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Summary and Transmittal

TREASURY DEPARTMENT
OFFICE OF THE COMMISSIONER OF INTERNAL REVENUE
Washington, D.C., September 28, 1960,
DEAR MR. SECRETARY ;

The Internal Revenue Service in the last year has, I believe,
crossed the threshold into a new era of major improvements in en-
forcement and processing.

It was a period during which our “Long-Range Plan” for achiev-
ing these goals was developed so thoroughly that the executive and
legislative authorities were convinced of the necessity and practi-
cality of the plans and approved the necessary budget for the first-
year implementation.

As a result, a program for installing automatic data processing
systems advanced to the point where (1) Martinsburg, West
Virginia, was selected for the National Computer Center, (2) the
Atlanta Region was chosen to conduct a pilot operation, (3) a se-
lection of electronic equipment was made after analysis of pro-
posals from the leading manufacturers, (4) drafting of proce-
dures began, and (5) the selection and training of specialized per-
sonnel started. Actual installation should begin sometime next

‘year and actual pilot operations can be expected early in 1962.

Simultaneously, several hundred additional revenue agents,
revenue officers, and other enforcement personnel were recruited
as a part of the plan to expand enforcement facilities to keep pace
with electronic processing—especially, to assure that the Service
will be in a position to make use of the data and follow up the leads
which should flow from the ADP system.

While these important new plans for the future were being de-
veloped, the Service compiled an enviable record of accomplish-
ments in its regular activities. Collections were the highest in his-
tory. Audit examinations were increased, resulting in the highest
amount of additional assessments ever produced from enforce-
ment activities. Increased effectiveness of the delinquent account
collection work caused inventories of delinquent accounts to be
substantially reduced and, at the same time, freed personnel for a
larger and more successful campaign to obtain delinquent returns.
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iv Summary and Transmittal

The detailed record of the Service’s various activities is con-
tained in the attached annual report.

Hox. ROBERT B. ANDERSON,
Seeretary of the Treasury.

yi e

DANA LATHAM,
Commissioner
of Internal Revenue.
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Principal Officers ix

COMMISSIONERS OF INTERNAL REVENUE

Service
Name ! State
From— To—
George S. Boutwell_____________ Massachusetts._______________ July 17,1862 | Mar. 4, 1863
Joseph J. Lewis____________ -| Pennsylvania.___________ "~ Mar. 18,1863 | June 30,1865

William Orton______________ New York.______________ ——-{July 1,1865 | Oct. 31,1865
__________ Nov. 11,1865 | Mar. 10,1869
) ---| Mar. 11,1869 | Jan. 21871

-| Jan.  3,1871 | Aug. 38,1871
-| Aug.  9,1871 | May 14,1875
-| May 15,1875 | July 31,1876
Aug.  2,1876 | Apr. 30,1883
May 21,1883 | Mar. 19,1885
Mar. 20,1885 | Mar. 20,1889
Mar. 21,1889 | Apr. 18,1893
Apr. 19,1893 | Nov. 26,1896
Nov. 27,189 | Dec. 31,1897
-| Jan. 11,1898 | Feb. 28,1899
Mar. 11,1899 | Nov. 27,1900
--| Dec. 20,1900 | Apr. 30,1907
-| June 51907 | Aug. 31,1909
-| Sept. 11,1909 | Apr. 27,1913
--| Apr. 28,1913 | Sept. 25,1917
-| Sept. 26,1917 | Mar. 31,1920

-| New Ham
Columbus Delano_.________ Ohio____
Alfred Pleasonton________ 5
John W. Douglass___________________ " " T7C
Daniel D. Pratt_._______________ """
Green B.Raum________________________ """
Walter Evans_________________ """
Joseph S. Miller_.____________________ " TTT°"
John W. Mason____
Joseph S. Miller______
W. St. John Forman
Nathan B. Scott____
George W. Wilson_ .
John W. Yerkes_ _
John G. Capers.__
Royal E. Cabell . .
William H. Osborn__
Daniel C. Roper____

_____________ South Carolina.
_____________ Virginia_______
________ ---| North Carolina._
-| South Carolina_

William M. Williams_______________ """~ -| Alabama______ Apr. 11,1920 | Apr. 11,1921
David H. Blair____________ """~ -| North Carolina. --| May 27,1921 | May 31,1929
Robert H. Lucas_____________________ | Kentucky.._. -—--| June 1,1929 | Aug. 15,1930

________ -| Ohio____ --| Aug. 20,1930 | May 15,1933

Kansas_______________________ June 16,1933 | Oct. 8 1943
Missouri_ A

New York____
Rhode Island .
Texas__.___
Virginia_
Rhode Is|

Russell C. Harrington____________ .
California.____________________ Nov. 51958 | _____________

Dana Latham

Note.—Office of Commissioner of Internal Revenue created by act of Congress, July 1, 1862.

! In addition, the following were Acting Commissioners during periods of time when there was no Commissioner holding
the office: John W. Douglass, of Pennsylvania, from Nov. 1, 1870, to Jan. 2, 1871; Henry C. Rogers, of Pennsylvania, from
May 1 to May 10, 1883; John J. Knox, of Minnesota, from May 11 to May 20, 1883; Robert Williams, Jr., of Ohio, from Nov.
28 to Dec. 19, 1900; Millard F. West, of Kentucky, from Apr.’12 to May 26, 1921 H. F. Mires, of Washington, from Aug. 15
to Aug. 20, 1930; Pressly R. Baldridge, of lowa, from May 15 to June 5, 1933; Harold N. Graves, of Illinois, from Jan. 23
to Feb. 29, 1944; John S. Graham, of North Carolina, from Nov. 19, 1952, to Jan. 19, 1953; Justin'F. Winkle, of New York,
from Jan. 20 to Feb. 3, 1953; and 0. Gordon Delk, of Virginia, from Nov. 1 to Dec. 5, 1955, and from Oct. 1 to Nov. 4, 1958.

PRINCIPAL OFFICERS OF THE INTERNAL REVENUE
SERVICE AS OF JUNE 30, 1960

NATIONAL OFFICERS
Office of the Commissioner

Commissioner______________________________________
Deputy Commissioner______________ T ___Charles 1. Fox
Administrative Assistant to the Commi ilber A. Gallahan
Division Directors:
Operating Facilities.________________ Bruce McNair Training_.________________________ Edwin N. Montague
Personnel _.__________ Amos N. Latham, Jr.
Fiscal Management Officer_______________ __ __'""
Technical Adviser to the Commissioner__ .~ A Leo Speer
Director, Public Information Division_____ R Lawrence George
Director, Reports Division._.__________ T TTTTTTTTTTITTIT I Harry K. Dellinger

Inspection

Assistant Commissioner._________________
Division Directors:
Internal Audit...________________ Francis 1. Geibel

Operations

Assistant Commissioner_.____________________
Executive Assistant to Assistant Commissioner
Division Directors:
Alcohol and Tobacco Tax.__________ Dwight E. Avis
Appellate H. J. Donnelly, Jr.
Audite oo T J. B. Sefert

______________________ Dana Latham

Gray W. Hume, Jr.

Vernon D. Acree, Jr.
___________________ William A. Kolar

William H. Loeb
____________________________________ Arthur H. Klotz

__________________ Robert L. Jack
N H. Alan Long
Dean J. Barron

Collection
Intalligence.
International




x Principal Officers

Planning and Research

ASHioAnE COMIMISSIONEE. oo mmmr mmomo = on s s s s na S RS S am oo S S SR n s o Ry Bertrand M. Harding

Division Directors: = :
Plans and Policy. - -coeuoooamaaaev James R. Turner Systems Development..___.._-....-William H. Smith
Research.....——-=---eemcmce= _Richard W. Nelson Statisties. oo -orrocmmemeosmmacs Ernest J. Engquist, Jr.
Technical

Assistant CommisSiONer. ..o cecoommnmmnoas ....._....._A,__.___...___,..__.__._A...__.._.._Harold T. Swartz

Division Directors: - i ;
International Tax Relations. __..Eldon P. Kin Tax Rylnngs....:___._.__..._._,...Juhn W. S. Littleton
Special Technical Services. ___Ned W. Aric Technical Planning. - --c-ceeeemmommammo- Maurice Lewis

Office of the Chief Counsel

ChAafp?untsEIﬁ_..f_b ...... I_..A...._A,._...._.._A...__....._‘_....__.._.._.,_.._.._'_ ..............
ou 2
ssistant Chie nsels ---...Rudy P. Herlzog

Hart H. Spiege

Administration...... ____Howard A. Dawson, Jr. Litigation..... t
Claims. ..o - --- _____Raymond F. Brown Technical ..~ ____Herman T. Reiling
EnfoTcomant: sos e —aeaab L ERiloy Campbell

Office of the Director of Practice

T T e D R R e e e S Joseph L. Carrigg

REGIONAL AND DISTRICT OFFICERS

Atlanta Region

Rogional COMMISSONET... . - ——ouo--moommmmsmsssmssciusmemsansomsomnsessooossomsmn s oo William J. Bookholt

Assistant Regional Commissioners: "
Administraiiun___...____...___Bultun M. Graham J11! || S SRR ¥ R EC Hoke Murray
Alcohol and Tobacco Tax. _._.-Louis E. Howell Collection. .- _Wayne S. Kegerreis
ﬁppeliate...___....___,..___,._Nurman C. Bailey Intelligence. . - cocoooeeoeoo- Allen T. Hollinrake
District Directors: §
Atlanta, Ga__ ieiweeocca----Bubrey . Ross Jackson, Miss. o oooocimomanmae James L. Enochs
Birmingham, Ala.. __George D. Patterson, Jr. Jacksonville, Fla__ __Laurie W. Tomlinson
Golumbia; S:0: st vaam e Harold M. McLeod Nashville, Tenn. .. cococeemeeear James M. Rountree

__.John E. Wall

Greensboro, N.C..
Regional Counsel._
Regional Inspector . —---ooeo--

Henry C. Stockell, Jr.
alter F. Connell

Boston Region

Regional COMMISSIONGY.._ - <-o-zmnooossmmammsssosasmmommssosmmoosssmssoossssoosssossossmooe Donald W. Bacon

