparable. Effective Jan. 1, 1961, these closings include active and deferred accounts, the latter
consisting of accounts on which part-payment agreements have been ‘secured and those on wheh suitable security has

been furnished to assure payment, as collateral, mortgages, etc.
+ Effective Jan. 1, 1961, comprises the inaclive accounts but excludes postponement bonds, collateral agreements, etc.
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Revised proc'edures to accelerate the assessment and collection of trust
fund taxes, which were initiated by the Service late in fiscal year 1961
were improved and fully implemented during fiscal year 1962. While
these procedures account for a substantial portion of the increase in new
taxpayer delinquent accounts during the past year, the increased empha-
sis on prompt collection of withholding and similar taxes from emplciers
and excise taxpayers should result in increased compliance on their part
Under the revised procedures, immediate contacts are made to coﬂcc£
taxes due‘from those taxpayers who fail to pay the tax due on returns
filed or fail to obtain depositary receipts evidencing payment to the Gov-
ernment of employment or excise taxes on a timely basis.

Work Flow in the Service and Courts

Morc.than 96:4 million tax returns were filed during the year com-
pared W.lt.h 95.9 in 1961. With this extremely large volume of work it
IS'III’.lpOSSIb]C for the Service to complete the processing of all returns
1:‘lvlthm a year. However, b_y considering the total number of returns

led an'd the workload at different administrative levels of the Service
and action by the courts, a comparison can be made of the volume proc-
essed at caa;h level.  Another factor to be considered in evalua.tinp the
work ﬂ‘ow is the unit count at different levels. Returns filed ang the
processing through audit divisions is on a return basis while the process
ing b.y appellate divisions and action by the courts is on a case basiI; whicl;
may involve one or more returns.  As the major administrative burden
is on the processing of income, estate, and gift tax returns, especially at
the appellate and court levels, the following tabulation, w;th the exzep-

11
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Work flow in the Internal Revenue Service and the courts, fiscal years 1962
and 1961
1962 1961
Returns

435,000 | 95,856,000
B Ll T L o | R e e e e e e e e 96,
__| 82,326,000 | 62,122,000

INGiVidUa] INEOME. - oo ooommmmmmmmemmmmossmoeo—mmmsmesemsooses

1,000 1,179, 000
Corporation income. .- W i igs 000 163, 000
Estate and gift. .- 20,932,000 | 20, 660, 000
Employment. - __| 4,009,000 3,942,000
Excise.. - e 7,769,000 | 7,790,000

T S S LR PR

3,278, 000 3,274,000
Number of returns examined. .- e 3

Tt el Y i i o S S o B?,UUO

Returns with adjustments proposed by audit LT o RN D B e s B M 2, 100, 000

i ed of by audit divisions: 2 2,158, 000
Dlspfgraed‘ gaid, Pl T, N e e s P Ry 2,068, 000
Cases
3 15,398
Total received in appellate divisions 5. - oonommoommomoommmnee o mm o 15, 96.
Disposed of by appellate divisions: J 12,687 13,315
Agreed, paid, or defaulted - <o oomm oo ommmmmmiiosommmnmms e
Courts of original jurisdiction:

Tax Court: =1 4,749 5,368
Total petitioned to Tax Court._... SR A, S e el 2
e inuiat e 4,890 5,614
Settled by SHPUIBHON - on-meomsmmmmmmmmmmmemmmms—omomsmsmmomee e 39 Y
Settled by Tax Court decision. - SosmgEattl A Am St s 03
Decided by Tax Court but appea

istrict courts and Court of Claims: - 1,285

Dlm{’cu'tac??‘lled in district courts and Court of Claims_ .- ooooomeaomnommmmeen 1,364 %
Settled in district courts and Court of Claims.._+ bl A
Decided by district courts and Court of Claims_ .- -cooooomomnmmmmenmmmmoomm s

ts of eals: e o

coursiﬁm?ﬁy courts of appeals decision ;{lsg S
Favorable to Government___. o frs
Favorable to taxpayers. 23 H
Modified 2

Decided by ¢

Supreme Court: o e 7 o

Settled by Supreme Court decision. ..o cooonooomcmemmoo oo n s

i iencies and over ts recommended and claims for refund. .
;}'r’.dfé?s?&Eéfé"ﬁefé‘g&igﬁwiﬁ?ﬁa1 conferences held in which agieements were reached in 18,793. Corresponding

ectively. = . i 2
ﬁg:l Eeassgr:Jlrgniés?gea?toégIagug?tddliaig?osﬂ raﬁ?nn ;ndyrefund cases requiring review by the Joint Committee on Internal

Revenue Taxation.
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The amounts of revenue involved at each level of the tax system, fiscal years
1962 and 1961

1962 1961
(millions of dollars)
Internal revanue.collections; dotal. o~ oo 99, 441 94, 401
Fdlividealtincome fanasat s oo n St . TRl e 50,650 46,153
Withholding 36, 246 32,978
ther 14, 403 13,175
Corporation income taxes. 21,296 21,765
Estate and %ilt taxes____ 2,035 )
Employment taxes____ 12,708 12,502
ExtisefaedNstsaihine e e 12,752 , 064
Income, estate, and gift taxes
Additional tax and penalties in cases disposed of in audit divisions by agreement, payment,
Lo LT | S e e e i S 1,042 1,194
Additional tax and penalties in cases disposed of in appellate divisions by agreement, pay-
mantzordefBiiltsSsraosiis gttt B S R s e e e e e S e 146 178
Additional tax and penalties determined by settlement in Tax Court______________________ 63 92
Additional tax and penalties determined by Tax Court decision:
T e Yo e v i ety ooy ol dvmy i, e e e v, SRS O LR 4 8
DT e e e e S e e e 27 17
Additional tax and penalties in cases decided by Supreme Court and courts of appeals______ 12 39
Amount refunded to taxpayers as a result of refund suits_______________________________ 25 30

Offers in Compromise

Another phase of the decentralization of the offers-in-compromise
program was completed on January 1, 1962, by extending the district
directors’ authority to accept offers in compromise involving liabilities
up to $50,000. At the same time, the Chief Counsel redelegated to the
9 regional counsels the responsibility for furnishing the legal opinion on
these offers.