Assistant Regional Commissioners: .
Administration. .. __..----.-Maurice ). Taggart [T 1] Al e st oo Frank T. Murphy
Alcohol and Tobacco Tax.. Harold L. Henneberry Collection.- __Fred W. Turpen
Appellate_ . e Howard D. Taylor Intelligence. - —c----mmem-ocmmmmmmmanee John J. Deneen
District Directors:
Augusta, Maine_ ... --n--- Whitney L. Wheeler Hartford, Conn. ... oo ooeeeoaae Joseph J. Conley, Jr.
Boston, Mass_ ... ShEd e ies Frank ). Cavanagh Portsmouth, N.H. __Charles W. miet
Burlington, Wb ooooooeooanns Fulton D. Fields Providence, R.I.- __John A. 0'Connell
____John W. Edwards

Regional Counsel__..
Regional Inspector. . o —-oooooeinoooaa oo
Director, Northeast Service Center, Lawrence, Mass ool = -

__Emanuel M. Schuster
William H. Weaver

Chicago Region

Regional COMMISSIONEY. . - .- nnnnoomsmnmmnmessescssssoomsseossmsssssmsososommmsssoooess o Douglas L. Barnes

Assistant Regional Commissioners: g’ !
Administration...........----- __.Evan S. Lloyd T YT || PP | W. Baudendistel
Alcohol and Tobacco Tax.. lliam A. Collawn Collec_tmn.___...___..................E_n;:n B. Osborn
Appellate____ . oo-oe- __._Wallace T. Marris Intelt:gence..-..........._....._,...W|II|am B. Mayes
District Directors: [ :
Chicago, Il - oo iomeecmnaan- _..Harold R. All Milwaukee, Wis...—oooooono.---Emil ). Nelson

__Jay G. Philpott
_..David F. Long
____Henry A. Feltz

Detroit, Mich.. phael 1. Nixon Springfield, 1.
Regional Counsel__ o ol T R D
Regional Inspector. ... e e e e

Cincinnati Region
__Ernest H. Vaughn

___Michael A. DeGuire

Regional C_grnmissliocner_, i et e e b S R S s e e

Administration_.___-_ w----...F. Dean McCrory Auditsrmna s

Alcohol and Tobacco Tax. _.Henry R. Peterson Collection_. ____William J. Grabo

Appellate. . .- oo ieeeoaaa- G. Waldron Snyder Intelligence. ___..- _Thomas P. McGovern
District Directors: _

Cincinnati, Ohio__.__...———.....---Philipp L. Charles Louisville, Ky._....- e-o....-Gilbert C. Hooks

Cleveland, Ohio_. .- —____Melvin J. Burton Parkelsbur%. W. Va. _..._Nathaniel Looker

Indianapolis, Ind_._. __Sterling M. Dietrich Richmond, Va. __Clifford W. Glotzbach

_.___Clarence E. Price
Gordon M, Anderson
—.____.Arnold 5. Dreyer

Regional Counsel. ... ooocceunenoe B b S e e
Rggiunalln_sdzector ................ s rdenetaaTd
Director, Midwest Service Center, Kansas City, Mo -.oocooommmmmmmmome
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Dallas Region

Regional COMMISSIONEr. .. .. oooooeeooocciociaanan
A cistant Regional Commissh iy

g mmi
Administration_ . ____ ... cceeeaeo. Roy W. Hann
ircohrtl:ltand Tobacco Tax. _..Jose;h F. Black
AlENe . e e e e i T A
Dist?ictl Directors: o e e
Austin, Tex: oo oo oeen Robert L. Phinney

Albuquerque, N. Mex
Dallas, Tex.__._....
Regional Counsel__

....Ernest W. Bacon
Ellis Campbell, Jr.

New York City Region

Regional t:omrnissiuner“..,..._.._____A_...: ..........

Assistant Regional Commissioners:

Administration______.._....._.__Norman D. Nowak
Alcohol and Tobacco Tax.. _...F. Virgil Welsh
Appellate__ . Ralph M. Horne
D|itirl|}ct Dlrg‘ct\grs:
AT B e, L S James A. O'Hara
Bmok{yn. N.Y__ Thomas E. Scanlon

Buffalo, N.Y ...
Regional Counsel

Omaha Region

Regional Inspector_ ...

Regional Inspector. . oo

______________________________________ B. Frank White

Aldit o L RS i

Collection - £ Webb
Intelligence___ ... _______ William E. Beloate, Ir.
Lithle: Rock, ArK: oo oemcmmnes Curtis R. Mathis

New Orleans, La_____

Oklahoma City, Okla_ e e

-_.Earl R. Wiseman
--.J. Marvin Kelley

__________________________________ David 0. Lowry, Jr.

__________________________________ Clarence |. Fox, Jr.

At s et s Charles A, Church
Collection___ _Alfred N. Kay
Inteligence: i o oo B S Eatis Francis J. Kennedy
Manhallan: MY S anmsaa oo i) Kenneth W. Moe
Syracuse, R e Raymond H. Reichel

................................. William V. Crosswhite
.................................. Frank S. Turbett, Jr.

Regional Commissioner oo
Assistant R | Commissioners:

Adminjstration. - .- _loilllloo.ss Orland V. Steele

Alcohol and Tobacco Tax William K. Lilley

Appellate. e Vance N. Bates
District Directors:

Aberdeen, S. Dak- - oceeeee s William C. Welsh

Cheyenne, Wyo_ ... ______...... Harry F. Scribner

Denver, Colo_ ... _._George H. Allan
Des Moines, lowa__. _...Y¥. Lee Phillips
Fargo, H.Dak_ .cccccomoooane .. Byron J. Rockwood

o Homer 0. C
Audit___ -.-Robert J. McCaul
Collection. _Clarence E. Rajs|
Intelligence_ _.Harold B. Holt

Kansas City, Mo ...........___. Edwin 0. Bookwalter
Omaha, Nebr. ---Richard P. Vinal
g; Boul. Minn _Ge g

. Paul, = _George 0. Lethert
Wichita, Kans. .Gustavg F. Koehler

Regional Counsel_ _
Ec ¥

__Frank C. Conley
........ Winslow B. Randall

i P e ————

Philadelphia Region

Regional Commissioner.____ ...

Alva M. Meyers

Assistant Regional C 3
Administration_ ... .- Robert D. McD:
ilcuhﬁ'ltanﬁ Tobacco Tax. 5 Louis ne?::ﬁﬂ

ppellate_________.__________William E.

District Directors: e

Baltimore, Md........________._.____lrving Machiz
_____ Chris L. Gross

Newark, N.J____. -.Joseph F. J. Mayer
Philadelphia, Pa.___._____________ Edgar A. McGinnes
Regional Counsel..--

o1 ST S E SRR T e, Joseph M. Shotz
Collection_ . _Edward J. Manning
Intelligence. Wesley E. Craig
Pittsburgh, Pa________....._____.. ..John H. Bingler
Scranton, Pa.... -Richard P. Brownell
Wilmington, Del____________._______Horace L. Brown

.............. Cecil H. Haas

Regional Inspector. ... ___.___...

R William A. Costello

San Francisco Region

St e R R P s Harold Hawkins

Regional C e
A M‘ nt Rtagtional c BT
ministration..____..___________"Homer C. Gan
R:;::gl?;t:nd Tobacco Tax.. .. Isham Raiiet
et iR ------Gardiner B. Willmart
Boise;, Idaho. . .oocoeooemommcanas Calvin E. Wright

Helena, Mont._
Honolulu, Hawaii_
Los Angeles, Calif.
Phoenix, Ariz.___.
Regional Counsel__
Regional Inspector.

___Frank J. Healy
Vaughn W, Evans
_--Robert A. Riddell
_Wilson B. Wood

At s L e Ernest L. Langbein !
Collection. - --Everett L. Meek
Intelligence. - o ee e oo ecmmmeeae Walter H. Thomas
Portland, Oreg. - - —eeeeee e Arthur G. Erickson
Reno, Mev____. -...Dalmon Davis

Salt Lake City, Utah Roland V. Wise
San Francisco, Calif.__ ..-Joseph M. Cullen
STy [T MR e L William E. Frank

L3 ¥ A Melvin L. Sears

e e e i s e Vacant

Directar, Western Service Center, Ogden, Utah

! Acting.

________ Frederick W. Bearman
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18 Annual Report

done by the district offices in the area. This was done during the
period from November through April. It allowed fuller utilization
of temporary man-years provided for forms distribution; reduced
demands on New York City district offices’ permanent staff in con-
nection with receipt, storage, and issuance of tax forms; afforded

faster service to banks, poat offices, practitioners and taxpayers; |

and reduced by a considerable degree the number of telephone and
in-person requests to the district offices for forms and publications.

Taxpayer Publications

The objectives of the Service’s Taxpayer Publications Program
are to educate taxpayers as to the requirements of the Federal tax
laws and to provide clear, understandable, and detailed answers to
apecific problems, so as to enable taxpayers to properly compute
their taxes with a minimum of assistance from Service personnel.

Your Federal Income Tax, IRS Publication No. 17, is perhaps the
beat known of the Service publications, next to the return forms
and instructions. It is a “best seller’” among Government publica-
tions sold by the Superintendent of Documents. The 1960 edition
contains 144 pages, an increase of 16 pages over the 1959 edition.
Its price also was increased from 85¢ to 40¢. The booklet contains
simplified nontechnical explanations and examples of thousands of
problems confronting individual taxpayers when they prepare their
income tax returns. The 1960 edition, in addition to explanations
of about 160 new rules resulting from changes in law, regulations,
and administrative rulings, also containg other improvements in
clarity, organization, and scope of subject matter covered. The
booklet is sold by the Superintendent of Documents, U.S. Govern-
ment Printing Office, Washington 25, D.C., and by local Internal
Revenue offices, It may also be purchased from various cooperating
newspapers and other non-Government organizations throughout
the country. Approximately 500,000 copies were sold in 1960.

Tax Guide for Small Business, IRS Publication No. 334, also was
increased in gize from 128 pages to 144 pages and in price from
36¢ to 40¢. This booklet explains and answers in plain nontechni-
cal language most of the Federal tax problems confronting the
small business and profegsional man. It contains detailed explana-
tions of the tax results flowing from the establishment of a new
business, the operation of a going business, and the disposition of a
buginess, whether it is a sole proprietorship, a partnership, or a
corporation. Federal income, excigse, employment, self-employ-
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ment, and withholding taxes are explained. A tax callenda.r and
a tax checkligt are included, as well as a detailed subject index.
Copies are available to the public through the same cha.nnels as
Your Federal Income Tax. Approximately 140,000 coples were
SOlg;wme'rs‘ Tax Guide, IRS Publication No. 225, is a 64-p:ftge
pamphlet directed especially to farm ta?c_problems. Further im-
provements were effected in the 1960 edition as a result o_f sugges-
tions received from readers, representatives of the Extension Serv-
ice of the U.S. Department of Agriculture, and.ﬁeld pet:sonnel of
the Internal Revenue Service. One million copies of this booklet
were distributed free to farmers, principally through county ex-
i ents. _
ten;:;:n(?fagoide for U.S. Citizens Abroad, IRS Publication No. 5.4: is
a 24-page booklet explaining the Federal income tax responsibili-
ties of U.S. citizens who reside or work abroad. About 400,000
copies of the 1960 edition were distributed through consulates and
other Government offices to U.8. citizens abroad.

U.S. Tax Guide for Aliens, IRS Publication 1\.10. 438, a new 27-
page pamphlet, explains the TU.S. tax status of aliens, .bo.th r?sudent
and nonresident. This pamphlet sets forth the dlstu-}cf:mn be-
tween resident and nonresident aliens and the tax }{}rt.)v:smns ap-
plicable toeach. It also explains the basis for dfatermmm_g whether
or not an alien i engaged in trade or business in the Umted. S-tate:s
and the tax provisions applicable in either case. Ip_addltlon it
contains a general discussion of the tax-sparing provisions of U.S.
tax treaties. Nearly 100,000 copies of this pamphlet have been
sent to district offices and to U.S. embassies and consulates overseas

distribution. '
fozftlif:r pamphlets on the taxation of aliens or nonr:emd.ent U.8.
citizens which may be obtained without charge frc_)m district ofl‘ices
or U.S. embassies and consulates are the following International
Operations Division Information Guides:
i nd U.S. Income Tax
g:.- ;:EIEL:?};&:“]?:;;;OM of Members of the Foreign Service, De-
pﬂrtmEfn ;:ftsmit(eear for Nonresident Alien Taxpayers
gg: 2:3?:;31? ;)Or Rs;ct:)iery of Manufacturer’s Excise Tax on Exported
Articles .
No. 5—Social Security Coverage for Clergymen and Religious Workers
Abroad
No. 6—Preparation of Form 1040B
No. 7—Foreign Scholars and U.8. Income Tax

564655 0—60——3
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Motor Fuel Taz Pamphlets—These publications were revised to
explain the latest rules in regard to the various Federal motor fuel
taxes. They consistof:

Federal Tax on Motor Fuel, IRS Publication No. 349

Federal Gasoline Tax Refund for Nonhighway and Transit Use, IRS
Publication No. 378

Farmer’s Gasoline Tax Refund, IRS Publication No. 308

Teaching Taxes, IRS Publications No. 19, 21, 22, and 27 com-
prise a series of students’ handbooks, teachers’ guides, and other
training aids furnished free of charge to high schools and colleges
for use in the “Teaching Taxes” program, deseribed on p. 23.

Other publications.—A total of 37 other taxpayer assistance

documents were distributed free to taxpayers. These publications
range in size from 2 pages to 16 pages. Their distribution ranged
from 1,000 copies to 110,000 copies. Each publication contains a
detailed explanation of the rules applicable to certain problem
areas. The publications are used to answer taxpayers’ inquiries on
gpecific problems and they are also available upon request in dis-
trict offices. They serve to expedite and increase the effectiveness
of the Taxpayer Assistance Program during the filing period and
to minimize the need for individual assistance to taxpayers by per-
sonnel of the Internal Revenue Service. The booklets are also
utilized as supporting statements for adjustments proposed in
revenue agents’ reports as a result of the examination of taxpayers’
returns. The booklets cover the following subjects:

Document Document
. No. No.
Personal Exemptions and Depreciation, Depletion,
Dependents__ .. ____ 5013 Amortization ...~ 5060
Employee Expenses_...- 5014 Business Expenses._.__- 5051
Sick Pay_wo——comeee 5016 Child Care_ . ___..- 5052
Selling Your House—____ 5017 Retailers’ Excise Tax___ B50bB4
Retirement Income and Manufacturers’ Excise
Credit_ .o — 5018 TaX e e e 5066
Medical and Dental Ex- Excise Tax on Communi-
penses___ o ____unien- 5020 cations . mee o 5056
What Is Income_________ 5045 Occupational Stamp
Tax Calendar and Check TAXES_ wmme oo 5057
List e 5046 Tax on Admissions and
Self-Employment Tax... 5047 Dues o= 5059
Sales and Exchanges of Investment Income___._. 5060
Assets_ e 5048 Net Operating Loss_____ 5062
Entertainment for Busi- Interest Deductions____. 5074
NESS oo s 5049 TaXEeS mm e 507h
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Document Document
No, No.
Filing Your Tax Return. 5107 Accounting Periods and
Installment and Deferred- B Ig%:hgds ————————————— 5175
P ent Sales_ oo 3.. ebts . 5176
bayment Sales 5108 Withholding From Wages
Alimony - ______. 5109 by Employer 5177
Miscellaneous Deductible Repairs and Improve-
Expenses_____________ 5110 MeNtS s 5178
Tax Withholding and Es- Partnerships .. 5179
timated Tax. ... _ 5111 Corporations . .________ 5180
- Sale of a Business______. 5181
Casualties, Thefts, Con- If Your Return Is Exam-
demnations....-______ 5174 ined e ________ 5202

Public Information Program

The Service continued to carry out an active public information
program, employing all available media. The purpose of this pro-
gram is to aid taxpayer understanding of the tax laws and thus to
facilitate compliance with the statutes and regulations.

Work was started on a new, 27-minute, documentary color film
which will replace an earlier preduction, “Since the Beginning of
Time.” The new film will be used for national and local telecasts
and bookings before schools, civie groups, and luncheon clubs, as
the earlier one was.

More than 100 press releases were issued during the year to
newspapers, tax services, and other news media. These press
releases dealt with a variety of subjects. Some were in the form
of announcements to taxpayers of new or changed policies of the
Service, others were announcements of administrative actions, and
atill others served to report collection and enforcement activities.
Tax calendar items were featured in releases by regional and
district offices.

Statistical releases reporting the highlights and availability of
detailed statistical studies of the items shown on tax returns filed
were also issued.

-Prior to the 1960 filing period, a complete public information
kit was issued to field offices. This kit included releases, sug-
gested scripts, anecdotal material, and radio and television spot
announcements.

" A new program of providing television announcements for use
throughout the entire year, as well as during the filing period, was
arranged with the television networks.
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High school students in Auvustin, Texas, study Forms 1040, 1040W and 1040A, under the “Teaching

Taxes" pregram
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This was the seventh consecutive year in which the Service pro-
vided students’ handbooks, teachers’ guides, and other teaching
aids, free of charge, under the “Teaching Taxes” program. Over
2,700,000 students and 66,000 teachers participated, in more than
22,000 schools. These materials also have been used in a variety of
educational projects, such as adult educational courses, in addi-
tion to their use in public and private high schools and colleges.

The information program gave special attention to new or
changed policies of the Service in two areas: the reporting of in-
come from interest and dividends, and the reporting of expense
account reimbursements (see pp. 80 and 81). A series of news
releases and statements was issued on these subjects and they were
given special treatment in the information kit used during the
filing period.

~ Taxpayer Assistance Program

During the filing period each year the Service provides taxpayers
with advice and assistance in the preparation of their income tax
returns. Aid is provided by one of three methods: individual as-
sistance, “self-help,” or telephone service. Emphasis is placed on
the last two methods, which not only encourage taxpayers to assist
themselves to the greatest extent possible but also save the time
of both taxpayers and Service personnel.

Annual Taxpayer Assistance Institutes also are conduected each
year, prior to the filing period, for the purpose of training repre-
sentatives of Government organizations and business firms with
large numbers of employees. The persons attending these in-
stitutes are then able to assist fellow employees in preparing their
income tax returns.

In addition to the assistance provided by these methods, the
Service has taken other steps to promote better understanding of
the tax requirements. Among the factors contributing to better
understanding are the Service publicity and educational programs,
an expanded series of tax guides and related publications, and the
simplified tax forms, Form 1040A and the new Form 1040W,

. A total of 10,213,000 taxpayers requested aid during the 1960
filing period. While this represents a slight increase over the
10,173,000 seeking assistance in 1959, the entire increase for 1960
was in the telephone service. Approximately 53 percent of the tax-
payers assisted in 1960 were handled by telephone which is the
quickest and most economical method. Since the advantages of
this service have been publicized, fewer taxpayers are requesting

- individual and self-help assistance in preparing their returns.



During the 1960 filing period, the-number of taxpayers receiv- ‘ Taxpayers

ing individual assistance was 455,000 compared with 618,000 in

1959. Self-help assistance was provided 4,305,000 taxpayers in .

1960, a decrease of 5 percent from the 4,552,000 taxpayers fur- | ASSISted

nished this type of assistance in 1959. Under this method, a group

of taxpayers prepare their returns with the aid of a Service em- ‘

ployee who moves about within the group to answer specific

questions. ‘
The average number of taxpayers assisted per man-day increased

from 96 in 1959 to 107 in 1960, due mainly to increased use of tele- Loy )

phone service. Various telephone companies contributed to this Individual assistance 1,508,600

improvement by informing their customers of the availability of o ‘ 779.400
this service. i I ’ 011, - )
. —  EEU 454,500

The man-days devoted to assisting taxpayers continued its down- . .
ward trend which began in 1956. During 1960, there were 110,803 . .
man-days spent on the program, representing an 11 percent
reduction from the 1959 figure of 124,025 man-days.