In view of the directors’ increased authority, added emphasis was
placed on evaluating the effectiveness of field performance in the com-
promise acceptance area and in training district investigative and review
personnel through periodic analyses and evaluation programs, seminars,
and indoctrination courses.

District offices continued to maintain compromise workloads in a cur-
rent status and disposed of cases as expeditiously as the complexity of the
issues permitted. During the year district offices received for considera-
tion 4,683 tax offers, 4,074 delinquency penalty offers, and 5,994 spe-

cific penalty offers. They disposed of 14,861 offers, leaving 3,441 on
hand on June 30.
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Tax offers in which court proceedings are involved, or ctimmal proge.
cution is pending, are considered by the Chiel Counsel or by the appro.
priate regional counsel. These officcs rccmvcd 198 offers, disposed of
232, and had 125 pending.

In the alcohol, tobacco, and fireanns categones, 290 offers were re-
ceived; and 295 were disposed of, leaving a total of 39 on hand.

‘The overall eompromise workload on June 30 consisted of 3,605 cases
awaiting consideration at all Servicc levels, a decrease of 4 percent from
the preceding year. The number of cases on hand has leveled off in
- the -past several years, indicating that work inventories are approaching
minimal size. .

Compromise cases closed are shown in the following table:

Offers in compromise disposed of

- Amouni (thousand daltars)
Type af tax or penalty Liabilities ORers
1962 1961 1962, 1861 1962 1961
Oﬂer! accepted. total...o.o._____. P 11,061 10, 653 26,053 43, 453 1,706 9,708
Incame, profits, estate, and gift taxes_______ 177 927 16, 163 32,078 4,951 6, 166
Emplayment and wi [hha]dlng taxes.. . 755 B3l 4, 667 5,878 1,478 1,667
Alcahal baxes. .. . oooeaaa.. 97 103 163 266 76 53
Other excise tages. .. ____________ 215 51 3,092 3,706 698 L 476
mhn?uent penalties on ali {axes. 3,083 3,23 1,662 1,525 337 322
Specific penalties . __._________________ 5,126 5,287 | . 166 -]
[ftes rejected or withdrawn, total ____________ 4,327 4,703 £9, 989 74, 604 10, 182 11,451
income, profits, estate, and ift taxes_______ 1,545 1,673 50, 304 o8, 193 6,82) 8,643
Emplaymrent and mthha]dmg taxes._______ 1,305 1,204 |. 12,683 g, M5 2, |6 1,735
Aleohel taxes. . [ 82 118 418 538 41 93
Other pxcise ianes........... 373 437 5,517 5, 176 1,027 841
Delinquent penalties an all taxes. 982 L 117 587 E52 114 127
Specilie penaliies a0 | . ) L% I fremrensee 11

Collection Lftigation Legal Services

For the past 4 years the legal work connected with the functions of
the district directors’ offices has maintained the level of activity it
reached in fiscal 1958. The number of cascs received during the cur-
rent year was 10,374 compared with 10,341 in 1961, The number of
cases disposed of was 10,380 compared with 10,405 last year. The
inventory of pending cases stands at 4,385, a dccline of 6 from the
4,391 cases pending at the end of 1961, For a detailed report of the
cases received and disposcd of see tables 23-26, pages 178 and 179.

Asidc from the legal work which can be reported on a cascload basis,
the informal assistance to the district directors’ offices, rendered by thie
lawyers in the regional counsels’ offices who handle collection litigation
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cases, continued as in prior years, This informal assistance together
with the assistance rendered during the periodic visits to the district
directors’ offices by these same lawyers as a part of a continuing visitation
program is a result of the reorganization program begun some 9 years
ago under which much of this legal work was decentralized to the re-
glonal counsels. .

As in prior years, the Iawyers in the regional eounsels’ ofﬁees partici-
pated in the continuing in- service trammg programs devcloped by the
Service to train and give guidance to the personnel in the distriet direc-
tors’ offices dealing most directly with collection Iitigation matters.

Giving emphasis to the growing importance of the international

aspects of the Internal Revenue laws was the establishment of an Inter-
national Operations Braneh in the Collection Litigation Division of the
National Office to {furnish legal advice and assistance to the Office of
International Operations. Since September of 1961 this branch has
actcd as primary legal advisor to the Office of International Operations
and its activity is included in the tables referred to above.

Four cases pertaming to problems considercd in connection with col-
Jeetion litigation legal work were decided by the United Statcs Supreme
Court. For a sminmary of these cascs see pages 122, 123, and 126.

Federal-State Cobperation

The tempo of activity under thc Federal-State cooperative informa-

tion exchange program increased throughout the year. New agree-

ments were concluded with Indiana, Missouri, Ohio, and Oregon, thus
bringing to 13 the number of States under the program. Negotiations
wcre initiatcd with 8 additional States and considerable progr