Through better planning and use of improved techniques in
providing assistance, the district offices effected a reduction of
$231,038 in the cost of the program. For 1960, the cost of the
Taxpayer Assistance Program amounted to $2,665,280 compared
to $2,896,318 in 1959.

5,171,400 |l 5,003,300 Jf 5.493.200

Telephone assistance 4,826,800 i 408,000

11,770,300 11,002,900 10,988,500 10,172,900 10,212,700

1956 1957 1958 1959 1960




RECEIPT AND PROCESSING OF

TAX RETURNS AND RELATED
DOCUMENTS

Number of Returns Filed

In the 1960 fiscal year, 94,399,000 tax returns of all classes were
received by the Internal Revenue Service. This was 1,571,000,
or 1.7 percent more than the number received in the preceding year.

The largest increase occurred in individual income tax returns
where the combined total of Forms 1040, 1040W, and 1040A showed
an increase of 1,271,000, or 2.1 percent over the previous year. In
filing their returns for tax year 1959, more than seven million tax-
payers took advantage of the simplified return Form 1040W which
was made available for the first time to taxpayers whose income
consists only of wages and salaries, regardless of amount, and not
more than $200 of dividends and interest. The combined total of
1040 and 1040W filers increased by 101,000 over the previous year,
an increase of 0.2 percent. An increase of 1,170,000, or 6.8 per-
cent, in Form 1040A returns was due primarily to continued efforts
of the Service to increase the use of this simplified card return
form.

Individual declarations of estimated tax numbered 6,292,000,
which represents an increase of 190,000, or 3.1 percent from the
preceding year, ,

Employment tax returns totaled 20,227,000, which was 1.9 per-
cent more than the number in the preceding year.

Major changes among other classes of tax returns were a de-
crease of 157,000 in special occupational tax returns and a decline
of 225,000 in all other excise tax returns. In 1959 the number of
special occupational tax returns was abnormally large because
many wholesale and retail liquor dealers purchased stamps for
both 1959 and 1960, due to the accelerated purchase date provisions
of Public Law 85-389. In 1960, these same dealers purchased
stamps only for 1961, resulting in a corresponding decrease in

26
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returns for 1960. The new law also revised the definitions of
wholesale dealers and retail dealers to conform in general to the
trade understanding of these terms. As a result of the changes in
definitions, a number of dealers who were formerly required to
pay both classes of occupational taxes are now required to pay tax
only as a retailer or as a wholesaler.

A comparison of the number of returns filed in fiscal years 1960
and 1959 is shown below. Summary data are also shown on
pages 101 and 102 with respect to the major types of income re-

3 : ported by individuals and corporations for recent years.

Number of returns filed, by principal type of return
[Figures in thousands. For details, see labie 5, p. 132]

Type af relurn 1960 1959
Grand lalai_____ ... . 94,39 r 92, 828
Income tax returns, lotel . _______ ... ... ... 70,151 r§8, 584
individuai and fiductary, lalat . ... . __ . 61, 260 60, 008
Individval—cilizens and resident aliens, totel.._____________..______ .. . . 640, 456 59, 185
Forms 1040 and 1040W Y .. ... 42, 060 41,959
Form MOA0A._..__ . ... ... . 18, 396 17,226
Al other individual and fiduciary. ... _______.________ . B04 824
Decleralians of eslimaled tax,1alal .. .. ______ ... ... 6, 309 6, 120
Individual ... 6,292 6, 102
Carporatien Yo T"f ................................... 17 18
Pertnership. ... L 1,016 1,007
Corporatian____ 1,072 598
5. Olher, ... 493 451
- Employmen tax returns, letal. ... ... 20,227 19,847
' Emplayers’ returns, Ferm 941___ ... .. 14, 729 14, 405
Employers’ returns, Form 942 EHeusaheld emplayees) ee——— 3,671 3,671
Emplayers® retyrns, Form 943 (Agricultural employees) . .. T 580 569
Railvead retirement, Ferms, CT-t,CT—2____ T TTo Tt 23 } 1,202
Unempleyment insurance, Farm 940 J 777 TTITTTTTT 1,224 '
62 61
91 85
3, 868 4,250
1,t66 rl,323
2,351
® 2,928
309

r Revised.

ﬁl.ldReturns on Farm 1040W are Included in the 1960 calumn enly, this having baen the first yaar in which lhis ferm was



Individual
and
Fiduciary

Declarations of
Estimated Tax
(Individual)

Partnership

Corporation

Employment

Excise and
All Other

Totals

Number of
Returns Filed

(mitlions)

1959—92.8
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Information Returns

Nearly 325 million information returns were received during
1960. Of these returns, more than 208 million were Forms W-2
(employers’ statements of wages paid and tax withheld) including
copies filed by employers and the copies filed by employees as at-
tachments to their income tax returns. Forms 1099 (information
returns on payments of dividends, interest, and various other
items) totaled nearly 110 million. The remaining information
documents included nearly 6 million Forms 1087, Ownership Cer-
tificates—Dividends on Stock, and small numbers of other types of
documents,

Service Center Functions

During fiscal year 1960, the area service centers processed to
completion 47.3 million individual income returns, Forms 1040,
1040W and 1040A. Of these, 41.8 million were 1959 returns filed
during the 1960 filing period and 5.5 million were 1958 returns filed
during 1959.

In addition, 4.6 million individual estimated tax declarations |,
were processed. Accounts receivable were established for appro-
priate individual income tax returns and declarations.

All districts received the benefit of service center mailing and
delinquency check operations on employment tax returns, Form
941, for one or more quarters and on unemployment tax returns,
Form 940. In 1961 all returns on Forms 940 and 941 will be
handled in the service centers.

During the period January 1 through June 30, 1960, service cen-
ters received 52.1 million individual income tax returns for proc- .
essing, or 87.3 percent of the total filed. This was an increase of
approximately 11 million over the same period last year. The in-
crease was largely due to the scheduling of additional returns for
shipment to the centers by the districts served.

Plans were completed to utilize electronic equipment in the
Northeast Service Center beginning January 1, 1961. This ad-
vanced equipment will replace to a large degree the punch card
systems now used. It is planned to extend the electronic systems
to the Midwest and Western Service Centers for operation
beginning January 1, 1962.

Refunds Covering Excessive Prepayments

During the 6-month period ended June 30, 1960, nearly 34.5
million refunds were scheduled on individual income tax returns
filed for the 1959 tax year. The bulk of the refunds relating to
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tax year 1959 were scheduled by the end of May, just 6 weeks after
the filing deadline. 'The refunds scheduled on the tax year 1959
returns averaged $114 per item as compared with an average of
$111 per item for the refunds scheduled through June 1959 on the
1958 tax year returns. The number and amount of credits allowed
on tax year 1959 returns increased 15 percent and 8 perecent,
respectively.

The following table shows the number and amount of refunds
and credits, and amount of interest paid as a result of excessive
prepayments of individual income tax on returns filed for the tax
years 1954 through 1959 (usually received and processed by June
30 of the following year) :

Refunds and credits resulting from excessive prepayments of
individual income tax

Rafunds Credits
Tax year

Number Principal {nlarasl Number Amount

(lhousands) | (lhousand th d | (th d th d

doliars) dollars) dollars)
4,474 3 932, 619 515 1,527 582,670
35,154 | 3978226 3,933 1,756 756, 887
35,155 |2 3725, 000 23,192 1,828 732, 840
34,09% 3, 323 79 3,93 1,802 599, 012
33,274 128 3,589 1, 596 543, 501
33,138 2 932 261 3,559 1,681 573, 243

Nota.—For 1956 and subsaguenl years, returns requiring split credit to onsuing or prior) tax year and current year
refund are counted undor both headings.
éures are prellmmary and reflect refunds er credits to June 30, 1960, Revised figures te Dac. 31, 1960 will appear
In next yaer's r?o
2 Principal and interest for tax year 1957 are estimated.

Carryback Allowances

During 1960, there was a decrease in the filing of applications
for tentative adjustments of prior years’ income taxes to give
effect to operating loss carrybacks. This represents a reversal in
the upward trend of the past two years, during which filings in-
creased substantially. A reduction in filings by corporate tax-
payers accounted for the entire decrease.

Applications adjusted in 1960 numbered 62,500, with tax re-
ductions amounting to $505,217,000. As compared with 1959, the
number of cases handled decreased by 7 percent and the dollar al-
lowances decreased by $113,878,000, or 18 percent.

With fewer applications filed and disposals running well above
receipts the inventory of cases under consideration was reduced
by nearly 60 percent. The 1960 year-end inventory was the lowest
in both number and amount for any year since 1951.
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A comparison of the carryback applications received and ad-
justed in the last 2 years is shown below :

Receipt and disposal of tentative carryback applicatiens

Number Amount {thousand dellars)
Status Claimed Adjusted
1960 1959
1960 1959 1960 1959
Ponding July 1. ... 8, 284 10, 336 68,619 L7 1 [ I,
Applications received_._.._..___...__..._____ 57,709 65,178 | 492,501 | 651,047 | .. ___ )l ... .-
Applicalions adjusted, tetal 62, 500 67,230 | 532,064 | 658,744 | .. .. | -eei-—-
Alowed. . ... ... na 1O TS PR I 505, 217 §19,095
Disallowed . __.___ . . ... n a [ T 2,1 42,465
Pending Juna 30 ... . _......... 3,493 8,284 29,056 68,619 |- |ooeeen

n. a.—Net available.

Plans for Automatic Data Processing

The Service is going forward with plans to develop and install,
over a period of several years, a system that will use automatic data
processing equipment extensively in performing its accounting,
clerical, and statistical operations. The decision to support the ad-
ministrative and enforcement activities of the Service with highly
efficient electronic computing machinery grew out of the need for
dealing with a rapidly expanding workload that has already over-
taxed the present data processing facilities, and the need to install
a system that will consolidate into a single account on magnetic
tape transaction data involving each taxation entity.

The following broad objectives are expected to be achieved
through application of automatic data processing techniques and
the master file concept to the enforcement and revenue- producing
operations of the Service :

1. Systematic check on failure of individuals and business en-
tities to file returns.

2. Verification of mathematical accuracy of returns filed and
computation of tax or refunds due,

3. Determination of taxpayer indebtedness for prior year taxes
of all types prior to issuance of a current refund, and identification
of duplicate refunds.

4. Provision for a consolidated tax account for each taxpayer
that will reflect current tax status at any given point in time.

5. Matching of data reported on information documents with
corresponding data on taxpayer returns.

6. Classification of returns for audit purposes.
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7. Preparation of management, operating, and statistical
reports.

During the past year, detailed plans and specifications were
developed and major computer manufacturers were invited to pro-
pose systems that would meet the Service's automatic data process-
ing requirements through 1969. Proposals submitted were
subjected to critical review to determine that proposed system
variations were not in violation of mandatory requirements im-
posed by the specifications; that adequate provision had been made
for the processing of the data volumes deseribed in the specifica-
tions; that the characteristics and capacities of the equipment
proposed were consistent with a company’s claim of a machine
capability to proceas stipulated workloads within specified time
limits; and that cost data were accurate and consistent with
equipment configurations and schedules. Yollowing this review
of the proposals, a selection of equipment was made and work was
started on the development of procedures for the system.

In 1961, a Computer Center will be activated at Martinsburg,
W. Va., and a pilot Service Center will be established in the Atlanta
region to begin returns processing in January 1962. Experience
gained from the pilot operation will permit systematic and gradual
expansion to a fully operational national system by 1969.

ENFORCEMENT ACTIVITIES
General

Our national tax system is characterized by an exceptionally
high degree of voluntary tax compliance, with the vast majority
of taxpayers responding conscientiously to their obligations under
the tax laws enacted by the Congress. While this high degree of
voluntary compliance reduces both the extent and difficulty of tax
enforcement problems, there remain substantial numbers of tax-
payers who fail to recognize their full responsibility or are unaware
of legal requirements affecting them. Other taxpayers seek to
avoid or evade as much of their tax liability as possible.

The enforcement functions of the Service are concerned with the
verification and correction of tax liabilities established by volun-
tary filings, and with ascertaining and collecting taxes and pen-
alties from those who wholly, or largely, ignore their tax respon-
sibilities. These functions are of vital importance, not only for
the substantial amounts of revenue thereby obtained, but because
effective and impartial enforcement action is necessary to maintain
public confidence in our tax system.

Mathematical Verification

During the year, 50,156,000 individual income tax returns filed
on Forms 1040, 1040W, and 1040A were mathematically verified.
This was a decrease of about 3 percent from the preceding year.
This decrease is primarily attributable to lack of manpower to per-
form all verification work during 1960.

Notwithstanding the 3-percent decline in the number of returns
verified, the number of error cases disclosed by mathematical veri-
fication increased by slightly more than 12 percent. Among the
error cases, the number with a tax increase rose 14 percent, while
the number with a tax decrease rose 9 percent. The tax increases
averaged $85 while the average tax decrease was $69. The ag-
gregate amount of tax increases was $112,066,000, compared with

33
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$84,688,000 in 1959, while tax decreases totaled $48,664,000, com-
pared with $42,268,000 in the preceding year.

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

Individual income tax returns mathematically verified

Type of return
Item Total Forms 1040 and 1040W 1 Form 1040A
1960 1959 1960 1959 1560 1959
Number of returns verified ___.__ thousands..| 50,156 | r51,570 37,254 39, 534 12,902 r 12,035
Number of returns en which changes were made
theusands. . L, 017 1,800 1,361 1,278 656 522
Returns with increase:
Number_ ... ... thousands__ 1,313 1,153 944 857 369 295
Amount________..__._ theusand deflars__| 112, 066 84,688 81,112 62, 664 30,953 22,023
Returns with decraass;
Number_______.__.....____.. thousands.__ 704 647 17 421 287 226
Amount_ ... thousand dollars__| 48, 564 42, 268 26, 145 25, 406 21,813 16, 862
T Revised.
m;dl!eturns on Form 1040W are included in the 1960 column only, this having been the first year in which this form was
.
Audit of Returns

General—For several years, special effort has been directed
toward improving audit operations and examination techniques,
thereby enabling the Service to increase the number of returns
examined each year.

During 1960, further operational improvements were made in
the auditarea. Among these were revised procedures for address-
ing various case records and letters to taxpayers in connection with
the audit of prerefund returns. Under the new procedures, the
service centers preaddress the records and letters, thereby releas-
ing clerieal manpower in the district offices for other audit opera-
tions. As a further means of conserving clerical manpower, new
procedures were installed for recording and eontrolling audit activ-
ity on refund claims. To speed up the audit of excise and employ-
ment tax returns, a revised notification letter to taxpayers was
developed.

Several major studies were undertaken relating to office audit,
informal conference, and service branch operations of district audit
divisions. The office audit study contemplates further expansion
of low-cost methods in achieving broader audit coverage. By
encouraging wider use of the informal conference procedures in
district offices, the Service is endeavoring to speed the settlement
of tax disputes. Work measurement and simplification is the ob-
jective of the service branch study.
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Classification and selection of returns for examination.—Prior to
each year’s filing period, the regional offices plan the audit program
for their districts. The development of guidelines for the classi-
fieation and selection of returns for examination is an important
phase of this planning.

The purpose of the classification process is to select the returns
most in need of audit, based on potential adjustments to tax liability
which would produce an overassessment or a deficiency of a sub-
gtantial amount. Other criteria governing the selection of returns
include local knowledge of noncompliance and provision for ade-
quate audit coverage of the various types of returns and classes of
taxpayers.

It is impractical for technical personnel to classify each return
among the ever-increasing number filted. Therefore the Service
has applied carefully tested methods to identify and segregate for
classification those returns in the mass of filings which are likely
to require attention. The mechanized processing operations at
the service centers have made it possible to identify additional
returns with significant audit characteristics and refer such re-
turns to the district audit divisions for consideration.

During fiscal year 1960, nearly 19 million income, estate, and
gift tax returns were classified and about 3 million were referred
to district audit divisions for further consideration. In addition to
returns selected through the classification process, audit divisions
considered returns related to refund claims and returns in which
examinations were mandatory by reason of taxpayers’ requests or
statutory requirements.

Number of returns examined.—The examination of a return in-
volves a contact with a taxpayer or his representative for the pur-
pose of verifying or adjusting items appearing in a return. An
office audit examination is one in which the Service contacts a tax-
payer by correspondence or by interview on Internal Revenue prem-
ises. A field examination is conducted by personal contact with
the taxpayer or his representative at the taxpayer’s home or place
of business. Field examinations generally involve returns of
greater complexity which require highly developed professional ac-
counting skills.

During 1960, 3 million returns were examined by district audit
divisions. Of this number, 2,089,000 returns were examined by
office audit and 911,000 by field examination. As compared with
1959, office audits rose 8 percent, reflecting the further expan-
sion of volume audit operations among low-income returns. Field
examinations decreased 4.6 percent due to the continued emphasis

364855 0—H0——1
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on utilization of the professional abilities of the field examiners on
more qualitative examinations.

A total of 641,831 returns were closed by district audit divisions
without taxpayer contact, where further study of the returns,
prior-year records, and other background information indicated
that examinations were not warranted.

The following table compares the number of returns examined
for the last 2 years:

Number of tax returns examined
[Figures in Thousands]

Tote! Field audit Office sudit
Type of return
1960 1959 1960 1959 1960 1959

Grand 1etal . .. ..o 3,000 2,888 911 954 2,089 1,933
Income tax, total___._.. . i 2,73 2,595 682 725 2,054 1,870
Corparation. .. ... .o-eooo 165 173 163 170 2 3
Individual and fiduciary . 2,51 2,422 519 355 2,052 1,867
Estate and gift lax. .. .. ..coocoomeeai 27 29 25 26 2 3
Excite and employment lax ' ... 236 264 203 204 33 60

1 Excludes examinalions rasulting in no tax changs where such axaminatien was mada from the taxpayer’s copies af
returns in the course of an audit covering both income and excise and/er employment taxes.

Additional tax resulting from audit.—Almost $1.8 billion in
additional tax, penalties, and interest was assesged in 1960 as a re-
sult of the audit of returns. This represents an increase of $168
million over the preceding year and is the largest amount ever pro-
duced by this activity.

Practically all of the increase occurred in assessments involving
corporation income and profits taxes. Slight increases were regis-
tered in the additional assessments from audit of estate, gift, and
excise tax returns but the decreases in the amounts from audits of
individual and fiduciary income tax returns and employment tax
returns more than offset these gains. The decrease in the employ-
ment tax area is attributable in part to a realignment of functional
responsibilities between the audit and collection divisions for the
verification of employment tax returns.

The amounts shown in the following table comprise additional
assessments made at all stages of audit and appellate congideration,
including those resulting from Tax Court and appeals court deter-
minations. The tax and penalties involved in delinquent returns
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secured as a result of audit activity are not included below but
are shown under “Delinquency Investigations and Delinquent
Returns,” p. 49.

Additional assessments resulting from audit
[In 1housands of dolars]

Addilional 1ax, penallies, and
inleresl assessed
Type of lax
1960 1959
b ) O 1,786,915 1,619, 148
Income and profits taxes, total. ... ..o e 1,576, 637 1, 422, 657
Corparalion income and prefits ... ..o 910, 597 747,426
Individual and fiduciary:
Prerefund audit. ... 102, 517 97,715
Regular audil ... oo s mem e 563, 543 577,435
Estale and gift taxes. ... ..o oo oan [ 175,719 164, 528
EMployment tBXeS 1. . ... i oo 2,888 6, 338
EXCiS® LA, o oo amee o mmmmemmmmmmo—mmmemmm—m e 31,651 25,624

1 Includes withheld income tax.

Claims for refund.—The number of refund claims closed by dis-
triet audit divisions dropped from 485,758 in 1959 to 357,615 in
1960, with the principal reduction occurring in the individual in-
come tax area. Claims activity in this area had risen temporarily
in 1959 by reason of retroactive regulations issued in April 1958,
permitting the deduction, on income tax returns for 1954 and sub-
sequent years, of certain educational expenses not previously
allowable.

Despite the decrease in number, the total amount claimed rose
from $415,685,000 in 1959-to $677,022,000 in 1960. The rise was
mainly attributable to a few unusually large corporation income tax
claims and to the release from suspense status of excise tax claims
involving large amounts, dealing with the deductibility of warranty
charges from manufacturers’ selling prices.

Of the $677,022,000 claimed, refunds were allowed in aggregate
amount of $161,396,000, while $515,625,000 was disallowed.
About 86 percent of the amount claimed on individual income tax
claims was disallowed but 78 percent of the amount involved in
corporation income tax claims was disallowed. Due to a court de-
cision favorable to the Government, dealing with warranty charges,
over 96 percent of the amount claimed by excise taxpayers was
disallowed.
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Data on claims for refund closed during 1960 are shown below:

Claims for refund closed by district audit divisions

Amaunt (theusand dellars)
Class ef tax Number ,
Claimed by Allowed Disallowed
taxpayer

L 357,615 677, 022 161, 396 515, 625
Individual income tax____ ... ... 316, 005 102, 396 65, 324 37,071
Corporation income tax_______ . ......... - 24,288 357, 123 79,473 277,650
Estatetax__._ _..... R 1,425 23,260 7,174 15, 086
Gift tax...___ - 248 84% 382 467
Excise taxes. . 10, 193 191, 603 7,804 1€3, 799
Employment tax 5,457 1,791 1,239 552

Appeals

Income, profits, estate, and gift tax cases.—The number of pro-
tested income, profits, estate, and gift tax cases received in pre-
90-day and 90-day status by the regional appellate divisions
decreased in 1960. This is the first decrease since the sharp
upward trend in receipts began in 1954. The gignificant factor
contributing to this decline was the increased emphasis on im-
proved examination, review, and informal conference in the dis-
triet audit divisions.

Disposals during 1960 were greater than those for 1959. The
larger volume of disposals and fewer receipts resulted in a marked
decreasein inventories.

The number of petitions filed with the Tax Court of the United
States also decreased somewhat in 1960. This, coupled with an
increased number of disposals, reversed the prior trend of increas-
ing inventories.

The following tables reflect case receipts, dispositions, and pend-
ing inventories for the regional appellate divisions as a whole
during the last 2 fiscal years. Additional details relating to thesge
cases, including dollar amounts involved and results obtained in
cases processed, are shown in tables 14, 15, and 16, pp. 148
through 150.

Report on Operations 39

Appellate Division processing 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

1560 1958

Pending in pre-90-day status July 1. ... . . o 13,298 12,394
Net receipts from district directors during year 16, 01 17,378

Processed during year, total .. i 18, 368 16, 475
ABNBOH . .. et oo o- 13,021 11,785
Unagreed overassessment and claim rejections._. . ... ... 9 625

2
4, 405 4,085
Pending in pre-90-day status June 30 . . ... .. e 10,931 13,298

Appaliate Division statetory netices issued—transferred to 90-day status

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

Number of cases
Slatus

1360 1959
Pending in 80-day status July 1. e 1,330 1874
Net receipts during year, total ... ... .......__.___ S, 4,661 4,384
Stalutory nelices issued by Appeiiate Division ! 4 324 4,004
Cases resylting from district divectors’ statutory nelices_ ... . .eoouiinuanan 337 380
Pracessed during yeer, tolal. - e e 4,723 4,928
Agreed .. ... ________ 711 606
Defaulted_ . ______... e 1,158 1,124
Pelitioned to the Tax Court: 2,853 3,198
Panding in 90-day status June 30 .. s e 1,268 1,330

L Difference from preceding tabie is caused by cases being combined or slil for 1he purpose of issuing the statutory
notica, cases in transit, ete.

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

Number ef cases
Status

1360 1958

Pending in docketed status July 1 11,748 £0, 395

Net vecaipts during year, tolal ... .. . B, 562 7,002

Petiliens filed in response to—
District directors’ stalutory nolices. - e 3,829 4,131

Appeliate Division’s slatutory notices ' _. __ 2,678 2,024

Cases recensidered after Iriad_. __.__________ 55 47
Processed during year, IOl ... wmmm e e 6, 821 5, 649
Agreed—stpulated . .. ... ..t et 5,511 1 478
Dismissed or defaulted . ________ 38 310
Triod befere the Tax Ceurt on merits... .. 928 861
Pending in docketed status June 30. ..o e e 11,489 11,748

L Difference from number shewn as pelilioned in preceding tabie is caused by excluding district directers’ statulery
natices considerod by Appeliate in 90-day slalus, cases in transit, slc.



METHOD OF DISPOSAL
OF APPELLATE
DIVISION CASES

Agreement reached
hefore issuance of
statutory nolice

Unagreed over-
assessment or
claim rejection

Agreement reached
while statutory
notice was pending

Taxpayer defaulted
after issuance of
statutory notice

Settiement reached
after petition to
Tax Court but
hefore trial

Dismissed by
Tax Court or
taxpayer defaulted
after petition

Tried in Tax Court

Appeals

Income, profits, estate, and gift taxes

1959—19,789
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Exzcise and employment taxes.—There was a decrease in the num-
ber of excise and employment tax cases received and a small in-
crease in disposals.

The following table reflects the results in this area:

Appellate Division processing of protested excise and employment tax cases

Number ef cases
Status

1060 1959
Pending July . . o imememmmemmmeeeeeee e mmmmmmemmemeeee e emeeae 1,037 799
Received during year, e 1, 3t0 1, 656
Processed during year, telal___._ ... e eeeeero e remsss e e e 1, 460 1,418
Settled by agreement_ .. @ e —cmmmamemmmmmmmmmm o e maammn 764 675
Closed witheut agreemenl 696 743
Pending Jume 30 e eamammmmm—semmmmmmmmmmans 895 1,037

Claims for relief from excess profits tax.—There was further
progress during the year in the disposition of claims for relief
from the World War II excess profits tax (Sec. 722, Internal Reve-
nue Code of 1939). The number of cases pending in the Tax Court
was reduced from 38 to 20; and no nondocketed cases were pend-
ing before the Excess Profits Tax Council. The results for the year
were as follows :

Claims for relief from excess profits tax pending in the Tax Court

Number of [Amounl claimed
Status cases (Ihousend
doliars)

147,19

31, 569
115, 350

Closing agreement cases.—Final closing agreement cases relat-
ing to completed transactions are considered by the Appellate
Division. The table shown below reflects the activity in this area
during the year 1960. (Rulings on proposed closing agreements
involving prospective transactions are discussed on p. 12.)

Appellate Division processing of final closing agreement cases

Status 1960 1959
Pending Juivl_ . __.______.___... 7 12
Received duringyear_.________.__. 32 31
Precessed duringyear ... . - k7 36
Pending Jume 0. ... e immmceme oo 7 ?
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Overassessments Reported to Joint Committee

A total of 542 cases involving overassessments of $328,770,244
was reported to the Joint Committee on Internal Revenue Taxation
in accordance with the provisions of section 6405 of the Internal
Revenue Code of 1954 which requires review by the committee of
all refunds and credits of income, war profits, excess profits, estate,
or gift tax exceeding $100,000. These figures compare with 300
cases involving $373,187,163 reported in the preceding year.
Civil Litigation

Litigation results.—The Supreme Court decided 19 tax cases
last year, sustaining the Government’s position in 12 cases.

The circuit courts of appeals decided 348 tax cases (exclusive of
bankruptey, receivership, insolvency, lien, compromise, and liquor
cases). The Government's position was supported, in whole or
in part, in 257 of these cases. _

In most cases a taxpayer who has paid a disputed tax can, if he
wishes, sue for refund in the Court of Claims orin a United States
District Court. Last year the district courts decided 168 cases
for the Government, 170 for the taxpayer, and 43 cases partly for
the Government and partly for the taxpayer. The Court of Claims
decided 43 cases for the Government, 21 cases for the taxpayer,
and 6 partly for each. o

At the year-end there were pending in district courts 2,485 civil
cases involving tax questions (principally suits for refund of taxes,
other than those relating to alecohol, tobacco, and firearms taxes, but
also including perpetuation of testimony and damage actions) and
465 were pending in the Court of Claims.

For details of the cases in courts other than the Tax Court, see
tables 20 and 21 on page 152.

Decisions of Supreme Court—Among civil cases (see pp. b7
and 58 for criminal cases) decided by the Supreme Court were the
following :

In Commissioner of Internal Revenue v. Fred N. Acker, 361 U.S. 87, fie-
cided on November 16, 1959, the Supreme Court affirmed the decision
of the United States Court of Appeals for the Sixth Circuit which had
decided, contrary to the Commissioner’s contention, that Sec. 294(d) (2)
does not authorize the treatment of a taxpayer’s failure to file a .de-
claration of estimated tax as the equivalent of a declaration estimating
no tax and that the regulation which purports to do so is not supported
by the statute and is invalid. The taxpayer, without reasonable cause,

failed to file a declaration of his estimated income tax f'or any of th.e
years 1947 through 1950 and the eircuit court had sustained the addi-
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tion to the tax for failure to file under Sec. 294(d) (1) (A), which issue
was not before the Supreme Court.

On January 18, 1960, the Court decided the case of United States v. Price,

361 U.S. 304, reversing the decision of and remanding the case to the
Court of Appeals for the Ninth Cireuit (2638 F. 2d 382). The Court
of Appeals had affirmed the opinion of the District Court that a waiver
of restrictions on assessment and collection of a tax executed by the
taxpayer under the provisions of § 272(d) of the Internal Revenue
Code of 1939 prior to the issuance of the notice of deficiency (the so-
called 90-day letter) was jnvalid. The taxpayer had argued that there
was no “determined” deficiency until the 90-day letter was issued, and
that accordingly there could be no valid waiver affecting such a non-
existent tax. The Court of Appeals for the Ninth Circuit had in two
previous instances in 1936 taken the position argued for by the tax-
payer. The taxpayer had asserted that the fact that Congress had
considered these decisions and had still not amended the law, showed
that it had accepted the Ninth Circuit’s position. The Supreme Court,
after examining the legislative history of the waiver provision of the
1939 Code, concluded that the intent of Congress had been to permit
a taxpayer to pay the tax and stop the running of interest, and that
to reach a further conclusion that a taxpayer was to be without power
to stop the running of interest until a 90-day letter was issued would not
conform to this purpose. It dismissed the argument that a deficiency
was not “determined” until the issuance of the notice of deficiency as
contrary to the plain sense of the provision which contemplates, first,
a determination of a deficiency, and then the sending of a notice. It
should be noted that the 1954 Code specifically authorizes a waiver prior
to the issuance of a 90-day letter.

On March 21, 1960, the decision for the Government in Walter W. Flora

v. United States (1958), 357 U.S. 63, was affirmed on rehearing in
Walter W, Flora ¥. United States, 362 U.S, 145. It involved the ques-
tion of whether a taxpayer must pay the full amount of an income tax
deficiency before he may challenge its correctness by a suit for refund.
The Court originally considered the case on writ of certiorari from the
Court of Appeals for the Tenth Circuit and affirmed. The Court based
its determination on what it considered to be Congressional intent; it
went back to dicta in Cheatham v. United States (1875), 92 U.S. 85,
which said that statutes at that time (R.S. 3228) required full payment
as a condition precedent to the right to sue for refund, and noted that
current statutes (28 U.8.C. 1346(a) (1)) employed identical language
and were not intended to alter the Cheatham rule. The Court spe-
cifically noted that the statute establishing the Tax Court in 1924 con-
stituted a partial remedy for hardship cases. In other hardship cases
the Court stated that amelioration was a matter for Congress, not the
Court. Justice Whittaker dissented.

The Court noted in its second opinion that the taxpayer’s petition for

rehearing was focused almost exclusively upon a single clause in the
prior opinion—*there does not appear to be a single case before 1940
in which a taxpayer attempted a suit for refund of income taxes with-
out paying the full amount the Government alleged to be due” (357
U.S. at 69). The Court granted the petition so that it could comment
upon the material introduced upon reargument. It found that out of
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approximately 40,000 pre-1940 suits, exhaustive research had revealed
only nine in which the issue was present and that the Commissioner had
contested jurisdietion in six of those. The Court stated that the
remaining three were without significance and that the reargument
strengthened rather than weakened its original statement. It also
stated that the basic reasons for its decision would be unaffected by
the constancy or ineconstancy of administrative practice. Justices
Whittaker, Frankfurter, Harlan, and Stewart dissented. This decision
resolves what has been a very controversial and significant issue in tax
litigation. A contrary decision would have permitted taxpayers to
make token payments on deficiency agsessments and by a suit for
refund for such payment to test the correctness of the entire assess-
ment. Such a rule probably would have resulted in a substantial change
in taxpayers’ choice of forums for litigation.

On April 25, 1960, the Court decided the case of New Hampshire Fire
Insurance Co. v. Scanlon, 362 U.8. 404, affirming the per curigm decision
of the Court of Appeals for the Second Cirenit (267 F. 2d 941).- The
District Court had held that the plaintiff, surety on a bond of a tax-
delinquent contractor, eould not, by a petition to quash the district
director’s levy on the city of New York to reach a fund alleged to be
due the contractor, obtain a determination of the rights of the parties
to the property involved. The plaintiff argued that 28 U.8.C. § 2463,
which states that all property taken under any revenue law of the
United States shall be deemed to be in the eustody of the law and
subject only to the orders and decrees of the courts of the United States,
gave those eourts eustody of the property and power to digpose of the
issue of ownership summarily. The Supreme Court cited the legislative
history of § 2463 as indicating a congressional purpose to protect the
property in the revenue officer’s custody and not to transfer custody
to the federal courts. Even construing the section as transferring
custody, the Supreme Court concluded that it would not follow that
cases and controversies involving ownership of property should be tried
in summary fashion.

In Commissioner of Internal Revenue V. Mose Duberstein et al., 80 S. Ct.
1190, the Supreme Court held on June 13, 1960, in reversing the Court
of Appeals for the Sixth Circuit, that the Tax Court was warranted in
concluding that the transfer of a Cadillac automobile to the taxpayer
from a business friend for furnishing names of potential customers was
a recompense for past services or an inducement to be of further
service in the future rather than a gift. Whether a transfer is a gift
or compensation turns on the basic reason for the transferor’s action.
A gift in the statutory sense, gaid the Court, proceeds from a detached
and disinterested generosity out of affection, respect, admiration, char-
ity or like impulses.

Also on June 13, 1960, the Court decided the case of Stanton et wx. V.
United States, 80 S. Ct. 1180, With four dissents, the Court vacated
and remanded a decision in favor of the Government by the Court of
Appeals for the Second Circuit, which was considered in conflict with
the decision of the Sixth Circuit in Duberstein insofar as the proper
approach to be taken in determining when a transfer of property con-
stitutes a gift. The Government petitioned for certiorari in Duberstein
and acquiesced in the taxpayer’s petition in thigs case. The Stanton
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case involved the question of whether a specific transfer of money by a
eorporation to an employee following his resignation constituted & gift
or taxable compensation under section 22(b) of the 1939 Code. The
Government argued that since the issue was a question of law or at least
a mixed question of law and fact, it was within the power of the Second
Circuit to reverse the Distriet Court decision for taxpayer without find-
ing it clearly erroneous. The Court held that the issue was purely
factual but remanded the case to allow the District Court to make
new and adequate findings of fact. The Court rejected the request of
the Government to formulate a general rule or test sufficiently definite
to enable lower courts to readily determine what constitutes an exelud-
able gift. The decision failed to establish any specific rules of law
to govern the issue but left the question to be decided by fact-finding
tribunals upon their “experience with the mainsprings of human
conduct.”

In snother case decided on June 13, 1960, the Court affirmed the deci-
sion of the Seventh Circuit in United States v. Allen Kaiser, 80 S. Ct.
1204. The Seventh Circuit had reversed the District Court, which had
entered judgment for the Government n.o.v. The Supreme Court de-

- cision was against the Government. The issue was whether strike bene-
fits, received from a labor union by both union members and non-
members alike, were tax-exempt gifts (section 102{a) of the Code) or
taxable income (section 61(a) of the Code) to the recipients. The
amounts received were dependent upon individual need, and were alsc
dependent upon the availability of unemployment compensation or
local public assistance. Recipients were encouraged to engage in
picketing, but benefits were not contingent on such activity. The Court
refused to set up a test for determining when a transfer constitutes
a gift or compeneation, but held that this is a factual determination
to be determined by the trial court upon each set of facts.

On June 18, 1960, the Court, in the case of Manufacturers National Bank
of Detroit V. United States, 80 8. Ct. 1103, reversed the decision of the
District Court for the District of Michigan (175 F. Supp. 201), the
case having been appealed by the Government directly to the Supreme
Court under sections 1255 and 2101 of Title 28 of the United States
Code. The question presented was whether an estate tax provision
(section 811(g) of the Internal Revenue Code of 1939, as amended
by section 404 of the Revenue Act of 1942) requiring, in the computa-
tion of the statutory gross estate, the inclusion of proceeds of insurance
on the life of the decedent to the extent the insurance hag been pur-
chased with premiums paid by the decedent, regardless of other aspects
of ownership, is unconstitutional as an apportioned direct tax or as a
deprivation of property without due process of law. The District Court
Pad held that the statute, as applied in this case, was unconstitutional;
it reasoned that since the decedent had parted with all incidents of
ownership, there was no transfer of property at death. The Supreme
Court, in reversing, held that the tax laid on the “ripening” at death
of rights paid for by the decedent is not a direct tax and that the tax is

~ not retroactive in its impact.

Also on June 13, 1960, the Court decided the cases of Unifed States v.
Bro:smn and Bank of America National Trust and Savings Assn. V.
United States, 80 8. Ct. 1108, affirming the decision of the Court of
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Appeals for the Third Circuit in the first case (264 F. 24 762)' anc‘! re-
versing the decision of the Court of Appeals for the Ninth Cu'cu}t in
the second case (265 F. 2d 862). The two cases involved substantially
the same issue, namely, whether an inferior Federal tax lien is extin-
guished by the foreclosure of a superior mortgage lien in accordance
with State law, even though the United States was not, and need not
be under State law, a party to the foreclosure. In Pennsylvania a
confession-of-judgment provision in the mortgage was utilized to oh-
tain judgment against the mortgagor-taxpayer pursuant to whieh the
real property was sold; in California both real and pergonal property
were sold by the trustee pursuant to powers of sale contained in a deed
of trust and two chattel mortgages. The Court (in a 5-to-4 opinion)
analyzed the legislative history of Federal lien enforcement and found
that the provisions of the law dealing with the means whereby private
lienors could obtain the removal of the Federal tax lien (26 U.8.C.
§7424 and 28 U.8.C. § 2410) were permissive rather than execlusive
procedures. It emphasized the use of the word “may” in those statutes.
Finding ne Federal statutory har to the use of State procedures, the
majority deelared that it helieved it desirahle to adopt as Federal law
the applicable State law governing divestiture of Federal tax liens (ex-
cept to the extent Congress may have entered the field) so as not to
displace well-established State procedures governing the enforcement
of the network of competing private property interests. The dissent
strongly argued that the eardinal principle of uniformity in the tax
scheme demanded that the extinguishment of inferior Federal tax liens
be done on a uniform basis, and pointed out that the majority opinion
opens up b0 separate and different rules of procedure.

On June 20, 1960, the case of Cory Corporation et al. v. Sauber, 80 S. Ct.

1381, was decided in favor of the Government. The taxpayers sued for
refunds of excise taxes collected on sales of two air conditioning units
sold under sections 3405(c) and 4111 of the Internal Revenue Codes
of 1939 and 1954, respectively (self-contained air conditioning units,
ete.). The Commissioner, under his authority to prescribe regulations,
had held that the tax applied to units that had “a total motor horse-
power of less than one horsepower.” (See S.T. 934, C.B. 1948-2, 180;
Rev. Rul, 54-462, C.B. 1954-2, 410.) 'The District Court held that the
rulings referred to actual—not nominal or rated—horsepower. The
Court of Appeals, Tth Circuit (266 F. 2d 58), reversed on grounds that
the units in question were clearly of the household type beeause made
to meet the needs of a household, that the horsepower was irrelevant,
and that the rulings were void. The Supreme Court reversed the Court
of Appeals, holding that the Commissioner’s rulings were not void and
that the horsepower test is a permissible one. The cases were remanded
to the Court of Appeals for further findings as to whether the word
“horsepower” as used in the rulings meant actual horsepower or
nominal rated horsepower.

On June 20, 1960, the Supreme Court decided the case of Agquilino v.

United States, 80 S. Ct. 1285, vacating the decision of and remanding
the case of the New York Court of Appeals (146 N.E. 2d 774). The
State court had held that the Federal tax lien on a sum of money due
the taxpayer-contractor from the owner had taken effect prior to the
claims of the plaintiff-subcontractors. The plaintiffs had argued that
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under § 36—a of the New York Lien Law the contractor had no property
interest in the sum of money due from the owners to which the Federal
tax lien could attach. The lower State courts had agreed and had been
reversed by the New York Court of Appeals. The opinion of the
majority of the Court pointed out that State law controls in determining
the nature of the legal interests in property and that Federal law
determines the priority of competing liens. On the grounds that the
State court had not resolved the conflict between the plaintiffs’ conten-
tion that there was no property interest in the taxpayer-contractor and
the Government’s contention that § 36—a gave the plaintiffs a mere lien,
the Court vacated the judgment and remanded the ease so that the
property interests of the taxpayer under State law might be ascertained.
The dissent (referring to both Aguiline and Durham Lumber Co. cases)
argued that, since the Court had in a long line of cases preferred the
Federal tax lien over the subcontractor’s lien in situation similar to
this case, for purpose of the Federal tax lien statutes no different result
should obtain whether State law purports to prefer subcontractors over
contractors by giving the suhcontractors a lien on the contractor’s rights
against the owner or by giving them a prior right to collect the debt
itself. It pointed out that the relevant incidents of the relationship
between subcontractors and contractors are the same whether the sub-
contractors’ interests are labeled “property” or “lien”.

In another June 20, 1960, decision, the Court decided the case of United

States v. Durham Lumber Co., 80 8. Ct. 1282, affirming the decision of
the Court of Appeals for the Fourth Cireunit (257 F. 2d 570). The
Referee in bankruptcy had held that the rights of the Government
under its tax lien, in a fund deposited in the proceeding by the owner
of the property upon which the taxpayer-contractors (now bankrupts)
had performed work, were superior to those of the defendant-subcon-
tractor. The Distriet Court reversed and the reversal was affirmed hy
the Court of Appeals. That Court stated that the nature and extent
of the general contractors’ property rights were governed hy State law
and that under the North Carolina General Statutes the general con-
tractors did not have a property interest in the face amount of the fund
hut only in the residue after payment of unpaid subcontractor’s claims,
The majority opinion of the Supreme Court agreed with this conclu-
sion. (For a statement concerning the dissent see Aquilino above.)

On June 27, 1960, the case of United States v. Cunnelton Sewer Pipe

Company, 80 S. Ct. 1681, was decided in favor of the Government. It
involved the question of whether a miner-manufacturer’s “gross income
from mining” for percentage depletion purposes on fire clay and shale
could be based on its gross receipts from the sale of its finished vitrified
sewer pipe and related products. The taxpayer maintained that it
could not sell its fire clay and shale into the existing market at e profit
because of the high operating costs of its deep mine. The Government
took the position that the taxpayer’s allowance for percentage depletion
should be computed on the same base as that utilized hy nonintegrated
miners, who did not fabricate their raw material into a finished product.
The Court found that Congress intended to grant miners a depletion
allowance based on the constructive income from the raw mineral
product, if marketable in that form, and not on the value of finished
articles. The Court also rejected the taxpayer’s argument that, be-
caunse it could not sell its minerals into the existing market at a profit,
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they were not commercially marketable; it held that all the processes
used by nonintegrated miners before shipping the raw fire clay and
ghale would be available to an integrated miner-manufacturer to the
same extent but nmo more. The Court did not rule as to the correct
depletion base for miner-manufacturers where there was no evidence
that the erude minerals were marketable in their erude form. This
question had previously been decided in favor of the taxpayer in the
lower courts in such cages as United States v. Merry Brothers Brick &
Tile Company, (C.A. 5, 1957) 242 F. 2d 708, cert. den. 365 U.S. 824,
and United States v. Dragon Cement Company, Ine. (C.A. 1, 1957) 244
F. 2d 513, cert. den. 355 U.S. 833.

Also on June 27, 1960, the Supreme Court decided two consgolidated cases
in favor of the Government, Massey Motors, Inc. v. United States, 80
8. Ct. 1424, on writ of certiorari from the Court of Appeals for the
Fifth Circuit, and Commissioner v. Robley H. Evans et ux., on writ of
certiorari from the Court of Appeals for the Ninth Cireuit. The re-
spective Circuit Court decizions, U/nited States V. Massey Motors, Inc.
(1959}, 264 F. 2d 552, and Robley H. Evans et ux. V. Commissioner
(1959), 264 F. 2d 502, were in confliet and furnizshed the basis for
Supreme Court consideration. Each case involved the depreciation al-
lowance under the provisions of section 28(1) of the 1939 Code for
automobiles used in rental and allied services. In these cases the Su-
preme Court made two specific determinations, one relative to the use-
ful life of the assets and the other relative to salvage value. The Court
noted that automobiles held for rental purposes must be late-model cars
and that they were customarily disposed of after new models came out
or shortly thereafter ; thus the useful life of such automobiles for rental
purposes was considerably shorter than the inherent useful life of such
automobiles for all purposes. The Court determined that the useful
life, for purposes of depreciation, of automobiles used in a trade or
business was the useful life of such automobiles in the trade or busi-
ness, not their full economic life. The Court carried this premise to its
logical conclusion and further determined that the salvage value, for
purposes of depreeiation, of rental automobiles was their value at the
end of their useful life in the trade or business, not their junk value at
the end of their full economic life; this was held to be their resale or
secondhand value. Justices Harlan, Whittaker, Stewart, and Douglas
dissented. Although this decision is concerned with rental automobiles,
it will undoubtedly find wide application in situations invelving any
assets having a useful life in a given trade or business shorter than their
full economic life.

The Court decided another case on June 27, 1860, Hertz Corporation V.
United States, 80 S. Ct. 1420, involving, like Massey Motors, Inc., et al.
v. United States, the depreciation allowance on rental automobiles;
however, this latter case concerned such allowance under the provi-
sions of the Internal Revenue Code of 1954. The Court applied the
same reasoning employed in the Massey Motors case, and determined
that useful life for purposes of section 167 of the 1954 Code, as defined
in Income Tax Regulations, section 1.167 (a)-1(b), was the uzeful life
of the rental vehicle in the trade or business. In view of this con-
elusion, the Court determined that as the taxpayer’s rental automobiles
bad a useful life in the trade or business of less than 3 years, they did
not qualify for the use of the double declining balance method of com-
puting the allowance for depreciation as claimed on taxpayer’s returns.

Report on Operations 49

In the case of rental trucks, it was noted that they had a useful life
in the trade or business of more than 3 years and did qualify for use
of the double declining balance method. However, the Court determined
that the double declining balance method did not have a “built-in” pro-
vision for salvage value, specifically, the amount remaining after the
application of the depreciation equation as argued by taxpayer. The
Court concluded that a reasonable salvage value must be considered in
limiting the ultimate amount of depreciation allowable under the double
declining balance method and that such value reasonably appears to be
the price that will be received when the asset is retired. This decision,
particularly insofar as it relates to the double declining balance method
of computing the depreciation allowance, is not limited to automobiles
but has application to all assets and must be regarded as a very signif-
icant decigion.

In another decision on June 27, 1960, in Commissioner of Internal Revenue
v. Gillette Motor Transport, Inec., B0 8. Ct. 1497, the Court held that
an award received from the Motor Carrier Claims Commission as a
result of the Government having taken over control and operation of
the taxpayer’s transportation business during the last 10 months of
World War II was rental income taxable as ordinary income, as was
also the interest received on that sum. The nature of the property
taken over was the right to use the taxpayer’s transportation facilities.
This right to use is not a capital asset but is simply an incident of the
underlying physical property, the recompense for which is commonly
regarded as rent, and the fact that the transaction was inveluntary on
the taxpayer’s part does not change the nature of the case.

Statement on adverse Tax Court decisions.—There were pub-
lished in the Internal Revenue Bulletin acquiescences of the
Commissioner in 103 adverse decisions of the Tax Court and

nonacquiescences in 17 adverse decisions for the fiscal year ending
June 30, 1960.

Delinquency Investigations and
Delinquent Returns

As backlogs of past-due accounts were reduced to manageable
proportions (see p. 63), many district offices were able to devote
more attention to the enforcement of returns filing requirements.
The number of investigations conducted in 1960 as a result of pre-
liminary evidence of failure to file returns totaled 1,040,000, against
972,000 during the prior year. At the end of the year there were
438,000 such investigations pending compared to 440,000 a year
ago.

Substantial increases occurred this year in the securing of de-
linquent returns, as a result of the broadened program. The num-
ber of delinquent returns secured by district collection divisions
totaled 897,495, which was 18 percent more than the 1959 figure.
The amount of tax, penalties, and interest on these returns was





